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INTRODUCTION

eign money, i.e., the units of the
domestic currency that will purchase
a unit of a foreign currency. One of
the immediate consequences of the
role of exchange rate as a price is
that it links together the general
price level in the domestic economy
with that of other countries, thereby
providing information on what to
produce and what to consume
amongst countries that trade to-
gether. This makes monetary au-
thorities to always strive to achieve
realistic and fairly stable exchange
rates for their national currencies so
that the rates may serve as an effi-
cient resource allocation instrument,
To be successful as a policy instru-
ment, the exchange rate must pro-
vide sufficient incentive to exports
and the production of local substi-
tutes for imports. On the other hand,
it must provide sufficient disincen-
tive to import and capital flight.
The influence of exchange rate
as a price that links the general level
of prices of trading partners could
be immediately seen through price
inflation. Suppose the home coun-
try experiences higher inflation than
its trading partners and leaves its
exchange rate unchanged. Over
time, its exports and imports-substi-
tuting products will became
uncompetitive. In other words, its
exports will assume higher prices
than those of other countries' ex-
ports in the world market, while her
imports will become cheaper than

xchange rate is defined as
the domestic price of for-
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the domestically produced substi-
tutes. If this situation is allowed to
persist, a balance of payments crisis
will emerge as more imports would
be demanded than her exports are
demanded abroad. A depreciation
of the currency would be called for
in order to restore the previous
relationship of favourable balance
of payments. This shows that the
exchange rate is a very important
price in the economy, influencing
all areas of economic activity.

In practical terms, what deter-
mines the external value of the do-
mestic currency is the foreign ex-
change earnings and expenditures
of a country. In a free-floating ex-
change rate system the exchange
rate is determined at a point where
the supply of and demand for for-
eign exchange are equalised. As
much as possible, however, mon-
etary authorities try to influence the
values of their currencies through
the adoption of appropriate macro-
economic policies that ensure fiscal
discipline and avoid excessive mon-
etary expansion. If currency depre-
ciates very highly due to inappropri-
ate policies, the prices of all exports
and imports will change. The rela-
tive prices of both traded and non-
traded goods will also alter, un-
leashing a series of repercussions
on the welfare of the people. Simi-
larly, a wide and persistent fluctua-
tions in the exchange rate often
result in foreign exchange specula-
tions that may aggravate balance of
payments difficulties. Under this
condition, exporters/importers are
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unable to make sound estimates of
appropriate prices for their prod-
ucts. Investors, lenders and borrow-
ers are subject to exchange risks
which may lead to financial losses.

These and other considerations
have influenced the management
of the exchange rate of the Nigerian
currency since the beginning of our
nationhood. The adoption of any
exchange rate regime has been
made with due regard to Nigeria's
domestic and external economic
circumstances.

The aim of this paper is to briefly
review the administration of
Nigeria's exchange rate policy since
the inception of the market-deter-
mined exchange rate system. The
discussion is organised in four main
parts. In Part I, exchange rate ad-
ministration before the introduc-
tion of the Structural Adjustment
Programme (SAP) in July 1986 is
briefly reviewed in order to provide
the necessary background for
adopting the market-determined
system under SAP. Part Il is de-
voted to the analysis of the structure
of the foreign exchange market
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(FEM), while Part Ill provides a brief
explanation on why the naira ex-
change rates have not been stabilised
since the beginning of FEM.

Part IV contains the summary
and conclusion.

PART I
A BRIEF REVIEW OF
EXCHANGE RATE
ADMINISTRATION PRIOR
TO THE INTRODUCTION OF
THE STRUCTURAL ADJUST-
MENT PROGRAMME

The exchange rates of Nigeria's
currency during 1960 — September
1986 were administratively deter-
mined. The determination involved
various methods, ranging between
a fixed attachment of the currency
to either the pound sterling or the
United States dollar, a system of
independent floating, and the use of
a basket of currencies, depending
on the domestic and global eco-
nomic situation.

Fromindependencein 1960, the
Nigerian pound was retained at par
with the British pound sterlingwhich
exchanged for US$2.80 up to No-
vember 1967 when sterling was
devalued (See Table I). Nigeria did
not devalue her currency with the
pound sterling in order to avoid the
adverse consequences of devalua-
tion. The decision was based on the
fact that the effect of devaluation
would not be as beneficial to the
Nigerian economy as it would the
British. For instance, it would not
increase Nigeria's foreign exchange
earnings through production ex-
pansion as the items were mainly
primary products, the prices of
which ‘were determined abroad,

while the resultant inflation from
devaluation would be adverse to the
domestic economy.!

However, the break-down of the
Bretton Woods system, the so-called
"gold exchange standard”, in Au-
gust 1971 and the subsequent de-
valuation of the US dollar on two
occasions between 1971and 1973,
led to realignment of currencies
world-wide. In January 1973, the
naira became, the Nigerian national
currency with half the value of the
Nigerian pound. Like the US dollar,
the naira was devalued by 10.0 per
cent in February 1973 in conso-
nance with world economic reality
as it became obvious that the cur-
rency was becoming over-valued.
This was done in order to curtail
rapid rate of imports, encourage
exports, protectdomestic industries
and prevent capital flight.

International developments con-
tinued to complicate exchange rate
management as the major curren-
cies were persistently floating, re-
sulting in high global inflation. The
policy of fixing the naira exchange
rate to the US dollar was, therefore,
discontinued in April 1974. From
that time on the value of the naira
was independently determined up
to late 1976 when the system re-
sulted in the appreciation of the
currency, thereby encouraging ex-
cessive imports, and in the process,
depl=ted the external reserves. To-
wards the end of 1976, the naira
was, therefore, allowed to depreci-
ate in order to reflect the country’s
economic situation. In that year, a
balance of payments deficit of
N241.6 million was recorded,
against the surplus of N3.0 billion
and N157.5 million in 1974 and

1975 respectively.

Various options of exchange rate
determination were considered be-
tween 1974 and 1978 as external
reserves management became
complicated not only because of
international exchange rates insta-
bility but because of foreign ex-
change malpractices which were
fast depleting the reserves. In De-
cember 1974 Nigeria's external re-
serves stood at N3.4 billion, rose to
N3.7 billionin 1975 but declined to
barely more than N1.0 billion in
1978.2In reaction to this, the naira
was devalued in June 1978 by 7.0
per cent and an import-weighted
basket of currencies was adopted,
using the currencies of Nigeria's
seven maijor trading partners, for
the determination of the exchange
rate. Other variables considered in
the final determination, however,
included the level of reserves, the
inflation situation and developments
ininternational financial centres. At
the beginning of 1979 the com-
mercial policy instrument of ex-
change control was reinforced by
the introduction of the Compre-
hensive Import Supervision Scheme
(CISS).

Towards the end of the year,
however, Nigeria experienced sub-
stantial foreign exchange earnings
resulting from increased demand
for crude oil consequent upon the
Iran/Iraqwar. Consequently, exter-
nal reserves rose rapidly, fromabout
N3.1 billionin 1979 to N5.5 billion
in 1980. The improved situation
made the new civilian administra-
tion pursue a more relaxed trade
policy in the budget of 1980, an
aspect of which policy was the ap-
preciation of the naira aimed at

1 Central Bank of Nigeria, Research Department, Twenty years of Central Banking in Nigeria, 1959-1979, p. 172.
2. CBN Annual Report and Statement of Accounts for the year enede 31st December, 1978, page 82.
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curtailing domestic inflation.

The new situation generated a lot
of problems as the relaxed gov-
ernment policies were abused in
various ways, including siphoning
of funds out of the country with
collusion with foreigners posing as
suppliers of imports that were never
received; false documentation of
invoices and bills on services never
performed#All this rapidly depleted
the external reserves®, The fall in
reserves assets was exacerbated by
a glut in the crude oil market which
began during the second half of
1981. This resulted in rapid fall in
demand and prices of oil. Conse-
quently, Nigeria's reserve assets
persistently declined, reaching a
mere N741.0 million at the end of
1983, an amount not enough to
cover one month's imperts which
averaged N1000.0 million at that
time. The exchange rate of the
naira had to respond to the vicissi-
tudes. |

In 1982 the Emergency Eco-
nomic stabilization Measures, oth-
erwise known as the Austerity mea-
sures were introduced involving the
restriction and prohibition of a wide
range of imports of both industrial
and consumer goods. The mea-
sures continued throughout 1983.
In 1984, more stringent exchange
control measures were introduced,
including sectoral allocation of for-
eign exchange and tighter import
licensing. Also, commercial and
merchant banks were given dis-
criminatory foreign exchange allo-
cations which underlined the
specialised functions of each cat-
egory of banks in foreign exchange
transactions. These policies were
carried through to 1986. But the

situation did not significantly im-
prove despite increasing trade and
payment controls. The structural
adjustment programme was, there-
fore, introduced in 1986 as the
most viable option for revitalising
the economy.

The effect of the above situation
on the naira exchange rate can be
summarised as follows: The Ex-
change rate was stable at N0.7143
= US$1.0 from 1960 to 1970. As
aresult of the collapse of the Bretton
Woods arrangement, the stability
was disturbed in 1971, making the
currency to appreciate consistently
reaching N0.6077 = US$1.0 in
July 1975 when Nigeria was receiv-
ing substantial inflow of foreign ex-
change from crude oil export. The
reserves declined in 1976 and a
deficit balance of payments was
recorded, causing depreciation of
the naira to an average of N0.6265
=US$1.0and N0.6467 = US$1.0
in 1976 and 1977 respectively.
The value of the currency thereafter
improved, reaching the highest peak
of N0.5314 = US$1.0 in October
1980. From 1981, however, the
naira depreciated persistently aris-
ing from the change in Nigeria's
fortune in the depressed crude oil
market. The Central Bank contin-
ued to make efforts to appropri-
ately adjust the value of the currency.
From various estimates carried out,
it was established that the naira was
highly over-valued.® The value of the
currency was, therefore, adjusted
downward consistently. On the av-
erage, the naira was depreciated to
N0.6729, N0.7247 and N0.7648
to the United States dollar in 1982,
1983 and 1984 respectively. As
the situation became increasingly

critical the pace of depreciation in-
creased in 1985 and 1986 when
the currency averaged N0.8938 and
N2.0210 per dollar respectively.
The more significant depreciation
occurred in the last quarter of 1986
as a result of the adoption of the
Second-tier Foreign Exchange
Market (SFEM) in which the market’
forces of supply and demand largely
operated.

PART 1l
EXCHANGE RATE
ADMINISTRATION UNDER
THE STRUCTURAL ADJUST-
MENT PROGRAMME?®

As mentioned in the preceding
part various austerity measures were
introduced between 1984 and 1986
by the Government in the form of
stringent control measures on the
trade and payment system to bring
about economic recovery. The
measures were directly or indirectly
meant to support the value of the
naira. In 1986, the combination of
persistent down-ward trend in re-
ceipts from crude oil, the bunching
of external debt and the glaring
inadequacies of exchange control
and other measures left the naira
highly over-valued. This and other
price distortions in the economy
necessitated the introduction of SAP
in July, with the evolution of a
realistic exchange rate and trade
liberalisation as part of the main
strategies.

The Foreign Exchange Market

As a core element in SAP, a
foreign exchange market (FEM) was
established. Initially in order to
achieve a smooth transition, the

3. Twenty Years of Central Banking in Nigeria, pp. 159-160.
4. See for example, the Report of the Presidential Task Force on the Exchange Rate of the Naira, 1986.
5. Federal Ministry of Information, Structural Adjustment Programme, July 1986 — June 1988, Lagos, 1986.
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market was split into two-tiers.

First-tier
Market

The first-tier was the extension of
the system of administratively de-
termined exchange rates which was
being discontinued. As said earlier,
the determination of the rate was
mainly based on the basket of cur-
rencies of Nigeria's major trading
| partners. The rates on this market
were rapidly depreciated. Transac-
tions covered in the first-tier market
were mainly transitional such as
irade aireadv covered by specific
‘mport licence and irrevocable let-
i ters of credit as well as those on

which import duties were already
paid; due debt obligation; contribu-
fion to international organisations
and remittances for Nigerian diplo-
matic services abroad. The naira
| was progressively depreciated on
| thismarket sothatondJuly 2, 1987,
| attherate of N3.7375 = $1.0, the
~ first-tier was merged with the sec-
. ond-tier foreign exchange market
| making the second-tier foreign ex-
| change to become the Foreign Ex-
| change Market.

The  Second-tier
- Exchange Market
' The Second-tier Foreign Ex-
change Market (SFEM) was set up
as a ceniral element of SAP for
eliminating the over-valuation of the
naira. The most important objec-
tive of SFEM was, therefore, to
evolve a realistic market-determined
exchange raie for the naira in order
to reduce demand for foreign ex-
change to available supply and so
reduce the pressure on the balance
of payments. By implication, the
evolved exchange rate would alsc
eliminate the pervasive distortions
in all the” major sectors of the
economy, reduce imports, stimu-

!
|
{
4

Foreign Exchange

Foreign

late exports and pave way to a more
self-reliant and sustainable growth.
All transactions, except the transi-
tional ones mentioned above, were
covered by the rates determined in
this market.

At its inception on 29th Septem-
ber, 1986, the foreign exchange
market (FEM) had two segments:
the official, the bidding sessions of
which are operated by the Central
Bank; and the second segment
which was the inter-bank/autono-
mous market where privately
sourced foreign exchange was
traded. In conformity with the
liberalisation policy of SAP, Gov-
ernment took certain radical ac-
tions in 1986 strictly directed to
making the new system work effi-
ciently. The Second-tier Foreign
Exchange Market decree, No. 23
of 1986 abolished exchange control
and import and export licensing.
Earlier, in another promulgation the
erstwhile commodity boards were
abrogated, thus privatising com-
modity exports. Exporters became
owners of all their foreign exchange
earnings which they -could-use to
undertake eligible transactions, keep
in domiciliary account in Nigeria, or
sell outright to authorised dealers.
The same applies to any other for-
eign exchange earners. Funds from
private sources could be traded by
authorised dealers amongst them-
selves; indeed, this was the main
source of funding the autonomous
market. But it is prohibited to use
funds obtained from the Central
Bank auctions for inter-bank trans-
actions.

Organisation/QOperation of the
Market

A brief summary of the opera-
tional arrangement of the Market is
as follows:

Essentially, the main issues con-
cern the determination of eligible
participants, periodicity of the mar-
ket, method of determining the ex-
change rate, effective monitoring
of its operations and funding. All
these made for introducing a sev-
eral measures meant to bring about
orderliness and discipline, make
foreign exchange available to users
as widely as possible and introduc-
tion of incentives to attract foreign
exchange from abroad.

(i) Participants in the Market
Participants ir: FEM are limited to
licensed commercial and merchant
banks who submit bids not on their
own account but for their custom-
ers, the real users of foreign ex-
change. The market began in Sep-
tember 1986 with the participation
of 34 commercial and merchant
banks. The number of the banks
rose steadily to 120 before the sus-
pension of the issuance of licences
for the establishmen? of new banks.
Limiting participants to banks has
the advantage of ensuring orderli-
ness and moderating unkeen com-
petition among firms in which only
the big conglomerate multination-
als would always succeed to the
detriment of the small and medium-
scale ones. It also ensures a more
effective supervision regarding con-
formity to the regulations governing
utilisation of the scarce foreign ex-
change resource.

In furtherance with the aim of
making foreign exchange available
to as many users as possible, the
banks until the new policy state-
ment of 5th March, 1992 were
classified into varicus categories
based on the size of their assets.
Beginning with two categories of
big and small banks, the authorised
dealers were re-grouped into three,

14

s




VOLUME 16 No. 2

APRIL/JUNE 1992

four and six classes with the assur-
ance that a certain proportion of
funds made available at the FEM
would reach winners in all catego-
ries. Another underlying reason for
doing this was to curb excessive
bidding practices among banks
which tended to influence the rates
upward, i.e. depreciate the naira
unnecessarily. Since 5th March,
1992, however, CBN foreign ex-
change sale to the banks is now
without discrimination as regards
any category.

(ii) Auction Session Periodicity

The periodicity of the zuction
sessions varied from the initial two-
weekly, to daily and weekly ses-
sions. These were influenced by
practical considerations including
the convenience of the authorised
dealers and the continued search
for the evolution of stable exchange
rates. In the new policy, auction
sessions are no longer conducted by
CBN. Banks wishing to purchase/
sell foreign exchange submit their
bid/offer rates once a week to the
CBN.

(i) Exchange Rate Determi-
nation

The methods employed in the
determination of the exchangerates
have also been varied in order to
achieve a more orderly bidding
behaviour on the part of authorised
dealers and to make for reasonable
distribution of foreign exchange
among users. The initial method of
using the "average of successful bid
rates" was discontinued after the
first two bidding sessions as it tended
to favour only a small number of
banks that submitted the highest bid
rates. The marginal rate, the rate at
which the amount supplied the
market is exhausted, was thereafter
employed before it was replaced

with the Dutch auction, whereby
bidders buy foreign exchange at
their quoted rates, which was intro-
duced in order to inject a sense of
discipline into the behaviour of bid-
ders. The official exchange rates
are now determined by the Central
Bank in accordance with market
situations.

(ivy Funding

At the introduction of FEM, the
hope was that the private sector
would become the major supplier of
funds to the Market. This hope is
yet to be realised. In other words,
the Central Bank has been the main
supplier of funds to the Market so
far. The Bank supplied the Market
with amounts totalling US$2304.7
million, US$2855.2 million and
US$2172.4 millionin 1987, 1988
and 1989 respectively, represent-
ing an average of 67.8 per cent. By
comparison autonomous funds ag-
gregated US$1082.6,US$1242.9
and US$1162.3 million. In 1990
and 1991, the Bank supplied the
Market with US$2536.1 million and
US$3146.5 million respectively,
with US$1452.0 and US$1440.1
million from private sources. In sum,
the Central Bank provided about
two-thirds of the total foreign ex-
change utilised for FEM operations
during the review period. Thisis not
a stable situation, as by its very
nature, a monopolistic foreign ex-
change market, comprising several
competing buyers and only one
major seller cannot be free of im-
perfections.

In order to encourage more pri-
vate funding, severalincentives have
been put in place including the pro-
vision of domiciliary accounts where
owners of foreign exchange can
keep their funds and make use of
them for eligible transactions. By

and large, however, the currency
remained unstable and persistently
depreciated at the FEM for reasons
including speculative behaviour of
somedealers. At year-ends, rates of
depreciation in the FEM were 19.9,
22.7 and 33.0 per cent in 1987,
1988 and 1989 respectively. The
exchange rate of N9.8650 = $1.0
at the end of 1991 showed that the
currency depreciated by 67.7 per
cent from the exchange rate of
N3.1828 = US$1.0 at the end of
1986} In 1992, the depreciation
trend continued, reaching
N10.5564 = US$1.0 at the begin-
ning of March. The role which many
operators play in contributing to
the deterioration in the value of the
naira made for the reform of FEM
announced by CBN on 5th march,
1992. As a result of the new policy
N18.00 traded for the dollar, begin-
ning on the day of the announce-
ment. Before dwelling on this, it will
be necessary to briefly mention the
other factors which have contrib-
uted to the difficulty of achieving
exchange rate stability.

(v) Other Developments

(@) The autonomous market was
merged with FEM into the Inter-
bank Foreign Exchange Market
(IFEM) in January 1989 in order to
stamp out the emergence of mul-
tiple exchange rates with the atten-
dant distortions in the economic
system.

(b)Also, bureau de change was
introduced in August 1989 to,
among others, accord legal recog-
nition to small foreign exchange
dealers, provide free access to for-
eign exchange by small users with
relative convenience, and to en-
hance the level of adequacy of infor-
mation of foreign exchange flows.
Only privately sourced funds can be

15
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traded in the bureaux.

It may be adverted at this point
that the exchange rates of the bu-
reaux had been more or less along
the same line with the rates of the
parallel market. (See Table 2). The
bureaux operators see those of the
parallel market as competitors for
the same funds. With the averages
of N10.13 and N10.53 to the dol-
lar of the bureaux and parallel market
respectively in 1989 and naira ap-
preciated to respective rates of
N9.65 and N9.61 = US$1.0 in
1990 and depreciated to N13.52
and N13.45 = US$1.0 in 1991.
The average rates between January
and March 1992 were N18.39 and
N18.36 in the bureaux and the
parallel market.

PART Il
REASONS FOR THE
PERSISTENT DEPRECIA-
TION OF THE NAIRA

The rate at which an economy
responds to policy measures highly
depends onits level of development
and industrialisation. In a situation
of currescy depreciation, an
economy with a dynamic export
sector will tnore quickly show signs
of recovery from recession, its ex-
ports becomingrelatively cheapand
highly competitive vis-a-vis the ex-
ports of other countries in the world
market. With comparative cost ad-
vantage, its domestic import-substi
tuting industries will also tend to be
stronger as its products are rela-
tively cheaper and so preferred to
the more expensive imports. The
deciding factor is price differentials
between the domestic economic and
itstrading partners. In this case, any
action which generates inflation in
the domestic economy should be
avoided if adjustment is to be

achieved within a reasonable pe-
riod of time. Expansionary expen-
diture such as government deficit
financing through borrowing from
the CBN and excessive credit cre-
ation are sources of inflation, espe-
cially when such expenditures are
not in the highly productive sectors.
As noted earlier, inflation by the
fact that it raises the general price
level of a country tends to adversely
affect the value of the currency vis-
a-vis the currencies of its trading
partners with fairly stable domestic
prices. Since domestic prices of
goodsand servicesincreaserelatively
to those of the other countries, the
goods and services of that country
will become more expensive. De-
mand for her exports will, therefore,
fall while domestic demand for im-
ports would increase. In order to
restore balance of payments equi-
librium, currency depreciation will
occur. Lastly, one of the most in-
tractable sources of disturbance to
any economic policy is the tendency
to flout existing rules and regulations.
This has been rampant in Nigeria
and it is the main negative. factor
postponing the realisation of the
objectives of well-intended policies,
including the evolution of a stable
exchange rate of the naira. The
new foreign exchange policy was
necessitated to deal with this issue.

These factors will now be dis-
cussed under three main sub-heads,
namely, the nature of the economy,
fiscal and monetary developments
and elements of indiscipline.

(i) The nature of economy

One of the principal aims of SAP
was to reduce dependence on the
oil sector as the principal earner of
foreign exchange. It is fairly obvious
now that this aimis notyet achieved,
as the share of crude oil in total

exports amounted to 92.6 per cent
in 1991. A principal reason for this
is the nature of the economy: the
nature of the production of non-oil
export and the market conditions
for their demand.

The spin-offs of the oil sector are
very small for certain reasons. Itisa
priraary extractive industry with the
major part exported in crude form.
It is wholly owned by the govern-
ment and foreign companies; the
mode of production is capital in-
tensive and labour economising. All
this means that the value-added is
minimal and its contribution to local
individual and industrial initiatives
and gains are rather small and re-
strictive. The non-oil sector is the
major sector where more people
are engaged and where gains are
more diversified in terms of income,
local initiative and industrial devel-
opment. At present, however,
earnings from non-oil exports can-
not increase within a short time for
many reasons. First, the products
are mainly primary commodities
from trees, the production of which
is highly inelastic. Immediate re-
sponse to price incentives is, there-
fore, limited to merely tending the
existing plantations better. Sec-
ondly, the demand conditions for
the products are also not always
favourable. Their prices are deter-
mined abroad and, more often than
not, increasing production depresses
the market. As there is limit to
storage, prices have to fall very low
in a good year if the market would
be cleared. Resulting from the in-
elastic nature of production, farm-
ers cannot easily switch their inputs
away from products with depressed
market conditions to those whose
prices rise. Lastly, the agricultural
products are highly susceptible to
vagaries of weather, pestsand other
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natural hazards, which often cause
poor harvests.

Concerning manufactured and
processed products, this sub-sector
is very small, and very many of our
industries are still highly dependent
on foreign inputs and technology,
resulting from the inappropriate
policies of the 1970s and early
1980s which facilitated industrial
establishments that depend highly
on foreign inputs. Expansion of the
output of the sub-sector, either for
exports or import-substitution is,
therefore, highly constrained. Even
if we succeed in exporting some,
the governments of developed
countries to which much of the
products will go usually see these
category of our exports as compet-
ing with their domestic industries
and so impose high tariffs and non-
tariff barriers on them.

All this is not to say that Nigeria
has not recorded some-gains from
SAP, especially during 1986-1987
when the FEM was not fundamen-
tally disturbed by official interven-
tion and excessive speculation of
some foreign exchange dealers. Itis
only meant to say that non-oil ex-
ports have not yet expanded as fast
as earlier hoped for the reasons
mentioned above. For instance,
Nigeria's major agricultural exports,
the main non-oil export sub-sector
rose from a share of 4.6 per cent of
totalexportsin 1986to05.2and 5.7
per centin 1987 and 1988 respec-
tively (See Table 3). Since 1989,
however, commodity prices have
been falling, making the share of
non-oil exports in tatal exports to
fallto 3.0 and 2.6 per cent in 1989
and 1990 despite the appreciable
increased quantity in 1990. The
share of manufactures and pro-
cessed goods fell from 0.6 per cent
in1986t0 0.2 per centin 1989 and

1990. Asregards foreign exchange
earnings on the products, it will be
observed that receipts from non-oil
exports actually increased in re-
sponse to the incentives contained

in the SFEM decree, especially.as .

exporters are permitted to retain
their proceeds 100.0 per cent. Thus,
from US$388.0 million in 1986,
earnings increased to US$537.1
millionin 1987 and US$611.9 mil-
lion in 1988. Resulting from damp-
ened demand in the world market,
US$400.0 million and US$405.8
million were recorded in 1989 and
1990 respectively.

The lesson to learn from this
analysis regarding the constrained
nature of production of non-oil ex-
ports is that unless the country ex-
periences a surge in foreign ex-
change inflow from some other sec-
tor, it will take a little more time
before substantial result can be
achieved from that sector. The
present policies aimed at reviving
domestic production should be con-
tinued and reinforced if we are seri-
ous about achieving economic vi-
ability. Discontinuance of SAP or
its exchange rate system will only
draw back the development pro-
cess. If SAP had been introduced in
1982 instead of the "Austerity
Measures" of April of that year the
pains could have been less. Govern-
ment should only ensure that con-
tradictory actions to the success of
SAP are not allowed.

(ii) Fiscal and Monetary
Developments

(@)The influence of govern-
ment expenditure

FEM operations in 1987 was
relatively successful, indeed it has
been the most successful year so far
for SAP and FEM when on the
average N4.0719 exchanged for
the US dollar. In that year, the rate

of increase in Nigeria's non-oil ex-
port earnings was highest, from
US$388.0 million in 1986 to
US$537.1 million, up by 38.4 per
cent. Inflation rate was relatively
low at 10.2 per cent (See Table 4).
Both industry and individuals ac-
cepted the challenge of inward-
looking for sourcing industrial raw
materials for the attainment of self-
reliance. Export producers re-
doubled their efforts and several
new products, including handicraft,
entered the export list. Nonethe-
less, during the year complaints were
loud and persistent as the pains of
adjustment started to show.

In the budget of 1988, therefore,
the Federal Government decided to
ease some of the apparent pains by
introducing a reflationary budget,
with general upward adjustment to
salaries. This implied substantial in-
crease in government expenditure.
Beginning in February, the au-
tonomous market became over-
patronised, leading to a rapid de-
preciation of the naira in that mar-
ket and the emergence of multiple
exchange rates between that seg-
ment and the official market. In-
deed, for some time, before moral
situation prevailed, exchange rates
gap/margin between FEM and au-
tonomous market was wider than
that between FEM and the parallel
market.

Since 1988, government expen-
diture has been on the increase
because of growing social and eco-
nomic commitments. Deficit fi-
nancing has also been rising. The
deficit which amounted to N8.2
billion in 1986 fell to N5.9 billion in
1987. It, however, rose thereafter
toN12.2,N15.3 and N23.4 billion
in 1988, 1989 and 1990 respec-
tively. The deficits rose to N35.3
billion at the end of 1991. When
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related to the GDP of those years,
the budget deficits were 10.4, 5.3
and 8.5 per cent in 1986, 1987
and 1988 respectively. In 1989,
1990 and 1991 budget deficits rep-
resented 7.9, 8.0and 12.4 per cent
of the GDP of the respective years.
In an economy so heavily depen-
dent on imports, the adverse effect
of these deficit financing on the
value of the naira has been serious
because a large portion of expendi-
ture normally goes for imported
items. This is the major source of
instability in the value of the naira.

(b)Private Sector Expenditure
Private sector has also in some
ways contributed to monetary ex-
pansion. The private sector was not
untouched by the influence of the
reflationary budget of 1988. Gov-
ernment contractors would normally
revalue their contracts upwards.
Also, workers in the sector got sub-
stantial increases in salaries and
allowances even more than those in
the public sector. Government con-
tractors constitute an important
group of importers and they always
embark on extensive importation
as most of the materials used in
construction are in short supply in
the domestic economy. In this case,
government expenditure feeds into
private sector expenditure which in
this way brings considerable pres-
sure on the naira in the FEM.
Moreover, the private sector con-
tributed to monetary expansion in
another way which did not help the
naira in the FEM. In reference here
was the practice by banks and some
non-bank financial institutions which
used to accept foreign assets as
collateral for granting naira loans
without bringing in any funds up till
1989. This practice contributed to
rapid monetary expansion and the

result was adverse to naira exchange
rate stability. The Central Bank had
to prohibit the practice in April and
May 1989.

3.Elements of Indiscipline

The FEM was designed with cer-
tain institutional and regulatory
measures which must be observed
so that its objectives may be at-
tained. In observing the rules, disci-
pline is fundamentally of necessity.
Indiscipline creates diversion from
set objectives. Just as malpractices
thwarted the erstwhile exchange
control objectives, in the course of
operating FEM, indiscipline has
prevented the evolution of a stable
exchange rate.

Some of the various forms of
malpractices were clearly acknowl-
edged in @ major policy statement
issued by the Central Bank of Nige-
ria on March 5, 1992. Among
others, it was stated that "There is
clear evidence that most authorised
dealers or their agents have en-
gaged in under-the-counter deals
which undermine the credibility of
the FEM. Many operators are even
believed to be diverting foreign ex-

‘cHange from the official to the

parallel market to make substantial
profits. Also, many users of foreign
exchange are known to source their
foreign exchange needs from the
official market while diverting their
own foreign exchange earnings to
the parallel market....". These are
the factors which have prevented
thebenefits derivable from exchange
rate from accruing to the economy
at large.

In addressing the situation, and
to ensure that the full objectives of
FEM are received, some corrective
measures were introduced with ef-
fect from the day the statement was
made. The measures involved total

liberalisation of the FEM in which
the practice of foreign exchange
allocation to the banks on predeter-
mined quotas was discontinued. The
market became purelyan inter-bank
market in which the Central Bank s
one of the participants, free to buy
and sell foreign exchange at therate
freely determined by all authorised
dealers. The Central Bank now in-
fluences the exchange rates by "open
market operations”.

Since the introduction of the new
policy, the naira has substantially
appreciated. Immediately after the
policy was adopted the CBN an-
nounced the exchange rate of N18.0
= $1.0, showing a depreciation of
41.3 per cent from the ruling rate of
N10.5564 = $1.0 before the an-
nouncement. The currency further
depreciated to N18.75 = US$1.0
the following week before improv-
ing slightlyto N18.60 = US$1.00n
24th March, 1992.

It is significant to note that during
the first month following the an-
nouncement, the number of the
participating banks, the totalamount
demanded and the amount actually
taken up consistently decreased. For
the weeks beginning 4/3/92, 17/
3/92,and 24/3/92,120,113and
96 banks participated respectively,
demanding US$407.0 million,
US$129.1 million and US$82.2
million respectively and purchasing
actual amounts of US$384.9 mil-
lion, US$86.4 millionand US$59.6
million respectively. The reasons
for this declining trend were attrib-
uted to factors including the effect
of liquidity mop-up which resulted
from the banks surrender of the
naira equivalent of the dollar sales
by the CBN, which for the three
weeks totalled N9,658.5 million.
Also, sluggish demand for foreign
exchange by users, some of whom
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found it too expensive. If the trend
continues the new measures will,
probably give the needed discipline
if they are not disturbed by any
adverse developments, such as ex-
pansionary fiscal and monetary op-
erations. Should the measures suc-
ceed, the naira will experience a
relief, resulting in the appreciation
of the currency.

PART IV
SUMMARY AND
CONCLUSION

This paper has been concerned
with describing the administration
of the naira exchange rate primarily
under the on-going Structural Ad-
justment Programme (SAP). In a
brief review of the pre-SAP ex-
change rate determination when
exchange control was the central
commercial policy, the ineffective-
ness of the system was seen in the

fact that the currency became over-
valued, and together with the re-
strictive trade and payment mea-
sures of the period was incapable to
bail the country out of serious eco-
nomic crisis. Aggravated by the sub-
stantial loss in the demand for her
main export, crude oil, the country's
foreign exchange earnings plum-
meted. Initially, the high level of
import demand could not be im-
mediately moderated, resulting in
the accumulation of trade credit.
The non-oil sector having become
import dependent with very little to
export, there existed a situation of
fundamental disequilibrium.
Adoption of SAP in 1986 be-
came necessary after several efforts
to contain the situation through
more stringent trade and payment
restrictions became ineffective. One
of the central elements of SAP was
amarket-determined exchange rate
aimed at removing the naira over-

valuation and the achievement of
efficient resource allocation. Al-
though the market-determined ex-
change rate had succeeded in re-
moving the problems of over-valua-

* tion, exchange rate instability has

persisted, resulting in non-realisation
of the benefits derivable from ex-
change rate adjustment.

The reasons for this unsatisfac-
tory situation are attributed mainly
to over-liquidity in the system result-
ing from expansionary fiscal and
monetary developments, and the
indiscipline of some speculative
market operators. This led the CBN
to adopt far-reaching policy mea-
sures on 5th March, 1992 aimed at
sanitising the system. Although, itis
too soon to speak confidently on
the success of the new measures,
available indicators point to the fact
that the policy is along the right
discretion.

TABLE 1
NIGERIA: EXCHANGE RATE OF THE NAIRA VIS-A-VIS UNITED STATED DOLLARS
1960-DATE (NAIRA/DOLLAR)

YEAR/- JAN. FEB. MAR APR. MAY JUNE JULY AUG. SEPT. OCT. NOV. DEC. | ANNUAL
MONTH -' AVERAGE
1960 0.7143 | 0.7143 | 0.7143 | 0.7143 | 0.7143 |0.7143 |0.7143 |0.7143 | 0.7143 |0.7143 | 0.7143 | 0.7143 | 0.7143
1961 0.7143 | 0.7143 | 0.7143 | 0.7143 | 0.7143 |0.7143 |0.7143 |0.7143 | 0.7143 | 0.7143 | 0.7143 | 0.7143 | 0.7143
1962 0.7143 | 0.7143 | 0.7143 | 0.7143 | 0.7143 |0.7143 |0.7143 | 0.7143 |0.7143 |0.7143 | 0.7143 | 0.7143 | 0.7143
1963 0.7143 | 0.7143 | 0.7143 | 0.7143 | 0.7143 |0.7143 |0.7143 | 0.7143 |0.7143 |0.7143 | 0.7143 | 0.7143 | 0.7143
1964 0.7143 | 0.7143 | 0.7143 | 0.7143 | 0.7143 |0.7143 |0.7143 | 0.7143 |0.7143 | 0.7143 | 0.7143 | 0.7143 | 0.7143
1965 0.7143 0.7143 | 0.7143 0.7143 | 0.7143 0.7143 10.7143 0.7143 ] 0.7143 0.7143 | 0.7143 | 0.7143 | 0.7143
1966 0.7143 | 0.7143 | 0.7143 | 0.7143 | 0.7143 |0.7143 |0.7143 | 0.7143 |0.7143 ]0.7143 | 0.7143 | 0.7143 | 0.7143
1967 0.7143 | 0.7143 | 0.7143 | 0.7143 | 0.7143 |0.7143 |0.7143 | 0.7143 |0.7143 | 0.7143 | 0.7143 | 0.7143 | 0.7143
1968 0.7143 | 0.7143 | 0.7143 | 0.7143 | 0.7143 |0.7143 |0.7143 | 0.7143 |0.7143 |0.7143 | 0.7143 | 0.7143 | 0.7143
1969 0.7143 | 0.7143 | 0.7143 | 0.7143 | 0.7143 |0.7143 ]0.7143 | 0.7143 |0.7143 |0.7143 | 0.7143 | 0.7143 | 0.7143
1970 0.7143 | 0.7143 | 0.7143 | 0.7143 | 0.7143 |0.7143 |0.7143 | 0.7143 |0.7143 [0.7143 | 0.7143 | 0.7143 | 0.7143
1971 0.7143 | 0.7143 | 0.7143 | 0.7143 | 0.7143 |0.7143 |0.7143 ] 0.6579 | 0.6579 |0.6579 | 0.6579 | 0.6579 | 0.6955
1972 0.6579 | 0.6579 | 0.6579 | 0.6579 | 0.6579 | 0.6579 |0.6579 | 0.6579 | 0.6579 | 0.6579 | 0.6579 | 0.6570 | 0.6579
1973 0.6579 | 0.6579 | 0.6579 | 0.6579 | 0.6579 |0.6579 |0.6579 | 0.6579 | 0.6579 | 0.6579 | 0.6579 | 0.6570 | 0.6579
1974 0.6579 | 0.6579 | 0.6579 | 0.6579 | 0.6162 |0.6162 |0.6162 |0.6162 | 0.6135 | 0.6162 | 0.6162 | 0.6162 | 0.6299
1975 0.6158 | 0.6146 | 0.6138 | 0.6124 | 0.6124 | 0.6077 |0.6077 |0.6113 |0.6178 | 0.6253 | 0.6257 | 0.6257 | 0.6159
1976 0.6244 | 0.6236 | 0.6246 | 0.6250 | 0.6250 |0.6262 |0.6265 |0.6265 |0.6265 |0.6280 | 0.6310 | 0.6310 | 0.6265
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{ YEAR/ JAN, FEB. MAR. APR. MAY JUNE JULY AUG. SEPT. OCT. NOV. DEC. | ANNUAL
i | MONTH AVERAGE
I |1977 0.6310 | 0.5310 | 0.6370 | 0.6500 | 0.6513 | 0.6513 | 0.6513 | 0.6513 | 0.6513 | 0.6513 0.6513 | 0.6513 | 0.6467
! 1978 0.6374 | 0.6475| 0.6203 | 0.6119 | 0.6190 | 0.6116 | 0.6058 | 0.5892 | 0.5892 | 0.5699 0.5847 | 0.5849 | 0.6060
; 1979 i 0.6475 | 0.5482 | 0.6396 | 0.6212 | 0.6159 | 0.6055 | 0.5900 | 0.5802 | 0.5749 | 0.5753| 0.5803 0.5705 | 0.5958
! 1980 | 0.5563 0.5482 | 0.5591 | 0.5611 [ 0.5611 | 0.5443 | 0.5431 | 0.5443 | 05338 | 0.5314| 0.5317 0.5419 | 0.5464
| 1981 0.5323 | 0.5469 | 0.5722 | 0.5994 | 0.5994 | 0.5905 | 0.5992 | 0.6680 | 0.6671 | 0.6609| 0.6488 0.6356 | 0.6100
l 1982 0.6437 0.6559 | 0.6643 | 0.6696 | 0.6696 | 0.6756 | 0.6794 | 06810 0.6843 | 0.6898| 0.6892 0.6720 | 0.6729
: { 1983 0.6736 | 0.6917 | 0.6999 | 0.7048 | 0.7048 | 0.7272 | 0.7447 | 0.7486 | 0.7486 | 0.7486| 0 7486 | 0.7486 | 0.7241
! | 1984 0.7486 | 0.7486 | 0.7486 | 0.7486 0.7&86 0.7543 | 0.7676 | 0.7676 | 0.7682 | 0.7748| 0.7957 | 0.8061 | 0.7642
1985 0.8203 | 0.8477 | 0.8746 | 0.8825 | 0.8917 | 0.8951 | 0.8951 | 0.8959 | 0.9157 | 0.9225| 09234 0.9595 | 0.8938 l
1986 0.9996 | 0.9996 1.0016 1.0185 1.0341 1.1249 1.2694 1.3294 | 4.6406 | 4.1203 3.5311 3.1828 2.02190 7
{ 1987 3.6471 | 3.7014 | 3.9213 | 3.9054 | 4.1617 | 4.0506 | 3.8081 | 4.0809 | 4.2073 | 4.27611 42890 | 4.1664 | 4.0179
1988 4.1748 | 4.2611 | 4.3169 | 4.2023 | 4.1103 | 4.1913 | 4.6087 | 4.5830 | 4.7167 | 4.7748| 5.1479 5.3530 | 4.5367
1989 7.0389 | 7.3828 | 7.58761 | 7.5808 | 7.5051 | 7.3477 | 7.1388 | 7.2593 | 7.3401 | 7.3934 7.5037 | 7.6221 | 7.3917
! 1990 7.8621 | 7.9009 | 7.9388 | 7.9400 | 7.9400 | 7.9424 | 7.9523 | 7.9623 | 7.9743 | 8.0089| 83246 | 8.7071 | 8.0378
1991 9.2121 | 9.6108 | 9.4521 | 8.8691 | 9.3700 [10.1722 |11.0474 |11.3280 | 10.2416 | 9.8805| 9.8651 | 9.8650 9.9095
1992 9.5508 [10.3091
TABLE 2
NAIRA/DOLLAR EXCHANGE RATES IN THE BUREAUX DE CHANGE AND PARALLEL MARKET
JAN. FEB. MAR. APR. MAY JUNE JULY AUG. SEPT. OCT. NOV. DEC. | ANNUAL
AVERAGE
1989:
Bureauxe de
Change rates 10.20 10.37 10.47 10.15 9.48 10.13
Parallel Rates 10.13 10.35 10.46 10.12 9.46 10.53
1990:
Bureaux de
Change rates 9.51 9.49 9.26 9.27 9.30 9.47 9.47 9.67 9.78 9.91 10.15 10.09 9.55
Parallel Rates | 9.50 9.41 9.20 9.20 9.26 9.44 9.79 9.62 9.72 9.85 10.13 10.16 9.61
1991:
Bureaux de
Change rates {10.84 11.86 12.05 12.40 12.64 13.28 14.20 14.42 14.27 15.06 15.53 15.68 13.52
Parallel Rates |10.88 11.87 12.04 12.42 12.64 13.24 14.14 14.38 13.99 14.77 15.48 15.58 13.45
1992.
Bureaux de
Change rates |16.72 18.45 20.00
Parallel Rates |16.71 18.45 19.92

Note: Bureaux de change started in August 1989

20




21

APRIL/JUNE 1992

2|qefieae jJON =  ‘e'U
2|qiby|Bap = u

uoyjjiw uj Ajguend) €
pajeusysy 4
pasinay 1
dLON
0’001 0001 0°001 0'001 0°001 1'9868'601 | 2'1L6LS 8Z61'1¢E 9098708 50268 = e - = " spodx3 [ejo]
eu e'u eu e'u e'u e'u eu e'u eu e'u eu e'u eu eu eu podxz-ay
0ot 0001 0001 001 001 1'988°601 | 2'1L6°LS 8'¢61'lE 9'09e°0€ 50268 : - - 2 5 wodxg asawo(] [ejo L
o 6'1 8¢ 9'l 01 8281 69°5011 1'EL8 8L 268 5 = : £ = spodxg 420
5 u - " = " = =1 | ret1 - 0 0 1I'o 6'1 - - [BJ2y snojaalqg
1o ¥ L 1o b = 0's L'8 40t €1 = 0 vo o1 20 [®12 UL
o u H " ? 6601 wu a - : - : - - sanxa ],
20 20 £0 g0 90 8612 6'GI1 1 oes S'19 (] PS4 1'ée 9'8 PEl 9'€2 sjanpoiy “ouby jo
sainjoRjnueLl-jWag
pue sainjoejnuejy
0'L6 676 a'le 6°¢06 8'€6 §'929'901 | 8'910'GS b'sev'se 9'902'82 ¥'89¢€8 2'8%S €405 A TAd S'68E LSy sjonpoud [eiauljy
92 ot L5 e's 9% 0°L582 8'92L1 P O8L1 98851 yLOoY 0'v89 6'09¢ v'Lov S'2EE 8'¢ve [enj|nopby Jofepy
(s) (¥ (€) (@ (0
0661 16861 8861 L861 9861 20661 16861 8861 L861 9861 20661 16861 8861 L861 9861 ALIJQOWKOD
(@3LV1S ISIMYIHLO
INTVA LHOdXT TVLIOL 40 FOVINIOHId (NOITTIW N) 3NTvA SSTTINN SINNO.L ANVSNOH.L) ALLLNVND

SHOLOIS JINONODT Ad SALLIGOWWOD HOrVK 40 LHOdXd :
€ 19vVL

VOLUME 16 No. 2




VOLUME 16 No. 2 APRIL/JUNE 1992
TABLE 4
IMPORTANT ECONOMIC VARIABLES
PERIOD NON-OIL EXPORT FEDERAL GOVERNMENT INFLATION RATES
EARNINGS DEFICIT FINANCING

1986 $388.0 N8.254.3 Million 5.4

1987 $537.1 N5.889.0 Million 10.2

1988 $611.9 N12.160.9 Million 38.3 “
1989 $400.0 N15,266.1 Million 40.9 |
1990 $405.8 N23.357.0 Million 75

1. Federal Ministry of Information, Structural
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