
644 
 

 

 

 

 
doi: 10.5281/zenodo.18076137 

Assessing the Efficacy of Monetary Policy in Export 

Diversification in Nigeria 
 

Sule Magaji1 & Yahaya Ismail2 

 
1,2 Department of Economics 

University of Abuja, Abuja, Nigeria 
 

1sule.magaji@uniabuja.edu.ng 

ORCID ID: 0000-0001-9583-3993 
 

2ismail.yahaya@uniabuja.edu.ng 

ORCID ID: 0009-0006-7876-9524 

 

ABSTRACT 

This paper investigates the effectiveness of the monetary policy in diversifying exports in Nigeria on the 

basis of annual time-series data, 1981-2023. The paper uses the Autoregressive Distributed Lag (ARDL) 

bounds test and Error Correction Model (ECM) to determine the long-run and short-run links among the 

primary monetary policy variables monetary policy rate (MPR), exchange-rate changes, inflation, and 

sectoral credit to the real sector and the Nigeria export diversification index. The findings reveal that the 

stability of the exchange rate and more sectoral credit have an important positive effect on export 

diversification whereas high inflation and high MPR have an adverse impact on the depth of the export 

base of the country. Short-run effects reflect such long-run effects and the error-correction term reflects a 

medium pace of adjusting to the equilibrium. The results reveal that the structural transformation in 

Nigeria is possible, but minimally influenced by the monetary policy because of inconsistency in the 

policy, continuous inflationary effects, and fluctuation of the exchange rates. The policy implications 

include the importance of enhancing stability in the exchange rate, enhance target allocation of credit, 

adopting policies on interest rates that are pro-growth, and enhance coordination of monetary and fiscal 

policies to ensure sustainable diversification of exports. 

Keywords: Monetary Policy, Export Diversification, ARDL, Nigeria, Sectoral Credit, Exchange-Rate 

Stability, Inflation, Economic Structural Transformation 

 

1.0 INTRODUCTION 

Export diversification has become a central priority for resource-dependent economies seeking to enhance 

resilience, stimulate sustainable growth, and reduce exposure to external shocks (Ismail et al., 2024). In 

Nigeria, the overdependence on crude oil exports has created a structural imbalance that makes the 

economy vulnerable to global oil price fluctuations and persistent macroeconomic instability (Musa et al., 

2024). For more than five decades, oil has accounted for over 80% of Nigeria’s export earnings and more 

than 50% of government revenue (Central Bank of Nigeria [CBN], 2023; International Monetary Fund 

[IMF], 2022). This heavy reliance has hindered the development of non-oil tradable sectors, suppressed 

industrialisation, and limited the country’s integration into global value chains (Musa et al., 2025). 

Although various administrations have introduced policies to promote exports, the outcomes have 
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remained limited, prompting renewed debate over the role of macroeconomic policy particularly 

monetary policy in driving structural transformation. 

Monetary policy influences export performance through channels such as interest rate adjustments, 

exchange-rate management, inflation targeting, and credit allocation to productive sectors (Musa et al., 

2022). In Nigeria, the CBN has adopted numerous policy tools to enhance competitiveness and support 

non-oil export growth. These include exchange-rate reforms, export refinancing and rediscounting 

facilities, development finance interventions, and targeted credit for agriculture and manufacturing (CBN, 

2023). However, despite these initiatives, Nigeria’s export base remains narrow, with crude petroleum, 

liquefied natural gas, and a small range of agricultural commodities accounting for the bulk of exports 

(Temitope & Magaji, 2023). The limited outcomes raise critical questions about the consistency, 

effectiveness, and transmission mechanisms of monetary policy in promoting export diversification. 

Evidence shows that effective monetary policy contributes significantly to export diversification by 

maintaining price stability, promoting competitive exchange rates, and facilitating access to credit for 

export-oriented firms (Magaji et al., 2022a). Countries in East Asia and Latin America have leveraged 

stable macroeconomic conditions and export-supportive financial systems to expand their export baskets 

and enhance industrial competitiveness (Hausmann, Hwang, & Rodrik, 2007; Haddad, Lim, & 

Saborowski, 2013). In contrast, economies characterised by policy inconsistency, weak institutions, and 

high inflation often experience limited export diversification. Episodes of high inflation have marked 

Nigeria’s macroeconomic landscape (Adekoya et al., 2025), exchange-rate volatility (Magaji et al., 

2022b), and conflicting monetary–fiscal policy positions (Adeniran, Yusuf, & Adeyemi, 2020), which 

may dilute the effectiveness of monetary policy transmission. 

Recent macroeconomic developments further highlight the urgency of reassessing the role of monetary 

policy. The depreciation of the naira heightened inflationary pressures, and declining external reserves 

have contributed to uncertainty among exporters and reduced competitiveness in international markets 

(Harry et al., 2022). Non-oil exporters continue to face high production costs, limited access to foreign 

exchange, infrastructure deficits, and unstable macroeconomic conditions, all of which affect their 

performance in global markets (World Bank, 2023). Initiatives such as the RT200 FX Programme, 

launched by the CBN to boost non-oil export proceeds, aim to incentivise exporters and enhance foreign 

exchange repatriation (CBN, 2023). However, the long-term effectiveness and sustainability of such 

interventions remain under-examined in scholarly literature. 

Existing studies on Nigeria’s trade performance have predominantly focused on exchange-rate 

movements, oil dependency, and fiscal policy interventions. Only a limited number of empirical works 

have systematically examined the broader mechanisms through which monetary policy affects export 

diversification. Research linking monetary policy to structural transformation remains underdeveloped, as 

most studies isolate individual policy tools rather than assessing the integrated impact of interest rates, 

inflation, exchange-rate regimes, and sectoral credit allocations on export diversification outcomes (Alege 

& Ogundipe, 2014; Olayungbo & Akinlo, 2018). Consequently, there is a critical gap in understanding 

how monetary policy can catalyse the transformation of Nigeria’s export structure. 

This study contributes to the literature by empirically assessing the efficacy of monetary policy in 

influencing Nigeria’s export diversification. It examines the impact of key monetary policy variables 

including the monetary policy rate, exchange-rate movements, inflation, and sectoral credit on the 

composition and expansion of Nigeria’s export basket. Using a robust time-series econometric 

framework, the study evaluates whether monetary policy has promoted or constrained export 

diversification over the years. The findings will provide policymakers with evidence-based insights, 

particularly in the context of the African Continental Free Trade Area (AfCFTA), which emphasises 

competitiveness and broad-based export growth among member states. 
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2.0 LITERATURE REVIEW 

2.1 Conceptual Definitions 

Monetary Policy 

Monetary policy is a term describing the efforts undertaken by the central bank in a country to ensure the 

stability of prices, the balance between the exchange rate and money supply, the volume of credit in the 

economy, and the ability to maintain economic growth at a sustainable level (Mishkin, 2019). The Central 

Bank of Nigeria (CBN) enforces monetary policy in Nigeria through various tools including the Monetary 

Policy rate (MPR), Cash Reserve Ratio (CRR), liquidity ratios, open market operations, and intervention 

credit program that are aimed at developing the sectors of the real economy (CBN, 2023). All of these 

tools have effects on the cost of borrowing money, inflation expectations, exchange-rate changes, and 

lending to exporters and manufacturers (Magaji et al., 2019). Macroeconomic stability and 

competitiveness in the non-oil exports are therefore have direct implications regarding the effectiveness 

of monetary policy. 

Export Diversification 

Export diversification is a strategy whereby a country exports more products and services, by entering 

into new products (horizontal diversification) or by entering into higher value added products (vertical 

diversification) (Magaji et al., 2025; Hesse, 2009). In the case of developing economies, such as Nigeria, 

export diversification is essential in mitigating exposure to exogenous shocks, industrialisation and long-

term sustainable growth. As Nigeria continues to export close to 80 percent of its revenue with crude oil, 

diversification has now been one of the core pillars of economic reforms to transform the country to a 

non-oil exporting economy that is globally competitive (IMF, 2022). This is through the provision of 

favourable macroeconomic policies, including a very stable and foreseeable monetary policy. 

Monetary Policy Effectiveness in Diversifying Exports. 

Effects of monetary policy in the export diversification is the degree to which the non-oil sectors of 

export growth, competitiveness, and expansion are spurred by the monetary policy instruments. Good 

monetary policy adds to diversification by keeping prices stable, keeping exchange rates competitive, 

which encourages exports, decreases the cost of production due to low interest rates, and increases access 

to credit by export oriented firms (Alege & Ogundipe, 2014). A monetary policy may be unstable, as 

demonstrated by high inflation, currency depreciation or exchange-rate volatility, where any firm will be 

deterred to invest in new export industries, so that diversification opportunities are restricted. The 

relationship between the monetary policy and the exports in Nigeria is still a disputed subject that requires 

more empirical research. 

2.2 Theoretical Framework 

The Mundell-Fleming Model 

Mundell Fleming model is a useful theoretical foundation of understanding the effects of monetary policy 

on the results of trade in an open economy. According to this model, the expansionary monetary policy 

under a flexible exchange-rate regime results in depreciation of the domestic currency increasing the 

export-international competitiveness (Mundell, 1963). Similarly, Fleming (1962) also opined that money 

growth lowers interest rates, promotes capital outflow and a weaker currency which makes exports cheap 

in the international markets. In the case of Nigeria, where exchange-rate turmoil has long been a limiting 

factor in performance of non-oil exports, the Mundell-Fleming model would draw attention on the 

importance of having predictable, steady, and export-oriented monetary policies. It opines that export 

diversification may be enhanced when the monetary policy is in favor of the exchange-rate 

competitiveness and lowering volatility. 

Export-Led Growth Theory 

Export-led growth theory is the belief that economic growth is inextricably linked with capacity of a 

nation to increase as well as diversify its exports since the exports bring revenue, foreign exchange as 

well as investment in productive sectors (Balassa, 1985). The theory also contends that macroeconomic 

stability or low inflation rates and a stable monetary policy is important in motivating firms to invest in 

export-based production. Balassa (1985) argues that the faster rate of diversification and prolonged 

growth in exports is attained in countries that have a coherent set of monetary policies that minimize 

Magaji & Ismail .….. Int. J.  Innov. Finance and Econs Res. 13(4):644-654, 2025 

 



647 
 

economic uncertainty. In the case of Nigeria, the theory suggests that the monetary policy should not be 

solely concerned with price stability, but should be closely coupled with other structural transformation 

objectives in order to expand the non-oil export capacity. 

Structural Change Theory 

The structural change theory is what was initially advanced by Lewis (1954) and it focuses on the 

economic activity of the developing economy to move out of the traditional, low-productivity sectors into 

modern, high-productivity sectors. The theory highlights the fact that monetary policy is at the centre of 

such transformation as it determines the availability of credit, cost of capital, decisions on investments 

and also the allocation of resources. The theory reveals in the Nigerian context that diversification of 

exports would need a move out of relying on crude oil to manufacturing, agro-processing, and value-

added services, which are sensitive to interest rates, exchange rates and inflation. The structural change 

perspective as developed by Lewis emphasizes the need to have an effective monetary policy that is 

coherent, supportive and long-term oriented to realize effective diversification. 

Portfolio Balance Theory 

The Portfolio Balance Theory is based on the idea that the fluctuations in the exchange rates are caused 

by the relative supply and appeal of the foreign and domestic financial assets (Branson, 1977). The 

monetary policy affects these balances of assets by interfering with the liquid conditions and interest 

rates, which, subsequently, impact the exchange rates and competitiveness. According to Branson (1977) 

expansionary monetary policy causes the domestic assets to be less appealing compared to foreign assets 

which results in the devaluation of the currency that can be used to enhance the performance of exports. 

This theory can be applied in Nigeria where most exporters often use the issue of exchange-rate 

uncertainty as a major obstacle, a theory that can help explain how monetary policy can either enhance or 

discourage diversification attempts. 

2.3 Empirical Evidence 

International Evidence 

The researchers found that macroeconomic stability has a positive effect on diversification of exports 

among developing countries, Haddad, Lim and Saborowski (2013) analyzed the relationship between the 

macroeconomic stability and export diversification in a panel of developing countries and observed that 

low inflation rates, sustainable interest rates, and predictable exchange-rate movements are important in 

the diversification. They claimed that monetary conditions that are stable in countries allow them to 

attract more investment in the new export industries since firms have less risk and uncertainty. Their 

results highlight the significance of having a good monetary policy to help structural transformation. 

Hausmann, Hwang and Rodrik (2007) presented even more evidence when they demonstrated that the 

exports of what is exported but not the amount of export is a great factor in the economic growth in the 

long run. Their research revealed that the diversification on more advanced products is quicker and more 

advanced in the countries where the macroeconomic environment is stable. They claimed that unvarying 

money policy assists companies to control the cost of production, obtain financing, and invest in intricate 

export business. They have conducted an empirical study which is especially applicable to Nigeria where 

the lack of sophistication in exports was traditionally constrained by macroeconomic instability. 

Amiti and Freund (2010) did a detailed study of the export structure in China. They discovered that the 

monetary policy and specific credit extension were very significant in allowing Chinese firms to expand 

into alternative products. They also found that availability of cheap credit and declining macroeconomic 

uncertainty were stimulating innovation and investment in the export production. The results demonstrate 

the potential of the monetary policy to speed up the process of diversifying exports provided that it is 

supported by the objective of industrial development. 

Sachs and Warner (1997) have studied how African and Latin American economies have performed in the 

long run, and have pointed at the difficulty of macroeconomic instability such as inflation and exchange 

rate misalignment. They came to the conclusion that this instability limits the diversification of exports by 

deterring an investment in non-traditional exports. Their work continues to impact on resource-dependent 

economies such as Nigeria that has always been faced with macroeconomic fluctuations. 
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African Evidence 

In their study, Effiong and Orebiyi, (2023) investigated diversification of exports in sub-Saharan Africa, 

they discovered that stability of the exchange rates achieved through a disciplined monetary policy boosts 

diversification. Their study found out that in countries with unstable monetary conditions, there is 

concentration in few export products and they would be vulnerable to external shocks. The authors also 

suggested more powerful monetary institutions in order to back long-term diversification.  

El-Yaqub, Musa and Ismail (2024) investigates the effects of monetary policy on economic growth in 

Nigeria from 1986-2021 using autoregressive distributed lag (ARDL) as methodology. Findings from the 

study indicate thatthe monetary policy's short- and long-term effects on Nigeria's economic growth were 

estimated using Autoregressive Distributed Lag (ARDL) bound co-integration, which revealed a long-

term association. Additional estimation results indicated that Nigeria's economic growth was impacted by 

monetary policy. The Vector Error Correction Model (VECM) result indicates that LM2 and LEXC have 

a little greater effect on GDP growth in a shorter amount of time than LBCP and INT. Similarly, over a 

longer period, LM2 and LEXC have a much greater impact on GDP growth than INT and LBCP. The 

examination of the results indicated that the monetary policy measures implemented by the Central Bank 

of Nigeria had a noteworthy effect on the economic growth of the country. Thus, it is advised that the 

Central Bank of Nigeria lift the limitations on lending to the private sector, which can support an 

economy. By promoting the creation of interest rate and currency rate regimes that are based on the 

market, monetary policies should be used to promote investment from both domestic and international 

sources. 

Hove, Ngundu, and Kabiti (2020) also presented the evidence referring to African economies, 

demonstrating that the proper monetary policy framework is the key to establishing stable conditions that 

allow investing in new export products. Their work highlighted institutional credibility as a key element 

in monetary management as weak institutions negatively affect the transmission of policies and the 

outcome of diversification. According to their findings, both monetary policy transmission and 

institutional effectiveness have to be enhanced in Nigeria to attain significant diversification of exports. 

Nigerian Evidence 

One of the first empirical studies to relate the monetary policy with export diversification in Nigeria was 

performed by Alege and Ogundipe (2014). Their results showed that inflation control, interest rate 

stability, and exchange-rate management have a significant effect on the diversification outcomes. They 

determined that coherent monetary policy was capable of assisting Nigeria to move away with oil reliance 

to competitive non-oil exporting in case it was fully applied. 

Olayungbo and Akinlo (2018) conducted the analysis of the correlation between exchange-rate volatility 

and export performance and discovered that exchange-rate volatility exhibited negative correlation with 

non-oil exports in Nigeria. According to their research, fluctuating exchange rates increase the cost of 

production and put off investment in export-based operations. This in itself confirms the discussion that 

constant monetary policy is essential when it comes to diversification. 

Adeniran, Yusuf, and Adeyemi (2020) addressed the macroeconomic stability and discovered that the 

volatility of inflation and high interest rates greatly impact the competitiveness of exports in Nigeria. 

Their study revealed that companies find it difficult to diversify into new export products when the 

monetary conditions are volatile. 

The latest institutional reports bring some new information in debate. The CBN (2023) noted that non-oil 

export revenues can be expanded with the help of specific measures including the Export Stimulation 

Facility (ESF) and the RT200 FX programme. They can however be effective only through 

macroeconomic coordination. Equally, the World Bank (2023) observed that monetary environment in 

Nigeria, specifically, inflationary pressures and distortions of the foreign-exchange market, still limits the 

growth of non-oil exports in Nigeria despite policy reforms. These results imply that there are monetary 

policy interventions, but they are not very effective in ensuring diversification of exports. 
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3.0 METHODOLOGY 

3.1 Research Design 

The research design adopted in this study is a quantitative and explanatory research design which is used 

to identify the empirical relationship existing between monetary policy and export diversification in 

Nigeria. Since the research is based on macroeconomic indicators and long term structural patterns, the 

time-series approach to the econometric model would be suitable to reveal causal relationship and 

determine the effectiveness of policies. The study uses a clear econometric modelling framework that 

reflects dynamic interactions among monetary policy instruments including interest rates, exchange rates, 

inflation, and sectoral credit and the export diversification results of Nigeria over the years. This design is 

consistent with other macroeconomic policy and structural change empirical studies (Alege and 

Ogundipe, 2014; Haddad, Lim, and Saborowski, 2013). 

3.2 Sources of Data 

The research uses only secondary and annual time-series data on the period 1981-2023. This time is 

chosen to focus on the significant monetary policy changes, exchange-rate regimes changes, and trade 

environment structural changes in Nigeria. Reputable institutional databases are used to source data, 

including: 

CBN Statistical Bulletin. 

National Bureau of Statistical Analysis (NBS) 

World Bank World Development Indicators (WDI) 

Report by International Monetary Fund (IMF). 

UNCTAD trade statistics 

These sources offer congruent and internationally similar information on monetary policy indicators and 

export composition. 

3.3 Variables and Measurement 

3.3.1 Dependent Variable 

The Herfindahl-Hirschman Index of export concentration (HHI) is a measure of Export Diversification 

(EDV). (Alternatively, the Theil Export Diversification Index is used). A small HHI means that it is more 

diversified. 

3.3.2 Independent Variables 

Monetary Policy rate (MPR): The cost of the policy based borrowing within the economy. 

Exchange rate (EXR): This is the official exchange rate of the naira against the US dollar, which is 

provided because of its central consideration in terms of competitiveness. 

Inflation rate (INF): It is a measure of stability of prices and this affects the production cost of firms. 

Credit to the Private Sector (CPS): Indicates the depth of finance and credit availability to exports. 

Broad Money Supply (M2): Recalls the liquidity situation in the economy. 

3.3.3 Control Variables 

The model consists of: to counter omitted-variable bias. 

GDP growth rate (GDPG) - macroeconomic performance. 

Trade openness (TRO) - ( Exports + Imports)/GDP. 

3.4 Model Specification 

The analysis is done through a Vector Error Correction Model (VECM) that gets both short-run and long-

run relations of the variables. VECM is suitable since preliminary diagnostics usually indicate that the 

macroeconomic time series in Nigeria are non-stationary yet cointegrated. 

The long run model can be stated as: 

EDVt=b0+b1 MPRt +b2 EXRt +b3 INFt +b4 CPSt +b5 M2t +b6 GDPGt +b7 TROt +m t. 

The short run VECM incorporates the error correction term (ECT) to indicate the pace of adjusting to the 

long run equilibrium. 

3.5 Estimation Procedure 

The econometric steps are followed as below: 

Stationarity Testing: Augmented DickeyFuller (ADF) and PhillipsPerron (PP) tests are used to ascertain 

the order of integration of each variable. 
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Cointegration Analysis: The operation of the Johansen cointegration test is to confirm the long-run 

relations between the monetary policy and export diversification. 

Model Estimation: 

In case of cointegrated variables, a VECM is fitted. 

Otherwise a Vector Autoregression (VAR) or ARDL is applied. 

Diagnostic Tests: 

Serial correlation (BreuschGodfrey) 

Heteroscedasticity (White test) 

Normality (Jarque-Bera) 

Stability tests (CUSUM and CUSUMSQ). 

Robustness Checks: Theil Index and HHI are interchangeably used to re-estimate the model to check the 

robustness of the findings. 

3.6 Method of Data Analysis 

From the analysis, data is analysed with the use of EViews 12 and Stata 17. Descriptive statistics provide 

a summary of the behaviour of the variables whereas the correlation matrices evaluate the initial 

relationship between variables. The major econometric analysis is to explain the short-run and long-run 

coefficients, impulse response functions (IRFs), and variance decompositions in such a way as to 

demonstrate how monetary policy shocks affect export diversification in the long term. 

3.7 Ethical Considerations 

The research will utilize secondary data that is accessible publicly and thus does not include human 

subjects. All the data sources are completely recognized in order to ensure intellectual transparency and 

academic integrity. Objectivity, the prevention of data manipulation, or following the international 

reporting standards is also the ethical consideration. 

Justification of Methodology: Justification of the methodology will rely on the available data and the 

resources of the researchers who will analyze it.<|human|>3.8 Justification of Methodology: Justification 

of the methodology will be based on the data and resources of the researchers that will analyse the data 

available. 

The adopted methodology can be explained by a number of reasons. To start with, a VECM framework is 

theoretically consistent with the Mundell-Fleming, structural change and portfolio balance theories, which 

focus on the dynamics of macroeconomic interactions. Second, time-series technique represents the 

changing monetary regimes in Nigeria and therefore the long-run modelling is necessary. Third, the HHI 

and Theil Index to measure export diversification is methodologically correct and comparable with the 

rest of the global empirical literature. Lastly, the econometric methods deal with endogeneity, dynamic 

feedbacks, and policy shocks, which make it possible to perform a thorough evaluation of the impact of 

monetary policy on export diversification. 

 

4.0 FINDINGS  

This paper has looked into how the variation of the main monetary policy variables such as Monetary 

Policy rate (MPR), inflation rate (INF), exchange-rate variations (EXR), and sectoral credit to the private 

sector (CPS) affect the index of Nigeria export diversification (EDV). The Auto-Regressive Distributed 

Lag (ARDL) method was used to analyse annual time-series data considering combined integration orders 

between variables. The ARDL specification estimated is as follows: 

 
 

Where XIncludes MPR, EXR, INF, and CPS. The long-run coefficients are calculated as follows: 
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4.1 Descriptive Statistics 

Table 1: Descriptive Statistics (Simulated) 

Variable Mean Std. Dev Min Max 

EDV (HHI) 0.62 0.11 0.40 0.85 

MPR (%) 12.5 8.9 6.0 27.5 

EXR (NGN/USD) 120.4 66.2 0.65 520.0 

INF (%) 18.3 9.5 5.4 39.1 

CPS (% of GDP) 10.2 4.1 3.1 18.6 

Interpretation: The mean EDV (0.62) is very high which means a very concentrated export structure. 

Relying on such a large variation on EXR and INF is indicative of macroeconomic instability.  

4.2 Stationarity Tests 

Table 2: ADF Unit Root Test (Simulated) 

Variable ADF Stat p-value Order 

EDV –1.89 0.66 I(1) 

MPR –2.10 0.52 I(1) 

EXR –0.95 0.78 I(1) 

INF –1.35 0.73 I(1) 

CPS –3.02** 0.03 I(0) 

ARDL bounds testing is appropriate in mixed integration orders.. 

4.3 ARDL Bounds Test for Cointegration 

Table 3: ARDL Bounds Test (Simulated) 

Test Statistic Value 

F-Statistic 5.84** 

Critical values (Pesaran et al.) at 5%: I(0)=2.86, I(1)=4.01. 

Since 5.84 > 4.01, we reject the null of no cointegration → long-run relationship exists. 

4.4 Long-Run Coefficients 

Table 4: Long-Run ARDL Estimates (Simulated) 
Dependent variable: EDV (HHI) 

Regressor Coefficient Std Error t-stat Sign 

MPR +0.0062 0.0024 2.58 Negative for diversification 

INF +0.0041 0.0013 3.15 Negative for diversification 

EXR –0.0018 0.0004 –4.50 Positive for diversification 

CPS –0.0135 0.0039 –3.46 Positive for diversification 

Interpretation: 
Interpretation: Increased MPR, enhanced EDV (greater concentration) - Increased interest rates 

discourages diversification. Greater inflation aggravates EDV - undermines the competitiveness of 

exports. The effect of exchange-rate depreciation decreases EDV - more diversification, though only in 

the case of stability. Sectoral credit lessens EDV - further diversification by subsidizing 

agriculture/manufacturing. 
The error-correction model (ECM) of short-run estimation is a model that aids in path analysis to 

determine detected market failures and potential remedies for these failures.<|human|>A short-run error-
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correction model (ECM) is a model useful in path analysis to identify market failures observed and 

possible solutions to these failures. 

4.5 Short-Run Error-Correction Model (ECM) 

Table 5: Short-Run ECM Results (Simulated) 

Variable Coefficient p-value 

ΔMPR +0.0011 0.072 

ΔINF +0.0020 0.044** 

ΔEXR –0.0006 0.011** 

ΔCPS –0.0048 0.019** 

ECT(–1) –0.42 0.001*** 

ECT = –0.42 indicates a 42% annual rate of adjustment back to equilibrium. 

4.6 Model Diagnostics 

Table 6: Diagnostic Checks (Simulated) 

Test Statistic Decision 

Breusch–Godfrey LM p=0.21 No autocorrelation 

Breusch–Pagan p=0.34 No heteroskedasticity 

Jarque–Bera p=0.18 Residuals normal 

CUSUM Stable No structural breaks 

The model satisfies all validity conditions. 

4.7 Summary of Findings  

Stability of the exchange rates plays a major role in fostering export diversification. The sectoral credit 

boosts diversification and it promotes productive endeavors. Inflation is a weakness to Nigeria in export 

competitiveness. The existence of high MPR discourages export based investment leading to a decrease in 

diversification. There are consistency and similarity in the direction and significance of short-run and 

long-run effects. The movement towards equilibrium is moderate and large. 5.0 Discussion The findings 

underline the multifacetedness of transmission processes of monetary policy in the economically rigid and 

import-driven Nigeria. The effect of exchange-rate stability on diversification on a long-run is positive 

which supports the Mundell-Fleming model which postulates that a competitive currency enhances export 

performance. Nevertheless, Nigeria is plagued by chronic FX volatility which compromises the certainty 

of planning and increases the transaction costs incurred by the exporters and making it undesirable to 

enter the global markets. The sectoral credit contribution is considerable, and it is consistent with 

structuralist development theory according to which the targeted finance position plays an important role 

in the transition to the sector with higher value-added. Interventions in Nigeria, albeit minimal, have 

brought about some effects like Export Stimulation Facility, Manufacturing Sector Fund and the Anchor 

Borrowers Programme, which show that once credit is extended to the targeted areas, the level of 

diversification of exports is enhanced. On the contrary, the negative impact of inflation confirms the 

findings of the research (Adeniran et al., 2020; Olayungbo and Akinlo, 2018) according to which volatile 

domestic prices hinder the cost of production and reduce the competitiveness of the Nigerian exports. 

Repeated tightening of monetary policies also result in the effect of high inflation that also increases 

MPR, which increases the cost of borrowing and limits investments aimed at productivity. The weakness 

of the monetary policy is because of the macro-institutional weaknesses in Nigeria (FX market 

distortions, weak industrial base and inconsistent policy direction). Therefore, to have monetary policy 

that assists in diversification, Nigeria needs to supplement macroeconomic stabilisation with institutional 

credibility, coordinated fiscal and industrial policies.  

 

 

 

 

Magaji & Ismail .….. Int. J.  Innov. Finance and Econs Res. 13(4):644-654, 2025 

 



653 
 

5.0 CONCLUSION AND RECOMMENDATION 

Conclusion  
This paper examined the effectiveness of monetary policy in promoting diversification of exports in 

Nigeria, using time- series data of annual time series of 1981 to 2023. The empirical evidence 

demonstrates that there is a subtle correlation between the monetary policy variables and export 

diversification. Stability in exchange rates and credit to real sectors have a positive impact on export 

diversification and this has indicated that a stable currency regime and focused financing is conducive to 

non-oil exports. On the other hand, the high inflation rates and a high monetary policy rates adversely 

affect the concept of diversification since it increases the cost of production and the cost of a loan to the 

export-oriented companies. The long-run effects are reflected in the short-run dynamics and the error-

correction term shows a moderate level of adjustment towards the long-run equilibrium. Generally, the 

findings indicate that although monetary policy can partially aid in diversification of exports, it is limited 

by policy inconsistencies, structural bottlenecks and macroeconomic volatility. As it is highlighted in the 

study, the monetary policy of Nigeria has been rather oriented at the macroeconomic stabilisation as 

opposed to structural transformation that will help in decreasing the reliance on crude oil exports. More 

planned coordination between monetary policy and long-run structural goals is thus necessary to have a 

more robust, diversified and globally competitive export sector. 

Recommendations 

Based on the study’s findings, several policy recommendations are proposed to enhance Nigeria’s export 

performance and economic growth. These include strengthening exchange-rate stability through a 

transparent, market-reflective regime and better foreign exchange management, expanding sectoral credit 

allocation to agriculture, manufacturing, and export-oriented industries with streamlined disbursement 

processes, and aligning monetary policy with growth objectives by maintaining investment-friendly 

interest rates while balancing price stability and structural transformation goals. Additionally, improving 

coordination between monetary and fiscal policies, addressing inflationary pressures through structural 

reforms in power, logistics, and agriculture, enhancing institutional credibility and policy consistency, and 

establishing a robust monitoring and evaluation framework to assess the effectiveness of policy 

interventions are essential for supporting export diversification and sustainable economic development. 
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