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ABSTRACT

"= paper looked at the impact of monetary policy on balance of payment in Nigeria.
T*g study utilized ;the major indicators of monetary policy namely; money supply (in
=ond terms), exchange rate, real gross domestic product, credit rate and lending rate as
=xplanatory variables while the dependent variable was balance of payment. It was
-bserved that the efficacy of monetary policy instruments was hampered by the
-ombined influence of fiscal dominance and political interferences. The study
mscommended that during the period of recession expansionary monetary policy should
&s applied while a tight monetary policy should be used during the period of stagflation
2s this will enhance national economic goal of full employment without inflation.

INTRODUCTION

Monetary Policy refers to the attempt to achieve the national economic goals of
fill employment without inflation, rapid economic growth and balance of payment
gquilibrium through the control of the economy’s supply of money and credit and a
satisfactory rate of economic growth. (lyoha, 2004).

Specifically, it consist of actions by the government aimed at the achievement of
a set of economic objectives through the deliberate actions of the government monetary
aithorities, the Central Bank (CBN) and the Ministry of Finance to control the money
supply and general credit availability and the rate of interest. It suffixes to note that
gommercial banks are absurdly the main medium of monetary control because they
constitute an important source of money supply and play a significant role in making

¢redit available.
There has been a great need to extend monetary analysis to open economy due to

e growing importance of external influences on economies in an increasingly integrated

167



ST

e TR e e T, TR e B

FE

world economy. To this extent, this study aims at finding out the impact of monetary
Policy on Balance of Payment i in Nigeria. The study intends to find out the effect of some
operational independent Vanable such as: money supply, exchange rate, lending rate
gross domestic product (GDP) and credit rate on the couniry’s balance of payment during
the period in order to suggest policy guidelines for sustainable economic dcvelopment.
Consequent upon this, the research hypothesis is based on the tents that the mdependen.
variables no not impact meaningfully and significantly on the balance of payments
DEFINITION OF THE BALANCE OF PAYMENT

The balance of Payment is defined as a statement of the exports and imports of
commodities and financial capital. (Handa, 2000). It can be presented in an economic or
accounting firm, if the economic balance of Payments were arranged in the form of 3
table. It will specify each of the sources of the inflows and outflow of funds from a

country and the difference between them. This we define the economic Balance of]

i
payment as: i

B =(X,+Z +Ny+bN,)=(Z, +X,)
=Xc _Zc +NR +NT _-(Xk _Zk)

Where:
B = balance of payments

e

X = Value of exports of commodities (goods and services)
Xk = Value of capital exports
Z; = Value of import of commodities (goods and services)

Zy = Value of capital imports
Ng = Net interest and dividend inflows
Nr = Net unilateral transfers (gifts and donations) to the domestic economy from abroad. |

From the equation (X, + Zg + Ny + Ny) Are the inflows of Foreign exchange with X, as

the mflows against the export of commodities. Zg as thé inflows against the outflows of :

bonds including stocks and shares and other claims of ownership). N, as the net inflows 1;
i

of interest and dividends from abroad and Ny as the net inflows of gifts and remittance.
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i Nr and N represent inflows of funds without a corresponding reverse flow of currently

produced commodities or banks.

In the equation above, B which is the balance of payment could be positive,
! negative or zero. If B > 0 then there is s surplus in the balance of payment. If B <0, there
i is a deficit and if B = 0, the balance of payment is said to be in equilibrium. Thus, if B <
r 0 or B> 0 the balance of payments is said to be in disequilibrium.

APPROACHES TO THE BALANCE OF PAYMENT.

| There are three main analytical approaches to the balance of payments,

These are:
* The Elasticity’s approach
» The absorption approach
» The monetary approach
THE ELASTICITIES APPROACH:
The Traditional Elasticity’s approach was developed in the 1 930s by Robinson

(1937) and it concentrates on the elasticity conditions necessary for a devaluation to
improve the current account component of the balance of payments. It is a partial
equilibrium mode] which focnses on the response of exports and imports to changes in
relative prices and ignores income effects, capital flows and the money market.

This approach assumes that the supply elasticity of exports and imports are infinite
so that their prices can be treated as constant. Thus, the Marshal- Lerner condition which
siates that devaluation will improve the balance of payments on current account if the
sum of the price elasticity of demand for exports and imports exceed unity, is prevented
> this approach. This approach suggest that if workers succeed in maintaining the
zurchasing power of their incomes, the rise in domestic prices and wages following

Zepreciation would eventually wipe out any initial competitive gains from depreciation
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THE ABSORPTION APPROACH:

This approach represents extension to an open economy of the Keynesian
Income- expenditure analysis. It focuses attention on the product market
rather than the foreign exchange market and appears to ignore completely the money
market. By concentrating its attention upon income and expenditure flows, it omits
important explanatory variables, cash balances, other monetary variables and relative
prices.

The approach emphasizes the fact that payments imbalances are characterized by
‘ex ante’ divergences between aggregate income receipts and aggregate domestic
expenditure. It has been criticized on the grounds that it is incomplete since it ignores
monetary conditions completely and unsatisfactory by postulating highly questionablzs
assumptions about the behaviour of certain strategic monetary variables.

THE MONETARY APPROACH:

This approach focuses on the balance of payments as a whole and defines balance
of payments disequilibrium as a change in the level of foreign exchange reserves. These
changes in reserves are seen as both reflecting a disparity between actual and desired
money balances and at the same time, providing an automatic mechanism by which

equilibrium in the money market is restricted.
There are two key elements to the antomatic adjustment mechanism between the

balance of payments and the money market. The first of these is the direct relationship
which exists for an open économy with a fixed exchange rate between its domestic

money supply and its balance of payment. The second element is the demand for money

which emphasizes that the demand for money is a stock demand and not a flow demand |

making it a stable function of a small member of variables. The distinctive feature of the
monetary approach is its emphasis on the importance of money factors in the
determination of the balance of payments. There can only be long-run equilibrium in the
balance of payments, if there is full stock equilibrium in the money market, Excess

money balances arising from a balance of payments surplus would be absorbed into idle
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money balances and the automatic balance of payments adjustment mechanism would not
operate.
MODEL. SPECIFICATION

We specify our Model as follows:

BOP =agta;MS¢++a,EXR+ +asRGDP +2,CRR+ +asLR+ +U;

Where:

BOP = Balance of Payments

MS = Money Supply

EXR = Exchange Rate

RGDP= Real Gross Domestic Product

CRR Credit Rate

LR = Lending Rate

U = Error term or Stochastic term

On the apriori

We write down a general dynamic relationship between the dependent and

independent variables as follows shown below and include lagged values to

allow for a wide variety of dynamic patterns in the data.

“agta;,mscha,ms, -1+2;EXRi+A EXR,-1+asRGDP+agRGDP,- 1+2,CRR +23CRR,-

I+agl.R+a;gLRt -1+U;.

Thus, the change in one variable is related to the change in another variable as well as the

gap between the variable in the previous period.

PRESENTATION AND ANALYSIS OF REGRESSION RESULTS

In this section we present and analyze the model that was specified in the previous
section. The Error Correction Representation for the selected ARDL. The estimation was
done for the period 1981 to 2009 Quarterly being 113 observations.
From the result, R- Square is .64482 while the adjusted R-Bar Square is .61378
which means that 61% variation is the dependent variable is being accounted for by the
¢hange in the explanatory variables. Considering the overall significance of the model

using the F-Statistics, the model has F = (C7, 105) 26.71331 is significant, thus we
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cannot reject the hypothesis stating the existence of a significant linear felationshiv_:
between BOP and the other explanatory variables.

The individual coefficients of the variables also performed well in the test o
significance each of the coefficient passed the significance test at the 1 percent level
which shows that the each of the highlighted coefficients had a form of significant impac:
or the other on the balance of payments during the period The DW statistics value o
1.7887‘does not suggest that autocorrelation is a problem. This gives the impact for the
usefulness of the parameters for predictive as well as explanatory purposes and the model
is free from biasedness either on ‘the coefficients or the standard error.

CONCLUSION

Monetary Policy in Nigeria is relatively successful during the period of financig®
sector reform where indirect monetary policy instruments are used than under the contral
regime. The efficiency of monetary policy in Nigeria has been hampered by the
combined influence of fiscal dominance and political interference. The efficient use of
monetary policy instrument will equilibrate balance of payments problem.

POLICY IMPLICATION OF RESULT

Policy issues arises from the discussion in the previous section. These issues are
concerned with monetary policy interaction with BOP and eventually MACTOECONOMIC
interactions with the external sector. The result revealed that money supply has z
significant positive impact on balance of payments. Indeed, rising money supply has the
capacity of stimulating not only consumption but also Gross domestic (and foreige
investment). |

The result also indicate that lending rate has a negative and significant impact oz
BOP while exchange rate depreciates as the BOP also deteriorates. The depreciations of
the naira will eventually improve the nations external balance. The ability to impor
becomes difficult because more naira is need to purchase less imports, which discourages
importation and thus boost the current account.

Finally, the result shows a significant positive impact of GDP on BOP. This implies thai

as income grows, balance of Payments improves. when income grows, the nation’s
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shsorptive capacity increases ands reflected on the foreign investors as a rise in the

=arket for their investment. Thus if the Nigerian economy grows, there is every tendency

“hat the external sector will find a balance to equilibrium.
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Plot of Actual and Fitted Values -
Impact of monetary policy on the BOP
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Table 1

Ersor Correction Reprevent
ARDL(Z2,2,1,0,0;) selected

*v*kw*ﬁ***+w+*n****rf*********‘*****

Dependent wvariable is dBop

113 obs=rwations used for =stima
#*&*?*7**&r**r?#************k*?**

Regressaor Coefficient
dBoPi -.18432
dm2 -2955]
cM21 ~.30194
GEXLRT -2850,9
dGNGDP 407.5117
dLINTR —2706.2
dINDT 30514a.4
—.28845

List of additional temporar

dBOP = BOP-BOP{-1)
dBOPl = BOP({-1)-BQP(-2)
Mz = M2-M2 {1}

dM21 « M2 {-1)-M2 (—~2)
AdEXRT = EXRT-EXRT (—1)
SGNCGDEF = GNGDP-GNEDP (—13
dLINTR = LINTR-LINTR (—1)
dINPT = INPT-INPT (-1}

SCm = BOP + L0897581*M2 —4U5€6 . 2*EXRT
88 . 7%*INpT
**k****ﬁ*%*+**++***w***********fﬂ***

R-Sguared .64482

S.E. of Reyression 123220.8

Mean of Dependent Variahle —-1264,.8

Residual Sum of Sguares 1.568+12
Akaike Info. Criterion —-1488.7

DA-statistic 1.7887

R—-Sguared and B-Bar—-Squared me
dBOP and in cases where the er
restricted, these measnzes cou
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ation for the sex
based on ‘R-Bar

T e e ke e e Sl e e

tion from 198104 +a
*t***-*********+****

Standard Brror
-0g20az
.056677
-0827=%3
1854,.7

BO5.2464
2391L.5
4Z732.7
087979

~1412.49*GNene +

‘R—Bax~Squared

F-stat. F({ 7.

1d become negative.

200903

+***w*v***w**n5**%k+%w++,_u

105}
8.0, of Dependent Variable
Equation Log-~likelihood

Schwarz Bayesian Criterdion

/ dBOP

/ Fitted

ected RARDL Modet

Squared Criteriog
f*****?***#+*##**++*********w*r=

T-Ratio[Frob]
-2 .8145[.0061
5.2140f.0007
-3.6497(.000)
-1.5371[.127]
-50607(.614]
~1.1316[.260]
-71404 [ .477]
-3.2786(.001}

****************************w**w******************:i
Y variables created:

5382.0%LINTR —1057

-61378
26.7133([.0007
1928275.5

-1479.7
—-1503.3
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Table 2

- gnit oot tests for residuals
:y***********i*i**************t*******t*********t**i*tt*#t********f**tt***:***t

Based on OLS regression cf BOP on:
INPT . M2 EXRT GNGDP? LINTR

113 observations used for estimation from 198102 to 200904
i*******i*****+***********ﬁ***************************************+******f*****

| Test Statistic = 1L atC SBC HOC

o ~5.8566 ~-1525.1 -1526.1 ~1527.4 -1526.6
ADF(1l} -3.8775 -1520.9 -1522.9 -1525.6 -1524.0
rETFE Akt kb EL R A rd ATt bk hhdhdddhhdh kb kgt dd okt & kdk o dedodo b B s b e ek b ok e e ke dede e e
55% critical walve for the Dickey-Fuller statistic = =4.3540%
i1, = Maximized log-likrelihood AIC = RAkaike Informaticn Criterion

SBC = Schwariz Bayeslan Criterion HQC = Hannao-Quinn Criterion

Tablc 3

Unit zoot tests for warlable DLINTR
The Dickey-Fuller regressions include an intercept but not a trend
etk rr ATk bk kT dd i &R RA R R Erdrde A0 S de A e e ok v dor B v e 3 v e o R MO o e e e el ke de e e e X e
112 observations used in the estimation of all ADF regressions.
Sample period from 198201 to 200804

Sadrhokdhkh bkl kb kb b bk R E e A TR A I RXF T AL TR R AT ke A 2 kol LR At de e e v v e gk ok e e e e s e e

Test Statistic LL ARIC SBC BaOC
5T -10.020% -228.2739 -230.2739 -232.8924 ~-237.3768
ADF(1] ~7.1659 -228.2715 =-231.2715 -235 3493 -232.9260
ADF (2} -G. 1607 ~-228.1474 ~233. L1474 ~237.5844 -234.3533
tlK1&***********************+****1****1r***1**#**#*9w***&&Akltk*********k*%****
25% critical value for the auvgmented Dickey-Fuiler statistic = -2.8872
1L = dMaximized log—-likelihood AIC = Akailke Information Criterion
S8C = Schwarz Bayesian Critericn HQC = Hamnman-Quinn Critaerion

unit rook tests for variable DLINTR
The Dickey-Fuller regressions include an intexcept and a linear trend
::r*wr#**?w*w*wkk**************i**i*i**************txr**rx***r*w*tttt#**kk*****
i17 ohservations used in the astimation of all ADF regressions.

Sample period from 198201 to 200304

::**1:**1*********3w*w*w****w****i***++*+4*+***+++++++*+****iw*t************R!*

Test Statistic Li AIC SBC HQC
b3 " -10.0254 -228.0026 ~231.0026 -235,0B03 -232.5571
ADF(1) -1.1864 ~228.0024 ~232 0024 -237.43%4 ~234.2084
ADE (2} -%6,1954 -227.8460 ~232.8460 ~234,6422 -235, 5034

e#*q+++++w***71*****t*t****t*t*&**w**ai&ix&**:*+**+*********i+++&*+*+*******371

95% critical value for the augmented Dickey~Fuller statistic = -3.4501
i, = Maximized log-likeldihood BIC = Akaike Information Criterion

3IpC =~ Schwarz Bayesian Criterion HQC = Hannan-Quinn Criterion

175



Table 4

Unit root tests for variable DGNGLY
The Dickey-Fuller regressions include an intercept but not a trend
*#**1?1*#***x*t*%********t***&***+*******#*****f**w*i&************i***********:
111 opbservaticns used in the estimation of all ADF regressions.
sample period from 158202 to 200904

w****w***w******************k*************kk*******************************#*é:

Test Statistic L AIC - 8BC QG
DF -17.3328 -485.8714 -487.8774 ~-390.5870 -489.9766
ADF{1) s -13.5133 -476.4780 -879.478C -483.5423 -481,1268
ADE(2} -16.2552 -452 2431 -456.2431 ~-461.6622 -45%, 4415
T**********#*i***********************************}***#*tt*****ﬁ*************iié
95% critical value for the augmenied Dickey-Fuller statistic = -2.8874
I, = Marimized log-likelihood AIC = 2kaike Infermation Criterion
SRC = ‘Schwarz Bayesian Criterien HOC = Hannan-Quinn Criterion

bnit root tests for variable DGNGDP
The Dickey-Fuller regressions include an intercept and a linear trend
*******w*****************t*:***t*************i****#*****#*****#*****#********i=
111 observations used in the estimation of all BADF regressions.
sample pericd fxom 198202 to 200504

+f*****T*?****#**T******t*f*r********************i******w************t*****ﬁ*éﬁ

Test Statistic IL AIC SBC HQC
DF ~17.2537 -£485.8652 -468.8652 -492,9285 -490.5140
ADE{1) -13.4522 ~376.4622 -480.4622 -485.8813 ~482.6606
ADF (2} -16.1948 ~452,1646 -457.1646 ~A463.,9385 -459.98126

***-x*'k-k*****i‘*****k********i‘-}:*********** **#*******t*i****i'&-l'ﬂr-ici-*'ki--,’z***-}:**'A"i::ki:':s

95% critical valne for the augmented Dickey-Fuller statistic = -3.4504
LI, = Maximized log~likelihood . ATC = Akaike Information Criterion
gpc = schwarz Bayesian Criterion HQC = Hampan~Quinn Criterion
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Table 5

Unit root tests for wvariable DEXRT
The Dickey-Fuller regressions include an_ intercept but not a trend
+*****t*********************i************i*****i*****ﬁ**************i*w********
112 observations used in the estimation of 2ll ADF regressions.
sample pericd from 198201 tao 200904

i*********************************1*****&*******************+******************

. Test Statistic L nic SBC HQC
DF ~9,5279% -371.4718 -373.471% ~376.1904 -374.5749
ADFi1) -7.0081 , ~371.4716 -374.4716 ~-378.5454 -376.1281
ADF (2} -5.842%8 ~-371.4677 —375.4677 -380.8047 ~377.67371
i***i*******************i**************t****+**********************i**t********
95% critical value for the auguented Dickey-Fuller statistic = -2.8872
11 = Maximized log-likelihood AIC = Akaike Information Criterion
SRC = Schwarz Rayesian Criterion HQC = Hennan-Quinn Criterion

Dnit root tests for variable DEXRT
The Dickey-Fuller regressions include an intercept aad & linear trend
g:*******************t*************************w******************ik*****i*****
12 observations used in the estimaticn of all ADF reg;essions.
Sampie period fxom 198201 to 200904

é%i*********i**********w*******t*********t**#i*********************************

Tesy Skatistic LL: AIC SBC HQC
I -9.5671 -371.028% ~374.0285 ~378.1063 -375.6830
zpF{l) -7.0646 ~-371.0261 ~375.02061 -380.4631 ~377.2321
DR (2} -5.9138 -371.0081 ~376.0091 -~-38Z.8054 -378.7666
*it*****t**k****

téii*******k*?****&*************&*****&**#*******************?*

358 gritical valiue for the augmented Dickey-Fuller statistic = -3.4501
1z = Maximized log-likelihood aIC = Bkaike Information Criterion

_:;;,-—- —
SBC = Schwarz Bayesian Criterion HOC = Hapnan—Quinmn Criterion

|
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Table 6

Unit root tests for variable DM2
The bickey-Fuller regressions include an intercept but not a trend
i e e e ok e he R e ok 2 e e i v e e e e slededie de s e < e it ol 3 e ke sk Sy e oK she ke e el e e e e ol e sl e i e 6 oA e ke dhe e du de o ek de e e e e
112 observations used jin the astimation of all ADF regressions.
sanmgle pericd from 1868201 to 200204

B kb i ok e *.4'******************r******t** e de o e S Somic ok A te K R X e 9p gk e e dedr o deok ook e s

mest Statistic Ll ATC 5BC HOUC
BE -8 .6432 ~1564.3 -1565.3 =-1569.0 -1567.4
ADF{1} -3.6808 —1554.4 ~1557.4 -1561.5 -1558.1
BDE(2) r —3.0336 -1554.0 -15586.0 ~15€83.5 -1560.2

& o e b e dedenk Jo e sde e e e o T dede He ok A A doh sk £ oA deae o e g de e vhe e e e R s o e e o o sk ok e e o o de i e de ok v Je ok e ke A e e X
-

g95% critical valme for the angmente
£, = Maximized log-likelihood
s8C = Schwarz Bayesian Crxiterion

Pickey-Fuller statistic = -2.8B7Z
ATC = Akaike Imformation Critexion
HQC = Hannan—Quinn Criterion

Unit root tests Ffor variable DH2

The Dickey-Fuller regressions include an intercept and a lineaxr trend
*******&*v**+r**#v****f********+#*******t*******r*******

Fode e h *******-&ﬁ-*********
imation of all ADF regressions.

112 observations used in the est

Sample period From 198201 to 200304
****-ﬁt*r*-}-****f**wf-f-sc-.v:v----- J O e e Bt kel dr-t-.'r4(:l't***w**‘-"#*******k‘k"’***** e Ao ek A e
Test Statistic Ln RIC 3BC HQC
DF —-10.740Z -1552.8 —-15ES.B ~1559.8 -1557.4
ADE (1} ~5.183% -1548.3 -15852.3 -1557.E ~1554.5
ADF (2} -4.563¢& ~1548 .3 -1353.3 ~1560.1 -1556. L
FE e e 2 T Lk b

ek dk gk Ry e et I Y Ak E b de oo de e de e e e e Sk ke ey e w R

oy critical value for the augmented pickey-Fuller scatistic = ~3.4501
LL = Mawimized log-likelihood ATC = Akaike Infcrmation Criteriocn
SBC = Schwarz Bayesian Criterion HOC = Hannan-Quinn Criterion

Table 7

OUnit root tests for variable DBOY
The Dickey-Fuller regressions include an intercept but not a trend
********************************'\I'************************'ﬁ ******i**************

112 obserwvations used in the estimation of all ADF regresSsSlions.
Sample period from 1982QL to 200904

**w**************#******************* e de & e e ke e s e e he e e o e

dede ek ke kR ke r kok kX dedkkdehk Rk

Test Statistic I.L AIC SBC HQC
DE ~16.7297 -1513.2 -1515.2 -1517.9 -15%16.3
ADE (1} -6.9823 -~ ~-1510.6 -1513.6 -1517.7 ~1515.3
ADF{2) ~7.6747 -1505.6 -150D8.6 -1515.1 -1511.8
**-&***************************** e e e I ke kR

e e o e o e Fe de e v J i I e S e e e e e oK

Dickey—-Fuliexr statistic = -—2.8872
ATC = Akaike Information Critexion
HQC = Hannan-Quinn Criterion

**-‘r*******t****'k*
95% critical value for the augmented
L, = Maximized log—likelihood
SBC = Schwarz Bayesian Criterion

Unit root tests for wvariable DBOP

The Dickey-Fullex regressions include an intercept and a lineax trend
o~k e e A I e ke g e A e ok ok ******************* e v e o i e o de T ek kX ******************ﬂ**********

11?2 observations used in the estimation of all ADF regressions.

Sample period from 188201 to 200904
ETR LS ok '***'.\'*********'*1\'***********'Jr*********‘*********************************

Test Statistic LL ATC SBC BOC
DEF -16.6577 ~1513.2 ~1516.2 -1520.2 —-1517.8
ADE(1) -6.9458 -1510.6 -1514.6& -1520.1 ~-1516.8
ADE(2) -7.64586 -1505.5 ~1510.5 -1517.3 ~1513.3
Sededkd gk A kA k ok kR N A E R KRS FI TR E X

*********************
d Dickey-Fuliler statistic = -3.4501
ATC = Akaike Information Criterion

HQC = Hannan-Quinn Criterion

ek kA **'ﬁ'**t*******************
a5% critical wvalue for the augmente
L1 = Maximized log-likelibhood
grC = Schwarz Bayesian Criterion
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