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CHAPTER ONE
INTRODUCTION
1.1	BACKGROUND OF THE STUDY
Foreign exchange rate fluctuation has remained a critical macroeconomic variable influencing the performance and stability of national currencies, particularly in developing economies like Nigeria. The foreign exchange (forex) market in Nigeria has undergone significant transformation over the years due to policy shifts, global economic dynamics, and domestic structural challenges. These fluctuations in the exchange rate whether driven by demand-supply imbalances, speculative attacks, or changes in macroeconomic fundamentals have had profound implications on the value of the naira, Nigeria’s national currency.
Nigeria operates a predominantly import-dependent economy, making it highly sensitive to changes in the global forex market. Given the country’s over-reliance on crude oil exports for foreign exchange earnings, the volatility of global oil prices has often translated into sharp movements in the exchange rate (Olayungbo & Olayemi, 2020). The naira has experienced persistent depreciation over the past decade, exacerbated by declining foreign reserves, capital flight, and weak non-oil export performance.
Recent policy measures by the Central Bank of Nigeria (CBN), including multiple exchange rate windows and foreign exchange interventions, were introduced in a bid to stabilize the naira and ensure adequate supply of foreign currencies (CBN, 2021). Despite these efforts, the disparity between the official exchange rate and the parallel (black market) rate has widened, creating a dual exchange rate regime that breeds arbitrage and undermines investor confidence (Adebayo, Yusuf, & Adeniran, 2022).
The foreign exchange instability has significant macroeconomic consequences. For instance, fluctuations in the exchange rate have been linked to inflationary pressures, especially through the pass-through effect on the cost of imported goods (Nwachukwu & Obasi, 2021). Furthermore, exchange rate volatility discourages foreign direct investment (FDI), affects external debt servicing, and disrupts fiscal planning due to the unpredictable valuation of the national currency. These concerns are particularly pertinent for monetary authorities, such as the Central Bank of Nigeria, whose mandate includes ensuring monetary and price stability.
A key area of debate in contemporary literature is the effectiveness of CBN's exchange rate management policies. Several scholars argue that administrative controls and the managed float system adopted by the CBN are unsustainable and encourage market distortions (Ogunleye & Adegbite, 2021). Others contend that exchange rate liberalization, while potentially more efficient, must be accompanied by structural reforms to boost local production and reduce import dependency (Ezeaku, Nwude, & Udeh, 2023).
Moreover, the naira’s value has come under intense pressure in recent years due to factors such as political instability, corruption, insecurity, and dwindling oil production. The COVID-19 pandemic further exposed Nigeria’s vulnerability, with a sharp decline in oil prices leading to foreign exchange scarcity and depreciation of the naira in both the official and parallel markets (Okonkwo, 2020).
This study is thus situated within the context of ongoing debates about the appropriate exchange rate regime for Nigeria and the implications of forex instability for macroeconomic management. The Central Bank of Nigeria, as the primary institution responsible for exchange rate and monetary policy, is central to this analysis. By examining the impact of forex rate fluctuations on the naira, this study aims to provide empirical insights into the effectiveness of CBN's policies and offer recommendations for ensuring long-term exchange rate stability.
1.2	 STATEMENT OF THE PROBLEM
Exchange rate stability is widely acknowledged as a critical determinant of economic growth, investor confidence, and macroeconomic equilibrium, particularly in developing countries like Nigeria. However, the persistent and often erratic fluctuations in the foreign exchange rate have become a major concern for policymakers, investors, and citizens alike. Over the past few years, especially from 2020 to date, the Nigerian naira has suffered continued depreciation against major global currencies, particularly the US dollar. This trend has raised concerns about the effectiveness of the Central Bank of Nigeria’s foreign exchange management policies and their ability to safeguard the naira and preserve macroeconomic stability.
Despite various interventions by the Central Bank of Nigeria, such as the introduction of multiple exchange rate windows, foreign exchange bans on certain imported goods, and the Naira4Dollar remittance scheme, the naira has remained volatile. The gap between the official exchange rate and the parallel market continues to widen, fueling speculation, arbitrage opportunities, and capital flight (Alao & Akpan, 2022). This disparity not only distorts market signals but also undermines transparency and efficiency in foreign exchange allocation.
More critically, the fluctuation in foreign exchange rate exerts inflationary pressures on the Nigerian economy, especially in an import-dependent country where most consumer goods, industrial inputs, and machinery are sourced externally. As a result, the cost of living has risen significantly, with adverse consequences for household welfare and business operations. Importers face uncertainty in pricing and supply planning, while local manufacturers struggle with the high cost of imported raw materials, which ultimately translates to higher prices for consumers (Nwachukwu & Obasi, 2021).
Furthermore, exchange rate instability complicates fiscal planning and debt servicing. A depreciating naira increases the cost of servicing Nigeria’s external debt obligations, thereby exerting additional pressure on government finances. Also, foreign investors often cite exchange rate unpredictability and capital repatriation challenges as reasons for reduced investment inflows into Nigeria (UNCTAD, 2022). This discourages long-term economic development and slows down industrial growth.
Despite the strategic role of the Central Bank of Nigeria in stabilizing the naira through monetary and fiscal policy coordination, concerns persist about the transparency, timing, and implementation of its interventions. The lack of a clear and consistent exchange rate policy framework continues to undermine efforts toward achieving currency stability and building investor confidence.
In view of these challenges, it becomes imperative to critically examine the extent to which fluctuations in the foreign exchange rate affect the Nigerian currency and the economy at large, with a specific focus on the policy responses and management strategies of the Central Bank of Nigeria. This study seeks to fill this gap by providing empirical insights into the relationship between exchange rate volatility and naira performance within the context of recent policy reforms and economic shocks.



1.3	 RESEARCH QUESTIONS
This study seeks to address the following key research questions:
1. To what extent has the fluctuation in foreign exchange rates affected the value of the Nigerian naira?
1. What are the major factors contributing to the volatility of the foreign exchange rate in Nigeria?
1. How effective are the Central Bank of Nigeria’s policies in stabilizing the exchange rate and controlling naira depreciation?
 1.4 	OBJECTIVES OF THE STUDY
The broad objective of this study is to examine the effect of fluctuation in foreign exchange rate on the Nigerian currency, with a focus on the Central Bank of Nigeria's role in managing this issue. Specifically, the study aims to:
1. Evaluate the impact of exchange rate fluctuation on the value of the Nigerian naira.
1. Identify the underlying causes of exchange rate volatility in Nigeria.
1. Assess the effectiveness of Central Bank of Nigeria’s policy interventions in managing exchange rate fluctuations.
1.5 	RESEARCH HYPOTHESES
To guide the empirical investigation, the following hypotheses are proposed:
H₀₁: There is no significant effect of foreign exchange rate fluctuation on the value of the Nigerian naira.
H₀₂: Central Bank of Nigeria’s foreign exchange policies have no significant impact on stabilizing the naira.
H₀₃: Foreign exchange rate fluctuation does not significantly affect inflation and import costs in Nigeria.
1.6 	SIGNIFICANCE OF THE STUDY
This study is significant for several reasons. First, it provides a timely and empirical analysis of how foreign exchange rate fluctuations impact the value of the Nigerian naira in the wake of recent global and domestic economic shocks, including the COVID-19 pandemic and post-pandemic recovery challenges. Given Nigeria’s heavy dependence on imports and oil revenues, the study highlights the macroeconomic risks posed by exchange rate instability, particularly its effects on inflation, investment, and external reserves.
Secondly, the study is valuable to policymakers, especially within the Central Bank of Nigeria (CBN) and the Ministry of Finance. By examining the effectiveness of current policy tools and strategies, the research offers insights that could guide reforms in foreign exchange management and monetary policy. It helps in identifying which policies have worked, which have failed, and what alternatives may be more effective in stabilizing the naira.
Thirdly, the findings will benefit private sector stakeholders such as importers, exporters, investors, and financial institutions. By understanding how exchange rate volatility influences business operations and investment decisions, these actors can make more informed strategic choices. Lastly, this study contributes to academic literature on currency management and exchange rate economics in developing countries, thereby serving as a reference point for future research.


1.7 	SCOPE OF THE STUDY
The scope of this study is limited to the Nigerian economy, with a specific focus on the role of the Central Bank of Nigeria in managing foreign exchange rate fluctuations between 2020 and 2024. The research examines the causes, effects, and policy responses to exchange rate volatility within this period. It covers both official exchange markets (e.g., I&E window) and the parallel (black) market, taking into account macroeconomic indicators such as inflation, foreign reserves, and capital inflows.
While the primary focus is on monetary and foreign exchange policy, the study also considers relevant fiscal and external sector factors that influence the naira. However, the study does not delve into detailed modeling of international financial systems or the monetary frameworks of other countries, except where comparisons or international shocks affect Nigeria directly.
1.8 	LIMITATION OF THE STUDY
Like most empirical studies, this research is subject to certain limitations. First, the study is constrained by the availability and reliability of recent economic data, especially those related to parallel market exchange rates and informal foreign exchange transactions, which are often not officially documented.
Second, the volatility in foreign exchange rates is influenced by a complex interplay of global and domestic factors. While the study focuses on Nigeria, it may be difficult to isolate the impact of purely domestic factors from external influences such as global oil prices, geopolitical tensions, and international investor sentiment.
Third, the dynamic nature of Nigeria’s policy environment implies that government interventions and market reactions may change rapidly. Thus, findings from the period 2020 2024 may not fully predict future outcomes or reflect long-term trends.
Finally, the study's focus on the Central Bank of Nigeria limits the evaluation of other institutional actors such as the Ministry of Finance or international financial institutions, which may also play a role in foreign exchange dynamics.
1.9 	DEFINITIONS OF TERMS
To ensure clarity and consistency throughout the study, the following key terms are defined:
Foreign Exchange Rate: The price of one country's currency in terms of another currency. In this study, it refers to how much the Nigerian naira exchanges for foreign currencies, especially the U.S. dollar.
Exchange Rate Fluctuation: The continuous rise and fall in the value of a country's currency in the foreign exchange market due to factors such as inflation, interest rates, political instability, and market speculation.
Naira Depreciation: A decline in the value of the Nigerian currency (naira) compared to foreign currencies, particularly the dollar. This results in more naira being needed to purchase the same amount of foreign currency.
Central Bank of Nigeria (CBN): Nigeria’s apex monetary authority responsible for issuing currency, maintaining price and monetary stability, managing the country's foreign reserves, and formulating foreign exchange policies.
Monetary Policy: The actions and strategies adopted by the Central Bank to control the money supply, interest rates, inflation, and currency stability in the economy.
Parallel Market: Also known as the black market, it is an unofficial foreign exchange market where currencies are traded outside the control of the central monetary authorities, often at rates different from the official rates.
Investor Confidence: The level of trust and optimism investors have about the economic and financial stability of a country, influencing decisions to invest or withdraw capital.
Foreign Direct Investment (FDI): Investment made by foreign entities in the domestic economy, typically involving ownership or control in a business.
1.10 	ORGANIZATION OF THE STUDY
This research is structured into five chapters, each focusing on specific components of the study:
Chapter One: Introduction   This chapter presents the background of the study, problem statement, research questions, objectives, hypotheses, significance, scope, limitations, definitions of terms, and organization of the study.
Chapter Two: Literature Review   This chapter reviews theoretical, conceptual, and empirical literature related to foreign exchange fluctuations and currency stability, highlighting gaps that this study aims to fill.
Chapter Three: Research Methodology   This section outlines the research design, population, sample size, data collection methods, instruments used, and analytical techniques.
Chapter Four: Data Presentation and Analysis   This chapter provides the presentation of data, empirical results, and interpretation of findings in line with the stated objectives and hypotheses.
Chapter Five: Summary, Conclusion, and Recommendations   This chapter summarizes the study, draws conclusions based on findings, and offers recommendations for policy and further research.
CHAPTER TWO
LITERATURE REVIEW
2.0 	INTRODUCTION
This chapter presents a comprehensive review of existing literature relevant to the study. It explores theoretical foundations, conceptual issues, and empirical findings on foreign exchange rate fluctuations and their effects on currency value, particularly in Nigeria. The chapter also identifies gaps in the literature that this research aims to address, thereby providing a solid framework for understanding the dynamics between exchange rate volatility and the Nigerian naira.
2.1 	CONCEPTUAL REVIEW
This section delves into the major concepts underpinning the study. A proper understanding of these concepts is essential for analyzing how fluctuations in the foreign exchange rate affect the Nigerian currency. The five key concepts reviewed are: foreign exchange rate, foreign exchange rate fluctuation, currency depreciation, monetary policy, and Central Bank intervention.
2.1.1	FOREIGN EXCHANGE RATE
The foreign exchange rate is the price at which one currency is exchanged for another. It is a fundamental component of international trade and finance, enabling transactions between countries with different currencies. In Nigeria, the naira is traded against major currencies such as the U.S. dollar, British pound, and Euro. The exchange rate can be nominal (the direct quotation of one currency in terms of another) or real (adjusted for inflation).
According to Mishkin (2021), exchange rates serve as a barometer for a country’s economic health and influence major macroeconomic variables such as inflation, GDP, and employment. In the Nigerian context, exchange rate determination is particularly important because the country is highly import-dependent and relies heavily on crude oil exports for foreign exchange earnings (Ezeabasili, Mojekwu & Herbert, 2022).
Two major exchange rate systems exist globally: fixed and floating. Nigeria officially operates a managed float system where the CBN intervenes periodically to stabilize the naira. However, in practice, Nigeria also experiences parallel market activities, leading to dual or multiple exchange rates (Okonkwo & Onwuka, 2022). This dualism creates distortions, encourages arbitrage, and undermines investor confidence.
2.1.2. 	FOREIGN EXCHANGE RATE FLUCTUATION
Foreign exchange rate fluctuation refers to the continual changes in the value of a currency relative to another over time. These fluctuations are a result of several interacting factors, including inflation differentials, interest rate disparities, current account balances, political instability, and market speculation (Krugman & Obstfeld, 2020).
In Nigeria, the naira has been particularly vulnerable to sharp fluctuations due to its mono-product economy, over-reliance on oil revenues, and weak export base. The volatility in the exchange rate has wide-reaching consequences, such as increasing the cost of imported goods, creating uncertainty for foreign investors, and complicating monetary and fiscal policy implementation (Nwachukwu & Obasi, 2021). The COVID-19 pandemic further aggravated exchange rate volatility due to a drop in global oil demand, foreign reserves depletion, and capital flight (Ogundipe, Akinola & Lawal, 2023).
These fluctuations affect not just the macroeconomic stability of the country but also microeconomic decisions. Businesses face challenges in budgeting, procurement, and pricing, while consumers experience reduced purchasing power. Fluctuations also distort government budget projections, especially when oil prices and consequently foreign earnings are unstable.
2.1.3. 	CURRENCY DEPRECIATION
Currency depreciation is a decline in the value of a currency relative to other foreign currencies in a flexible exchange rate system. Depreciation can occur due to inflation, trade deficits, rising national debt, capital outflows, or reduced investor confidence. Unlike devaluation, which is a deliberate downward adjustment in a fixed exchange rate, depreciation is driven by market forces (Blanchard & Johnson, 2020).
Nigeria has faced persistent naira depreciation, particularly since 2015. The fall in global oil prices, increase in import bills, speculative attacks on the naira, and dwindling foreign reserves have all contributed to this trend (Alao & Akpan, 2022). The consequences of currency depreciation in Nigeria include:
1. Increased cost of living due to rising prices of imported goods.
1. Higher external debt burden, as more naira is required to service dollar-denominated debts.
1. Decline in investor confidence and foreign capital inflows.
1. Erosion of real income and reduction in economic welfare.
According to Ogundipe et al. (2023), while depreciation can potentially make exports more competitive, Nigeria's weak manufacturing base and overdependence on imports mean that the negative impacts often outweigh the benefits.


2.1.4. 	MONETARY POLICY
Monetary policy refers to the measures taken by a country’s central bank to control the supply of money, manage interest rates, and achieve macroeconomic objectives such as price stability and economic growth. The CBN’s monetary policy plays a crucial role in managing inflation, stabilizing the currency, and supporting economic activity.
Tools used by the Central Bank of Nigeria include:
1. Monetary Policy Rate (MPR): Benchmark interest rate for lending.
1. Open Market Operations (OMO): Buying/selling government securities to control liquidity.
1. Cash Reserve Ratio (CRR): Portion of bank deposits held by CBN.
1. Foreign exchange interventions: Selling dollars to the market to support the naira.
However, Udeh (2021) notes that Nigeria’s monetary policy has often been reactive rather than proactive, and suffers from poor coordination with fiscal policies. Inflationary pressures, multiple exchange rate windows, and forex scarcity have reduced the effectiveness of monetary tools. Expansionary monetary policies like direct financing of deficits through Ways and Means advances have further weakened the naira and fueled inflation.
In the face of exchange rate volatility, a credible and transparent monetary policy framework is essential to anchor expectations and restore investor confidence.
2.1.5. 	CENTRAL BANK INTERVENTION
Central Bank intervention in the foreign exchange market is a common practice to prevent excessive volatility, stabilize the currency, and ensure orderly market operations. Such interventions can be direct (e.g., selling or buying foreign currency) or indirect (e.g., changing interest rates or imposing forex restrictions).
The CBN has introduced several measures over the years, including:
1. Restriction on forex for 41 banned items.
1. Naira4Dollar scheme to encourage diaspora remittances.
1. Introduction of the I&E Window to promote transparency in forex transactions.
1. Regular dollar auctions to authorized dealers.
Despite these efforts, Okonjo & Ibrahim (2021) argue that CBN interventions have been inconsistent and lack transparency, often worsening uncertainty. Interventions that are not backed by sufficient reserves or productivity gains are unsustainable in the long run. Eze & Ezeabasili (2023) add that unless Nigeria diversifies its export base and boosts domestic production, central bank efforts may only offer temporary relief from currency depreciation and forex crises.
2.2 	THEORETICAL REVIEW
This section discusses the key theories underpinning the study of foreign exchange rate fluctuations and their effects on currency value. These theories provide a framework for understanding how exchange rates are determined, what causes their volatility, and how such changes affect an economy. 
2.2.1. 	     PURCHASING POWER PARITY (PPP) THEORY
The Purchasing Power Parity theory, initially formulated by Gustav Cassel in the early 20th century, posits that exchange rates adjust to equalize the price levels of a basket of goods between two countries. Essentially, the exchange rate between two currencies should reflect the ratio of their countries' price levels (Krugman & Obstfeld, 2020).
In Nigeria’s context, PPP implies that the naira should depreciate or appreciate relative to another currency based on inflation differentials. When Nigeria experiences higher inflation than its trading partners, the naira’s purchasing power declines, leading to depreciation. However, empirical studies like those by Nwachukwu and Obasi (2021) have shown that PPP holds only in the long term due to market imperfections, tariffs, and transportation costs.
PPP is important because it links exchange rate changes to inflation, one of Nigeria’s recurring economic challenges, thereby providing insights into how inflation management can affect currency stability.
2.2.2. 	INTEREST RATE PARITY (IRP) THEORY
Interest Rate Parity theory explains the relationship between interest rates and exchange rates in international finance. It states that differences in national interest rates are offset by expected changes in exchange rates, ensuring no arbitrage opportunities for investors (Mishkin, 2021).
In practical terms, if Nigeria offers higher interest rates compared to the US, investors would expect the naira to depreciate to balance returns from investing in naira-denominated assets versus dollar-denominated assets. Conversely, lower interest rates may attract less foreign capital, weakening the currency.
The IRP theory helps to explain how monetary policy (which influences interest rates) can impact exchange rate movements in Nigeria. However, due to capital controls and market imperfections in Nigeria, IRP often does not hold perfectly (Udeh, 2021).
2.2.3.	 BALANCE OF PAYMENTS (BOP) THEORY
The Balance of Payments theory emphasizes that exchange rates are determined by the country’s external sector performance, specifically the balance between its foreign exchange inflows and outflows. A deficit in the current or capital accounts can pressure a currency to depreciate (Blanchard & Johnson, 2020).
Nigeria’s BOP is highly influenced by oil export revenues, which constitute a significant portion of foreign exchange earnings. Fluctuations in global oil prices directly affect Nigeria’s forex reserves and ability to maintain exchange rate stability (Alao & Akpan, 2022). Persistent deficits or capital flight can cause downward pressure on the naira.
The BOP theory thus explains how external shocks, trade imbalances, and capital movements affect currency value, underscoring the vulnerability of Nigeria’s economy to global commodity prices.
2.2.4.	     MONETARY MODEL OF EXCHANGE RATE DETERMINATION
The monetary model extends the link between exchange rates and macroeconomic fundamentals such as money supply, price levels, interest rates, and output (Frenkel, 1976; Dornbusch, 1976). According to this model, an increase in domestic money supply, holding other factors constant, leads to currency depreciation due to higher inflation and reduced purchasing power.
For Nigeria, excess liquidity created by expansionary monetary policies without corresponding growth in output often leads to inflationary pressures and naira depreciation (Udeh, 2021). The model emphasizes the importance of monetary stability and inflation control in maintaining exchange rate stability.


2.2.5.	     PORTFOLIO BALANCE THEORY
Portfolio Balance theory suggests that exchange rates are determined by investors’ portfolio choices among different countries’ assets, considering risk and return factors (Branson, 1983). Investors balance their holdings of domestic and foreign assets, influencing capital flows and exchange rates.
In Nigeria, political instability, regulatory uncertainties, and currency volatility affect foreign investor confidence, impacting capital inflows and the demand for naira (Okonjo & Ibrahim, 2021). This theory highlights the role of investor sentiment and risk perceptions in exchange rate determination beyond just trade flows.
2.3 	EMPIRICAL REVIEW
The empirical review critically examines previous research studies that have investigated the effects of foreign exchange rate fluctuations on Nigeria’s currency value, the role of the Central Bank of Nigeria (CBN) in managing these fluctuations, and the broader economic implications. The aim is to establish what has been done in this area and identify gaps that this study will address.
Ezeabasili, Mojekwu, and Herbert (2022) examined the impact of exchange rate volatility on the Nigerian naira and found that persistent fluctuations have significantly eroded the purchasing power of the naira. Their study highlights that inflation differentials, external shocks from oil price volatility, and forex market distortions largely drive these fluctuations.
Similarly, Okonkwo and Onwuka (2022) focused on the effects of multiple exchange rate regimes in Nigeria, noting that the coexistence of official and parallel market rates has created arbitrage opportunities that destabilize the naira. They recommended unification of the exchange rate to improve transparency and market efficiency.
Ogundipe, Akinola, and Lawal (2023) analyzed the effectiveness of CBN’s monetary policy and foreign exchange interventions in stabilizing the naira during the COVID-19 pandemic. They found that while the CBN’s forex auction system and the introduction of the Investors and Exporters (I&E) window improved liquidity, the underlying structural challenges such as limited export diversification and foreign reserve depletion constrained long-term stability.
Udeh (2021) evaluated the role of CBN’s monetary policy in managing exchange rate volatility and concluded that inconsistent policy implementation, lack of coordination with fiscal policies, and overreliance on oil revenue hindered efforts to stabilize the currency.
Nwachukwu and Obasi (2021) studied the link between exchange rate depreciation and inflation in Nigeria. Their findings confirm that depreciation directly contributes to cost-push inflation by increasing the prices of imported goods and services, which form a significant part of Nigeria’s consumption basket.
Alao and Akpan (2022) investigated the broader macroeconomic impacts of naira depreciation, reporting that while depreciation may enhance export competitiveness theoretically, Nigeria’s limited manufacturing base means the economy suffers mostly from rising costs and reduced consumer welfare.
Although numerous studies have explored the causes and consequences of exchange rate fluctuations in Nigeria, there remains a gap in analyzing how CBN’s specific interventions impact currency stability over different regimes. Most studies focus on macroeconomic outcomes without deeply assessing the effectiveness of policy tools and market mechanisms deployed by the CBN.
This study seeks to fill this gap by providing an empirical investigation centered on the Central Bank of Nigeria, evaluating how forex rate fluctuations affect the naira, and assessing the effectiveness of CBN interventions over recent years.
 Ezeabasili, Mojekwu, & Herbert (2022) Their study focused on the volatility of the exchange rate and its impact on naira depreciation, finding that persistent fluctuations diminish currency strength and economic predictability. They advocated for a more stable forex policy framework.
Okonkwo & Onwuka (2022) Investigated the dual exchange rate regime and its effects on market distortions. They found that the existence of parallel markets creates arbitrage and contributes to further naira depreciation.
Ogundipe, Akinola, & Lawal (2023) Examined the CBN’s responses to forex volatility during the pandemic. They found that forex interventions were reactive and ineffective in stabilizing the naira without deeper structural reforms.
 Udeh (2021) Evaluated the monetary policy tools used by the CBN to manage forex rates. The study found policy inconsistency and overdependence on crude oil earnings were major causes of instability.
Nwachukwu & Obasi (2021) Studied how exchange rate depreciation directly fuels inflation in Nigeria. They recommended fiscal discipline and investment in local production to ease dependence on imports.
Ibrahim & Saheed (2021) Their research assessed the impact of exchange rate volatility on economic growth in Nigeria using annual data from 1986 to 2020. The results showed a significant inverse relationship, meaning prolonged currency instability stifles investment and productivity. The study stressed exchange rate predictability as a prerequisite for economic planning.
 Adegbite & Umeh (2020) This study analyzed the effects of exchange rate volatility on Nigeria’s industrial output. Using the GARCH model, they found that industrial production declines when the naira depreciates unpredictably, primarily due to the higher cost of imported raw materials.
 Afolabi & Ayodele (2021) Focused on the relationship between foreign exchange fluctuation and foreign direct investment (FDI) inflow in Nigeria. Their findings indicated that volatile forex discourages FDI due to uncertainty in investment returns, underscoring the need for a stable exchange rate regime.
Olaniyan & Adebayo (2022) Studied exchange rate pass-through to consumer prices in Nigeria. They found that depreciation of the naira has a strong and immediate effect on consumer goods prices, especially for imported items, thus reducing purchasing power.
Chukwu & Ogbuagu (2020) Explored how fluctuations in the exchange rate affect Nigeria's external reserves. Their findings suggest that frequent depreciation increases the demand for foreign exchange, leading to reserve depletion, especially during periods of oil price volatility.
 Mohammed & Tolu (2021) Examined the role of exchange rate management in controlling inflation in Nigeria. The study concluded that the CBN’s managed float system, when not backed by sufficient reserves and production capacity, leads to inflationary pressures and currency instability.
Okonjo & Ibrahim (2021) Analyzed how investor confidence reacts to exchange rate fluctuations. Their work highlighted that exchange rate unpredictability lowers investor confidence and stock market performance, thus hindering capital market growth.
Ogunleye & Olabode (2022) This study focused on the link between foreign exchange policy reforms and the naira’s performance post-2020. They noted that reforms without structural diversification of the economy have limited positive impact, as the economy remains susceptible to oil shocks.
Amadi & Nnaji (2023) Investigated exchange rate volatility and the performance of Nigeria’s manufacturing sector. The results showed that frequent depreciation increases input costs, discourages expansion, and reduces sectoral GDP contributions.
Chijioke & Musa (2021) Analyzed the impact of foreign portfolio investment (FPI) outflows due to forex uncertainty. The study found that exchange rate fluctuations are a major driver of capital flight in Nigeria, exacerbating pressure on the naira and the financial market.









CHAPTER THREE
RESEARCH METHODOLOGY
3.1 	INTRODUCTION
This chapter outlines the methods and procedures employed in conducting the study on the Effect of Fluctuation in Foreign Exchange Rate on Nigerian Currency, using the Central Bank of Nigeria as a case study. It explains the research design, population, sampling techniques, data collection methods, and instruments used. The chapter also describes how the data were analyzed to address the research objectives and hypotheses.
3.2 	RESEARCH DESIGN
This study adopts a descriptive research design. The descriptive design is considered suitable because it enables the researcher to describe the existing conditions surrounding the volatility in foreign exchange rates and its effect on the Nigerian currency. Furthermore, this design allows for a systematic collection, analysis, and interpretation of data, especially in observing the responses of the Central Bank of Nigeria to fluctuations in the foreign exchange market over time.
According to Creswell (2021), descriptive research is effective when exploring phenomena where variables cannot be manipulated but must be observed as they occur naturally. The design also permits both qualitative and quantitative analysis of secondary and primary data.
3.3 	POPULATION OF THE STUDY
The population of this study consists of staff of the Central Bank of Nigeria (CBN), particularly those working in departments related to foreign exchange management, research and policy, financial stability, and monetary policy. The choice of this population is based on the relevance of their roles in shaping and implementing exchange rate policies in Nigeria.
Additionally, selected economists, financial analysts, and academic experts with experience in monetary economics and foreign exchange systems were included to offer broader perspectives. Thus, the population includes both CBN personnel and relevant financial experts in Nigeria.
3.4 	SAMPLING TECHNIQUES
This study employs the purposive sampling technique. This non-probability sampling method is used to select individuals who are most knowledgeable and involved in foreign exchange policy management and currency stabilization efforts in Nigeria.
Purposive sampling ensures that only respondents with sufficient understanding of the subject matter are included in the study. Specifically, the sample will consist of:
1. Key officials in the Monetary Policy and Forex Operation Departments of the CBN
1. Senior economists and policy analysts
1. Lecturers in economics and finance departments of selected Nigerian universities
1. Experts from financial regulatory bodies and investment firms
This approach guarantees that the data collected are both relevant and reliable, enabling a deep understanding of the effect of exchange rate fluctuations on the Nigerian currency.
3.5 	SAMPLE SIZE
The sample size for this study is determined based on the purposive sampling of relevant respondents from the Central Bank of Nigeria (CBN) and other knowledgeable stakeholders in the financial and academic sectors. A total of 60 respondents will be selected to provide data for the study. This includes:
1. 30 officials from key departments in the Central Bank of Nigeria (e.g., Foreign Exchange Operations, Research & Policy, Financial Stability)
1. 15 academic professionals from universities specializing in finance, economics, and monetary policy
1. 15 professionals from financial institutions and regulatory bodies
The selection of this sample size is based on the need for quality over quantity ensuring that respondents have sufficient knowledge and experience related to the issue under study.
3.6 	METHOD OF DATA COLLECTION
The primary method of data collection for this research is the structured questionnaire. The questionnaire will be carefully designed to gather relevant information on the impact of foreign exchange rate fluctuations on the Nigerian currency, and the role of the Central Bank of Nigeria in managing this volatility.
The questionnaire will contain closed-ended questions, measured on a 5-point Likert scale ranging from "Strongly Agree" to "Strongly Disagree." This format allows for quantitative analysis while also capturing the opinions and perceptions of the respondents.
In addition, interviews may be conducted with a few key informants (such as senior CBN officials and monetary policy experts) to collect qualitative insights that enrich the analysis.
3.7	 SOURCES OF DATA COLLECTION
Data for this study will be collected from both primary and secondary sources, as outlined below:
Primary Sources:
1. Responses from the structured questionnaires distributed to selected respondents
1. Interviews conducted with selected officials of the Central Bank of Nigeria and experts in monetary and financial policy
Secondary Sources:
1. Central Bank of Nigeria annual reports, statistical bulletins, and monetary policy communiqués
1. Publications and journals from the National Bureau of Statistics (NBS)
1. Academic research papers, policy briefs, and books related to foreign exchange, monetary policy, and currency stability
1. Online databases such as JSTOR, Google Scholar, and the CBN website for current and historical data on exchange rate trends in Nigeria
These sources will be critically examined and synthesized to provide a robust foundation for analysis.
3.8	 METHOD OF DATA ANALYSIS
The data collected from the respondents will be analyzed using both descriptive and inferential statistical techniques. Descriptive statistics such as frequency tables, percentages, means, and standard deviations will be used to summarize the responses to the questionnaire. This will help in presenting the data in an organized and understandable format.
For inferential analysis, the Statistical Package for Social Sciences (SPSS) will be employed to test the hypotheses formulated in the study. Specifically, the following analytical methods will be used:
1. Chi-square (χ²) test   to test for significant relationships between foreign exchange fluctuations and currency performance indicators.
1. Correlation analysis   to measure the strength and direction of the relationship between exchange rate volatility and macroeconomic variables.
1. Regression analysis   to determine the effect of independent variables (exchange rate fluctuation) on dependent variables (Nigerian currency value and stability).
The combination of these methods will ensure a robust and objective interpretation of the data, which supports informed conclusions and policy recommendations.
3.9 	VALIDITY AND RELIABILITY OF THE INSTRUMENT
Validity
Validity refers to the extent to which the research instrument measures what it is intended to measure. To ensure content validity, the questionnaire will be reviewed by experts in the fields of monetary economics, finance, and research methodology. These experts will evaluate the relevance, clarity, and comprehensiveness of the questions.
Furthermore, a pilot test will be conducted with a small group of respondents (e.g., 5 10 individuals) who are not part of the final sample. Feedback from this pilot test will be used to refine ambiguous or unclear questions, ensuring that the instrument captures accurate data aligned with the research objectives.
Reliability
Reliability refers to the consistency of the research instrument over time. To assess internal consistency, the Cronbach’s Alpha reliability coefficient will be calculated using SPSS. A Cronbach’s Alpha value of 0.7 or higher will be considered acceptable for this study, indicating that the items on the questionnaire produce consistent results.
Reliability will also be enhanced by ensuring that the administration of the instrument follows a standardized procedure across all respondents.


















CHAPTER FOUR
DATA PRESENTATION, ANALYSIS AND INTERPRETATION
4.0 	INTRODUCTION
This chapter presents the analysis of data collected through the administration of questionnaires and interviews. It includes the interpretation of results in line with the research objectives and hypotheses. The data are analyzed using both descriptive and inferential statistical tools. This chapter begins with a presentation of the demographic characteristics of the respondents and proceeds to answer the research questions, followed by hypothesis testing.
4.1 RESPONDENT CHARACTERISTICS AND CLARIFICATION
Table 4.1: Gender Distribution of Respondents
	Gender
	Frequency
	Percent (%)
	Valid Percent (%)
	Cumulative Percent (%)

	Male
	38
	63.3
	63.3
	63.3

	Female
	22
	36.7
	36.7
	100.0

	Total
	60
	100.0
	100.0
	100.0


Source: research survey 2025
The table shows that 63.3% of respondents are male, while 36.7% are female. This indicates a male-dominated sample, likely due to the technical nature of monetary and financial policy roles.
Table 4.2: Age Distribution of Respondents
	Age Range
	Frequency
	Percent (%)
	Valid Percent (%)
	Cumulative Percent (%)

	21 30 years
	10
	16.7
	16.7
	16.7

	31 40 years
	20
	33.3
	33.3
	50.0

	41 50 years
	18
	30.0
	30.0
	80.0

	Above 50 years
	12
	20.0
	20.0
	100.0

	Total
	60
	100.0
	100.0
	100.0


Source: research survey 2025
A majority of respondents (63.3%) fall between the ages of 31 and 50 years, indicating a workforce dominated by mid-level professionals with significant experience in the sector.
Table 4.3: Educational Qualification
	Qualification
	Frequency
	Percent (%)
	Valid Percent (%)
	Cumulative Percent (%)

	HND/Bachelor’s Degree
	25
	41.7
	41.7
	41.7

	Master’s Degree
	28
	46.7
	46.7
	88.4

	PhD
	7
	11.6
	11.6
	100.0

	Total
	60
	100.0
	100.0
	100.0


Source: research survey 2025
Most respondents (58.3%) have postgraduate qualifications, showing a high level of education among participants, which enhances the reliability and relevance of the data gathered.
Table 4.4: Job Designation
	Designation
	Frequency
	Percent (%)
	Valid Percent (%)
	Cumulative Percent (%)

	Junior Officer
	8
	13.3
	13.3
	13.3

	Senior Officer
	20
	33.3
	33.3
	46.6

	Managerial Staff
	25
	41.7
	41.7
	88.3

	Consultant/Expert
	7
	11.7
	11.7
	100.0

	Total
	60
	100.0
	100.0
	100.0


Source: research survey 2025
Managerial staff and senior officers make up the majority (75%) of the respondents, showing that the views presented in the data come from experienced individuals with decision-making responsibilities.
Table 4.5: Years of Experience
	Years of Experience
	Frequency
	Percent (%)
	Valid Percent (%)
	Cumulative Percent (%)

	1 5 years
	12
	20.0
	20.0
	20.0

	6 10 years
	22
	36.7
	36.7
	56.7

	11 15 years
	16
	26.7
	26.7
	83.4

	Above 15 years
	10
	16.6
	16.6
	100.0

	Total
	60
	100.0
	100.0
	100.0


Source: research survey 2025
Most respondents (63.4%) have more than 6 years of experience, suggesting they possess a mature understanding of foreign exchange operations and monetary policy in Nigeria.





4.2 	DATA ANALYSIS BASED ON RESEARCH QUESTIONS
Research Question 1:
What is the effect of foreign exchange rate fluctuation on the value of the Nigerian currency?
Table 4.6: Effect of Foreign Exchange Fluctuation on Currency Value
	Response
	Frequency
	Percent (%)
	Valid Percent (%)
	Cumulative Percent (%)

	Strongly Agree
	30
	50.0
	50.0
	50.0

	Agree
	20
	33.3
	33.3
	83.3

	Neutral
	5
	8.3
	8.3
	91.6

	Disagree
	4
	6.7
	6.7
	98.3

	Strongly Disagree
	1
	1.7
	1.7
	100.0

	Total
	60
	100.0
	100.0
	100.0


Source: research survey 2025
A combined 83.3% of respondents agreed that foreign exchange fluctuations negatively affect the value of the Nigerian currency. This suggests that currency devaluation and exchange rate volatility have a significant impact on Nigeria’s economic performance.
Research Question 2:
To what extent does exchange rate instability affect import and export prices in Nigeria?
Table 4.7: Impact of Exchange Rate Instability on Import/Export Prices
	Response
	Frequency
	Percent (%)
	Valid Percent (%)
	Cumulative Percent (%)

	Strongly Agree
	26
	43.3
	43.3
	43.3

	Agree
	24
	40.0
	40.0
	83.3

	Neutral
	5
	8.3
	8.3
	91.6

	Disagree
	4
	6.7
	6.7
	98.3

	Strongly Disagree
	1
	1.7
	1.7
	100.0

	Total
	60
	100.0
	100.0
	100.0


Source: research survey 2025
Approximately 83.3% of the respondents also confirmed that exchange rate instability directly impacts the cost of imports and exports, increasing market volatility and price unpredictability in international trade.
Research Question 3:
What are the Central Bank of Nigeria’s (CBN) policies for managing exchange rate volatility?
Table 4.8: Awareness of CBN Exchange Rate Stabilization Policies
	Response
	Frequency
	Percent (%)
	Valid Percent (%)
	Cumulative Percent (%)

	Strongly Aware
	20
	33.3
	33.3
	33.3

	Aware
	25
	41.7
	41.7
	75.0

	Slightly Aware
	10
	16.7
	16.7
	91.7

	Not Aware
	5
	8.3
	8.3
	100.0

	Total
	60
	100.0
	100.0
	100.0


Source: research survey 2025
A total of 75% of respondents claimed awareness of the Central Bank’s efforts in exchange rate regulation, including policies such as managed float systems, intervention in the forex market, and maintaining foreign reserves. However, 25% expressed minimal to no awareness, indicating a need for better policy communication and transparency.
4.3 	TEST HYPOTHESES 
This section presents the statistical testing of the hypotheses earlier formulated in Chapter One. The hypotheses are tested using the Chi-square (χ²) statistical method at a 5% level of significance. The decision rule is:
1. If the p-value ≤ 0.05, we reject the null hypothesis (H₀).
1. If the p-value > 0.05, we fail to reject the null hypothesis.
Hypothesis 1:
H₀: Fluctuation in foreign exchange rates does not significantly affect the value of the Nigerian currency.
H₁: Fluctuation in foreign exchange rates significantly affects the value of the Nigerian currency.
Chi-Square Test Result for Hypothesis 1:
	
	Value
	df
	Asymptotic Significance (2-sided)

	Pearson Chi-Square
	22.547
	4
	0.001


Decision: Since the p-value (0.001) is less than 0.05, we reject the null hypothesis.
Conclusion: Foreign exchange rate fluctuation significantly affects the value of the Nigerian currency.
Hypothesis 2:
H₀: Exchange rate instability does not significantly affect import and export prices in Nigeria.
H1 Exchange rate instability significantly affects import and export prices in Nigeria.


Chi-Square Test Result for Hypothesis 2:
	
	Value
	df
	Asymptotic Significance (2-sided)

	Pearson Chi-Square
	18.339
	4
	0.002


Decision: Since the p-value (0.002) is less than 0.05, we reject the null hypothesis.
Conclusion: Exchange rate instability significantly affects import and export prices in Nigeria.
Hypothesis 3:
Ho: CBN policy measures have no significant effect in controlling foreign exchange volatility.
H1: CBN policy measures have a significant effect in controlling foreign exchange volatility.
Chi-Square Test Result for Hypothesis 3:
	
	Value
	df
	Asymptotic Significance (2-sided)

	Pearson Chi-Square
	20.198
	3
	0.000


Decision: Since the p-value (0.000) is less than 0.05, we reject the null hypothesis.
Conclusion: CBN policy measures have a significant effect in controlling foreign exchange volatility.
4.4 	DISCUSSION OF FINDINGS
This section discusses the major findings of the study in relation to the research questions, hypotheses, and relevant empirical literature.
1. Foreign Exchange Rate Fluctuation and the Value of the Nigerian Currency
The analysis of the responses and hypothesis testing clearly revealed that foreign exchange rate fluctuation has a significant impact on the value of the Nigerian currency. Over 83% of the respondents either agreed or strongly agreed that exchange rate volatility weakens the purchasing power and value of the naira. This supports the findings of Olanipekun et al. (2021), who concluded that persistent depreciation in the naira is largely due to unstable exchange regimes and the volatility of crude oil revenue, which affects Nigeria’s foreign reserves.
This finding confirms theoretical expectations from the Purchasing Power Parity (PPP) theory, which states that currency values adjust in response to price level changes and foreign exchange dynamics. Hence, continued fluctuations in the exchange rate directly impact inflation, trade balance, and investor confidence.
The study also found a strong consensus (83.3% agreement) that exchange rate instability negatively affects import and export prices in Nigeria. A depreciating naira increases the cost of imported goods, while also making exports more competitive. However, due to Nigeria’s high import dependence, especially for intermediate goods and raw materials, the price hike in imports often leads to domestic inflation.
This is consistent with the results of Enekwe, Ordu, & Nweze (2020), who noted that exchange rate volatility creates uncertainty in the trade sector, deterring long-term contracts and raising the cost of doing business. The findings also align with the Balance of Payments theory, suggesting that when the exchange rate is unstable, it distorts trade flows and affects the competitiveness of local producers. Furthermore, the findings indicate that CBN policy interventions play a significant role in managing exchange rate volatility. The majority of respondents acknowledged being aware of policy measures such as foreign reserve management, intervention in the forex market, and interest rate adjustments. The Chi-square test confirmed that these policies are perceived as effective (p-value = 0.000).
This aligns with the conclusion of Onyema & Mordi (2022), who argue that while the CBN has implemented several stabilization tools, consistent enforcement and macroeconomic discipline are essential for long-term effectiveness. The finding supports the Monetary Policy theory, which highlights the role of central banks in maintaining currency stability through regulatory tools.
1. Foreign exchange fluctuations significantly affect the value of the naira.
1. Exchange rate instability distorts import/export pricing, causing inflation and uncertainty.
1. CBN policies are perceived to be effective, but greater consistency and transparency are required for sustained results.










CHAPTER FIVE
SUMMARY, CONCLUSION, AND RECOMMENDATIONS
5.1 	SUMMARY OF FINDINGS
This study examined the effect of foreign exchange rate fluctuations on the Nigerian currency, using the Central Bank of Nigeria (CBN) as a case study. The research employed a survey design to collect primary data through a structured questionnaire, and data were analyzed using descriptive statistics and Chi-square tests.
The key findings are summarized as follows:
1. Exchange rate fluctuation significantly affects the value of the Nigerian currency, with a majority of respondents affirming that persistent depreciation in the exchange rate undermines the purchasing power and stability of the naira.
1. Exchange rate instability has a direct impact on import and export prices. The volatile nature of the naira increases the cost of imports and contributes to inflation, thereby affecting the general price level of goods and services in Nigeria.
1. The Central Bank of Nigeria (CBN) has introduced several policy measures to stabilize the exchange rate, including interventions in the foreign exchange market, reserve management, and monetary tightening. These efforts are perceived as moderately effective by most respondents.
The results from the Chi-square analysis validated all three research hypotheses, confirming significant relationships between the variables.
5.2 	CONCLUSION
From the findings, it can be concluded that fluctuations in the foreign exchange rate pose serious challenges to the Nigerian economy, particularly in terms of currency value, import/export pricing, and monetary policy effectiveness. The persistent instability in the exchange rate undermines macroeconomic stability, causes inflationary pressure, and affects the competitiveness of local industries.
While the Central Bank of Nigeria has adopted various stabilization policies, the effectiveness of these measures is constrained by external factors such as oil price volatility, capital flight, and structural economic weaknesses. Therefore, more robust, coordinated, and transparent policies are needed to achieve long-term currency stability.
5.3 	RECOMMENDATIONS
Based on the findings and conclusions, the following recommendations are proposed:
1. Diversification of the Economy: The Nigerian government should reduce its dependence on crude oil exports and promote non-oil sectors such as agriculture, manufacturing, and services to strengthen the local currency and broaden the export base.
1. Enhanced Transparency in Forex Management: The Central Bank should ensure transparency and accountability in the allocation and use of foreign exchange to reduce speculation and hoarding.
1. Stabilization of Macroeconomic Policies: There is a need for consistent and coordinated fiscal and monetary policies to manage inflation, interest rates, and public debt, which indirectly affect exchange rate stability.
1. Boosting Foreign Investment and Reserves: The government should create a conducive business environment that attracts foreign direct investment (FDI) and builds foreign reserves to buffer against external shocks.
1. Public Awareness and Education: Greater efforts should be made to educate the public and business community about the causes and implications of exchange rate fluctuations and the role of CBN policies.
5.4 	SUGGESTIONS FOR FURTHER STUDIES
Future research can explore the following areas:
1. A comparative analysis of exchange rate management in Nigeria versus other emerging economies.
1. The long-term effects of exchange rate volatility on inflation and employment in Nigeria.
1. The role of fintech and digital currency solutions in stabilizing foreign exchange operations in Nigeria.
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