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Abstract - The insistence by most Scholars that the Balance of Payments (BOPs) is a monetary phenomenon suggests 
thatany disequilibrium so observed can be eliminated through a careful manipulation of monetary policy. Thus, the objective 
of this paper is to investigate the effect of monetary policy on Nigeria's Balance of Payments between1980 and 2016. Times 
series data were sourced from secondary sources and analyzed using descriptive statistics and the Dynamic Ordinary Least 
Square (DOLS) proposed by Stock and Watson (1993).Based on the estimated results, the coefficients of all the regressors- 
Broad Money Supply (M2), Interest Rate (ITR), Exchange Rate (EXR) and Gross Domestic Product (GDP)- conformed to 
apriori expectations. Furthermore, the result of the analysis shows that all the variables were statistically significant at 5 
percent level. The policy implication of this finding is that all the variables are key determinants of Balance of payments 
equilibrium in Nigeria. The study concludes that there is need for a stable macroeconomic environment to reduce BOPs 
deficits in Nigeria and recommends that monetary policy measures should target adequate broad money supply, stable 
interest rate and exchange rate in order to promote sound economic activities to stem the tide of Balance of payments 
deficits. 
 
Keywords - Money supply, Interest rate, Exchange rate and BOP 
 
I. INTRODUCTION 
 
Monetary policy entails a policy strategy which the 
Central Bank employs to control the supply of money 
stock so as to achieve general macroeconomic goals 
such as Balance of Payments (BOPs) equilibrium. In 
most instances, the specific objective and focus of 
monetary policy changes from time to time, 
depending on the level of economic development and 
fortunes of the country (Nyong and Obafemi, 1995; 
CBN, 2010).  
In line with the above observation, various countries 
(including Nigeria) have fashioned out diverse 
policies and programme to manage BOP 
disequilibrium (Ajie and Nenbee, 2010).In Nigeria, 
the Central Bank of Nigeria (CBN) is vested with the 
mandate managing the BOPs position through its 
monetary policy. TheCBN uses basically two 
frameworks namely exchange rate targeting and 
monetary targeting in the implementation of its 
monetary policy. 
In recent years, the CBN has relied on the policy 
framework of market base techniques driven by 
increased bank credit to the domestic sector in order 
to strengthen the stabilization of the naira exchange 
rate and interest rate (Nwosa, 2011; Enoma and 
Isedu, 2011 and Aliyu, 2007). Furthermore, the CBN 
in 2006 introduced the wholesale Dutch Auction 
System (WDAS) which replaced the Dutch Auction 
System (DAS). This monetary policy window helped 
in stabilizing and unifying the exchange rate in the 
foreign exchange market both at the official and the 
parallel markets. These measures continued to serve 
as the monetary policy framework from 2006-2010 
which helped in consolidating the gains of the Dutch 
Auction System (Abraham, 2010; CBN, 2010). This 
was complemented with the special foreign exchange 
auction and direct sales of foreign exchange to 

licensed Bureaux De Change (BDC). The CBN again 
introduced the Policy Support Investment (PSI) based 
on the National Economic Empowerment and 
Development Strategy (NEEDS). This policy was 
aimed at stabilizing the interest rate, exchange rate 
and to reduce the growth rate of the broad money 
supply and improved economic activities (Danmola 
and Olateju, 2013; Fasanya, Onakoya and Agboluaja, 
2013). From 2011 to 2015, the new monetary policy 
that was in invoke was the Monetary Policy Rate 
(MPR) and it served as inter-bank monetary policy 
aimed at stabilizing the domestic currency through 
the short term interest rate. Thus, within the period, it 
became the indicative rate for transactions in the 
inter-bank money market as well as other interest rate 
(Odili, 2014).  
 
Despite the above policy measures, Nigeria’s external 
sector performance particularly the Balance of 
payments has remained poor, especially recording 
huge deficits in some periods. Available statistics 
shows that the deficits in the BOPs within the review 
period are – ₦2,402.20 million in 1980, -₦15,796.60 
million in 1990, -₦314,634.30 million in 2000, - 
₦1,993,003.10 million in 2010 and ₦343.66 million 
in 2015 respectively (Tijani, 2014; CBN, 2014: 
Udude, 2015). The implication of this observation is 
that there is consistent huge deficits in Nigeria’s 
BOPs position. Thus,the objective of this paper is to 
empirically examine the effect of monetary policy on 
Nigeria’s Balance of Payments between 1980 and 
2016.  
Aside this introduction, the rest section of the paper 
structured into 4. Section. Section two focuses on 
literature review while section three dwelled on 
materials and methods. Sections four and five focused 
on empirical data analysis as well as 
recommendations and conclusion. 
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II. LITERATURE REVIEW 
 
In recent times, diverse economic theories have 
emerged to explain the nexus between monetary 
policy and Balance of Payments of countries.The 
essence is to identify what drives the process. In the 
context of this paper, attention is placed on 
theMonetary Approach to Balance of Payments 
(MABP). The MABP is linked to the early writings 
of Hume (1752) as cited in Akpasung (2013). It was 
predicated on the Price-Specie-Flow -Mechanism 
(PSFM) but was later re-fashioned after the scholarly 
work ofPolak (1957). It assumes amongst others that 
the law of one price holds for identical goods sold in 
different countries which give allowances for 
transport cost. The proponents also argued that the 
general price levels determine the real value of 
nominal assets, money and international debt. This 
assertion is premised on the fact that relative prices 
play a vital role since they have transitory impact on 
the Balance of payments. 
The modern monetary approach was launched to 
counteract an earlier held view by the mercantilist 
that Balance of payments stability can be achieved by 
operating a policy of import substitution and export 
promotion. The approach regards Balance of 
payments as characteristically a monetary 
phenomenon and establishes a link between Balance 
of payments and supply of money in the economy 
(Chacholiades, 1990 andDoguma, 2002). It argues 
that when the money market experiences surpluses 
over its demand,a deficit in the Balance of payments 
position or disequilibrium occurs. As a result, any 
time money supply exceeds money demand, deficits 
occurs in the BOPs while surpluses occurs if money 
demand exceeds money supply (Howard &Mamingi, 
2002). This argument is plausible in developed and 
diversified economy where supply of money in the 
economy is adequate for the functioning of the 
economy. Nigeria as a developing economy has 
deficit financial resources and is in dire need of 
adequate supply of money to enable the economy 
function in terms of the production of goods. 
Therefore, it is extremely difficult to have an excess 
supply of money in the economy. This accounts for 
why the economy is stocked in debt and borrowing to 
compliment domestic financial resources.  
In sum,the monetary approach to Balance of 
payments is anchored on the fact that a country’s 
Balance of payments is characteristically and 
essentially a monetary phenomenon hence, any 
deficits in the BOPs can be corrected by monetary 
measures. 
 
Without doubt, the above position of the MABP had 
generated numerous empirical literature. Most 
scholars agreed to the fact thatBalance of payments is 
entirely a monetary phenomenon (See for 
instance,Spanos and Taylor, 1984;Ajie and Nenbee, 
2010; Dhliwayo, 2004 and Udude, 2015). Others 

differed such as the works of Ali (2010), Radulescu 
(2007) and Nawaz et al(2014). This empirical gap 
justifies the focus of this study. 
Spanos and Taylor (1984) empirically investigate the 
impact of monetary policy on Balance of payments in 
the United Kingdom between 1965 and1971. Based 
on the OLS and Augmented-Dickey Fuller (ADF) 
techniques of analysis, they concluded that the data 
used showed an impressive result on statistical and 
theoretical grounds. The study recommended that the 
monetary authorities and the financial institutions be 
made to be effective in handling the economy’s 
financial flows. 
Investigating if the balance of payments is a monetary 
phenomenon in Sierra Leone as the main aim of the 
study from 1970 -2010, Braimaand Korsu (2013) 
used the co-integration, error correction mechanism 
and the Phillip –Perron test to analyze for stationarity 
in the data used. The study concludes that 
consistencies in the monetary policy reduces balance 
of payments deficits. 
Further investigation to establish if balance of 
payments can be determined through the monetary 
approach in Kenya was carried out by Osoro(2013) 
with annual data spanning from 1963 - 2012. The 
study utilized Co-integration and Error Correction 
Modeling test. From the empirical result, it was found 
that some of the variables used exhibited non-
stationarity and were considered as variables that are 
insignificant in determining Balance of payments in 
the long run analysis whereas other variables 
suggested some level of co-integration in the balance 
of payments position. The above result indicates that 
shocks in the balance of payments are necessitated by 
foreign direct investment inflow, exchange rate 
movement and trade balance. The study concludes 
that balance of payments is a monetary and real 
phenomenon in Kenya. 
Osisanwo, et al(2015)explored the impact of Balance 
of Payments deficit and monetary policy on the 
economic growth of Nigeria from 1980 - 2013 
employing the dynamic econometric model. The 
result showed a long-run relationship between 
Balance of Payments and monetary policy and 
Nigeria. It recommended that the central authority 
should adopt a policy of export promotion and 
flexible rate regime. 
 
The research study by Imoughele and Ismaila (2015) 
investigated the monetary policy impact on the 
Balance of payments (BOP) in Nigeria from 1986 - 
2013. Based on the method Error Correction Model 
(ECM) technique and result showed that long- run 
relationship exists among the monetary policy 
variables and Balance of payments. Result of the 
analysis indicate that monetary policy variables such 
as exchange rate, broad money supply and credit 
loaned to the private sectors constitute the major 
monetary factors that impact seriously on Balance of 
payments in Nigeria. 
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The objective of the study by Udedu (2014) 
investigated empirically the impact of monetary 
policy on Nigeria’s Balance of payments using 
Ordinary Least Squares (OLS) technique of multiple 
regression model, Augmented Dickey- Fuller test and 
Johansen Co-integration test  from 1980-2010. From 
the result, it was concluded that there exist a positive 
and a statistically significant relationship between 
monetary policy, exchange rate and Balance of 
payments.   
In a study by Adamu and Itsede (2014), the impact of 
monetary approach on the Balance of payments was 
fully examined for the West African Monetary Zone 
(WAMZ) countries for the period 1975–2008.  From 
the empirical results, it was found that money supply 
played a significant impact in determining the 
Balance of payments, a result that validated the 
monetary approach to the Balance of payments for 
the WAMZ countries  
Using a time series data covering the periods 1986 – 
2012 in Nigeria, Onwe (2014) investigated the effects 
of monetary policy variables on the Balance of 
payments by  adopting Co-integration approach of 
econometric analysis and the empirical result from 
the Co-integration estimation indicated that there is a 
positive relationship existing between the monetary 
policy variables such as money supply, interest rate, 
gross domestic product and exchange rate on the 
Balance of payment as a dependent variable in the 
model. However, the result further indicated that only 
interest rate and money supply were significant but 
exchange rate was found to be insignificantly related 
with Balance of payments. 
 
Imoisi, Olatunji and Ekpenyong (2013) similarly 
carried out a study on the efficacy of monetary policy 
in achieving Balance of payments stability in Nigeria 
within the period 1980 to 2010. The study employed 
the Ordinary Least Squares (OLS) technique of 
multiple regressions and the estimated result found a 
positive relationship between the monetary variables 
of money supply, exchange rate, interest rate and 
BOPs. Furthermore, the study indicated a positive 
significant relationship between broad money supply 
(M2) and interest rate (ITR) with BOPs while 
exchange rate (EXR) was found to be statistically 
insignificant.  
 
Imoisi (2012) in his work examined the trends in 
Nigeria’s Balance of Payments position with the aim 
of finding a link between monetary policy and 
Balance of payments from 1970-2010. The study 
used OLS toolof multiple regressions for the analysis 
shows that the independent variables appeared with 
the correct sign and thus, conforms to economic 
theory. Thus, it was recommended that the 
government should increase the non- oil exports and 
diversify the productive base of the economy of 
Nigeria to correct the deficits in the current account 
of the country’s Balance of payments.  

The study by Ajie and Nenbee (2010) examined the 
monetary policy approach to Balance of Payments in 
Nigeria from 1970 – 2009. The study utilized co-
integration and Error Correction Mechanism (ECM). 
Findings from the results showed that Balance of 
Payments can be explained through the monetary 
approach. They therefore recommended that the CBN 
should take proactive measures to bring about 
equilibrium in the BOPs which can be achieved 
through a combination of macroeconomic policies. 
 
The above divides in literature perhaps might have 
originated from the theoretical perspectives of the 
scholars. Thus, this paper sets to shed lights on 
whether or not Balance of Payments is a monetary 
phenomenon. It does this by examining the effect of 
monetary policy variables on Nigeria’s BOPs by 
using macroeconomic variables such as broad money 
supply, exchange rate, interest rate and gross 
domestic product from 1980 to 2016. Furthermore, to 
the best of our knowledge, none of the previous 
studies have examined the theoretical bases of the 
effect of monetary policy on Nigeria’s BOPs from a 
combination of the Fisherian and Keynesian quantity 
theories of money as well as adopting the Dynamic 
Ordinary Least Square (DOLS) techniques in 
analyzing these variables. This is a major departure 
and a gap in theoretical and empirical fronts. 
 
III. METHOD OF STUDY 
 
3.1 Analytical Framework 
The analytical model for this paper is premised on the 
Fisher and Keynesian money supply equations and 
the monetary approach to the Balance of payments 
theory as earlier adopted by           Ajie and Nenbee 
(2010) and Udude (2015) with slight modification. 
Thus, the functional relationship in this present study 
is expressed as: 

),,,( 2 GDPEXRITRMfBOP       (1) 
And the multiplicative form of the model is thus 
represented as;  

4321
20

 GDPEXRITRMBOPs  (2) 
Where: 
BOPs = Balance of payments 
M2 = Broad money supply  
ITR = Interest rate  
EXR = Exchange rate  
GDP = Gross domestic product 
Accordingly, the econometric form of the model is 
stated as: 
 

titttt GDPEXRITRMBOPs  432210

                      (19) 
Where  
BOPs = Balance of payments at time‘t’ 
M2 = Money supply at time‘t’  
ITR = Interest rate at time‘t’   
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EXR = Exchange rate at time‘t’ 
GDP = Gross domestic product at time‘t’ 
μi= Stochastic variable or error term 
Ω0 = Constant term. 
 
Ω1,Ω2, Ω3 andΩ4 = Parameters to be estimated  
A priori expectations:  Ω1 - Ω3 <0 andΩ4 >0 
  
3.2 Explanation of Variables in the Model 
 
Dependent Variable 
 
1. Balance of Payments (BOPs):The Balance 
of payments is a record of a country’s transaction 
with the rest of the world which involves inflow and 
outflow of money. The Balance of payments has a 
current and capital (financial) account. Current 
account Balance of payments measures transactions 
for goods and services called visible and invisible 
items and comprise of trade balance i.e. trade in 
goods and the balance for trade in services.  The 
financial account (capital) measures inflows of capital 
for both short term and long term and this includes 
foreign direct investment and purchase of securities 
by investors. In a floating exchange rate, a current 
account deficit must be matched by a surplus on the 
financial accounts. The Balance of payments is 
measured in millions of naira and sourced CBN 
statistical bulletin (Various Issues). 
 
b. Independent Variables 
 
1. Broad Money Supply: From economic theory, an 
increase in money supply causes/leads to an increase 
in the total money in circulation in the economy 
thereby making more money available for 
investment, productivity increase, output and 
increased aggregate demand in the economy. This is 
possible if the government decides to embark on 
expansionary monetary policy and this can lead to 
better Balance of payments position especially when 
the money supply does not exceed money demand in 
the economy. Hence, the coefficient of M2 will be 
positive or direct. Therefore, Ω1 = δBOP

δM2> 0.  
Broad money supply is measured in millions of 
nairaand sourced CBN statistical bulletin (Various 
Issues). 
 
2. Interest Rate: Interest rate is the cost or charge 
imputed on borrowed money. Arising from economic 
theory, higher interest rate discourages investment 
and investors from borrowing funds from the 
financial sector. Thus, reducing the level of 
investment and productive activities in the economy. 
The attendant impact is a reduction in the productive 
activities of the country thereby causing deficits in 
the Balance of payments position in the country. 
Hence, the coefficient of ITR will be negative and 

vice versa.That is, Ω2= δBOP
δITR< 0. The unit of 

measurement for interest rate is in percentagesand 
sourced CBN statistical bulletin (Various Issues). 
 
3. Exchange Rate: Exchange rate is the rate at which 
a country’s currency exchanges for another or 
converted into another. The exchange rate is 
commonly used for trade between one country and 
another and it is primarily determined like other 
prices by the relative demand and supply of each 
currency. Economic theory tells us that a depreciation 
in exchange rate (price of a country’s currency with 
respect to other currencies of the world i.e. $US) will 
make the domestic currency cheaper in the foreign 
exchange market. This depreciation in the domestic 
currency (fall) will make our exports cheaper and 
imports expensive in the international market for 
goods and services. As a result of this, our goods and 
services would be more in demand thus, leading to 
favourable BOPs. In sum, Ω3= δBOP

δEXR> 0. It is 
measured in percentagesand sourced CBN Statistical 
bulletin (Various Issues). 
 
4. Gross Domestic Product (GDP): The GDP) is a 
monetary measure of the market value of all final 
goods and services produced in a period (quarterly or 
yearly). Nominal GDP estimates are commonly used 
to determine the economic performance of a whole 
country or region, and to make international 
comparisons. The GDP here is measured in 
percentages. As the GDP increases, the deficits in the 
BOPs is reduced or eliminated. The relationship BOP 
and GDP is positive. Algebraically, Ω4 = 
δBOP

δGDP> 0. It is measured in millions of 
nairaand sourced CBN statistical bulletin (Various 
Issues). 
 
3.3. Method of Data Analysis 
 
This paper adoptedboth descriptive statistics and 
Dynamic Ordinary Least Square (DOLS) multiple 
regression analysis to estimate the relationship 
between the dependent and independent variables. To 
achieve robustness of data used, we carried out the 
unit root test using the Augmented Dickey –Fuller 
test on the variables to determine their order of 
integration. We also carried out the Co-integration 
test to establish the long-run relationship among the 
variables which exhibited stationarity. 
 
IV. RESULTS AND DISCUSSIONS 
 
The analysis of the variables in the model was 
conducted in this section. It covers descriptive 
statistics tests, unit root test, co-integration test and 
dynamic Ordinary Least squares (DOLS) tests results. 
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4.1 Descriptive Statistics 
The summary of the descriptive statistics results are contained in Table 1. It was conducted to ascertain the 
times series property of the variables. The results of the analysis reveal that the variables exhibit remarkable 
disparity in terms of their sizes. 
 

Table 1: Descriptive Statistics Results 
 BOP(₦’M) EXR(%) GDP(₦’M) ITR(%) M2(₦’M) 
Mean  806940.9  76.66114  20477.02  17.58171  4207.487 
Median  195216.3  92.34000  4679.210  17.59000  628.9500 
Max.  3478375.  205.8000  94144.96  31.65000  18901.30 
Min.  301.3000  0.620000  94.33000  8.920000  14.47000 
Std.Dev  1.038972  69.36545  30.74608  5.066357  62.18505 
Skewness  1.098117  0.193038  1.485652  0.288133  1.330547 
Kurtosis  3.150943  3.442954  3.651659  3.397381  3.274494 
Jarque-Bera  3.067421  3.752941  3.149440  0.714576  10.43695 
Prob.  0.029196  0.153130  0.001174  0.699571  0.005416 
Sum   28242930  2683.140  716695.6  615.3600  147262.0 
Sum SqDev  3.67E+13  163593.2  3.21E+10  872.7111  1.31E+09 
Observations 35 35 35 35 35 

    Source: Authors;computation (E-View 9.0) 
 
A critical look at Table 1 shows that the mean values 
for all the variables are ₦806940.9 million for BOPs, 
76.66114 percent for EXR, ₦20477.02 for million 
GDP, 17.58171 per cent for ITRand ₦4207.487 for 
M2. The median values of all the variables in the 
series are ₦195216.3 million for BOPs, 92.34000 
percent for EXR, ₦4679.210 million for GDP, 
17.59000 per cent for ITR and ₦628.9500 for M2 
respectively. The median is known as a measure of 
the center of distribution and very less sensitive to 
outliers than the mean.The maximum values of each 
of the variables stood at₦34783.75 million for BOPs, 
205.8000 per cent for EXR, ₦94144.96 for GDP, 
31.65000 per cent for ITR, and ₦18901.30 million 
for M2 respectively. The standard deviation shows the 
level of volatility in the variables. It displays the rate 
at which each variable deviates from the mean value. 
Exchange rateis the most volatile at 69.36545 while 
GDP with the value of 3.074608 is the less volatile. 
The level of volatility in other variables such as 

interest rate is 5.066357 and money supply is 
62.18505. In terms of skewness, all the variables 
were found to be normally skewed since they were 
greater than zero. However, the distributions around 
the mean are positive for all the variables meaning 
that the distribution has a long right tail. More 
specifically, the Jarque-Bera that test for normality of 
the distribution indicates that the calculated were 
3.067421(BOP), 3.149440(EXR), 3.149440(GDP), 
0.714576(ITR) and 10.43695(M2) respectively. The 
implication is that M2 variable exhibited unit root and 
is non-stationary hence, the need to conduct the unit 
root (stationarity) test. 
 
Based on these observations, the unit root test was 
conducted using the Augmented Dickey - Fullertest 
to ascertain whether or not the variables wereco-
integrated. If they are integrated of the same order 
and absence of unit root found, we proceed to 
conduct the Co-integration test. 

 
4.2 Unit Root Test 
 

Table 2: Unit Root Test Result (ADF) 
Augmented -Dickey Fuller Test 
Variables              Levels          First difference Order of 

integration 
 ADF Stat Test critical 

value (5%) 
Remark ADF Stat Test critical 

value (5%) 
Remark  

BOP -2.540488 -3.548490 NS -6.775125 -3.791172 S 1(1) 
EXR -2.129288 -3.540328 NS -5.684315 -3.544284 S 1(1) 
GDP -0.027395 -3.544284 NS -5.171563 -3.548490 S 1(1) 
ITR -1.915015 -3.540328 NS -5.511437 -3.548490 S 1(1) 
M2 -2970062 -3.595026 NS -4312386 -3.544284 S 1(1) 
Note: the ADF tests for H0Xt as 1(1) against  H1Xt as 1(0) 
Note: NS = Non – stationaryand  S = Stationary  
Source: Authors’ computation (E.view 9.0) 
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Table 2 indicates that the variables were integrated of the same order 1(1), using the ADF test to determine the 
time series properties of the model. All the variables were not stationary at levels but they became stationary at 
their first differences,1(1). In sum, the variables could be co-integrated.  
 
4.3 Co-integration Test Result  
 

Table 3a: Johansen Co-integration Test Result (Trace Test) 
Hypothesized 
No. of CE(s) 

Eigenvalue Trace Statistic 0.05 Critical Value Prob.** 

None *  0.807791  104.1450  88.80380  0.0025 
At most 1  0.578887  53.02076  63.87610  0.2900 
At most 2  0.412619  26.21030  42.91525  0.7259 
At most 3  0.260581  9.715759  25.87211  0.9365 
At most 4  0.011455  0.357152  12.51798  1.0000 
Trace test indicates 1 cointegratingeqn(s) at the 0.05 level 

Source: Authors’ computation (E.view 9.0) 
 

 
Table 3b: Johansen Co-integration Test Result (Max-Eigen Test) 
Source: Authors’ computation (E.view 9.0) 
 
Tables 3a and 3b showthat both the Trace statistic 
and Maximum-Eigen statisticindicate the existence of 
one co-integrating relationship among the variables at 
5 percent level of significance. The presence of co-
integration among the variables shows that there is a 
clear long-run equilibrium relationship among the 
variables. We therefore reject the null hypotheses of 
no co-integration amongst the variables but we do not 
reject the alternative hypotheses. These results called 
for testing for the short run dynamic adjustment. 
  
4.4 Dynamic Ordinary Least Square Test Result  

The dynamic ordinary least square (DOLS) is a 
simple approach to co-integrating an asymptotically 
efficient estimator that helps in eliminating the 
feedback in the co-integrating system (Stock and 
Watson, 1993). It involves augmenting the co-
integration with lags and leads so that the resulting 
co-integrating equation error term is orthogonal to the 
entire history of the stochastic regressorinnovations. 
The Dynamic Ordinary Least Square (DOLS) became 
necessary as a method of estimation adopted in this 
study to improve on the classical OLS and to cope 
with small samples and dynamic sources of bias. 

 
Table 4: Short Run Multiple Regression Result using DOLS 

Variables Coefficient Std.Error t-Statistic Prob. 
C 3.432145                  3.453567 2.234141              0.0234 
EXR(₦=$) -3.559051 1755.036 -2.027907 0.0596 
GDP(N’M) 1.656275 60.28623 2.747352 0.0143 
ITR(%) -5.204281 4539.103 -3.146544 0.0124 
M2  (N’M) 9.852968 378.6893 2.601861 0.0193 
R2= 0.691820, Adj R2 = 0.626027, ; DW = 1.741525 
 
Source: Authors’ computation (E.view 9.0) 
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Table 4 shows the result ofDynamic Ordinary Least 
Square (DOLS) estimated. It shows the value of 
R2calculated as0.6918. This implies that about 69 per 
cent systematic variation in the Balance of Payments 
is explained by the independent variables while the 
remaining 31 percent are caused by factors not 
included in the model but are captured by the error 
term.The DW value of 1.742is not too far from 2, 
hence, it indicates that there is a seemingly absence of 
positive first -order serial autocorrelation in the 
model. 
 
A breakdown of the figures indicate that all the 
variables conformed to a- priori expectations. It 
further shows that all the variables are statistically 
significant at 5 percent level of significance. It 
therefore implies that all the variables are key 
determinants of Balance of payments equilibrium in 
Nigeria within the period under review. 
 
 Table 4 also show that a unit increase in exchange 
rate causes BOPs to decrease by -3.559 units and is 
significant at 5 percent level too. This is because the 
calculated (t*) value of -2.0289 (in absolute terms)is 
greater than the p-value of 0.02.EXR is positive in 
line witha-priori expectation. As exchange rate 
(EXR) appreciates (rises), BOPs position will become 
unfavourable. The result equally showed that EXR is 
rightly signed. 
 
Again, a unit increase in gross domestic producthas 
the effect of increasing the Balance of payments 
position by 1.656 units and is statistically significant 
at  5 percent level considering that the t* value of 
2.747is greater than the p-value of 2.04. The 
relationship between GDP and BOPs are in line with 
a-priori expectation and economic theory.This result 
agrees with the findings of Korsu (2009) and 
disagrees with works of Udude (2015), Onwe (2014) 
and Tijani(2014). 
 
The coefficient of interest rate is -5.204281 units. It 
implies that a unit increase  in interest rate is 
associated with about -5.204units  decrease in the 
Balance of payments and the t* value of -3.147 
indicates that the variable is statistically significant at 
5 per cent level. This is because the t-critical value of 
2.04 is greater than the calculated t* value. The result 
also showed that ITR is rightly signed and is in line 
with economic theory since an increase in interest 
rate causes BOPs deficits.   
 
Furthermore, the M2 coefficient is 9.853units in its 
value. This implies that a unit increase in broad 
money supply by 9.853units leads to an increase in 
the Balance of payments by 9.853 units. This is in 
line with economic theory and a-priori expectation. 
The t* value of -2.602 is greater than the t-critical 
value of 2.04 in absolute term. An increase in money 
supply (M2) enhances the Balance of payments 

position if only the government is operating an 
expansionary monetary policy. The result also 
showed that there is a positive relationship between 
broad money supply and Balance of payments 
theoretically, indicating that as more money is 
pumped into the economy, it is likely to improve the 
Balance of payments position through increased 
investment, output and  a fall in interest rate. This 
result agrees with the findings of Ebiringa, Omuorah 
and Obi (2014), Syeda, Tahir and Atif (2011) and 
Imoughele and Ismaila (2015). It disagrees with 
works of Onwe (2014). 
 
CONCLUSION AND POLICY 
RECOMMENDATIONS 
 
The study employed the Stock-Watson dynamic 
ordinary least square (DOLS) estimation techniques 
to examine the effect of some selected monetary 
policy variables on the Balance of payments using 
data from 1980 to 2016. The empirical analysis from 
the model indicated that all the variables are key 
monetary policy variables impacting on the Balance 
of payments in Nigeria within the period under 
review. The paper therefore recommends the 
government could significantly bring about 
favourable Balance of payments in Nigeria in the 
long-run. This can be achieved through policies 
likereduction on over-reliance in the consumption of 
foreign made goods and its importation which 
constitute capital flight, expenditure-reduction policy 
and others that will stabilize the exchange rate, ensure 
adequate money supply, improves the GDP and 
reduce interest rate thereby promote economic growth 
and development. 
for a stable macroeconomic environment which will 
enhance stable exchange rate, moderate interest rate, 
enhanced GDP and finally, an adequate money 
supply that will not be excess money demand in the 
economy of Nigeria. 
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