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Ahstract: This study provides a disaggregated analysis of the effects of monetary policy shocks on the agricultural sector in Nigeria from
198101 1o 201604. The study utilized the generalized impulse responses and the normalized generalized forecast error variance decomposi-
tions from an underlving VAR model, which are order-invariant. The four monetary policy variables used in the study are interbank call rate,
monetary policy rate, broad money supply and exchange rate; while the four agricultural sub-sectors investigated are crop production, forestry,
fishing and livestock. The study also controlled for the general price level and other economic activities in the overall economy. The findings
indicate that the aggregate agricultural sector and its various sub-sectors consistently responded negatively to unanticipated monetary tight-
ening in most of the forecast horizon; while the immediate impact of monetary policy shocks is transmiited 1o the agricultural sector through
the interest rate and money demand (credit) channels. The findings further indicate that apart from these two channels, the roles of monetary
policy rate and exchange rate are non-negligible in the long-run. The role of money supply channel in spreading monetary policy shocks to
the agricultural sector remained muted all through. The study concludes thar the monetary authority should evolve interest rate, credit, and
exchange rate policies that will promote the development of the agricultural sector in Nigeria.
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INTRODUCTION Recent investigations into the effect of monetary policy on
the economy have generally focused on the sectoral effects
of monetary policy since different sectors of the economy

respond differently to monetary policy shocks (Moussir

Monetary policy is one of the macroeconomic management
tools used to influence outcomes in the real sectors of an

economy to their desired direction. It is expected to influence
the real sectors of an economy through movements in interest
rates which would alter the cost of capital and investment
in these sectors. In fact, the extant literature indicates that
monetary policy influences the economy through an array of
channels, such as interest rates, credit and/or bank lending,
asset prices through exchange rates, equity and housing prices
channels (Mishkin, 2007; CBN, 2014). However, the main
aims of monetary policy are the promotion of price stability,
sustainable output and employment.
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and Chatri, 2017). Such investigations have important policy
implications for macroeconomic management since monetary
authorities can then consider the effects of their actions on the
various sectors of the economy. For example, the tightening of
monetary policy might be considered benign from the general
perspective, whereas it can also be viewed as malignant for
certain sectors of the economy. Thus, monetary policy is said to
have strong distributional effects on the economy, and empirical
evidence on how the various sectors react to monetary policy
shocks is essential about how to stimulate growth.
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Current empirical studies on the sectoral effects of monetary
policy shocks in developing countries generally indicate
that tight monetary policy negatively affects the agricultural
sector, which is one of the key components of the real
economy in Nigeria (CBN, 2014; Moussir and Chatri, 2017).
Indeed, over the years, the agricultural sector has made
great contributions to domestic production, employment and
foreign exchange earnings in Nigeria (Oluwaseyi (2017).
However, a trend analysis of its contributions to Nigeria's
gross domestic product (GDP) has revealed a substantial
variation and long-term decline since the early 1960s.
Specifically, its contribution to GDP declined from 60%
in the early 1960’s to 23.11% in 2015. Its contribution to
GDP further declined to 20.48% in 2016Q1. In addition,
the real growth rate of the sector declined from 6.70% in
2012 to 3.72% in 2015. Its growth rate declined to 3.09%
as at 2016Q1. This unsatisfactory situation has been largely
attributed to unstable and often inappropriate economic
policies, the relative neglect of the sector and the negative
impact of oil boom (Orji, A., Ogbuabor, Anthony-Orji, and
Alisigwe, 2020, Ogbuabor and Nwosu, 2017; National Bureau
of Statistics, 2016). Thus, economic policies in Nigeria, such
as the monetary policies of the Central Bank of Nigeria
(CBN), cannot be said to be successful if they do not impact
positively on the real sectors of the economy, especially the
agricultural sector that employs and feeds the larger chunk of
the country’s population. The goal of this study is to provide
a disaggregated analysis of the effects of monetary policy
shocks on the agricultural sector in Nigeria'. Agriculture
is as old as man himself as it was the first occupation of
mankind. Even with the evolvement of modern civilization, it
still remains an essential part of the growth and development
of any extant economy (Anthony-Orji, Orji, Ogbuabor &
Ezealigo, 2020; Orji, Ogbuabor, Okeke & Anthony-Orji,
2019; Oriji, Ogbuabor, and Umesiobi, 2014).

This study is relevant for several reasons. One, existing
studies have generally neglected the disaggregated nature of
the agricultural sector in Nigeria. To address this gap, this
study specifically evaluated the effects of monetary policy
on the four agricultural sub-sectors in Nigeria, namely: crop
production, livestock, forestry and fishing. Two, an important
methodological flaw in studies that have examined the sectoral
effects of monetary policy in Nigeria, such as CBN (2014) and
Nwosa and Saibu (2012), is the use of vector autoregressive
(VAR) framework that is not order-invariant. To address this
gap, this study used the generalized impulse response and the
generalized forecast error variance decomposition framework
advanced by Koop, Pesaran and Potter (1996) and Pesaran
and Shin (1998), which was later extended by Diebold and
Yilmaz (2014). Overall, this study will assist in strengthening
the formulation and implementation of monetary policy in
Nigeria, particularly as it affects the agricultural sector.

1 For detailed historical account on the evolution of
monetary policy in Nigeria, we refer the reader to CBN (2014).
Similarly, for the historical evolution of the agricultural sector in
Nigeria, we refer the reader to Oluwaseyi (2017).
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AN OVERVIEW OF THE EMPIRICAL
LITERATURE

In the last two decades, several studies have been conducted
to ascertain the sectoral effects of monetary policy, especially
in the highly industrialized economies. One of the pioneer
seminal papers in this regard is Bernanke and Gertler (1995),
which used a vector autoregressive (VAR) model to document
the responses of GDP and its components in the U.S. to
monetary policy shocks. They find that during the period
January 1965 to December 1993, the different components of
final expenditures responded differently to monetary policy
shocks. Following this study, a plethora of other studies also
focused on the U.S. economy. Raddatz and Rigobon (2003)
used quarterly data for the U.S. over the period 1955:1 -
2002:3 to examine the sectoral effects of monetary policy.
They extended the Bernanke and Gertler (1995) methodology
by advancing an identification strategy that allows the study
of both the sectoral effects of monetary policy and the role
that monetary policy plays in the transmission of sectoral
shocks. The results also indicate significant differences in
the sectoral responses to monetary policy. Jansen, Kishan and
Vacaflores (2013) studied the impact of monetary policy on
net sales of publicly traded firms in various sectors of the U.S.
economy and find that monetary policy has a heterogeneous
effect on firms in different industries. The study observed
the strongest effect on firms in retail and wholesaling, while
balance sheet characteristics, particularly size, influence the
impact of policy.

At this point, it is easily seen that monetary policy
influences different sectors of the economy in different
ways. In what follows, we explore empirical studies from
other economies across the globe in order to cross check the
robustness of this fact. Otero (2017) investigated the impact
of monetary policy on the industrial sectors in five Latin
American countries using inflation targeting, namely: Brazil,
Chile, Colombia, Mexico and Peru. Among others, the results
indicate that the sub-sectors producing capital goods and
durable consumer goods are more sensitive to monetary policy
shocks. In the UK, Ganley and Salmon (1997) examined the
disaggregated impacts of monetary policy on 24 industrial
sub-sectors in order to establish the speed and magnitude of
the reactions of firms in those sub-sectors to an unexpected
monetary policy tightening. The results indicate that the
sensitivity of output to changes in monetary conditions differs
noticeably across industries. This is consistent with Darby and
Phillips (2007), which established from impulse responses
of VARs for disaggregated UK and Scottish data that some
industrial sub-sectors are more interest sensitive compared
to others.

Studies in Australia also obtained similar results with the
ones above, which on the whole, supports the hypothesis of
differential sectoral impacts of monetary policy. Lawson and
Rees (2008) examined the effects of unexpected monetary
policy shocks on the Australian expenditure and production
components of GDP from 1983 to 2007 using a structural
vector autoregression (SVAR). The results indicate that
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