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Abstract P
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or to the banking sector consolidation exercise
that concluded in December 2005, the framework
for monetary policy in Nigeria had witnessed some
transformation. This included the shift from the use
of direct monetary policy control to indirect
(market- based) monetary management, and the
swift from short-term framework to a two term-
medium term framework in the conduct of
monetary policy.

Prior to the introduction of the Structural
Adjustment Programme (SAP) in mid 1980s, the
monetary policy framework place emphasis on
dircct monetary control. The major objectives of
thi~ policy during this regime are to promote rapid
and sustainable economic. The instruments adopted
were mosthy credit ceiling with preference to some
sectors ol the cconomy such as agriculture,
manufacturing and  construction. During this
period, agricultural output was greatly influenced
by prices among other factors and the depreciation
of the naira and abolition of the commodity boards
in 1986, which resulted in an overall increase in
production of exports. Table 1 presents the output
performance of the major agricultural product
groups at the commencement of Structural
Adjustment Policy (SAP) in as compared with the
pre-SAP period. The crops included in each
product group accounted for at least 60% of all the
exported crops in the group. The two periods shows
that export crops performed best, with the average
output of the group increasing by about 42% over
the pre-SAP period.

The economic deregulation embodied in the SAP
culminated a paradigm shift from the hitherto
repressive direct monetary control method to an
indirect approach anchored on the use of market
instruments in monetary management. This was
borne out of desire to eliminate the distortions and
inefficiency in the financial system control caused
by the prolonged use of administrative and
endangered competitiveness among banks ‘ and
other operators in the financial system. Prominent
examples of the.instruments of indirect monetary
control are: open market operations, discount rate
and so forth. This regime has led to a period in
which the staple crops group recorded about 38%
increase, while forestry and livestock groups were
hardly influenced and the output of fishery fell by
about 15%. As a result of very high increases in the
nominal producer prices during the SAP era,
coupled with the moderate output increase of most
crops during the 1986-1994 periods, the nominal
incomes of producers rose substantially, as shown
in Table 1.

Two major policy regimes of short and medium —
term frameworks can be identified. In consistent
with the broad objectives of the monetary policy, a
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number of targets and instruments were adopted
during the short-term monetary policy framework
(1986-2001). OMO, which was conducted using
Nigerian Treasury Bill (NTBs) was implemented
by the cash reserve requirement (CRR) and the
liquidity ratio (LR). This policy led to the
unification of official and interbank exchange rates
in 1999. Medium term regime commenced in 2002
and it aimed at freeing monetary policy from the
problem of time inconsistency and minimizing
over-reaction due to temporary shocks. The
measures were taken to strengthen the banking
sector and consolidate the gains of the monetary
policy included in the 13 —point reform agenda in
the banking sector in July 2004. Referring to table
1, the impact of this reform on agricultural
production can be seen. The prices of Nigeria’s
major agricultural commodities in the world market
trended upwards in 2003. At 96.3 (1990=100), the
dollars based, all commodities price index grew by
4.4 percent over the level in the proceeding year.
The increased in price of other commodities ranged
from 2.9 percent for copra to 5.5 percent for cotton.
Improved international demand, coupled with tight
supply situations, largely accounted for the strength
of the world commodities. Domestic producer
prices of Nigeria’s major agricultural commodities
increased during 2003. Of the thirteen monitored
commodities, ten registered increases, while three
recorded declines, relative to their levels in 2002.
The increase in prices was attributable, partly, to
costs of transportation as a result of upward
adjustment in the prices of petroleum products and
the poor conditions of the rural roads, which
increased the cost of evacuating of farm produce to
the urban centers (CBN, 2007). \

The dynamic structure of a time series regression
model can be more complex than a multiple linear
regression as it possesses lagged values in both the
regressand, y,, and the regressors, x,. The dynamic
regression model is of the form

W= 01y1—i R xt’¢0 12 xl’—lwl + & 1)
where y, is modeled as a function of y,_,, x, and
Xi-1. This model is denoted an autoregressive
distributed lag, or ADL, model. It is the workhorse
in the modeling of dynamic relations between
variables. The above models are useful in different
contexts and later in the next section we go into
more details with the interpretations of the models.
Detailed discussion, properties and estimation
method on time series regressions can be found in
literatures  (Hamilton,1994;  Hayashi, 2000;
Davidson, 2001, Wooldridge, 2003) .

For the purpose of this work, we adopted model
used in the majority of previous studies is based on
a linear regression form:

0, =a,+a,X, te,Y +a,Z +¢, 0))
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where Q,, is the quantity of exports or imports. X,
is a measure of real economic activity (GNP, or
index of Agricultural production), ¥, , is a measure

of relative prices relevant to the analysis, Z, is 2

measure of volatility, and €, is @ random error. In

this model, a statistically significant and negative
coefﬁcnent for a indicates the existence of 2
negative relationship between volatility and trade.
The most notable variations of this methodology
are by Koray and Lastrapes (1989), who use the
vector autoregressive (VAR) mo
and Lastrapes (1991), who use the generalize
autoregressive  conditional heteroscedasti
(GARCH) in mean model.
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Table 2: Equation fitted to Real export earnings:
@ export price + @exchange rate + g volatility

of exchange rate

Coefficient value T-value Prob.
b 0.288 6.62 0.000
o -0.533  -2.91 022015 »

B -26.082 =372, {4 "HOI0028 RN .
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Table 3: Equation fitted
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I able 1: Index of Agricultural Productio

Livestock

47.80
56.27
61.17

1984 52.8 58.50
1985  54.54 63.6

1986 5808
1987 4451
1988 46.82
1989 94.29
1990 100
1991 12




