
CHAPTER- VI 

Study of Invariance Proposition of Rational Expectations 

6.1 Introduction 

The concept of Invariance proposition of rational expectations, developed by 

Lucas, Sargent and Wallace in early seventies, presents the idea that the anticipated part 

of money supply doesn't affect output level while it is affected only by unanticipated 

part of money supply. Since the present work is devoted to study the relationship 

between output level and money supply in the line of Invariance proposition which is 

also called Policy Ineffectiveness theorem or LSW proposition, the initial task for the 

present study to identify the anticipated and unanticipated part of money supply. Though 

there are several procedures to estimate the anticipated and unanticipated part of money 

supply; the present study has applied ARIMA structures of narrmv and broad money 

supply for the estimation of anticipated and unanticipated part of money supply. After 

identifying such parts of money supply, a regression equation has been estimated where 

output level appears as dependent variable while both parts of money supply appear as 

explanatory variables. 

6.2 The ARIMA Model 

In order to quantify anticipated and unanticipated part of money supply, the ARIMA 

structures of the variable concerned have been identified and estimated. The following 

equation (Equation 6.1) presents A RIMA structures of M I and M2, on the basis of which 

the anticipated and unanticipated parts of both money supplies have been estimated. 
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Where, ~lnMt. ~lnM1• 1 --~lnM1.k represent first difference of money supply at different 

lags; 81u1_1 ----- 81u1_k represent error terms at different lags after regressing money supply 

over its own past lags. 

The fitted part of the above model provide:-, the quantity of ~uJticipall'd pmt \\hik 

residuals depict the unanticipated part of money supply. 

6.2.1 Estimation of Alternative ARIMA structures for Ml 

The following tables present the estimated A RIMA structures forM I from four different 

alternative· models. The estimations from the different alternative ARIMA models for 

narrow money supply (M I) are being presented in the tables (Table 6.1 and 6.2). 

Table 6.1: Estimation of ARIMA Models for Ml 

ARIMA (2, 1 2) 
' Variable Coefficient Std. Error t-Statistic Prob. 

Constant( a) 0.143492 0.010086 14.22625 0.0000 

AR(2) -0.762485 0.102504 -7.438595 0.0000 

MA(2) 0.795976 0.123271 6.457126 0.0000 

Akaike info criterion :- -2.575537 Rz :- 0.202584 
Schwarz criterion :- -2.451418 Adj. R":- 0.161691 
Durbin-Watson stat:- 1.861791 RSS :-L-'-: ____ 0.162252 

ARIMA (1, 1, 1 ) 
Constant( a) 0.141650 0.011438 

AR(I) 0.166086 
.. ~· 

0.402813 

MA(I) -0.146172 0.432742 1-

Akaike info criterion :- -2.365691 
Schwarz criterion :- -2.242816 

·--- 1-

Durbin-Watson stat:- 1.931968 
.... -- ·r· 

------ .. i 

:-~-~840~ 0 0000 l 
0.412316 0.6823 

-0 :?._~7781 ~.7373~ ·-j 
RZ - o.ooa9o9 . 
--;--;:r---
t-.9LB .. ~:-.. ____ -0.0~_964§_ .. j 
f3_§?_ ---- 9~~Q?58_~ _ _j 
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Table 6.2: Estimation of Alternative ARIMA Models for M1 

ARIMA (1, 1, 2) 
Constant( a) 0.142678 0.010573 13.49461 0.0000 

AR(l) 0.064251 0.150470 0.427005 0.6717 

MA(2) -0.100464 0.160897 1 -0.624400 0.5359 

Akaike info criterion :- -2.373109 RL :- 0.016235 
Schwarz criterion :- -2.250235 ! Adj. R':- -0.032954 
Durbin-Watson stat:- 2.064099 ___ _l_B§_~ :~ ____ _Q204Q64_ 

Constant( a) 
ARIMA (2, 1. 1) 

---····---- ....------··· , .. 
0.142350 0.009654 

. ----·-::-,-----.- . ·, 

14.74546 0.0000 i 

AR(2) -0.191625 0.149555 -1.281300 0.2077 

MA(l) 0.052190 0.161732 0.322692 0.7487 
Akaike info criterion :- -2.395981 R£ :- 0.045748 
Schwarz criterion :- -2.271862 Adj. R':- -0.003188 
Durbin-Watson stat:- 1.940753 RSS :- 0.194165 

Among the alternative models, the tirst model i.e. A RIMA (2, I, 2) has been taken as 

more appropriate model because it has minimum value of AIC and SC. The't-statistic' of 

both explanatory variables seem significant at I% level. On the basis of this model the 

anticipated and unanticipated part of M I has been estimated. 

6.2.2 Estimation of Alternative ARIMA structures for 1\12 

The ARIMA model has been applied for the estimation of anticipated and unanticipated 

part of M2 also. The following tables present the estimated ARIMA structures for M1 

from four different alternative models. The estimations of different ARIM:\ models for 

M2 have been presented in Tables 6.3 and 6.4. 

Table 6.3: Estimation of ARIMA Model for 1\12 

' ' 
ARIMA (2 1 2) 

Variable -~-l~~~6f~+~~ofJj~ Constant( a) 
AR(2) -0.772584 I o.o54061 -

MA(2) 0.916684 io~036956--
Akaike info criterion :- -3.191317 

--

Schwarz criterion :- -3.067198 
Durbin-Watson stat:- 1.956532 

p=siatistic Pro_b_ ---~ 

I 21.05245 0.0000 j 

+--~·-=-=~=--+---:-----' 
1 -14.29102 o.oooo 1 

r24.80451 o.oooOl 

t-f3' :::_~ 0.354759 1 

~Adj. Rz:.:- 0.321670 ~ 
j __ RSS - 0.087652 i 
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Table 6.4: Estimation of Alternative ARIMA Models for M2 

ARIMA (1, 1, 1) 
Variable Coefficient Std. Error t-Statistic Pro b. i 

Constant( a) 0.164873 0.008783 18.77229 0.0000 I 

AR(I) 0.102512 0.387904 0.264272 o.7929 1 

MA(I) -0.130972 0.418719 -0.312791 0.7561 

' Aka ike info criterion :- -2.774446 R' :- 0.004070 i 
Schwarz criterion :- -2.651572 ~-R':- -0.045726 J 
Durbin-Watson stat:- 1.912859 RSS :- 0.136606 J 

ARIMA (2, 1, 1) 
Variable Coefficient Std. Error t-Statistic Prob. 

Constant( a) 0.166601 0.006271 26.56659 0.0000 

AR(2) -0.317073 0.149786 -2.116839 0.0407 

MA(I) -0.052520 0.165579 -0.317193 0.7528 

Akaike info criterion :- -2.858134 R' :- 0.099629 
Schwarz criterion :- -2.734015 Adj. RL:- 0.053457 
Durbin-Watson stat:- 1.896510 RSS :- 0.122310 

ARIMA (1, 1, 2) 
Variable Coefficient Std. Error t-Statistic Prob. 

Constant( a) 0.166324 0.007381 22.53556 0.0000 

AR(I) -0.010302 0.153932 -0.066928 0.9470 

MA(2) -0.169366 0.169639 -0.998394 0.3241 

Akaike info criterion :- -2.800107 R" :- 0.029301 
Schwarz criterion :- -2.677233 Adj. Rt:- -0.019234 
Durbin-Watson stat:- 2.059093 RSS :- 0.133145 

Like MI, the ARIMA (2, I, 2) model from Table 6.3 is more appropriate model than 

other models because the value of AIC and SC is minimum. The estimations of AR (2) 

and MA (2) are significant at I% level of significance. The fitted part of this model 

provides the anticipated part of M2 while the residual part presents the unanticipated part 

of M2. The alternative models from Table 6.4 have not been used to quantify the 

anticipated and unanticipated parts of M2. 

The anticipated and unanticipated parts of M I & M2, which are taken from fitted and 

residual part of the ARIMA (2, I, 2) models (Table 6.1 and 6.3), have been presented in 

the following table (Table 6.5). 
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Table 6.5: Actual, Anticipated and Unanticipated Parts of Money 
Supply (Ml and M2) 

Sample (adjusted):- 1962- 2003 

Year Actual Anticip. Unantic. Actual Anticip. Unantic. 
Ml Ml Ml M2 M2 M2 

1962 0.01905 0.01917 -0.00012 0.03977 0.03647 0.00331 
1963 0.25467 0.09323 0.16144 0.22831 0.09935 0.12896 
1964 0.25316 0.23828 0.01488 0.22249 0.26816 -0.04568 
1965 0.23995 0.18722 0.05273 0.22724 0.23769 -0.01045 
1966 0.05043 0.07171 -0.02128 0.05643 0.08210 -0.02567 
1967 0.04895 0.11192 -0.06297 0.07901 0.11072 -0.03172 
1968 0.11383 0.19751 -0.08368 0.17702 0.22873 -0.05172 
1969 0.21593 0.16546 0.05047 0.25037 0.20575 0.04462 
1970 -0.05590 0.09950 -0.15540 0.00939 0.11169 -0.10231 
1971 0.11485 0.12843 -0.01358 0.17440 0.14333 0.03106 
1972 0.07063 0.17183 -0.10120 0.15404 0.19482 -0.04079 
1973 0.25869 0.15452 0.10417 0.25182 0.18960 0.06222 
1974 0.16813 0.11850 0.04963 0.15804 0.13946 0.01858 
1975 0.03332 0.13857 -0.10525 0.11246 0.15834 -0.04588 
1976 0.20432 0.16421 0.04011 0.25406 0.19079 0.06327 
1977 0.16668 0.14372 0.02296 0.19061 0.16692 0.02369 
1978 0.12973 0.12904 0.00070 0.17960 0.15758 0.02203 
1979 0.14137 0.14409 -0.00272 0.14649 0.17032 -0.02383 
1980 0.12244 0.15454 -0.03210 0.15929 0.17729 -0.01800 
1981 0.11226 0.14295 -0.03069 0.17459 0.16084 0.01375 
1982 0.14501 0.13400 0.01102 0.19385 0.15629 0.03755 
1983 0.16422 0.14288 0.02134 0.18331 0.17358 0.00974 
1984 0.12398 0.15110 -0.02712 0.12217 0.18052 -0.05835 
1985 0.12777 0.14467 -0.01690 0.18268 0.16316 0.01952 
1986 0.21328 0.13678 0.07650 0.17757 0.14798 0.02959 
1987 0.21659 0.14203 0.07456 0.20210 0.17262 0.02948 
1988 0.12956 0.15117 -0.02162 0.19927 0.18579 0.01348 
1989 0.17626 0.14711 0.02916 0.19101 0.16675 0.02426 
1990 0.19230 0.13691 0.05538 0.16969 0.15426 0.01543 
1991 0.21510 0.14171 0.07339 0.20435 0.17053 0.03382 
1992 0.14821 0.15036 -0.00215 0.18822 0.17890 0.00932 
1993 0.21469 0.14731 0.06738 0.22139 0.16898 0.05241 
1994 0.18692 0.13818 0.04874 0.16665 0.15898 0.00767 
1995 0.09461 0.14284 -0.04823 0.14504 0.17286 -0.02782 
1996 0.05765 0.14917 -0.09153 0.11503 0.17414 -0.05911 
1997 0.08238 0.14237 -0.06000 0.14638 0.15830 -0.01192 
1998 0.16476 0.13609 0.02867 0.21520 0.15281 0.06239 
1999 0.19137 0.14234 0.04903 0.19575 0.17184 0.02391 
2000 0.13430 0.15009 -0.01579 0.17227 0.18679 -0.01452 
2001 0.13532 0.14602 -0.01070 0.10905 0.16655 -0.05750 
2002 0.06693 0.13793 -0.07100 0.05035 0.14945 -0.09910 
2003 0.08205 0.14121 -0.05915 0.10746 0.15890 -0.05144 

Source: author's calculations based on data from vanous 1ssues of lnt~rnatlonal Financ1al Statistics. IMF. 
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6.2.3 Time Plots of Aetual, Antleipated and Unantieipated Parts of Mt 

The time plots of actual and anticipated as well as unanticipated parts of narrow money 

(M1) based on ARIMA (2, 1, 2) are being presented through the Figure 6.1 below: 

Figure 6.1: Antieipated and Unantieipated Part of Ml based on ARIMA (%, 1, l ) 
strudure 
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In the figure, the fitted part of the model has been presented through the line having 

green color. This line is showing the anticipated part of MI. Similarly, the unanticipated 

part of M 1 is being presented through the line of residual part of the model having blue 

color. The actual supply of Ml has been presented through red line. The movement of all 

the three series is fluctuating. However, the fluctuations of fitted part (i.e. anticipated part 

of Ml) have been dampening after 1975. The fluctuations of residual part are generally 

between -0.1 to +0.1, except 1963, 1970, 1973 and 1996. 
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1.3 Time Plots of Actual, Anticipated and Unanticipated Parts of Ml 

The time plots of actual and anticipated as well as unanticipated parts of broad money 

supply (M2) based on ARIMA (2, 1, 2) are being presented through the Figure 6.2. 

Figure 6.2: Actual, Anticipated and Unanticipated Part of Broad Money Supply 
(Ml) based on ARIMA (2, 1, 2) from the table 6.5 
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In the figure, the fitted part of the model has been presented through the 

line having green color. This line is showing the anticipated part of M2. Similarly, the 

unanticipated part of M2 is being presented through the line of residual part of the model 

having blue color. The actual supply of M2 has been presented through red line. The 

movement of all the three series is fluctuating like Ml. 
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6.3: Relationship between Output Level and Anticipated & 
Unanticipated Parts of Money Supply (Ml) 

The main objective of the present study is to establish the relationship between 

output level and money supply in Nepalese economy based on Rational Expectations 

hypothesis. The above table (Table 6.5) and figures (Figure 6.1 & 6.2) provide the 

anticipated and unanticipated parts of money supply nn the basi;; \)f which the 

relationships with output level have been established. The estimations from the OLS 

regression between first difference of real output and first lag of anticipated and 

unanticipated parts of money supply (M I) have been presented in the following table 

(Table 6.6). 

Table 6.6: Estimation of the Model for Invariance Proposition for Ml 

(L\ Yt =a+ P1AntM 1 (-IJ + P2 UnantM 1 (-ll + E1) Sample (adjusted):- 1963 2003 

Variable Coefficient Std. Error t-Statistic Prob. 

Constant( a) -0.014494 0.020054 -0.722764 0.4743 

AntM1r.1l 0.339936 0.138484 2.454693 0.0188 

UnantM1r-ll 0.090481 0.072318 1.251166 0.2185 

Akaike info criterion :- -4.186236 RL :- 0.165139 
Schwarz criterion :- -4.060852 Adj. R':- 0.121199 
Durbin-Watson stat:- 2.428238 RSS :-
F- statistic:- 3.758272 _____ Propj_ f_- _S!§.tisti~_-

0.031528 ·j 
0.032409 . 

(L\ Yt =a+ P1AntM I t-1 l + Ct) 

Constant(a) T_~o.o_~44~~1 ~02?~54 L ~o-7227~-6'.47431 
AntM I t-l l T 0.339936 

1 
0.1384841 -2454693 0.61_~~-J 

R2 :-0.130746 Adj. R2 -0.108458 . RSS:- 0.032827 I 
' F- statistic:- 5.866082 ProbJE~~§.!istic_L- 0.020184 : 

(L\Yt=a+P2 UnantMit-ll+ Et) 

Constant( a) I o.033477-ro.oo4-1'8 __ -~tT_-~~~00240o o 00?9 __ J 
UnantMl(-ll ! 0.0882991 0.076830 1 149273 0.2574 1 

R
2 

:- 0.032758 Adj -Rz·:~oi957 --~-~-RSS:- 0.o3652i l 
F- statistic:- 1.320828 ____ ____Ero~Lf- statis!~~_l)-'-~~Z.'!~3_ ; 
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6.3.1 Findings 

It is observed from the Table (6.6) that-

(i) The first lag of anticipated part of money supply(M I) is significant at 

5% level of significance and. 

(ii) The same lag of unanticipated part of money supply ( M I) is completely 

insignificant. 

The lag selection in the above estimation has been contirmed on the basis AIC and 

SC. The finding has been supported by the estimation of the OLS regression equation 

only with ·anticipated and unanticipated part of money supply separately as independent 

variable. This means the findings from the above table have not been supporting the 

'lnvariance Proposition' in Nepalese economy for the period of study. 

6.4 Relationship between Output Level and Anticipated & 

Unanticipated Parts of Money Supply (M2) 

The estimations of OLS regression equation between the real output for the study 

period and first lag of both parts of M2 have been presented in the following tables 

(Table 6.7 & 6.8). 

Table 6.7: Estimation of the Model for lnvariancc Proposition for M2 

(~ Yt =a+ ~ 1 AntM2 (-Il + ~-b UnantM2 I-ll+ E1) Sample (adjusted):- 1963 2003 

Variable coefficient []Ta:-Error i t~siatistic- TF>rob 

Constant( a) -0.019721 . 0.019440 -1.014479 0.3168 
--

AntM21-I\ 0.323294 0.115044 2.810173 0.0078 
-

UnantM21_1) 0.124475 0.097799 1.272764 0.2108 

Akaike info criterion :- -4.216505 
------f-~ 

0.190031 1 R :-
Schwarz criterion :- -4.091121 ·- -m-rAarR7 - o.1474o1 
Durbin-Watson stat:- 2.381462 ------ - Rss :.:---o.cf3o588-

F- statistic:- 4.457675 Prob.( F- statistic):- 0.018235 
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Table 6.8: Estimation of the Model for Invariance Proposition for M2 

(~ Yt =a+ PtAntM2 (-I)+ Et) 

Constant( a) I -0.017254 J o.o19496 1 -0.884997 1 o.3816 

AntMli-tl 1 o.3o9315 1 o.115425 1 2.67979o 1 o.o1 o1 
R:l :- 0.155502 Acll. R' :-0.133848 RSS:- 0.031892 

F- statistic:- 7.181272 Prob.( F- statistic):- 0.010735 

(~ Yt =a +P2 UnantM2 <-tl + Et) 

Constant(a) I o.o33469 1 o~oo4so9T-- 6:9K9n4 T-ooooo-: 

UnantM2(-Il I o.o98238 1 0.105610] o.93o192 1 0.3580 

R' :-0.021705 Adj. R' :--0.003380 RSS:- 0.036945 
F- statistic:- 1.320828 Prob.( F- statistic):- 0.257443 

6.4.1 Findings 

The estimation for the model of Invariance Proposition for M2 presents the 

information that-

(i) The first lag of anticipated part is significant to influence the real output at 

1% level of significance and, 

(ii) The same lag of unanticipated part of M2 is insignificant to atTect real 

output. 

The estimation of the equations, when only anticipated and unanticipated parts are 

taken as independent variables separately, anticipated part is significant at 5% level and 

unanticipated part is insignificant to affect the real output. Hence, for the case of broad 

money supply (M2) also the 'lnvariance Proposition' is not applicable in Nepales{~ 

economy like narrow money supply (M I). 
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6.5: The Effectiveness of Anticipated and Unanticipated Parts of Money 

Supply 

The effectiveness of anticipated and unanticipated parts of money supply to influence the 

real output has been checked with the help ofF-statistic. 

F= 
RSSR -RSSuR!r 

RSSuR/n-q 

Where, RSSR= residual sum of squares of restricted regression equation. 

RSSuR =residual sum of squares of unrestricted regression equation. 

r = no. of restrictions. 

(6.2) 

n = no. of observations. q = no. of parameters of unrestricted equations. 

6.5.1 Findings 

The 'F-statistic' has been calculated based on the residual sum of squares of restricted 

and unrestricted regression equations and the RSS values are taken from the Tables 6.6 ( 

for Ml), 6.7 and 6.8 (for M2). 

6.5.1.1 Narrow Money Supply (Ml) 

According to the Table (6.6), it has been observed-

(i) When unanticipated part of M I is restricted 

RSSuR = 0.031528, RSSR = 0.032827 

r = 1, n = 42, q = 3 

Using the formula from equation (6.2), 
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Fstat. = 1.56 

F (1, 39) = 4.08 (level of significance= 0.05) 

Since the computed value of 'F' (F- statistic) is less than its critical value at 5% level of 

significance, the null hypothesis (Ho) - ineffectiveness of unanticipated part of narrow 

money supply has been accepted. The conclusion is consistent with the findings of Table 

(6.6), i.e. the unanticipated part of M 1 has been ineffective to influence the real output for 

the period of study. 

(ii) When anticipated part of M 1 is restricted 

RSSuR = 0.031528, RSSR = 0.036527 

r = 1, n = 42, q = 3 

Using the formula from equation (6.2), 

fstat = 6.025 

F (1, 39) = 4.08 (level of significance= 0.05) 

Since the computed value of 'F' (F- statistic) is greater than its critical value at 5% 

level of significance, the null hypothesis (Ho) of ineffectiveness of anticipated part of 

narrow money supply (M I) has been rejected. The conclusion is consistent with the 

findings of Table (6.6), i.e. the anticipated part of M I has been effective to influence the 

real output for the period of study. 

6.5.1.2 Broad Money Supply (M2) 

According to the Table (6.7 & 6.8), it has been observed-

(i) When unanticipated part of M2 is restricted 

102 



RSSuR == 0.030588, RSSR = 0.031892 

r = 1, n = 42, q = 3 

Using the formula from equation (6.2). 

Fstat = 1.62 

F (l1'!l - 4.0R (level of significance 0.05) 

Since the computed value of 'F' (F- statistic) is less than its critical value at 5% level of 

significance, the null hypothesis (Ho) - ineffectiveness of unanticipated part of broad 

money supply (M2) has been accepted. The conclusion is consistent with the findings of 

Table (6.7 & 6.8), i.e. the unanticipated part of M2 has been ineffective to influence the 

real output for the period of study. 

(ii) When anticipated part of M2 is restricted 

RSSuR = 0.030588, RSSR == 0.036945 

r = 1, n == 42, q == 3 

Using the formula from equation (6.2), 

Fstat = 7.897 

F (I. 39) == 4.08 (level of significance= 0.05) 

Since the computed value of 'F' (F- statistic) is greater than its critical value at srYc) 

level of significance, the null hypothesis (Ho) of ineffectiveness of anticipated part of 

narrow money supply (M2) has been rejected. The conclusion is consistent with the 

findings of Table (6.7 & 6.8). i.e. the anticipated part of M2 has been effective to 

influence the real output for the period of study. 
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6.5.2 Time Plots of Real Output, Anticipated and Unanticipated Parts of Ml 

Time plots of real output and anticipated as well as unanticipated parts of narrow 

supply (Ml) for the period of study are being presented through the Figure 6.3. 

Figure 6.3: Real Output, Anticipated and Unanticipated parts of Ml 
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From the figure, it has been observed that there is positive correlation between real 

output and anticipated part of MI. The real output has been affected by the first lag of 

anticipated part of Ml while such relationship has not been established between real 

output and unanticipated part ofMl. The finding from the observation of the time plots is 

consistent with the findings of 'F-statistic' which has been explained in previous section. 

The blue line (real output) and red line (anticipated part) are in same direction. 
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6.5.3 Tilae Plots of Real O.tp.at, Aatieipated aad V••tldpated Parts of M2 

Time plots of real output and anticipated as well as unanticipated parts of narrow 

supply (M2) for the period of study are being presented through the Figure 6.4. 

Fipn 6.4: Real O.tpllt, Alatiet,ated ud U-tldpated 8IOIIey ••pply (M2) 
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From the figure, it has been observed that there is positive correlation between real 

output and anticipated part of M2. The real output bas been affected by the first lag of 

anticipated part of M2 while such relationship has not been established between real 

output and unanticipated part of M2. The finding from the observation of the time plots is 

consistent with the findings of'F-statistic' which has been explained in previous section. 

The blue line (real output) and red line (anticipated part) are in same direction. 
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6.6 Summary 

The present chapter is devoted to analyze the relationship between output level and 

money supply based on 'lnvariance Proposition' of Rational Expectations Hypothesis. For 

this purpose, the anticipated and unanticipated parts of both money supplies (M I & M2) 

have to be quantified. Though there are several procedures to quantif!' these parts of 

money supply, the present work has been concentrated to identify such parts of M I & M2 

on the basis of relevant ARIMA structures. In the process, several alternative ARIMA 

structures have been presented. Among these alternative ARIMA structures, ARIMA (2, 

1, 2) has been used as more appropriate model to quantify both parts for both money 

supplies (M 1 &M2). 

The model of' Invariance Proposition' has been applied to find the effectiveness 

of anticipated and unanticipated parts of money supply. The equation for this model has 

been used based on OLS method taking real output as dependent variable and anticipated 

as well as unanticipated parts of money supply as explanatory variables. It has been 

found from the OLS method that the anticipated part of narrow money supply (M I) has 

significant role to influence the real output at 5% level or signilicance while the real 

output has not been affected significantly by unanticipated part or natTO\\ money supply 

during the period of present study ( 1959-200j ). The OLS method has also been applied 

for the case of broad money supply to tind the relationship between rl.'al output and 

money supply according to' In variance Proposition'. The 't-statistic · of the coefficients of 

anticipated and unanticipated parts of M2 has shown that the effectiveness or anticipated 

part has been significant at I% level while unanticipated part has been insignificant to 

influence the real output for the period of study. 
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