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ABSTRACT

The study examned the trend and pattern of fiscal policy variables and private
consunption, established the existence of Rcardan Equivalence Hypothesis using N gerian
data; anal yzed the relationshi p bet ween government delt and private consunption; deter mned
the i npact of fiscal policy shocks on private consunption and investigated the effects of
anticd pated and unantic pated fiscal policy shocks on private consunption This was wtha view
toprovidnginfor mationfor announce ment and post i npl e nentati on effects of changes infiscal

policy variables on private consunptionin Ngeria bet ween 1981 and 2011

Secondary data were used for the study. Quarterlyti ne series data onthe Government
Revenue, Governnent Expenditure, Governnent Debt, Interest Rates and Private Consunption
from1981:1to 2011: 4 were collected from Central Bank of N geria (CBN Statistical Bulletin
for various years (2008 — 2011) while data on Total Walth Disposable Incone and
D stotionary taxes were collected from World Devel opnent Indication 2011 Data collected

were anal yzed using descri ptive statistics and econo netric techni ques.

The results of the trend and pattern anal ysis showed t hat there were cyclical nove nent
bet ween fiscal palicy variables and private consumptionin N geriafor the periods of study. The
resuts on the existence of Rcardian Equivalence Hypothesis in N geria indicated that only
governnent expenditure confirned the existence of Rcardian Equivalence Hypathesis in
N geria(f =-0 1598 p<0.05) while ot her variables like distortionarytaxes (f =0.3837, p<0.05
instead of B =0, p<0.05); disposable incone (B = 0.0244, p>0.05 instead of f # 0, p<0.05);

governnent debt (B =-0.3881, p<0.05instead of f =-0, p<0.05) andtotal wealth(p =0.0793,
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p<0.05instead B = 0, p<0.05) showed that Ricardian Equi valence Hypothesis did not holdin
N geria The study also showed that governnent debt (p =-0.1208 p<0.05) had negative and
signficant effect on private consunption in Ngeria The SVAR results revealed that
governnent revenue shock (B =-0.97, p<0.05) and governnent spending shock ( = -0 36,
p<0.05) had negative and significant i npacts on private consunption while governnent debt
shock (B =-0.38 p>0.05) had positive and i nsignificart effect on private consunption Hnally,

the study also revealed that the coeffidients of antidipated fiscal policy shocks (9= 1. 6313
p<0.05; £2°= 0.1730, p<0.1 and £2"= -0.4003 p>0.05) had significart i npacts on private
consunption while the coeffidents of unarticipated fiscal policy shocks (.= 9.81E 07,
p<0.05; 1= -233E07 p<0.05 and £*"= -7.50E-08, p>0.05) had no significant effect on
private consunptionin Ngeria

The study concluded that the existence of REH in N geria was inconclusive. Asothe

announce nent of government polices had i mmediate effect on private consunption while the

i npl e mentati on period had no effect on private consunption
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CHAPTER ONE
I NTRODUCTI ON
11 Backgroundtothe Sudy

One of the tenets of nacroeconomcs is howfiscal pdicy can be effective in sti mulating
aggregate de mand and reviving a stagnant private consunption Hfective fiscal paicies provide
a stable macro environment for invest nent and i ncreased productivity. Fscal pdicyinvol ves
the deliberate actions of governmnent inspending money and levyingtaxes with a iewto
influenci ng nacro-economni ¢ variables to attain adesired drection This incl udes sustai nable
economc grow h iaincrease inaggregate de mand, high enploynent creation and low
inflation (Abata et d, 2012). Increase in government spending or areduction intaxes tendto
pull the consunption level (most especially private consunption) out of arecession, while

reduced spendi ng or increased taxes slow down a boom( Dornbusch and FHscher, 1990).

Evi dently, the achieve ment of sustai nable increase o decrease in private consunption
through fiscal pdicyinN geria has remained unclear. Despite the substantial increasesin
governnent expenditure from1980s to 2011, private consunption has na grown wththe
expected rates, Abata et al (2012). The deprived perfor nance of fiscal pdicy has been
apparently blaned onthe problens of paicyinconsistencies, highlevel of corruption wastefu
spending, poor palicyi nplenentation and lack of feedback nechanis mfromi nplenented
polices bet ween 1985 and 2005 ( Omtogun and Ayinla 2007, Abata et d 2012). Inthe debate
on economc palicy, fiscal pdicyis predomnantly viewed as aninstrunent to mtigate short-
run fluct uations in private consunption and e nploy nment. By varying governnent spending o

taxation fiscal pdicy ains a atering aggregate de mand in order to nove the present level of
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private consunption closer to patertial level, (Eggertsson et a, 2010, Christiano, EHchenbaum

and Rebelq 2011).

FHscal pdicy alsoentails howthe creation of public debt affects the private sector
(Omtogun and Ayinla, 2007). This aspect is particularly vital when eval uating stabilization
polices wth a nationtoaffect aggregate de mand. The Keynesian perspective onthisissueis
that, for a gven path of government consunption by decreasing taxes today, the private sector
wi Il increase its spending, and thus aggregate consu nptionincreases. Tothis end, the private
consunptiontoday is deter mined by today s dsposable incone; hence wth atax cu, bah
disposable inconme and private consunption wll increase. This concl usion inplies that
househal ds regardtheir hol ding of governnent bonds as net wealth i.e the househal ds do nat
discount any part of the fut ure taxincreases that are necessarytorepay the public dekt. A
si mlar concl usion of the effects of debt policyis obtainedin neoclassical rmodels of the Yaari-
B anchardtype (see Banchard 1985; and Buiter et a, 2002), where new househol ds erter the
economy inthe fuure, and thus a part of the tax burdenis evaded by the househol ds that are
presently part of the economy. Inthistype of nodel, househol ds dscount only a part of future
tax paynents, and thus atax cut today increases private consunption but by a snaller anmount

thanina Keynesian nodel.

The R cardian equi val ence hypat hesis (REH stands insharp contrast tothe
conventional iewby arguingthat governmnent defidt financing nerely generates the private
saving necessaryto absorb the additional government dekt, leavi ng national saving and private
consunption unaltered In ather words, Rcardianequivalence holdsthat anincreaseinthe
governnent deficit wll be exactly offset by anincrease in private sector savings. Further nore,

as national saving does not change, the real irnterest rate need nat riseina closed econony to
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mai ntainthe balance between national saving and invest nent and hence, thereis no effect on
invest nent as well as private consunption either. Inan open econony, there woul d be no effect
on the current account balance because private saving rises enough to avoi d the need to borrow

fromabroad Therefore, budget deficits woul d nat cause current account defidts.

These concl usions are for nmally based on Barrds (1974) semnal paper. By irtroducing
rational behavi our and fiscal expectations irto a for ward-l1ooki ng per nanent incone-life cycle
consunption nodel, it showed that inter-tenrporally maxi mzing rational consuners wil nat
viewgovernment debt as a part of their net wealth if they accurately anticipate the future tax
liahility of that debt. Instead rational consurmers woul drealizethat the public debt created now
by government borrowng rust be repaidinthe future by anincrease intaxes. Hnce, a
lowering of taxes today will nerelyinduce consumers toincrease savingin order toavoid a
sharp declineintheir future disposable incone and consunption due to higher taxes. Private
consu nption thus remains unchanged provi ded that the present val ue of governnent
expenditures is nat affected by the choice of budget deficits and surpl uses, i.e by the ti nang of
taxes. If thisis acorrect representation of consumer behavi our, the Hcardian equi val ence
proposition leads to a quite drastic pdicy i nplications: since a deficit-financed tax cut has no
effect on aggregate consuner de mand, eveninthe short run atenpts tostabilize the econony

are dooned to be fuile

Also, there has energed athirdline of reasoning calledthe non- Keynesian view which
stresses the i nportance of the current fiscal policyinshaping consuners expectations about the
fuure policy mx Specificaly, if the level of government debt affects consumners expectations
on the fuue path of government budget variables, expansionary fiscal policy today in

associaion wth a high governnent debt to GDP ratio and large budget deficit nay have a
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contractionary effect on private consunption and aggregate de mand For exanple, Sutherland
(1995) shows that if a high level of government debt signals an i mminert need for fiscal
stabilization forward-looking rational consuners anticdpate the eventual consequences of

accu mul ati ng gover nnent debt and decrease their consunption inresponse
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