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Abstract 
This paper investigates the determinants of Sudan balance of payments using annual data on Balance Of Payments (BOP), foreign debt (ED), 

Exchange Rate (EX), inflation (INF), Gross Domestic Product (GDP) during the period (1980 - 2016). The paper elaborates the problem 

regarding the impact of foreign debt on the balance of payments. The paper built on the fundamental assumption that the foreign debt linked to a 
positive relationship with the balance of payments by running VECM Approach. Results of the study indicate that there is a direct correlation 

between the balance of payments and foreign debt, and an inverse relationship between the balance of payments and all of the inflation, gross 

domestic product and exchange rate during the fore mentioned period. The paper recommends that Sudan should not totally depends on foreign 

aid in solving its economic problems which entails to transfer big amount of the national product to meet the commitments towards those foreign 

countries, the need for coordination between macroeconomic policies and domestic economic policies in order to increase output domestic 
product, economic policies are functioning to reduce the ratio of foreign debt and the reduction of inflation and bring about stability in the 

exchange rate which leads to improving the balance of payments to be adopted by Sudan.  

Keywords: VECM, Balance of Payment, GDP, Inflation, Exchange Rate.

 

Introduction 
 

 
  

As far back as 1970, Sudan initiated the first wave of economic 
reforms to try and address economic deterioration. The measures 

agreed to were not fully implemented and a second wave of measures 

was initiated under the umbrella of the salvation programme, which 
was merged with the national Comprehensive Plan of 1992-2002. This 

programme was also not successful and there was deterioration in 

balance of payments, escalating inflation rates and persistent 
macroeconomic imbalances. Another reform programme was 

introduced 1997-2001 with a sharpened focus on macroeconomic and 

price stabilization. The programme encompassed four basic elements 
including:  

1. Introduction of stabilization measures and macroeconomic 

environment that focuses on fighting escalating inflation by way of 
increasing collection of revenues, reduction of public expenditure and 

following balanced monetary policy;  

2. Pursuance of market friendly measures and policies to abolish 
controls and provide incentives for domestic production and export;  

3. introduction of structural reforms to limit role of  government by 

privatizing enterprises and rendering opportunities for the private 
sector in such areas as health, education and other utilities  

4. Encouragement of savings by stabilizing the economy and 

introduction of reforms in the banking sector [1].  

 

The balance of payments is a statistical statement that systematically 
summarizes, for a specific time period, the economic transactions of an 

economy with the rest of the world [2]. For the some decades now, the 

question of whether balance of payments is a monetary phenomenon 
has been a long-standing issue in the literature of monetary and 

international economics. Perspectives on the question have been 

influenced, in part, by developments in monetary theory, and in part by 
interpretations of monetary history. Although there are alternative 

theories of balance of payments adjustments, namely; the elasticities 

and absorption approaches (associated with Keynesian theory), this 
study is delimited to empirical studies on the monetary approach to the 

balance of payments [3]. 

 
Balance of payment is needed in a country because it will give an 

account of import of a country and this will act as signal for some 

domestic policies. For example, if the amount spent on importation of 
consumable goods is too high, domestic policies may be needed 

towards restriction or setting up of import substitutions industry.  

On the export side, BOP tells us our export composition and the extent 
to which a country depends on certain commodities for our foreign 

exchange earnings. Moreover, it provide basis for comparison of trade 

relations among countries so as to know if a country is incurring deficit 
or surplus. Furthermore, it provides historical data on import and 

export overtime and this could be used for planning purposes. It also 
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provides statistics for the net foreign investment component of the 
national income [4]. This paper therefore attempts to analyze 

empirically and quantitatively what macroeconomic variables 
determine the movements on the overall Balance Of Payments (BOP) 

accounts with a view to provide valuable policy recommendations 

necessary to ensure a sustainable and stable BOP for the foreseeable 
future. Such policy recommendations will be analyzed within the 

context of the predictable future declines in the Sudan‟s receipts and 

what effect it will have on the overall BOP of Sudan. The paper will 
specifically focus on the following research objectives: 

• To analyze the trends of the BOP and identify significant 

factors during the period 1980 till 2016.  
• To identify the economic variables influencing overall 

balance of payments in Namibia, using both theoretical and empirical 

frameworks. 
• To ascertain which determinants are significant for BOP 

stability and which may be useful as a policy recommendation. 

It is clear that monetary approach to the balance of payments considers 
the fact that a country with balance of payments deficit (surplus) would 

experience a change in its monetary stock. In the light of this 

consideration, we want to investigate the relationship between the 
Sudan balance of payments and domestic credit expansion and to 

verify its importance relative to other variables such as government 

expenditure, gross domestic product in determining the Sudan balance 
of payments position. The main question of the research is:  to what 

extent the monetary approach explains the behavior of Sudan‟s balance 

of payments? 
 

Empirical Literature 
Within the international economic literature, there have been three 

principal approaches to analyzing the balance of payments problems. 
These are the elasticity approach, absorption approach, and monetary 

approach. The first two approaches analyze devaluation and its effects 

on the balance of payments. However, devaluation can temporarily 
improve the balance of payments but cannot, on its own sustain, the 

improvement unless complemented by an appropriate domestic 

monetary policy.   
 

There are many theoretical approaches to analyze the balance of 

payments. In order to discern such analysis, it would be useful to 
distinguish such theoretical approaches on the two components of 

BOP, namely the current and capital account. In the current account, 

the first common theoretical approach to mention is based on the 
competitive nature of the economy thus termed the competitiveness 

approach, based on the elasticity or sensitivity of trade. This approach 

is viewed from an explicit premise of an economy in equilibrium in 
terms of trade. This means that in equilibrium, exports of Namibia is 

equal to its imports. Exports depend positively on the exchange rate 

(defined as number of units of domestic currency to a unit of foreign 
currency), whereas imports depend negatively on it (exchange rate). 

The competitiveness approach clearly shows that the terms of trade can 
be influenced by a change in exchange rate. The size of the swing in 

the trade balance depends on the export and import elasticity (Iley and 

Lewis 2007:15) but this approach was developed within a framework 
of the fixed exchange rates, such as the Bretton-Woods system and 

cannot operate under a free floating regime as the exchange rate change 

is completely endogenous. Namibia follows a fixed exchange rate 
pegged to the South African Rand, of which its Reserve Bank has a fair 

degree in principle to influence the exchange rate using political means 

[5]. 
 

Ali [6] using co-integration and error-correction modeling observed 

that net foreign assets, exchange rate and inflation rate positively 
whereas money supply and domestic credit were negatively related to 

balance of payments and significant. Interest rate was found to be 

insignificant and negative. He further declared that balance of 
payments as a monetary phenomenon was not the good criteria because 

other factors also affected the balance of payments.  

Attiya et al. (2011) [7] empirically investigated the effects of fiscal 
policy (or government budget deficit shocks) on the current account 

and the other macroeconomic variable such as real output, interest rate 
and exchange rate in Pakistan over the period 1960-2009. The analysis 

is performed through the structural Vector Autoregressive (VAR) 

approach. The exogenous fiscal policy shocks were identified after 
controlling the business cycle effects on fiscal balances. In contrast to 

the predictions of the most theoretical models, the results suggested 

that an expansionary fiscal policy shock (or a government budget 
deficit shock) improves the current account and depreciates the 

exchange rate. The private saving rises initially then fall and the 

investment falls contributory to the current account improvement while 
the exchange rate depreciates. The twin divergence of fiscal balances 

and current account balances is also explained by the prevalence of 

output shocks. Adamu & Itsede [8] used the monetary approach to the 
balance of payments in West African Monetary Zone, by taking panel 

data, using the generalized methods of moments (GMM) estimation 

technique within the country and cross country effects. It was found 
that GDP was positively related to net foreign assets. The co-efficient 

of domestic credit was negative and statistically significant. Interest 

rate was found to be negatively related to net foreign assets and 
inflation rate was found to be insignificant and negligibly affected the 

balance of payments.  

 
Rano et al [9] worked on the import-export demand functions and its 

effects on Nigerian balance of payments, utilizing the co-integration 

and Error Correction Modeling (ECM). It was found that coefficients 
of GDP, foreign reserves and index of openness positive and 

significant. Whereas the coefficients of exchange rate and import 

capacity were negative and insignificant. As far as export demand 
function was concerned, it was found that coefficients of exchange 

rate, index of openness were positive and significant, whereas 

coefficient of GDP was negative and significant. 
 

Egwaikhide [10] investigated the effect of budget deficit on the current 

account balance in Nigeria covering the period from 1973 to 1993 
using Ordinary Least Square (OLS) regression model and Simulation 

model. This econometric model captures the principal interactions 

between budgetary developments, money supply, price level, domestic 
absorption and the current account balance. Quantitative evidence 

suggested that budget policy developments affect the current account 

balance in Nigeria. There is also the finding that there exists a strong 
relationship between the budget deficit and the current account balance 

in Nigeria. In particular, dynamic simulation experiments was used to 

show that budget deficit, engendered by increased expenditure, leads to 
a deterioration of the current account, whether it is financed through 

central bank credit or foreign borrowing. He therefore asserted that 

budget discipline is necessary for the achievement of foreign balance in 
Nigeria. Anyanwu [11] investigated the balance of payment concern of 

a country‟s constricted on the most crucial of double-entry book-

keeping. Such payment is entered on the debit and credit score ranking 
aspect of the balance part, but balance of payments accounting differs 

from business accounting in one respect. In business accounting debits 
are display on the left surface and credit score ranking on the right 

aspect of the balance piece. But in balance cope accounting to the 

practice is to demonstrate credits on the left aspect and debits on the 
right aspect of the balance piece. When a transaction is received from 

overseas it is a credit score transaction. The major items display on the 

money ranking aspect are exporters of products or services, unrequited 
(or transfer receipt in the form of gift etc. from individuals from other 

countries borrowing from abroad, investment strategies by individuals 

from other countries in the country, and official sale of source 
resources including gold to worldwide countries and worldwide 

agencies). The major item on the charge aspect include imports of 

products or services, transfer transaction to individuals from other 
countries lending to worldwide countries, investment strategies by 

resident to foreign countries and global institutions. These debit and 

credit score ranking items are shown vertically in the balance of 
transaction concern of a country according to the most crucial of 
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charge access bookkeeping. Horizontally they are divided into three 
categories: the current concern, the capital concern and the official 

settlement concern or the official source resources account. Humphrey 
and Keleher [12] empirically investigates result is the BOP shortfall or 

excess. On account of floating exchange rate direction, a modification 

occurs through sequence in exchange rate and not through the 
accumulate stream or BOP. At long last, under the supervision of 

managed floating, slithering peg or creeping band, modifying occurs 

both through the foreign reserve (BOP) and exchange rate changes. 
Under this circumstance, the powers mediate time to time in the 

foreign exchange souk to control the discrepancy in the exchange rates 

and to keep the rate in the steadiness level. Additionally they have to 
prefer the proportionate measure of exchange rate burden, instigate 

through disequilibrium in the money market, ought to be assuaged 

through the exchange rate expansion and through the reserve streams. 
Thus, both the variables will change and help the restoration of 

economic equilibrium. 

 

Theoretical Review 

 
Keynesian view of Fiscal Policy 
Oloye [13] argues that the Keynesian advances strong argument for the 

primary role of fiscal action and suggested that active government 

policy could be effective in managing the economy. They argued that 
fiscal actions exert a strong and rapid force on aggregate demand. They 

believe that an increase in government spending adds directly to 
aggregate demand. Also, a reduction in tax rate increases disposable 

income, thereby increasing aggregate demand. Thus, they conclude that 

increase in government spending and tax reduction work through the 
multiplier effect. Furthermore, the Keynesians traditionally see fiscal 

policy also, as the key tool of economic management. They see the role 

of government as maintaining the economy at full employment. The 
way to do this was to manage the level of aggregate demand until the 

economy was at or close to full employment. If the economy was 

growing too fast, then fiscal policy should be essentially deflationary, 
and vice-versa when below full employment. Monetary policy should, 

in their view, simply be used as a backup to fiscal policy. However, 

they would argue that direct interest rate changes could be used to 
control aggregate demand. Their main objection to monetary policy has 

always been that there is a weak link between the money supply and 

aggregate demand, and that the money supply is difficult to control 
anyway. Keynesians do not believe in the direct link between the 

supply of money and the price level that emerges from the classical 

quantity theory of money. They reject the notion that the economy is 
always at or near the natural level of real GDP so that Y in the equation 

of exchange can be regarded as fixed. They also reject the proposition 

that the velocity of circulation of money is constant. 
 

The Monetarists View of Fiscal Policy 
The monetarist argued that the empirical evidence that government 
expenditure multiplier with a constant money stock is positive for a 

few quarters but in the long run is zero. This is supported by the 

“crowding out effect” argument. In the absence of changes in money 
supply, government expenditure must be financed by taxes or 

borrowing from the private sector. In both cases, there is no net 

addition to purchases, since resources are only being transferred from 
private to the public sector. Government expenditure can increase 

aggregate demand permanently only if it is financed by continual 

creation of money stock.  Moreover, monetarists do not believe that the 
government should intervene by trying to manage the level of 

aggregate demand. They argue that this type of interventionist policy 

will be destabilizing in the long run and should therefore be avoided. A 
key problem with discretionary aggregate demand management 

policies is the time lags, which monetarists believe, make fiscal policy 

too difficult to use to manage the economy effectively. The best thing 
therefore, is to take a long-run view of price stability and use monetary 

policy to achieve this. 

 

Theories of Balance of Payment (BOP) 
Within the international economics literature, there have been two 

approaches to analyzing devaluation and BOP. They are the fiscal 

approach (which includes elasticity and the absorption approaches) and 
the monetary approach. 

 

Keynesian or Fiscal Approach 
The Keynesian Approach (KA) to balance of payments was developed 

and based basically on the work of John M. Keynes in the twentieth 

century. The most well-known theories are „elasticity theories‟ and 
„absorption theories‟ of balance of trade and payments. The elasticity 

approach provides an analysis of how devaluations of exchange rate 

and price level will affect the balance of trade depending on the 
elasticity of supply and demand for foreign exchange and foreign 

goods. The theory of elasticity leads to what is called the “J-curve 

effect”, which refers to the pattern of the balance of trade following 
devaluation. The absorption approach to the balance of trade is a theory 

that emphasizes how domestic spending on domestic goods changes 

relative to domestic output. In other words, the balance of trade is 
viewed as the difference between what the economy produces and what 

it takes for domestic use or absorbs. 

 
The traditional Keynesian models, optimizing real business cycle 

models and new open economy macro models are mostly come up with 

similar conclusions described as a transitory fiscal expansion is likely 
to lead to a fiscal deficit, a current account deficit, and an appreciation 

of the real exchange rate in the short run. The effects on the real 

exchange rate may be reversed in the long run and even the current 
account may revert over time to insure the solvency of the country‟s 

foreign liabilities. However, the impact and short-term effects of the 

fiscal shock are likely to be a worsening of the current account and a 
real appreciation. To achieve foreign balance, especially to eliminate 

balance of payments deficit, the government increase tariff on non-

essential goods and goods that can be locally produced as a means of 
reducing import volume. Also, it gives tax reliefs and concessions to 

local entrepreneur so as to stimulate and promote greater exports to pay 

for increased imports. 
 

The Elasticity Approach 
In its simplest form, the elasticity approach focuses on the current 
account of the balance of payments and is concerned with the condition 

under which exchange rate changes can compensate for price 

distortions in international trade, which are assumed to be the major 
cause of the value of imports exceeding exports. The Marshallian 

partial equilibrium analysis is applied to markets for exports and 

imports. Capital movements are assumed away and the domestic price 
level varies with respect to the world price level. 
 

The Income - Absorption Approach 

As seen that in the elasticity approach to the analysis of devaluation, 

the effect of exchange rate adjustments on the balance of payments 
depends principally on the elasticity of imports for home and foreign 

goods. In this analysis, income is assumed fixed. Thus, the income 

multiplier effects of devaluation are ignored. Alexander criticizes the 
elasticity approach as a partial equilibrium analysis and developed an 

alternative approach, which is known as the income absorption or the 

aggregate spending approach, to analyze the effect of devaluation on 
the trade balance. This approach takes into account the effects of 

changes in both price and income following devaluation. The central 

tenet of the absorption approach is that a favorable configuration of 
price elasticity may not be sufficient to produce a positive balance of 

payments effect resulting from devaluation, if devaluation does not 

succeed in reducing domestic absorption. 
 

The Monetary Approach 
The monetary approach views imbalances in the balance of payments 

in terms of imbalances between the demand for and supply of money 
stock. The approach focuses its analysis on the monetary account of the 

balance of payments in the context of a general equilibrium analysis. 
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Thus, the balance of payments is a monetary and not a real 
phenomenon and balance of payments disequilibria are stock and not 

flow disequilibria. 
 

Model Specification 
Empirically exploring the main determinants of balance of payments in 
Pakistan by estimating the model that may help the long run and short 

run behavior of such determinants is set as the objective of the present 

study. The three different theories mentioned earlier   demonstrate that 
a country‟s balance of payments may be affected by changes in the 

GDP, inflation rate, and exchange rate etc. Making use of all three 

theoretical backgrounds, the present study is an effort to develop a 
model that integrates all three approaches simultaneously and uses it to 

analyze Sudan‟s balance of payment. The justification for including all 

three approaches in a single equation model is to verify their empirical 
implication and validity and minimize the residual unexplained 

variation in the balance of payments in terms of VECM model which 

has been selected for the study since it is the fittest model among 
ARCH family models. 

 

The Model 

ttttt INFGDPEXEDBOP   )ln()ln()ln()ln()ln( 43210
 

Where 

0 : The intercept. 

4321 .......,,  : are the slope parameters.  

t : Time period of sample data.  

tBOP : Sudan‟s balance of payment in time t. 

tED : Eternal debts in the time t.  

tEX : Exchange rate in time t.  

tGDP : Gross Domestic Product in time t.  

tINF : Inflation rate (INF) in time t.  

t : Stochastic error term in time t. 

 

Data Description 

In this study annual time series data is used for the period of 1985 to 
2015. The data has been collected from Central Bank of Sudan, Central 

Bureau of Statistics, World Bank Estimates, International Financial 

Statistics and International Monetary Fund. 
 

Variable Symbol Description Source 

Balance of 

Payment BOP Million SDG 

World Bank 

Estimates 

Inflation 

Rate INF Million SDG 

Central Bureau of 

Statistics 

Gross 

Domestic 

Product GDP Million SDG 

Central Bureau of 

Statistics 

Exchange 

Rate EX Million SDG 

Central Bureau of 

Statistics 

Foreign 

Debts ED Million SDG 

Central Bureau of 

Statistics 

** SDG means Sudanese Pound 

Table 1: Variables included, their description and sources 1980-2016. 

 

Empirical Evidence 

Vector Error Correction Results 
Since the existence of co integration are found among the variables of 

interest, the study proceed to estimate the long-run relationship 
between BOP and its determinants – ED, EX, GDP and INF. VECM 

(Vector Error Correction) is run to estimate the long-run and short run 

relationship model of adjusted savings in Sudan. The first VECM C(1) 

is negative -3.631432 and P value is 0.0005 which is significant, 
meaning there is long run causality run form ED, EX, GDP and INF 

independent variables to BOP dependent variable. Then after running 
Wald test the P value 0.4928 which is not significant and more than 

5%, meaning we cannot reject NULL hypothesis, that is there is no 

short run causality running from Independents variables ED, EX, GDP 
and INF to dependent variable BOP. The second VECM C (1) is 

positive 0.053650 and P value is 0.8186 which is not significant. Also 

after running Wald test the P value 0.0001 which is significant and less 
than 5%, meaning we can reject NULL hypothesis and accept 

alternative hypothesis, that is there is a short run causality running 

from Independents variables ED, EX, GDP and INF ED, EX, GDP and 
INF to dependent variable BOP. Concluding that there exist short and 

long run causality run form ED, EX, GDP and INF independent 

variables to BOP dependent variable. In sum, the speed adjustment is -
0.267464 as annual data that is the whole system is getting back to long 

run to equilibrium at the speed up of -0.267464 annually. 

 

Unit Root Results 

Economic time-series data were often to be containing unit root (i.e. 

non-stationary) when they were observed at levels' order of integration. 

Regression on the data which are not stationary at levels might 
resulting in 'spurious' regression' and thus, is not favorable. Therefore, 

it is an essential exercise to conduct a unit root test on each variable 

before proceeding to estimation of the co-integration models. First we 
developed unit root test, let start with BOP as dependent variable, the 

guidelines is that the NULL hypothesis is there is unit root and ALT 
there is no unit root, meaning that data is stationary, the Corresponding 

P value is 0.0001, which is less than 5%, meaning we can reject NULL 

hypothesis, meaning BOP variable doesn‟t have unit root at level, Now 
we convert BOP into first difference, P value is 0.000 meaning it is less 

than 5%, so we can reject the NULL hypothesis and accept the ALT 

hypothesis, meaning BOP at first difference does not have unit root. 
Then we run the unit root for ED, the NULL hypothesis is there is unit 

root and ALT there is no unit root, meaning that data is stationary, the 

Corresponding P value is 0.4630, which is more than 5%, meaning we 
cannot reject NULL hypothesis, meaning ED variable  have unit root at 

level, Now we convert ED into first difference, P value is 0.000 

meaning it is less than 5%, so we can reject the NULL hypothesis and 
accept the ALT hypothesis, meaning ED at first difference does not 

have unit root. Then we run the unit root for EX, the NULL hypothesis 

is there is unit root and ALT there is no unit root, meaning that data is 
stationary, the Corresponding P value is 0.3731, which is more than 

5%, meaning we cannot reject NULL hypothesis, meaning EX variable  

have unit root at level, Now we convert EX into first difference, P 
value is 0.001 meaning it is less than 5%, so we can reject the NULL 

hypothesis and accept the ALT hypothesis, meaning EX at first 

difference does not have unit root. Then we run the unit root for GDP, 
the NULL hypothesis is there is unit root and ALT there is no unit root, 

meaning that data is stationary, the Corresponding P value is 0.0459, 

which is less than 5%, meaning we can reject NULL hypothesis, 
meaning GDP variable doesn‟t have unit root at level, Now we convert 

GDP into first difference, P value is 0.000 meaning it is less than 5%, 

so we can reject the NULL hypothesis and accept the ALT hypothesis, 
meaning GDP at first difference does not have unit root. Then we run 

the unit root for INF, the NULL hypothesis is there is unit root and 

ALT there is no unit root, meaning that data is stationary, the 
Corresponding P value is 0.3601, which is more than 5%, meaning we 

cannot reject NULL hypothesis, meaning INF variable  have unit root 

at level, Now we convert INF into first difference, P value is 0.000 
meaning it is less than 5%, so we can reject the NULL hypothesis and 

accept the ALT hypothesis, meaning INF at first difference does not 

have unit root. 
 

Johansen Co-Integration Results 

Having achieved stationarity, accordingly, as Johansen co-integration 
indicates, there should be a co-integration test.  The existence of co-

integration between the variables is an indication that there is a long 

run relationship between the variables. The co-integration test is 
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performed using Johansen co-integration two-step residual based test 
for the entire test statistics used. In the case of BOP and the 

independents variables where it is found that they are co-integrated at 
5% level of significance. Therefore, when Granger causality is run on 

these variables in their levels, the results may be unreliable and 

misleading. The Johansen co-integration test in appendix 1 result in 
presented with the variables in their first differences and second one. 

The result of the co-integration means that there is no long run 

relationship among the variables. In view of the absence of co-
integration between the variables, we accept the ALT hypothesis that 

the variable are co-integrated in the study, which mean that time series 

have long run equilibrium relationship. 
 

Discussion 

This study investigated the various determinants of balance of payment 

in Sudan. A VECM approach of long-run and short-run model of 
relationship among foreign debt, balance of payments, exchange rate, 

inflation, gross domestic product .The variable of interest employed in 

this study, BOP is perceived as the proxy for balance of payment. 
However in the long-run, all of the variables have a strong impact on 

balance of payment in Sudan. The findings from this study have 

provided some insight to the researcher in terms of more in depth 
knowledge of saving and income theory. It can be generally concluded 

that firmed macroeconomic policy should be carefully designed by 

policymaker in order to ensure a balance of payment progress in 
economic progress aspects, especially for a country like Sudan. The 

follows are the major findings of the study: 

 The foreign debt has strong positive impact on Sudan 
balance of payment through the study time period. 

 There is a negative relationship between Sudan balance of 
payment and exchange rate through the study time period. 

 There is a negative relationship between Sudan balance of 
payment and gross domestic product through the study time period. 

 There is a negative relationship between Sudan balance of 
payment and inflation through the study time period. 

 

Conclusion 

This study has been an attempt to find out the determinants factors of 
balance of payments. Money foreign debt, balance of payments, 

exchange rate, inflation, and gross domestic product during the period 

(1980-2016) are found to be major determinants of balance of 
payments. The analysis was done by taking annual time series data for 

the period of the aforementioned period, using VECM testing 

approach. The study has proved that the balance of payments and its 
determinants keep both long run and short run relationship.   

Any policy that will successfully eliminate a balance of payments 

deficit on current account must either increase national income more 
than it increases aggregate expenditure, or else decrease aggregate 

expenditure more than it decreases national income On the other hand; 

a surplus on current account requires aggregate expenditure to be 
smaller than domestic national income. This implies that domestic 

saving and taxes are larger than domestic investment and government 

expenditure and the difference is spent on net acquisition of foreign 
assets. The net acquisition of assets by private sector which is stable 

liner function of disposable income is not greatly changed by an 

increase in income, then; this implies that any change in government 
budget deficit or surplus will be mirrored in the balance of current 

account. Hence any increase in the government budget deficit or 

surplus will result in deterioration in the balance on current account. 
In view of the major findings of the study we recommend the 

following: 

• The state should seek to solve the foreign debts through 
poor countries initiative that over burden of debts and reschedule it in 

line of broad movement of constitutional and executive authorities. 

• The state should adopt economic policies that reduce the 
foreign debts percentage, inflation rates and create stability in 

exchange rates which lead to enhance the balance of payments, and 

subsequently improve the economic situation of Sudan. 

• The formalization of foreign relationship with regional and 
international organizations, to ensure the influx of foreign loans and 

utilize it for the productive sectors, by controlling its administration 
and financial aspects as a whole. 

• Central bank of Sudan has to be vigilant towards its 

monetary policy and has to take some favorable measures to control the 
money supply. It has to keep an eye on interest rate and charge low 

interest rate to encourage the new internal investor. 

The major drawback from this study is that it should have estimated 
separately the determinants of current and capital accounts. This would 

have allowed one to get a sense of how variables behaved on one 

account to the other in order to relax some of the a priori assumptions 
to run the balance of payment estimation. This study is however 

ground breaking and pioneering since it has come up with a theoretical 

and empirical framework of the determinants on the balance of 
payments in Sudan and has furthermore quantitatively assess their 

relationships. The use of advanced econometric methodologies requires 

availability of longer and consistent time series data. Without 
consistent and longer time-series data, the number of feasible 

econometric methodologies will be limited. There is no doubt that 

future studies on balance of payments flows and determinations will 
enormously benefit from the results of this study in order to extend the 

empirical and quantitative analysis of determining separately the 

current and capital account as a basis for the overall balance of 
payments for Sudan. 
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