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CHAPTER ONE
INTRODUCTION

1.1
Background to the Study

International Trade and Capital flows required a foreign exchange market license despite increased economic interdependence in the world. Each country maintains its own national medium of exchange. The official foreign exchange market in Nigeria is made up of the Federal Ministry of Finance and Central Bank of Nigeria Plc as the Apex institution authorized declare including commercial and merchant banks development bank and bureau de change. The Federal Ministry of Finance and the First banks of Nigeria are Jointly Responsible for the formulation of Exchange Control Policies and procedures while the banking system and bureau de change service as channels for implementing official and procedures while the banking system official policy is the parallel or black market (Agene, 2019). 

They consequently has been to maintain of huge subsidy on the official foreign exchange, this subsidy combined with the private bidding system has created severe pressure on the domestic money market as over N35 billion subsidized foreign exchange market was faced with problem the federal government of Nigeria took two economic measure of declaring the national economy emergency in October, 1985 and adopted structural adjustment program in July 1986. 

The program gave birth to the Second Tier Foreign Exchange Market (STFEM) this legislation exchange regime in Nigeria since independence in terms of the dismantling of the restriction and bureaucracies, which played previous regime (Agene, 2019). Structural adjustment programs refers to a set of comprehensive economic reform measure designed to correct imbalance in the economy, arising from unfavorable external factors as well as inappropriate domestic policies. The objective was effectively restructuring the consumption and production pattern of the Nigeria economy to eliminate price import of consumption and produce goods. The major thrust of structural adjustment program includes the following:

· To achieve fiscal and balance of payment variable over the period.

· To restructuring and diversify the productive base of the economy in order to reduce dependency on single major foreign exchange earner and imports.

· To lay the basis for a sustainable non-inflationary economic growth.


The over-value naira led to flight of capital, it thus coded that naira was converted to leads currency at rates that tended to give more value to the naira that it was worth. The extent value of all other value in the economy will take the correct shape and deduce distortions in the economy, since distortions are divergence from optimality once achieved. Now in the regime of foreign exchange market and with more favorable exchange rate for currency would repatriate them back into Nigeria to benefit from are more to benefit from a net inflow of fund held by Nigerians abroad.


The extent value of the naira is a fundamental native and one established, all other value in the economy would take their correct shape and deduce distortions in the economy.


Foreign exchange management is described as a technique that involves the generation and disbursement of foreign exchange resources so as to reduce destabilizing short-term capital flows. Consequently in order to ensure that foreign change allocation and utilization are consonance with economic priorities and the foreign exchange budget, the CBN monitors the use of scare foreign exchange resources.


For developing countries that need to imports raw material and spare parts for the purpose of economic development. Foreign Exchange Resources, for bull-up is required to ensure that panic measures are not resorted to when foreign exchange receipts are dwindling foreign exchange reserves. Pressure may be exerted on foreign reserves. If the reserves are not adequate, this may deteriorate into balance of payment problems. There is therefore, the need a nation foreign exchange resource so as to reduce the adverse effect of foreign exchange.


The need for foreign exchange arises only within the framework of countries engaged in international trade. In contract to a chased economy, whose scope does not response to intra-country transaction? This therefore make this economic issue pertinent in a bid of ensuring a guaranteed growth for the country, owing to the fact that majority of the country’s raw material for manufacturing purpose are imported occupied with the fact that Nigeria is one of the major exporters.


The objective of this work is to explore the trend of foreign exchange practices in the country overtimes and also empirically justify the implication of foreign exchange management and economy downturn in Nigeria sectors.

1.2
Statement Of The Problem

An important threat to the effectiveness of foreign exchange policies and management in Nigeria is as follows:

1. Inconsistency in policy formulation and implementation: frequently changes in minister and secretaries witnessed as resulted in change in policies and this affects the performances.

2. Lack of monetary and fiscal policy on part of government has increase the gross mis-management of resources and budget in discipline. A situation where budget is surplus and up in billion of naira deficits.

3. Deregulation of the foreign exchange market: It has resulted in high foreign exchange issues that are capable of up-setting the whole economic system.

4. High demand for imported goods in price inelastic, devaluation with not work because the increase in price which not reduce importation.

5. Devaluation while therefore result in loss, if the increase in demand as a result of reduction in price could corresponding increase in supply.

1.3
Research Questions
1. What are the effects of foreign exchange rate fluctuation on Nigeria’s economic growth?

2. How does the Central Bank of Nigeria’s (CBN) foreign exchange management policy impact inflation rates in Nigeria?

3. What is the relationship between foreign exchange reserves...

1.4
 Research Objective
The main objective of the study is to examine the impact of foreign exchange management and global economic downturns on Nigeria economy, focusing on the Central Bank of Nigeria role and policies.

Other specific objectives are:

1. Foreign exchange rate fluctuations negatively impact Nigeria’s economic growth by reducing investor confidence and increasing import costs.

2. The CBN's foreign exchange management policy helps control inflation rates in Nigeria by regulating the supply of foreign exchange and managing exchange rate volatility.

3. There is a positive relationship between foreign exchange reserves and economic stability in Nigeria, as adequate reserve helps maintain confidence in the economy and support economic growth.

1.5 
Research Hypothesis


H1: Foreign exchange rate fluctuations have a significant negative impact on Nigeria’s economic growth.

H2: The CBN’s foreign exchange management policies have a significant effect on inflation rates in Nigeria.

H3: There is a significant positive relationship between foreign exchange reserve and economic stability in Nigeria.

1.6 
Scope And Limitation Of The Study
Scope of the study shows extent of coverage done in the study.

the research topic suggest a study on the role of accounting in the exchange price in Nigeria. The focus of the study is on central bank of Nigeria (CBN); therefore this to be a fair representative of Nigeria public interface that is either avoidable or hard to come by.
1.7 
Significance Of The Study
The worsen balance of payment, accumulated external debt, continued commitment of greater parts of the declining foreign exchange to ensuring debt servicing alone, worsening domestic inflation and mismanagement of the foreign exchange resources tend to reflect and promote both in human and natural resources to debilitate the convertibility of the exchange rate and even allocation of resources.

This research into this topic is a better understanding to the issue involved in foreign policy and management and also useful purpose for the foreign market scholars and individuals or corporate investors to attract inflows of capital especially fund held abroad & also eliminate the illegal traffic in currency and commodity across the country boarders.

1.8 
Limitation Of The Study
There are factors or constraints that normally follow this research work. Some of them are:

· Time constraint: the time coverage of the study shall be considered on the premises of times of data gathering.

· Financial constraint: this is the financial aspect which determines the rate at which the interest rate will be fixed on the foreign exchange market.

· Lack of enough term: lack of enough term will limit the study on the area of foreign exchange policy in Nigeria as inactive in assessment of how the objective have been realized.

1.9
 Definition Of The Terms
1. Exchange Control: A mechanism by which a country scale sites harness its foreign exchange resources and rationalization for settlement of international indebtedness.

2. Exchange Ratio: The unit price of a currency in terms of currency of another country.

3. Fixed Exchange Control: One which is not allowed to determine by the forces of demand and supply.

4. Flexible Exchange rate: One which the value of a country currency relative to other currencies is established by the force of demand and supply in the foreign exchange market.

5. Foreign Exchange: A means of effecting payment for interaction between two or more country.

6. Foreign Exchange Market: A market is established by the law for the buying and selling of foreign currencies at an agreed exchange.

7. Depreciation: This is a fall in the market price of a currency. 

8. Appreciation: This is a rise in the market price of a currency.

CHAPTER TWO

LITERATURE REVIEW
2.0 
Preamble

Changes in exchange rates are given various names depending on the kind of exchange rate regime prevailing. Under the floating rate system, a fall in the market price of a currency is called a “depreciation” of currency a rise on “appreciation”.


According to Unugbro(2017). He observed that exchange rate appreciation stimulates foreigner direct investment exchange rate fluctuations influence domestic prices through their effects on aggregate supply and demand. Salami (2016), founds that exchange rate is the most important variable that affects private foreign or investment in Nigeria of all the other macro economic variables. Mard (2017) observed that relationship between exchange rate inflation and output in Nigeria their models showed a contractionary impact on the parallel exchange rate on output in the short-run. Campbell(2010). The management of any country foreign exchange market is carried out with the of a foreign exchange policy. Obaseki (2011), said that the sum total of the institutional framework and measures put or place to gravitate the exchange rate towards desired levels in order to stimulates the productive sectors, curtail inflation and other capital inflows. 

Harris (2012), using the generalized least square technique found that real exchange rate when well managed affect productivity growth in both the short and long run, the result is consistent with the competitiveness hypothesis. Akikan (2019) examined the impact of devaluation on group and other macro economic variables and observed that devaluation was contrationary. Odesola (2011) found a mixed result on the impact of the exchange rate depreciation on the output in Nigeria to the medium and long term exchange rate depreciation exerted an expansionary impact on output but in the short run exchange rate depreciation does not expand output. Kyerome, (2014), examine a significant long-run relationship between real output, growth and the exchange rate, regardless of the kind of regime. Adubi (2019) used empirical study to determined the dynamic effect of exchange rate fluctuation on exchange risk in agro trade flows. Akpan (2012), investigated the effect of endanger rate movement on reach output growth in Nigeria based on quarterly series for the period of 1986-2010, the paper examined the possible direct and indirect relationship between exchange rates and GDP growth, the stimation results suggest that there is no evidence of a strong direct relationship between changes in exchange rate and output growth. Gylfson (2019) studies for countries using different estimates of key parameters of the model and found that devaluation was expansionary in eight of the ten countries and contractionary in the other two countries. In literature, there seems to be a consensus view on the fact that devaluation or depreciation could boost domestic production through stimulating the net export components. This assertion has a mixed support as evidenced in our study. Many authors argue that devaluation most at times lead to contractionary growth of the economy.

2.1
Conceptual Framework
2.1.1
The Structure Of Nigeria’s Foreign Exchange Market
Nigeria’s foreign exchange market is made up of three major segments, the official, autonomous (made up of inter-bank and bureau de exchange) and the parallel markets. The various segments of the markets evolved overtime owing to developments in the economy (Adekanye, 2010). The operations of the official foreign exchange market have metamorphosed over the years, particularly since the introduction of the exchange and trade liberalization policy in 1986, the official market was unified in 1987 when the exchange rate for public sector transactions was aligned with the commercial exchange rate.

The inter-bank market for free funds or privately sourced foreign exchange was at the early stage dominant as foreign exchange was centralized in the CBN under the 1962 Exchange Control Act. According to Ojo (2016), this is a market where banks extend credit facilities among themselves to meet very short- term liquidity obligations ranging from overnight borrowing up to one year. The market is characterized with rapid transmission of information on rates to all the participants, though dominated by few market leaders who influenced the borrowing rate.

However, the market became vibrant with the introduction of Second – tier Foreign Exchange Market (SFEM) and the permission granted banks by the CBN to affect foreign exchange dealings among themselves.

The sharp practices which emanated from the system in form of round tripping of funds led to persistent instability in the exchange rate.

Consequently, the official foreign exchange market and the inter-bank market were merged in 1989 into an enlarged inter-bank foreign exchange market (IFEM). The bureau de change was established with the abolition of the inter-bank market in the same year to accord access to small users of foreign exchange market. Exchange rates in the bureau de change were market determined. In 1995, the official market evolved from a single to a dual exchange rate system in which a fixed exchange rate was applied for priority public sector transaction, while a market based exchange rate was used for private sector transactions through the Autonomous Foreign Exchange Market (AFEM) segments.

With the introduction of AFEM in 1995, Oloyede (1999) observed that the banks were once more allowed to engage in inter-bank dealings with only privately sourced foreign exchange. However, the operations

of the AFEM failed to meet the objectives for which it was set up. For instance, the inter-bank market, which was supposed to source its funds privately, relied on the CBN. In effect, the CBN continued to fund the various foreign exchange market transactions.

As demand pressure continued to rise from this arrangement which has led to the depreciation of the naira at the foreign exchange market, some reforms were introduced. By January 1999, the fixed official rate for priority sector transactions were conducted at the AFEM market based rate (CBN briefs 204-2004 edition). Later in the same year the AFEM was replaced by the inter-bank foreign exchange market through the active participation of other players, such as, banks, oil companies, non-bank financial institutions, parastatals, bureau de change and private companies. The CBN was therefore, not expected to act as the major supplier of foreign exchange but as a participant who would only intervene in the buying and selling of foreign exchange as and when necessary.

The parallel market for foreign exchange has been in existence from the exchange control era (Oloyede, 1999). Since the market based reforms, the widening disparity in exchange rates has further strengthened the existence of the parallel market, owing largely to the windfall gains arising there from. The parallel market is a residual market as it accommodates spill over demands from other sources (Nnanna, 2005). It has been established that scarcity in the official source and bureaucratic procedures necessitated the growth and development of the parallel market. In any foreign exchange management framework, whether in developed or developing economies, speculations, arbitrage, hedging and portfolio switching are important elements in gauging the health and development of the foreign exchange market and by extension, the financial system.

2.1.2
The Exchange Rate Management In Nigeria
According to Nwankwo (2019), the fixed exchange rate regime was adopted in Nigeria shortly after independence in 1960 with the enactment of the Exchange control Act in 1962 where the CBN was vested with the authority to earn and disburse foreign exchange in the country. Following the realignment with the US Dollar and the exchange from pound to naira, as well as the resultant devaluation of the currency in 2023, the priority between the naira, the pound sterling and the US dollar was savored, and the naira was pegged to a basket of currencies of Nigeria’s major trading partners: United kingdom, United states of America, Germany, France, Japan, Switzerland and the Netherlands.

Between 2021 and 2023, a strict exchange control regime was administered to reduce the pressure on the external sector, but this failed to achieve the policy objective, hence, it was replaced with a managed exchange rate regime. Following the economic stabilization Act of 1982, the exchange rate was realigned and made more flexible, in order to stem frivolous demand for foreign exchange. These measures were sustained until 1986 when the Structural Adjustment Program (SAP) was introduced.

The reforms under the SAP brought about market driven exchange rate regime with the introduction of the Second- Tier Foreign Exchange Market (SFEM). What followed SFEM was a regime of failed experiments of administrative management of the exchange rate of the naira (Oloyede, 2002). Amongst the various regimes of exchange rate management are the Dutch Auction system (DAS), April 1987; the Autonomous Foreign Exchange Market (AFEM), 2019; the inter- bank Foreign Exchange Market (IFEM), 2020; DAS, 2021 and “guided deregulation” based on a dual exchange rates regime. Following the failure of IFEM, the DAS was reintroduced for the third time on 22nd July, 2021.

The re- introduction of the Dutch Auction System (DAS) was as a result of the failure of the IFEM to meet policy expectations. IFEM was characterized by multiple malpractices. The DAS was then introduced in order to enhance transparency in the management of foreign exchange and to achieve a realistic exchange rate for the naira and discouraged speculative demand for foreign exchange.

With the above reformation, it was hoped that the Nigeria foreign exchange market could perform optimally its desired functions, which include the following as stated by Jhingan (2004).

(i) To transfer funds through currency of a country to another currency;

(ii) To provide short-term credit to finance trade between countries through various 

     credit instruments; and

(iii) To facilitate avoidance of foreign exchange risks or hedging or speculation.

2.2
Theoretical Framework 
Exchange rate moves up and down due to dynamic nature of business environment coupled with fluctuation other macroeconomic factors. A downward movement indicates a loss in value (depreciation) while an upward movement indicates a gain in value (appreciation) against other foreign currency (Ibenta, 2012). Theories such as purchasing power parity, interest rate parity theory, traditional flow theory, portfolio balance model, etc. have been advanced to explain this up and down movement in exchange rate. Nevertheless, the work is hinged on the purchasing power parity theory. For the purpose of this work only purchasing power parity and traditional flow theories were succinctly discussed. 

2.2.1
Purchasing Power Parity Theory 

Guster Cassel in 1981 developed the purchasing power parity theory. In effort to retort to call for a substitute exchange rate determination system following the fall of the fixed exchange rate system, the purchasing power parity theory was advanced. The theory states that the exchange rate between two currencies is solely determined by movement of demand and supply forces. The basis of the theory is that, if any pair of currency is set at par, then, the exchange rate differential should reflect variations arising from the purchasing powers of the relative currency in relation to the Base Exchange rates (Ibenta, 2012). Mimicking the example of Ibenta (2012), the price of semolina in Nigerian and Ghanaian markets should trade at the same price (after adjusting for exchange rate). If the price is semolina is lower in Nigeria, then purchasers will buy wheat in Ghana so far as the price is cheaper (after taking into account transportation costs). This will result in fall in demand in Nigeria and rise in Ghana. From this explanation, a favorable/appreciative exchange rate (local currency against foreign currency) will spur economic growth as demand for goods and services would increase production, which eventually lead to rise in gross domestic product. The purchasing power parity theory has undergone reforms over time and general accepted by international financial market operators in determining exchange rate between two currencies. 

2.2.2
Traditional Flow Theory 

The traditional flow theory of exchange rate centers on trade account between two countries. The level of goods and services that traded determines the price at which a unit of one country’s currency is exchanged for another country’s currency. The linkage existing between real exchange rate and the movement of goods and services is determined by current account balance. In situation where exchange rate adjust based on the demand and supply of goods and services within two countries, the country with trade surplus will accumulate more foreign currency, and where this is the case, the local currency of surplus trade country will rise while the deficit trade country foreign currency will depreciate. A common feature of the traditional flow theory of exchange rate determination to the balance of payment is the general is the believe in the ability of exchange rate or domestic price changes to effect a change in relative price and the balance of payments (Ayodele, 2004). 

In the traditional flow model, the exchange rate adjusts to balance the demand by the domestic resident for foreign exchange on the assumption that the foreign demand for domestic goods is determined essentially by domestic income, the relative income plays a major role in determined exchange rate under the flow model (Onyekachi, 2012). 

2.3
Empirical Review
Imoisi, Uzomba and Olatunji (2010) examined the impact of interest and exchange rates on the Nigerian economy from 1975 to 2008. The study employs the ordinary least square (OLS) technique in the analysis but due to the fact that data are not stationary, a unit root test was employed; it further resorted to co -integration analysis which establishes the existence of a long run relationship between the variables in the models. From the findings, an increase in interest rate retards investment and subsequently economic growth; and the lag one of exchange rate shows the expected positive sign, implying that depreciation in exchange rate retarded growth from 2019 to 2023. Uddin, Rahman and Quaosar (2014) looked into the relationship between Exchange Rate (ER) and Economic Growth (EG) proxied by Real Gross Domestic Product (RGDP) in Bangladesh for a period of 41 years ranges from 2019 to 2023 by using time series econometric technique. The empirical results show that there is a significant positive correlation between ER and EG. The results also advocate the presence of long-run equilibrium relationship between ER and EG. This is evidenced from Granger’s Causality Test that there is a bi-directional causality runs through ER to EG and EG to ER. Danladi and Uba (2016) determined whether the volatility of exchange rate has implications for the economic performance of the countries in the West African Monetary Zone. Nigeria and Ghana were chosen as case studies for the period from 2019 to 2023. Exchange rate variability was measured using the GARCH approach. The empirical results confirm that exchange rate volatility have a significant negative effect on economic growth. 

Akpan and Atan (2012) determined the effect of exchange rate movements on real output growth in Nigeria based on quarterly series for the period 2019 to 2023. A Generalized Method of Moments (GMM) technique was explored. The estimation results suggest that there is no evidence of a strong direct relationship between changes in exchange rate and output growth. Rather, Nigeria’s economic growth has been directly affected by monetary variables. Oleka, Eyisi and Mgbodile (2014) analyzed the impact of foreign exchange rate on the growth of Nigerian economy for the periods 2000 to 2014. The GDP is used as dependent variable indicating economic growth of Nigeria. While independent variables like money supply, inflation rate, employment rate and foreign exchange rates were used as economic (performance) indicators. 

The result revealed that there is variation on money supply and naira exchange rate; hence the monetary policy instruments were not efficacious in the attainment of price and exchange rate stability in Nigeria. 

Ismaila (2016) ascertained exchange rate depreciation and Nigeria economic growth during the SAP and post SAP period: 1986–2012. Using the Johansen co-integration test and error correction model analyses after conducting the stationary test, the results show that broad money supply, net export and total government expenditure have significant impact on real output performance in the long run while exchange rate has direct and insignificant effect on Nigeria economic growth in both short and long run. 

Azu and Nasiri (2015) explored the relationship between real exchange rate and economic growth applying those variables that adjudged to make up equilibrium exchange rate thereby defining how interrelated are RER, GDP, EXP, IMP, FER and FDI. Analyzing the data using VAR technique, based on the prevailing situation in Nigerian economy within this period, one can envisage that RER fluctuation was significantly controlled by its positive relation with real import as well as its negative relation to real GDP and foreign direct investment. Similarly, GDP are positively controlled by depreciating exchange rate, increasing previous GDP, FER and FDI. Nigerian economic growth within these period were characterized by sustainable growth enhanced by sustainable increase in these factors. 

Adelowokan, Adesoye and Balogun (2015) assessed the effect of exchange rate volatility on investment and growth in Nigeria over the period of 1986 to 2014. The vector error correction method, impulse responses function, co-integration and Augmented Dickey Fuller (ADF) test for stationary were employed to capture the interactions between the variables. The results confirm the existence of long run relationship between exchange rate, investment, interest rate, inflation and growth. Finally the results show that exchange rate volatility has a negative effect with investment and growth while exchange rate volatility has a positive relationship with inflation and interest rate in Nigeria. 

Fapetu and Oloyede (2014) evaluated foreign exchange management and the Nigeria economic growth from 1970 to 2012. The ordinary least square estimation techniques was applied and the Johansen co-integration test shows that there is a unique long run relationship among Y, EXCR, EXPT, IMP, INF and FDI. The result further shows that the explanatory variables explain and account for about 99% of variation in economics growth. 

Jakob (2016) hypothesized that fixed exchange rate regime will have positive correlation with GDP growth due to the stability factor it has to offer. Control variables used include inflation rate, gross capital formation (%GDP), index of government spending, and index of human capital per person. After observing the data from 74 countries for year 2012, it is found that there is a positive and significant correlation between pegged exchange rate and growth in GDP. Opaluwa, Umeh and Ameh (2010) examined the impact of exchange rate fluctuations on the Nigerian manufacturing sector during a twenty (20) year period (1986 – 2005). The econometric tool of regression was used for the analysis. The result of the regression analysis shows that coefficients of the variables carried both positive and negative signs. The study actually shows adverse effect and is all statistically significant in the final analysis. Owolabi and Adegbite (2012) empirically assessed the effect of Foreign Exchange Regimes on Industrial Growth in Nigeria covering the period of 1985 to 2005. Multiple regressions were employed to analyse data on such variables as Gross Domestic Product, World Price Index, Per Capita Income, and Net Export. Exchange rate (broadly define, narrowly define and quasi money) were all found to have significant effects on the Economics Growth. Amassoma (2016) studied the Impact of Exchange Rate Fluctuation on the Nigerian Economic Growth using an annual data of forty-three (43) years covering the period (1970 – 2013). The standard deviation method was employed to capture and estimate the fluctuation inherent in the model as regards the research’s objective. The study employed econometric techniques such as; Multiple Regression Model, Augmented Dickey Fuller (ADF) test, Johansen Co integration test and the Error Correction Model (ECM). Evidence from this study exhibited that there exists a positive but insignificant impact of exchange rate fluctuation on Nigerian economic growth in both the long run and short run. 

The adverse of depreciation of exchange rate has long been discussed in literature and governments have prioritized exchange rate management in view of it impact on other macroeconomic variables that ultimately affect the growth of the economy. Virtually all the literature reviewed pointed out the negative effect of exchange rate depreciation on the economy. This conclusion by researchers on the negative impact of exchange rate depreciation on economic growth was based on different statistical tools such as stationary test, vector error correction model, granger causality test and Johansen co-integration among others. 

The empirical studies of Uddin, Rahman and Quaosar (2014), Opaluwa, Umeh and Ameh (2010), Owolabi and Adegbite (2012) and Amassoma (2016) show that gross domestic product as the only gauge for economic growth measurement. This study improved on existing literature by including manufacturing capacity utilization as a measure of economic growth. Furthermore, identifying the gap noticed in the model of Uddin, 

Rahman and Quaosar (2014), inflation rate and interest were incorporated to control for the effect of macroeconomic instability. 

The desire to understand the systematic relationship between exchange rate and growth had resulted in acute volume of empirical studies which had taken different dimensions of policy relevance in the literature. Some studies focus on the impact of exchange rate on growth in which case (Bailliu, Lafrance and Perrault, 2012); observed that exchange rate regimes whether they are pegged, intermediate, or flexible, exert a positive influence on economic growth; but (Kyereme, 2014) found a significant long-run relationship between real output growth and the exchange rate regardless of the kind of regime is made of. Rano-Aliyu (2019), in a study carried out in Nigeria, found that the appreciation of exchange rate exert positive impact on real economic growth in Nigeria. Although, the appreciation of the exchange rate will result in loss of competitiveness, but since the economy fundamentally does not have the potential to appropriate gains through competitiveness it is therefore more rewarding when tile currency appreciate than when it depreciate. Because appreciation will dampen inflation, boost domestic investment and savings and enhance the standard of living. 

Furthermore, Odusola and Akinlo (2011), found a mixed result on the impacts of the exchange rate depreciation on the output in Nigeria. In the medium and long term exchange rate depreciation exerted an expansionary impact on output but in the short run exchange rate depreciation does not expand output. This result partially corroborates what Rano-Aliyu found using Vector Error Correction Model (VECM) technique while Odusola and Akinio used VAR and VECM. So, the difference in their results can be attributed to the difference in their methodologies. 

Harris (2012) using the Generalized Least Square technique found that real exchange rate, when well managed affect productivity growth in both the short and long run, the result is consistent with the competitiveness hypothesis, which suggests that exchange rate depreciates boost productivity growth in the short run. Aghin et al (2016) in his study also found that the effect of exchange rate volatility, which is the consequence of how well the economy is managed on real activity is relatively small and insignificant. This is in consonance with the findings of Dubas and Lee (2015), who both found a robust relationship between exchange rate stability and growth. Furthermore, the result suggest that membership of the (South) Eastern and Central European countries in the European Monetary Union would have a positive impact on these countries’ growth rates. In the case of Nigeria, Unugbro (2017) observed that exchange rate appreciation stimulates foreign direct investment while Salami (2016) found that exchange rate is the most important variable that affects private foreign investment in Nigeria of all the other macroeconomic variables.

CHAPTER THREE

3.1
Introduction 
This section will introduce the significance of foreign exchange (forex) management in developing economies like Nigeria and how global economic downturns (e.g., COVID-19 pandemic, oil price crashes, geopolitical tensions) affect macroeconomic stability. It will highlight Nigeria’s dependency on crude oil exports and the sensitivity of its forex reserves and exchange rates to global economic changes.

3.2
Research Design

This refers to the specification of procedures for collecting and analyzing data. There are two researches, the survey in which a representation sample of the population is studies and result generalized. The study on implication of foreign exchange management and global economy downturn on Nigeria economy, since the nature of the project work require that investigations should be limited. The other is the case study which involves the study of a group at one point in time and arriving at conclusion in relation to the situation of the group.

3.3
Population Of The Study
The population of the study here is on selected staffs in four of the unit or department of the power sector namely: audit unit, finance, account, and public relation department. The population of the study is 120

3.4
Sample Size Sampling Techniques

For the purpose of this study, the entire banking sector is the population of our research; the respondent will be restricted to Central Bank of Nigeria Plc. as our sample size of the research. 120 questionnaires were shared to the staff and all the 100 was returned back by the staff. 

3.5
Sources Of Data 

There are two main types of data collected for the research; they include the primary and secondary data.

· Primary Data: This includes data collected through the use of questionnaire and has been distributed to the respondents.
· Secondary Data: It refers to the facts and past observation already administered. It was deduced through various related literatures, textbooks and journals pronouncement of professional bodies and various economic related data.
3.6
Instrument For Data Collection
The research instrument used as main sources of information gathering. A part from the sources of information various researches like unstudied questionnaire also used.


Questionnaire was distributed to employs in the organization as well as the student sees together first hard information for this research work. In distribution of questionnaire, the researcher made personal visit to the organization premises in other to give source of the employee which is the representatives.

3.6
Techniques For Data Analysis

The tools are analysis consisted of frequency tables and simple percentages. These were used to reduce the mass of data to summary statistics table were used to this the frequency table and simple percentages were used to summarize the statistics as simple as possible in a bid do enhancing, clarify and easy comprehensive of data generates over the year. Simple average, percentage and ranking have proved to be useful mathematically tools in data analysis are universally applied.

3.7
Limitations To The Methodology
· Monthly data are used may be the parity condition would work for more time period.

· Bid- Ask spread is ignored 

· Brokerage charge and other transaction costs are ignored. 

· Sometime particular strategies are not works under certain circumstances. 

· Hedging strategies are also expensive. 

CHAPTER FOUR
ANALYSIS AND DISCUSSION
4.1
Introduction 
This section presents and analyzes the data collected to examine the implications of foreign exchange management and global economic downturns on the Nigerian economy. The data spans key macroeconomic indicators that reflect the performance and stability of Nigeria’s economy in response to both domestic foreign exchange policies and external economic shocks.

The variables under review include Nigeria’s exchange rate movements, inflation rate, GDP growth, foreign reserves, crude oil prices, and selected global economic indicators such as global GDP trends and oil demand shocks. These indicators provide a foundation for evaluating how fluctuations in the global economic environment, coupled with Nigeria’s forex policy responses, have influenced the broader economic outcomes over time.

The data is primarily sourced from reputable institutions such as the Central Bank of Nigeria (CBN), the National Bureau of Statistics (NBS), the International Monetary Fund (IMF), and the World Bank. It covers a 20-year period (2005–2024) to ensure the inclusion of multiple global downturn events — such as the 2008 financial crisis, the 2014 oil price collapse, the COVID-19 pandemic, and recent inflation-driven recessions — to identify consistent patterns or deviations in Nigeria’s economic performance.

This presentation serves as the basis for further statistical analysis and interpretation in subsequent sections. Tables, charts, and trend lines are employed to visually represent the data, making it easier to observe fluctuations and assess the effectiveness of Nigeria’s foreign exchange management strategies during periods of global economic instability.


This chapter focuses on the presentation, analysis and interpretation of data obtained from the response to the questionnaire distributed to the staff of Central Bank of Nigeria Plc.


As indicated in chapter three, one hundred (100) questionnaires are presented in sample percentage of tabular form. This allows for an easy comparison between the various alternative answers.

4.2
Respondents Characteristics And Classification

This analysis is broken into two sections in line with the Research questionnaire. Section one analyzed the characteristic of respondents in terms of age, sex and status, educational qualification of the staff. While section two shows the relationship between the foreign exchange risk and the reaction of CBN staffs to its affect on the Nigeria economy, the method of exchange rate control. how foreign exchange has a great impact on profitability of foreign exchange rate.

Section a: Demography Of Respondents
Table 4.2: Distribution Of Sex Respondents
	OPTION
	NO. OF RESPONDENTS
	PERCENTAGE (%)

	Male 
	60
	60

	Female
	40
	40

	TOTAL 
	100
	100


Source: Field Survey, 2025.


Comment: It is know from the table above that the majority of the respondents have 60% of respondents of Male which is higher than 40% of respondent of Female staff of Central Bank of Nigeria Plc.

TABLE 4.1: DISTRIBUTION OF AGE OF RESPONDENTS

	OPTION
	NO. OF RESPONDENTS
	PERCENTAGE (%)

	20-30
	60
	60%

	30-40
	32
	32%

	40-50
	8
	8%

	50 and above
	-
	-

	TOTAL 
	100
	100


Source: Field Survey, 2025.


Comment: It was obviously seen from the above table that the higher (60%) of the respondent 20-30years, while 32% respondents were from the age of 30-40years. While 8% respondents were within the age of 40-50years.

TABLE 4.3: NO. OF YEAR SERVED

	OPTION
	NO. OF RESPONDENTS
	PERCENTAGE (%)

	Below 5years
	40
	40%

	5- 10 years
	45
	45%

	10 – 20 years
	10
	10%

	20 years and above
	5
	5%

	TOTAL 
	100
	100


Source: Field Survey, 2025.

Comment: Table 2 depicts that out of the 100 respondents, 40 representing 35.5% had served below 5 years, 45 representing 45% had served between 5 to 10 years, 10 representing 10% had served for 10 to 20 years while 5 respondents representing 5% had served for 20years and above. This shows that majority of the respondent have been working for 5 to 10 years. Therefore, their opinion can be relied upon because of their working experience. 

Table 4.4: Educational Level
	Variable 
	Respondents 
	Percentage %

	M.Sc
	10
	10%

	HND/B.Sc
	65
	50%

	NCE/Diploma
	25
	25%

	SSCE/WAEC
	-
	-

	Total 
	100
	100%


Source: Field Survey, 2025.

Comment: It is observed that many of the respondent 10% have M.sc, 65% have HND/B.Sc, while 25% of the respondents have NCE/Diploma, 
Table 4.5: Marital Status 
	OPTION
	NO. OF RESPONDENTS
	PERCENTAGE (%)

	Single 
	6
	6%

	Married 
	94
	94%

	TOTAL 
	100
	100


Source: Field Survey, 2025.

Comment: It showed that 6% are single, while 94% of the staff is married.

Table 4.6: Religion Of The Respondent
	OPTION
	NO. OF RESPONDENTS
	PERCENTAGE (%)

	Christianity 
	50
	50%

	Muslim 
	50
	50%

	TOTAL 
	100
	100


Source: Field Survey, 2025.

Comment: It is observed that both have equal respondent upon the distribution of religion.
Table 4.7: Respondent By Position Held
	OPTION
	NO. OF RESPONDENTS
	PERCENTAGE (%)

	Senior 
	28
	28%

	Middle 
	40
	40%

	Junior 
	32
	32%

	TOTAL 
	100
	100


Source: Field Survey, 2025.

Comment: It showed that 28% are senior members, 40% are middle members of staff and 32% junior members of staff.
SECTION B

Question 1: Does foreign exchange get to the ultimate users?

	Options
	No of Respondents
	Percentage (%)

	Agree
	50
	50

	Strongly Agree
	41
	41

	Disagree
	9
	9

	Strongly disagree
	-
	-

	Total
	100
	100


Source: Field Survey, 2025.

The illustration shows that 50 respondents representing 50% are agreed that foreign exchange get to the ultimate users, 41 respondents representing 41% strongly agreed, few of the respondents representing 9% of the respondents disagree while none of the respondents strongly disagreed.

Question 2: Does fluctuations in the foreign exchange rate affect the economy downtown of Nigeria
	Options
	No of Respondents
	Percentage (%)

	Agree
	40
	40

	Strongly Agree
	50
	30

	Disagree
	10
	10

	Strongly disagree
	-
	-

	Total
	100
	100


Source: Field Survey, 2025.

The illustration shows that 40 respondents representing 40% are agreed that fluctuations in the foreign exchange rate affect the economy downtown of Nigeria, 50 respondents representing 50% strongly agreed, few of the respondents representing 10% of the respondents disagree while none of the respondents strongly disagreed.

Question 3: Diversification policy a tool for foreign exchange management
	Options
	No of Respondents
	Percentage (%)

	Agree
	50
	50

	Strongly Agree
	41
	41

	Disagree
	9
	9

	Strongly disagree
	-
	-

	Total
	100
	100


Source: Field Survey, 2025.

The illustration shows that 50 respondents representing 50% are agreed that diversification policy a tool for foreign exchange management, 41 respondents representing 41% strongly agreed, few of the respondents representing 9% of the respondents disagree while none of the respondents strongly disagreed.

4.3
Test Of Hypothesis

The hypothesis testing would be based on the above collected data upon which chi-square (x2) statistical tool would be used to check the position of the assumption made.

Decision Rule


The decision rule to be used for analyzing the result obtained would be reject null hypothesis if the value of x2 calculated is greater than critical value of x2 but accept the alternative hypothesis based on this result.

i.e.
x2 (cal) = x2(r+c)

The level of significance used is x2 (cnt) = 5% or 0.05



X2(cal = E(o-e)



        E  

X2 statistics = E(o-o)2/e

Where E = Summation 


  O = Observed frequency 


  E = Row total x column total 

Hypothesis One

Ho:
Changes in exchange rate and controls has no impact on profitability in foreign exchange market.

Hi:
Changes in exchange rate and controls has impact on profitability in foreign exchange market.
4.4
Summary Of Findings
Studies indicate that foreign exchange management and global economic downturns significantly impact the Nigerian economy, influencing economic growth, exchange rate fluctuations, and the manufacturing sector. While some research suggests a positive (but insignificant) relationship between foreign exchange management and economic growth, other findings highlight the detrimental effects of exchange rate volatility on various sectors, including manufacturing. The global economic downturn also exacerbates these challenges, impacting Nigeria's financial stability and overall growth prospects. 

CHAPTER FIVE

SUMMARY, CONCLUSION, AND RECOMMENDATION

5.1
Summary Of Findings 

Attempt has been made in this study to analyze the various policies instrument adopted by then government through the Central Bank of Nigeria Plc to manage foreign exchange resources both before and after the advert of SAP in Nigeria. We examined the establishment structure and operation of the foreign exchange policy. Exchange rate policy is an important instrument in foreign exchange management. Since SAP came Forex the over valuation of the exchange rate has totally been removed but the foreign exchange rate has continued to depreciate vis-à-vis currencies in the foreign exchange market. This research also carried out an appraisal, reviewed the benefit and problems that highlighted the prospect of the foreign exchange market as regards corporate performance in Nigeria.


It is also contributes to the policy of a nation that has some implication for the cost of price level resources, allocation, profitability capacity utilization, net worth and income distribution. Various sources provide advice about how the firm should evaluate their exposure to losses for change.


Lastly, the foreign exchange market in Nigeria up to its present state was influence by a number of factors which include the change in the economy and structural shift in production. Before the establishment of the Central Bank of Nigeria Plc and the enactment of the exchange control act of 1962, foreign exchange was earned by the private sector for local exports of development of an active foreign exchange market.


The following findings were deduced from the research projects:

· It was revealed from the study that changes in exchange rate and contract have a great impact on the profit of individual firms and their network market values on competitive position in the domestic market.

· The study also found out the effect of foreign exchange rate controls associated with currency management in multicurrency setting.

· It was revealed in this project that the foreign exchange market in Nigeria is a core component of the statement adjustment program (SAP).

· It was revealed that foreign exchange policy as part of a nation policy has some implication for cost of population, price, level, resources, allocation, profitability, capacity utilization and its work and income distribution.

· It was revealed from the study that managers of firms must determine to hold long positions in particular currency.

5.2
Conclusion 

This study has been able to analyze the policy instrument adopted to manage foreign exchange risk in the country. It has focused on the cost implication for an import dependent organization, which is very great. From the research, it was discovered that a deal of risk arises from fluctuation of the foreign exchange rate. The risk also affect major factor that determined performance of cooperate organization, such factors includes cost of producing raw material, and the unit price of goods. It also has negative effect on the net income of organization and the capacity utilization. It was also discovered that profitability of organization was greatly threatened due to fluctuation in foreign exchange rate. This major sources of financial uncertainty from firms engaging in international business arises from changes in exchange rate both from changes in parties under pegged rates system and fluctuating under a floating rate system are internet in a system of a national currencies just as the risk of changes in exchange control and expropriate are internet in a system of multiple sovereigns.


Finally, the survival of organization was also discovered on how well the organization can manage foreign exchange. As it has been rightly proven, corporate performance of organization in Nigeria is greatly affected by activities in the foreign exchange market. It is therefore implies that for organization to perform well it must adopt the management of foreign exchange risk strategy that suits their organization.

5.3
Recommendation

In view of the above conclusion, the following recommendations are made:

· To achieve efficient management of foreign exchange risk and corporate performance in Nigeria there should be transparency in the system for allocating. Currency exchange in respect of outstanding credit or balance of payment at bank in respect of private account or transaction or by a government.

· It is also recommended that effort has been made to increase the consumption of mad goods in Nigeria which includes the usage of raw materials that can be sourced locally in order to increase foreign exchange earnings.

· The local industries should also be encouraged to look inward for their raw material. It is also necessary that the foreign exchange management policy initiatives must be made to satisfy the short-run behavioral expectation of the variable used in upcoming this facts.

· It is revealed that a control of all variable has the potential to stimulate the Nigeria growth in the right direction, if well managed especially thought the foreign exchange policy.

· The foreign exchange resources also reduced destabilizing short-term capital flows. Consequently, in order to ensure that foreign exchange allocation and utilization are in consonance with the economic and exchange rate.

· Lastly, the exchange earning has also help to boast the supply, side the manager of a firm must therefore determine on how to hold position so as to increased the mix firms assets and liabilities may have incur on cost.

· There is need for an effective demands management policy through appropriate fiscal monetary measures and above with the need of a good leadership at all levels.
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29th of April, 2019.

The Branch Manager,

CENTRAL BANK OF NIGERIA PLC,

Poster Office,

Ilorin, Kwara State.

Dear Sir,

QUESTIONNAIRE

I am a final year student of the department of Banking and Finance, Kwara State Polytechnic, Ilorin Kwara State. 

I am currently writing a research project on “The implication of foreign exchange Management and the global economic downturn on Nigeria Economy” using Central Bank of Nigeria Plc as the case study. This research work is done in Parisian fulfillment for the award of Higher National Diploma (HND) in Banking and Finance.

Please complete the attached questionnaire on objective as possible.

I hereby promise you that able information provided in the questionnaire will be used mainly for academic purpose and will be treated with confidence.

Thanks for your co-operation 








Yours faithfully, 







Ogunniyi Oluwatobi Moses

QUESTIONNAIRE 

As part of my research on “The Implication of Foreign Exchange Management and Global Economy down turn in Nigeria economy” as a case study of CENTRAL BANK OF NIGERIA PLC. The questionnaire is designed to collect data and all data derived are highly encourage and persuaded to respond to the statement in the questionnaire in the most truthful way possible. Please underline or fill the answer where necessary and provide details answer to required question 

Section A: Demography of Respondents.

1. Distribution of age of respondents (a) 20-30 (      ) (b) 30-40 (     ) (c) 40-50 (  ) (d) 50 and above (  )

2. Distribution of sex respondents (a) Male (  ) (b) Female (  ) 

3. No of year served (a) below 1 year (  ) (b) 1-5 years (  ) (c) 6 years and above (  )

4. Educational level (a) Secondary (    ) (b) Polytechnic (    )            (c) University (  ) (d) Professional (  )

5. Marital status (a) Single (    ) (b) Married (    ) (c) Divorce (    )

6. Religion of the respondents (a) Christianity (      ) (b) Muslim (    ) (c) None of the above (    )

7. Respondents by position held (a) Junior Officer (   ) (b) Senior Officer (   ) (c) Management Level (    )

Section B: Foreign exchange rate policy on the effect of Nigeria`s economy 

8. Has foreign exchange rate policy make contribution on Nigeria economy (a) Agree (  ) (b) Disagree (  ) (c) Neither (  )

9. Can CENTRAL BANK OF NIGERIA PLC control the exchange rate on fixed exchange rate regime  (a) Yes   (  ) (b) No (  ) (c) Neither (  )

10. Does CENTRAL BANK OF NIGERIA PLC use their substantial foreign exchange reserves to stabilize the market (true (  ) (b) False (  ) (c) Neither (  )

Section C: Method of exchange rate control 

11. Balance of payment forces largely on tradable goods and services (a) Yes (  ) (b) No (  ) (c) Neither (  )

12. A pegged rate with extremely wide support limit effectively on floating rate (a) Agree (  ) (b) Disagree (  ) (c) Neither (  )

13. Is CENTRAL BANK OF NIGERIA PLC responsible for the fluctuation of exchange rate and law that affect the income (a) Agree (  ) (b) Disagree (  ) (c) Neither (  )

14. Foreign exchange have a positive impact on profitability in foreign exchange market. (a) Agree (  ) (b) Disagree (  ) (c) Neither (  )

15. Foreign exchange market is a market where buying and setting of foreign currencies at an agree exchange rate (a) Agree (      )                (b) Disagree (  ) (c) Neither (  )

16. Operating side by side with the official exchange market is parallel (a) Agree (  ) (b) Disagree (  ) (c) Neither (  )
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