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What is an exchange rate? 

Exchange rate is the price of a currency relative to another 

currency 

Price at which external and internal economic factors are 

aligned 

Exchange Rate Policy vs Exchange Rate 



Exchange Rate Policy vs Exchange Rate 

Floating Exchange Rate 

Value of currency is allowed to fluctuate in response to 

forex market dynamics- demand and supply 

A currency's value is pegged against either the value of another 

single currency (dollar), to a basket of other currencies, or to 

another measure of value, such as gold 

a type of floating exchange rate regime in 

which the central bank intervenes frequently 

What is an Exchange Rate Policy?  

•Exchange rate policy is the process used to determine an exchange rate 

Fixed exchange rate 

Managed floating exchange rate 

Types of exchange rate policy regimes: 



Exchange Rate Regimes 

13% 

34% 

53% 

Free Floating  

Managed Float 

Fixed Exchange Rate 

2016 1970s 
 

Nigeria moving forward or backward? 

Free Floating 4% 

Managed Float 11% 

Fixed Exchange Rate 85% 





At a Glance 

Free Floating 

(Size of GDP, US$’bn) 

Managed Float Fixed Exchange Rate 

United Sates 

(17,419) 

China Bulgaria 

Europe - E.U. 

(18,514) 

Indonesia Cuba 

Japan 

(4,601) 

Egypt Qatar 

Australia 

(1,455) 

Tunisia Saudi Arabia 

Canada 

(1,785) 

Singapore Central African Republic 



Exchange Rate Determinants 

External Reserves 

Balance of trade 

Foreign Direct Investment 

Inflation 

Interest rate movements 

Purchasing Power Parity 

Oil price shocks 



Peer Comparison - Oil Producing Countries 
Countries Net FDI 

($’bn) 

Trade 

Balance 

($’bn) 

External 

Reserves 

($’bn) 

Currency 

Adjustment 

(%) 

GDP 

growth  

(%) 

Inflation 

(%) 

Exchange Rate 

Regime 

Russia 2.64 9.11 371.56 17.4 2.3 9.8 Managed 

Floating 

Saudi Arabia 1.96 21 616.39 - 3.4 2.3 Fixed 

Kazakhstan 3.68 1.19 26.9 48.3 1.5 14.4 Managed 

Floating 

Nigeria 1.8 -3.3 27.92 15.6 2.7 9.6 Multiple 

exchange rate 

Angola 16.54 1.42 21.5 33.2 3.8 14.27 Fixed 

Venezuela 0.12 -0.78 16.36 69 -5 108 Multiple 

exchange rate 



Does Nigeria have an Exchange Rate Policy? 

Obsession with a number (exchange rate) rather than the process (exchange rate policy) 
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Does Nigeria have an Exchange Rate Policy? 

Knowing the process is required to understand 

and answer the question 

What Nigeria needs is a process that leads to 

a number 

Not a number leading to a process 

01 

02 

03 





History of the falling Naira 

Exchange Rate Regime/Method of Exchange Rate Determination Date 

Fixed (Pegged to British pound sterling/US Dollars) 1960-1972 

Dutch Auction System (DAS) of bidding April 1987 

Creation of Interbank Foreign Exchange Market (IFEM) January 1989 

Autonomous Foreign Exchange Market 1995 

Wholesale Dutch Auction System (wDAS) Feb 2006 - Oct 2013 

Retail Dutch Auction System (rDAS) of foreign exchange management Oct 2-31, 2013 

Interbank Foreign Exchange Market (Closure of Official Window) February 2015 



Arbitrary and Derived Exchange Rate Policy 

 Policy should be dynamic 

 It will be a cocktail of variables 

 Reserves (a) 

 Inflation (b) 

 Oil price (c) 

 Oil production (d) 

 PMI (e) 

 Interest Rates (f) 

 ∑(a+b+c+d+e+f) = N 

 If N improves, exchange rate appreciates 

 If N weakens, exchange rate depreciates 



Sources and Uses of Foreign Exchange 

Exports Imports 

Invisible receipts 

Percentage 

Barrel of oil 85% 

Liquefied Natural Gas 10% 

Others such as 

cocoa,rubber 

5% 

US$Bn 

FDI 1.4 

Diaspora Remittances 21.6 

FPI 6.0 

Payments 

 Machinery & Transport 

equipment (26.4%) 

 Manufactured goods (13.9%) 

 Chemicals (11.0%) 

 Others (48.7%) 

 
Other payments include 

 Airline remittances 

 Dividends 

 Medical Tourism 

 Education 

 Insurance 

 



Naira Jinx and Barbarians at the Gate 
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Denotes periods of devaluation following oil price shocks 



Rich Man, Poor Man 

180million 30.4million 22.4million 

10.1mb/d 1.9mb/d 1.7mb/d 

Population  

Crude oil 

production (barrel 

per day) 

Persons per barrel 

Oil revenue per 

capita at $30pb 

External reserves 

per capita 

3 

US$10 

US$20,533 

95 13 

32cents US$2.3 

US$156 US$1,000 





Naira going going gone 

N4.02/$ 

2015 2014 2009 1999 1992 1987 

N17.30/$ 

N92.69/$ 

N148.90/$ 

N168/$ 

N199/$ 
49.7% 

42.7% 

76.4% 

20.4% 

6.4% 

15.6% % devaluation 

Naira Value 



Saving for the Rainy Day 
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Denotes periods of devaluation following oil price shocks 



Naira Misalignment 
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What are the Options?? 



Schools of thought 

Hold rates and ensure no round tripping  

More restrictions 

Export supply inelastic 

Allocate funds to targeted sectors 

Import demand inelastic 

Anybody who wants Forex, search for it  

Block leakages and Forex reserves will build up 

 A 





Schools of thought 

20% adjustment: N240 – N250  

Allow market determine fair value 

No controls, borrowing will be easier  

Demand will fall 

Investment flows will increase 

B 



Schools of thought 

C 

Strengthen controls 

Shift currency by 5-10% 

Block leakages 

Reduced demand from petroleum imports 

Reduce waste 

Economy in equilibrium 



Outcome 
Option A – Do nothing 

FELA  (Palaver)  Tenant lost him job, 

Him sit down for house, 

Him dey think of job, 

Mr. Landord come wake am up, 

He say, “Mister, pay me your rent” 

Wetin he dey find 

 

PALAVER, HE DEY FIND 

Palaver, he go get-e o 

PALAVER, HE GO GET 

Palaver 



Outcome 
Option B – Currency Adjustment 

R.Kelly  (Storm is Over)      Now in the midst of my battle 

All hope was gone 

Downtown in a rushed crowd 

And felt all alone 

And every now and then 

I felt like I would lose my mind 

I've been racin' for years 

And still no finish line, oh 

    The storm is over 

(The storm is over now) 

And I can see the sunshine 

(Somewhere beyond the clouds) 

I can feel Heaven, yeah 

(Heaven is over me) 

 



Thank you 


