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ABSTRACT

Foreign exchange in Nigeria has become a major concern for both past
and present government. It therefore means that the earlier we revisit our policy
frame work the better.

The work would attempt to evaluate the various foreign exchange policies
of the government. These policies include trade, exchange controls,
Administrative controls, foreign exchange market, export promotion, debt
management and also demand management.

Effort were made to unfold the problems of these policies. To achieve the
above objective, data was collected from primary and secondary sources. Some
staff of the CBN were interviewed. Relevant materials from both CBN and other
sources were consulted.

Based on these findings, it was recommended that government should
intensify it efforts in diversifying the non-oil sectors especially agricultural,
industrial and solid mineral sectors to generate more foreign exchange. Again
denouncement of parallel market should be continued and support with the

policing of the operators.
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CHAPTER ONE

1.1 INTRODUCTION

Foreign Exchange is one of the scarce resources particularly in a
developing economy'. Unless the policy framework and management of this
scarce resources is properly articulated in terms of its revenue generation is
properly articulated in terms of its revenue generation and expenditure, inflow
and outflow, a country runs the risk of balance of trade or balance of payment
problems. However, in order that a country may optimize the advantage; of
international trade, it becomes imperative for that country to institute appropriate
foreign exchange policy and managment’

In Nigeria, the need to conserve foreign exchange has become more
urgent following the major economic problems which the country has faced since
the beginning of the 1980s. Among these problems have been the rising
external debt burden and the increasing inability to finance the import critical
inputs for the productive sectors..” Gone are those good days when Nigeria
generated a lot of foreign exchange due to winfall of oil boom of 1970 - 1980.
It was during this period that the then Head of state openly said that Nigeria had
money but the problem was how to spend it.

The huge Foreign exchange realized from the oil boom made the country
to become mad in spending. For example. Nigeria decided to host the costly
FESTAC which many countries were reluctant to host.

The advert of Shagari's administration 1979-1983 coincide with a
dramatic, all time increase in the international price of oil from US § 14.9 a barrel

in 1978 to US $ 33 in 1979 and US § 44 4



In 1980" Because of this huge unexpected revenue from il the
government was thrown into confusion, instead of restructuring the economy in
such away that it wold become more self-reliant, the economy was erroneously
structured to become deeply dependent on the external sector. “For example,
mports was liberalized, tanffs reduced, public expenditure increased and
various Fiscal measures were approved which deepened the dependence of
Nigerian industries on foreign inputs. * The emphasis on the importation of food
at that times was to supplement local production in order to stablise prices of
goods and services but this rather worsened the situation.

Babangida administration also experience unexpected huge revenue
resulting from the Gulf war but unfortunately there was no adequate explanation
on it

The huge foreign exchange from oil sector made the successive
governments {o emphasis it at the expense of other sectors like agriculture and
manufacturing which could have generated foreign exchange for the country.
Befare the advent of oil sector, agricultural sector was contributing about 85
percent of the total foreign exchange for the country. By 1975, the contribution
of this sector had drastically fallen to only about 5 percent because of this
agricultural sector has become a dying and neglected sector.

The dramatic drop in oil revenue from US $12.8 billion in 1982 and US
$10 billion in 1983 seriously affected the balance of payment, public finances
and the economy and society in general. ° This development within the economy
made the government of Shehu Shagari to introduce instruments of foreign

Exchange management. “The principal instruments were trade and exchange



controls and export promotion. The exchange rate was administratively
determined by the government with the objective of reducing external sector in
balances. The con‘trois included quantitative restrictions. In the form of import
and export licensing requirements, imposition of tariffs and restrictions on certain
categories of imports and exports.

The authorization of foreign exchange disbursement was shared between
central Bank and the Federal ministry of finance. The central Bank was to
allocate foreign exchange to private sector while the Federal ministry of finance.
The central Bank was to allocate foreign exchange to private sector while the
Federal Ministry of finance was responsible for public sector. The same
government introduced measures to boost foreign exchange earnings. These
include: liberalization of exports establishment of export guarantees and
insurance scheme, concessions to exporter to return 25 percent of their export
earnings and arrangement for setting up export free zone. ' The Exchange
control system did not help matter much. It led to the following problems within
the economy in increased dependence on imports, depletion of eternal reserves,
encouragement of parallel market activities, reduction of competitiveness in
export activities and over-valuation of currency.

In July, 1986, Babagida introduced structural Adjustment programme
(SAP) which has in addition to other objectives, the restructuring and
diversification of the productive base of the economy in order fo reduce
dependence on imports and oil sector. To realize this objective, Naira was
devalued to encourage the exportation on the products of non-oil sectors and

also to discourage the importation of imports.
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Foreign Exchange market (FEM) was conceived as a mechanism for the
determination of an appropriate exchange rate for the Naira. Many method were
adopted to manage this market depending on the prevailing situations. “In the
area of external debt management, the policy restricting external debt
acquisition to only key projects were retained ° Real efforts were made to tackle
the poor performances of the non-oil export sector. “To guide the foreign
exchange market towards and appropriate exchange rate, tight monetary and
fiscal policies were embarked upon by the authorities.™ with the change of
government from Babangida to Abacha, and now subsequently to Abdulsalam
these measures are vigorously being pursued with some minor changes.

A look at the policy measures on foreign exchange management adopted
prior to Structural Adjustment programme (SAP) and since inception of SAP and
after SAP indicated that the objectives for which these policies were adopted
have not been fully achieved structural Adjustment programme (SAP) was
introduced in July 1986, but up till today Nigeria is still battling with the scarcity
of foreign exchange. There is increasing demand for foreign exchange over
supply and this has led to continuous depreciation of Naira, causing increase in
the cost of production in the manufacturing sector, leading to overall increase in
the prices of goods. And services'®,

The ndustnal sector which consumes most of the nations foreign
exchange is yet to contribute significantly to contribute significantly to the nation
foreign exchange earnings. The agricultural sector which should have ben
developed to provide the necessary linkage with the industrial sector through a

provision of raw material to stem further demands for Foreign Exchange



allocation.

The nation is still over depending on crude oil as a principal source of
foreign exchange. The nation is endowed with mineral resources like coal, tin.
copper, columbite, magnesium, aluminum and so on, which if fully exploited can
also serve as an important source of foreign exchange earnings. Itis in the light
of this, that we should have a critical look at our foreign exchange management

policies and explore the problems that are associated with it in order to bail out

the economy from the present predicament.

1.2 STATEMENT OF THE PROBLEM

Today exchange resource from petroleum sector. About 95 percent of the
nation’s foreign exchange is still source from the oil sector. The experience of
the oil doom of 1981 seems to have been forgotten so easily.

A developing country like Nigeria that has a paramount goal of
development must design policies and pursue it vigorously to achieve the
desned structural transformation of the economy from mono-cultural type 1o
diversified type.

Itis really unfé;rtunate that after more than twelve years of the introduction

of structural programme (SAP), the economy is still seriously clouded with the

following problems:-

. Increasing demand for Foreign Exchange amidst it supply.

i. Continuous depreciation of Naira visa vis the currencies of the
developed countries

iy Low contribution of other sectors of the economy toward total foreign

3



exchange earning

iv. Dominating activities of parallel market in Foreign exchange
transactions

1.3 OBJECTIVES OF THE STUDY

The study would be conducted with the following objectives in mind

1 To explore the problems associated with our Foreign exchange
policies

2. To discover the various sources available for earning foreign exchange
in Nigeria.

3. To determine.how the nation foreign exchange is allocated and how

best to do that.
4. To determine the effects of inefficiency in Foreign exchange
management on the economy.
5. To make recommendations on how to improve upon the nation’'s
foreign exchange policies.
1.4 SIGNIFICANCE OF THE STUDY
The findings of this research work will be of a great relevance the
following categories of people
a ACADEMICIANS - These include lecturers. Autor, teachers and students.

The relevance of this work will be seen much when any of them wants to use it

as source of research material.

b. Government policy makers:- The people in the government who formulate
economic policies will also find the work relevant to them it can serve as a guide
to them in policy making.

C Business personnel- The business personnel within and outside the

0O



country will find the work relevant. The finding will help them to know about
foreign exchange policies and problems in Nigeria.
d Others - The people who are not in the classes mentioned above can also
make use of the research work. |
1.5  SCOPE OF THE STUDY

The study is concerned with foreign exchange management in Nigerian
only
This research work will dwell so much on foreign exchange policies since 1980
to 1997.

The choice of 1980 as a base year is because of the fact that Nigerian
economic crisis started in the mid 1980.

Comparison between Nigerian Foreign exchange policies and those of
other countries will not be considered. - 4 ? 5’ 71 3
1.6 LIMITATIONS OF THE STUDY

In this research work, the researcher was to have some minor problems
with his respondents initially. These respondents are central Bank workers in
research Department. They have specific time of entertaining visitors. This was

lo constrain author's effort in generating the necessary data for the work

But at the end the researcher was able to get their co-operation.
Secondly, the writer had some financial problems especially. In getting sufficient
maoney to travel to source for data.

Thirdly, the author was also constrained by the time limit within which the

project was to be submitted to the department. Considering the fact that the

|



topic is a demanding one not much information could be generated within a
small time. this had to a greater extent affected the volume of work that could

have been done in some days
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DEFINITION OF TERMS

ADMINISTRATIVE CONTROL - Policy measure introduced by the government
to facilitate inflow and curtail out flow of foreign exchange.

AUTONOMOUS MARKET: This is market established by goverﬁmenl to
transact business in foreign exchange.

BUREAU DE CHANGE:- Market established by private individuals through
licenses from the federal government to sell foreign exchange to small users.
COMPREHENSIVE IMPORT SUPERVISOR SCHEME:- Pclicy of the federal
government whereby imports were to be inspected throughly by country’s agents
before importation,

DEBT CONVERSION:- A mechanism for reducing debt by changing the
character of the debt.

DEBT BUY BACK:- An arrangement whereby a debtor country is offered a
substantial discount in order to pay an existing debt.

DEBT FOR CASH:- An arrangement whereby a country’s debt is bought locally
with {hat country’s currency.

DEBT FOR EQUITY:- A process whereby a country's debf is converted into
equity participation in the domestic.

EXCHANGE RATE: This is the price of one currency in terms of another
FOREIGN EXCHANGE: This is a means of international payments it included
currencies of other countries that are freely acceptable in effecting internationai
transaction.

EXTERNAL RESERVES: These are pertions of foreign exchange receipts

saved by the monetary authorities for the purpose of enhancing the credit
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worthiness of the economy, protecting the international of the value of the _.
domestic currency and financing temporary shocks in the balance of payments.
Reserves are held in the form of monetary gold, reserve position at the
international monetary fund (I.M.F), special drawing right (SDRs) and foreign
bank balances.

EXTERNAL ASSETS: These are the reserves held by the monetary
authorities as well as the banking and non-bank public, in foreign countries.
Thus, external assets are external reserves and private sector holding of foreign
exchange. T 4 75 7 1 3
INTERNATIONAL MONETARY FUND: This is an agency of the united Nations
established (IMF} by the adoption of the Arlicles of agreement of the Bretion
wood conference of 22nd July, 1944 at New Hampshire {USA). The IMF is to
promote international monetary co-operation, facilitate the éxpansion and
batanced growih of the internal trade, promote exchange raie stability and
assists countries with temporary balance of payments probiems

SPECIAL DRAWING RIGHTS: These are reserve assels created by the IMF
and allocated to its member countnes to suppiement international liquidity.
BALANCE OF PAYMENT: These are records of economic transactions between
the resident of a country and the rest of the world during a given period of time.
The major components of the BOP are the current account, the capiial account
and the office settiement balance. The current account comprises transactions
arising from the sale or purchase of gocds and services and unrequired transfer,
while the capital account is he record aid assets and financial transactions. The

official settlement account is used to equalize any in balance that may exist in
v ihra? ¥



the current and capital accounts sum to zero.

BUREAUX DE CHANGE: Bureaux de change are financial institution licensed
to buy and sell foreign exchange to small-scale users

FOREIGN EXC!—!ANGE SPECULATORS AND ARBITRAGERS.

Foreign exchange speculators are agents in the foreign exchange matket who
altempl to predict the future course of exchange rate movement and influence
the market accordingly. Their actions could be establishing if the mood of the
market was not correctly predicted. On the other hand, foreign exchange
arbitragers do not directly influence the course of exchange rate movement
They watch the market and move funds from currencies that are deceiving in
value into those that are arising in value. They eam the differential in'exchange
rates between different currency centers.

FOREIGN EXCHANGE AND BALANCE OF BALANCE OF PAYMENTS
POSITION
Foreign exchange position is the difference between foreign exchange
receipts and foreign exchange disbursements. If receipts are higher than
disbursements. there is a net inflow or an accretion to reserves. On the other
hand., if receipts are lower, there is a net outflow and reserves would be depleted

Balance of payment position is the difference between the receipts by the
resident of one economy from the rest of the world and the payments by
residents to the rest of the world. An excess of receipts over payments shows
a balance of payment surplus, while the reserves represents a deficit, when
foreign exchange receipts and payment are adjusted for valuation changes in

reserves. the net position would be identical to the balance of payments position



TRADE WEIGHTED EXCHANGE; This is the value. of a dorﬁestic currency -
expressed in terms of a weighted basket of currencies of its major trading
partners. The weight assigned to each currency reflects the volume of trade with
the country of domicile. The weight are reviewed periodically to take account of
changing patterns of trade.

DUTCH AUCTION SYSTEM: This is a method of exchange rate determinaﬁ.ori |
through auction (DAS) where the bidders pay according to their bid rates.
The ruling rate is arrived at with the last bid rate that clears the markets. Where
the authernities elect {o operate a single exc':'harjge rate.

DUAL EXCHANGE RATES REGIME: Thus situation exist when two exchange

rates are In existence in an economy.



CHAPTER TWO
CONCEPTUAL FRAME WORK

2.0 INTRODUCTION

Foreign exchange is the means of payments for international
transactions. It is made up of convertible currencies that are generally accepted
for the settlement of international trade and other external obligations. Such
currencies include those of the group of seven (G9) industrialized countries
comprising the united states Dollar, British pound sterling, Deutsche mark,
Japanese Yen, French France, Italian Lira and Canada Dollar.

A foreign exchange market is the medium of interaction between the
sellers and buyers of foreign exchange in a bid to negotiate a mutually
acceptable price for the settlement of international transactions. The objectives
of such a market include the provision of an avenue for the exchange in of
national currencies and the creation for an effective mechanization for the
allocation of foreign exchange.

The international monetary fund (IMF) 1985:9 defines foreign exchange
o include monelary authorities, claims on foreigners in the form of bank deposit,
treasury bills, short term and long term government securities and other claims
useable in the event of a balance of payment deficit, including non-marketable
claims arising from internal-central bank and inter- governmental arrangement.

without regard to whether the claims is denominated in the currency of the

debtor of the creditor.



Foreign exchange management can be defined as the art of ensuring that
the country's available foreign exchange resources meet the needs of the
cconomy- the adequacy and that of foreign exchange resources are optimally
deployed (Ojo.1990).

The level of dependance of a country on international trade wiﬁ to a large
extent determine degree of involvement in foreign exchange management.
Apart from ensuring that the value of her foreign exchange resources is secure,
the country must ensure that the resource are at the level of adequacy to meet
her current trade commitments. Consequently, foreign exchange management
embraces policy actions relating to foreign exchange receipt. disbursement and
building up of official reserves, in any country in which these policy actions are
not designed well, that country is bound to face one problem of the other again,
the policies could be designed well and poorly implemented.

In this situation a country will also face problem. Towards thi_s end, the
researcher intends to review the works of experts on foreign exchange
management policies prior to structural adjustment programme (SAP) and
during the period of the programme. The policies are: Trade and exchange
controls foreign exchange rate Administration, external debt management and
demand management but before that the researchers intend to review the

structure of Nigeria's foreign exchange market.



2.1 STRUCTURE OF NIGERIA'S FOREIGN EXCHANGE MARKET

The Nigeria foreign exchange market is made up of three major
categories. the official, antonomous ( made up of the inter bank and bureaux de
change) and the parallel market. The various segment of the market evolved
overtime due to development in the economy that warranted their emeigence
or creation. - 479%1i3

The official foreign exchange market, the largest and predominant
segment of the market has remained one, and has been in place throught out
the period of trade and exchange controls when the 1962 exchange control act
held away. The official foreign exchange market has also metamorphosed over
the years. Since the institution of a regimes of exchange and trade liberalization
in 1986, the market has withessed tremendous changes. From the second-tier
foreign exchange market in September 1986, the unified official market 1987
when the exchange rate for public sector transaction was aligned with the
commercial exchange rate, up to 1995 when the autonomous foreign exchange
market for the direct allocation of foreign exchange to end-users by the CBN
was established, the official market has evolved from a single to a dual
exchange rate system. At the moment, the market operates two exchange rate
systems a fixed exchange rate for priority public sector transactions and a
market-base exchange rate for private sector and other non-priority public sector
transactions through the Autonomous foreign exchange market segment.

The inter-bank market for free fund or privately (automously) sources
foreign exchange was not apparent when foreign exchange was centralized in
the CBN through the 1962 exchange control Act however, the market came to
life and became vibrant with the introduction of the second-tier foreign exchange
market and the permission granted to the CBN to effect foreign exchange

dealings among themselves
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I'he sharp practices that emanated from the system in the form of round-
tripping of funds leading to persistent instability in the exchange rate informed
the: merger of the official foreign exchange market and the mter-hank market in
1989 into an enlarged inter-bank foreign exchange market (IFEM). Thus, the
inter-bank market was outlawed with the introduction of the AFEM in 1998, the
bank are once more allowed to engaged in inter-bank dealings with only
privately sources foreign exchange.

The bureaux de change were established with the abalition o.f the inter-
bank market in 1989 to accord access to small users of foreign exchange and
an large the officially recongnised foreign exchange market.

Exchange rates in the bureaux de change market determined.

The parallel market for foreign exchange has been in existence from the
exchange control era. The disparity in exchange rate was even greater in some
of the periods before Nigeria's economic reforms.

The renewed interest in the market is found on the craze for windfall
gains associated with the instability and upward pressures that the market
generates occasionally. The parallel market is a residual market as in
accommodates demands that cannot be met by the others sources. It has been
established that scarcity in the official sector and bureaucratic procedures
necessitated the growth and development of the parallel market Although
transactions through it are limited and small, it speculative tendencies when well
monitored and built into the general frame work for foreign exchange and
exchange rate management would result in a more effective and efficient
system In any foreign exchange management. Frame work whether n

developed or developing economic speculation, arbitrage, heading and portfolio
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swilching are important element gauging the health and development of the
foreign exchange market and by extension the financial system.
2.2 TRADE AND EXCHANGE CONTROLS

Exchange control has been defined as mechanism by which country
seeks to conserve, mobilize. centralize and rationalize its foreign exchange
resources for the settlement of international transaction in accordance with the
priority of the country (OLUKOLE, 1991). Trade and exchange control was
introduced n Nigeria in December 1950 when the exchange control ordinance
was promulgated. However, the power to administer foreign exchange
transactions becomes effective following the enactment of exchange control Act
of 1962. Under the provision of the Act, authority for the grant as approvals in
respect of foreign exchange transactions was vested in the minister of finance.
However most of the functions of the private sector transactions approving
authority for the most of transactions were delegated to the central bank which
in turn delegated approving authority for the most of transactions to the
authorized dealers. The authorized dealers are the licensed bank. The federal
ministry of finance was responsible for processing public and some private
transactions such as profits and dividends, technical fees. purchase of aircrafts.
lishing vessels and ships and approving direct capital investments in Nigeria
The monitoring of other private sector transactions namely. visible imports,
education. medical, airline payments and other services were delegated to the

central bank.

The objectives of the trade and exchange controls are as follows:-
| To harness foreign exchange resources.
i To prevent disequilibrating foreign movements.

18



iii. To preserves the nations foreign exchange reserves.

v And international value of the domestic currency.
These objectives were not fully realized. The trade and exchange
controls led to the following situations:

{ Over valuation of currency

1 increase dependence on imports

ili. Depletion of external reserves

v Encouragement of parallel market activities

Vi, External sector inbalance.

The reason as describe to this situation was because the control was not
applied consistently. The control is relaxed when there is improvement in
balance of payment crisis. On this issue, Obaseki (1991) has emphasized that
* The application of trade and exchange controls in Nigeria during the review
period were based on the need to tighten them during periods crisis and loosen
them during periods of relative ease” Ojo (1995) also agrees with this point when
he also said that the control would be tightened during period of crisis and
loosened when the condition improved.

Another problem of the exchange control was the complexity of its
application. This complexity made it difficuit to apply effective. As a result
people started exploiting this loop hole to evade the policy. According to Obi
(1986) * The complexity in administering exchange controls rendered the
instruments highly valuable to evasion by both domestic and foreign resident
The most common evasion technigues and foreign bribery, and corruption of

officials involved in the control bureaucracy, under invoicing of imports, and
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illegal black market operations in foreign currency” This view was also shared
by Ojo. According to Ojo (1990) “ Exchange outflow, it had its social cost in the
Nigeria environment, Th.ese include malpractice and evasions, bottleneck in the
provision process and corruption all of which tend to dent the image of the
country”

Various administrative measures have been introduced to strength trade
and exchange controls.

A comprehensive import supervision scheme was intraduced in 1979 to
ensure that country gets value for the money spent on import through inspection
and verification. From 1982 to 1983, the bank used the requirement of form ‘M’
registration as a supplementary but effective instrument of import control.
Another type of administrative control used by the central bank was the
monitoring of the utilization of import licences.

This was done to ensure that the prescribed value on the licence were not

exceed and that the items correspondent with those on the import licences.

2.3 FOREIGN EXCHANGE RATE ADMINISTRATION

An exchange rates denotes nominal expression of the value of the
currency of one country at any given time. It can also be defined as the price of
one currency in terms of another currency (Olukole, 1992).

In 1981, the international crude oil market crashed. The country found
herself in fiscal, balance of payments and foreign exchange crises. Because of
this development, the monetary authorities began to weaken the nana by

gradually depreciating it. Thus the foreign exchange rate gradually increase from
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60 Kobo per dollar in 1981 to N1.55 per dollar in September, 1986 This meant
that the naira continuously lost foreign exchange value between 1981 and 1986.
But this gradual devaluation of the naria did not prove capable of removing the
perceived over valuation of he currency. Consequently. The second tier foreign
exchange market was introduced on September 26, 1986, within the frame work
of SAP with a view to producing a market determined realistic exchange rate as
well as ensure efficient allocation of foreign exchange resources. A dual
exchange rate system (First and second-tier) was adopted. The first tier was
managed while the second tier was subjected to market forces. The first tier rate
was applied to debt services payments, other public sector disbursements and
pre SFEM transactions while and other transactions were undertaken at the
second-tier rate. In July 1987, the first and second-tier market were merged into
an enlarged foreign exchange market (FEM). This was at an exchange rate of
N3.74: § 1.00. (FEM) alsc embraced the automous market which was allowed
to develop.

The autonomous segments of the FEM was expected to be competitive
with the parallel foreign exchange market and thus be attractive to exporters to
repartriate their proceeds The sources of funds for the autonomous market

were the following:

| Export proceeds placed in domiciliary account.
I, Remittance by oil companies to meet their local
currency cost,

lii. And miscellaneous remittance by individual and organizations.



The Introduction of autonomous market led to the existence of three
exchange rates as follows:-

l FEM rate;

i Autonomous rate and

i The parallel market rate which failed to show any tendency towards
convergence.

Because of malpractices that developed in the later merged with the official
segment in January 1989, and the inter Bank injected official funds into the
market by way of direct sales to the banks specific methods were available.
Various but specific methods were used singly or combined to determine rate.
The daily bidding system was characterized by spurious demands for foreign
exchange, and it came to an end on 13th December 1990. The following day,
the CBN re-introduced the Dutch Auction system (DAS) on a weekly basic.

The system was continued throughout 1981. The Dutch Auction system
(DAS) was first introduced in 1988 but was later replaced by IFEM. The DAS
entails the payments for foreign currency by an authorized dealer at the
exchange rate that it bids unlike else where system whereby the CBN's selling
rate was centrally determined and applicable to all the bank regardless of their
bid rates. The system was eventually extended to bank customers whereby
customers paid according to their bid rates. The DAS was ordinally introduced
to enhance professionalism in the FEM and prevent outrageously high bid rates
which invariably led the continued depreciation of the naria. The system did not
achieve this goal, because naira still showed heavier depreciation with this
system. This depreciation of naira continued until March 5, 1992 when there was

a substantial devaluation of naira by about 42 percent.
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The CBN adjusted its effective rate upward on that March 5, 1992 to US
$ 1.00 equals N18.00 from N10.5564 the previous day. In addition, it satisfied
the demand of US § 406.9 million by the authorized dealer. The upward
adjustiment of the: official exchange rate reduced the parallel market premitim to
7.5 percent. For a limited period, the parallel market premium declined gradually
while effective demand by banks for foreign exchange fell short of the supply
However, as a result of renewed demand pressures and speculative activities
the parallel market premium started to widen again.

The 1993, the naira exchange rate was stable at N21.9960 to the dollar
throughout the latter part of the year. However, the rate in the parallel market
and the bureaux de change almost doubled the rate at the official market. The
continued pressure on the naira exchange rate informed the stance of policy in
1994,

The unabating pressure on the exchange market resulted in its reform
1994. The naira exchange rate was formally pegged, while foreign exchange
was centralized in the CBN as the sole authority to allocate foreign exchange to
end- users on pro-rate basis. Under the pro-rate system, the manufacturing
sector got 50 percent. Finished goods 30 percent, agriculture 10 percent and
invisible 10 percent. The CBN would allocate directly the 90 percent for
productive sectors. while the 10 percent for invisible would be allocated by the
banks. The 121 banks in the system were thus grouped into six categories for
the purpose of invisible allocation.

The reversal of policy in 1995 to that of “guided deregulation” of the
foreign exchange market necessitated the institution of the Autonomous foreign
exchange market (AFEM) and the further liberalization of foreign exchange

dealing through the active participation of the bureaux de change in the AFEM.
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I'he bureaux de change would purchase and sell privately source foreign
exchange at SFEM ét the autonomous exchange rate. The major goals of the
policy were to deliberately build up and strength external reserves to enhance
confidence in the Nigeria economy, strength the naira and pave the way for its
sustained stability and ultimate convertibility. Under AFEM guidelines. private
sector concerns would sources their requirements from the AFEM at market
determined rates. The banks were allowed to deal among themselves in
autonomously source foreign exchange, while dealing in intervention funds from
the CBN in the automous market was prohibited. To ensure adherence to this
rule, the CBN intervention funds would be disbursed directly to end-users at
current autonomous rate. This mode of disbursement was maintained in 1996.
Although the thrust of policy was maintained in 1977, substantial liberalization
of foreign exchange practices occurred in 1997. Such reformed include the lifting
of the suspension on open account and bills for collection, removal .c:.f the limit
on basic and personal fravel aliowances for all forms of foreign travels and
educational institutions.

A careful look at the trend of event in the foreign exchange market will
show that not only has there been a metamorphosis of the institutional frame
wark from SFEM to FEM and to IFEM, elc, there have been frequent changes
in the operation guidelines. The market has experimented with various
techniques and operational procedures among which are the average marginal
exchange rate determination of fixing methods, the weekly, fortnightly and daily
bidding systems

All these have failed to achieve a realistic exchange rate for the naira.
Obandon (1993) came up with several factors that excess demand for foreign

exchange amidst inadequate funding of the foreign exchange market, poor



performance of autonomous sources of foreign exchange inflow. activities and
sharp practice of authorized dealers; expansionary which fueled demand and
pressure in the market. Ojo (1990) has a different reason for exchange rate
instability. His reason was that there frequent institutional changes in the
system.

Another reason given by Obadan (1993) for exchange rate instability was
the covert recognition given to the parallel market by reputable people in the
society. According to him, this situation led to the following: Diversion of foreign
exchange source meant for banks to black market, collusion between the
operators of bureaux de change and black market to determine exchange rate;
patronizing of black market by the operators of the bureaux de change
when they were in need of foreign exchange resources.

in order 1o broaden the foreign exchange market and improve
accessibility to foreign exchange, especially for small users, bureaux de change
have been authorized since 1989 to act as sellers in the spot market fareign
exchange. The federal ministry of finance is charge with the responsibility of
licensing them befween 1989 and 1996, a total of 240 bureaux de change had
been licensed from 1st January 1997, supervision of the bureaux de changes

was transferred to the CBN.

2.4 EXTERNAL RESERVE DIVERSIFICATION

External reserve diversification was a measure adopted by a nation to
optimally apportion her reserves assets among various reserves currencies so
as ensure maximum returns and minimum losses in case of fluctuation while

ensuring that liquidity problems are minimized in daily transactions.
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The nisk of concentrating reserves holding exclusively in one or few
convertible. Currencies is the loss incurred when the host asset undergoes
depreciation or devaluation. Consequently, reserves diversification has always
been pursued by the CBN primarly ro preserve the value of the country's
external assets and secondly to yield income.

The first step aimed at diversifying the foreign exchange reserves started
i October 1961, the central bank added another assets to its portfolio by
converting 10 percent of the nation's holding of sterling into gold, Hitherto,
reserves were exclusively held in certain assets.

External trade pattern largely influenced the holding of sterling and dollar
assets. The historical link between Nigeria and Britain also influenced the
amount of pound sterling assets held. Also, the amendment of her enabling act
in 1992 enable the CBN to include in the nations portfolio any or all of the
following categories of assets: gold coin or bullion, bank balances bills of
exchange, government guaranteed securities of international. financial
nstitutions which Nigeria is a member, provided their maturity is 5 years or less,
reserved (gold) tranche in IMF and since 1970, holdings of special drawing rights
(SDR). By 1970. the pound sterling constituted the bulk of the nation’s external
reserves but owing to changing trade pattern, its share was gradually reduced
in subsequent years, while dollar assets assumed dominant position

There was a phenomenal increase in our external reserves in 1974
arising from the tremendous increase in the price of crude petroleum. This
development led to the setting up the central bank of an investment

management committee in December 1974 to deal with matter relating to the

=\



investment of he bank foreign exchange resources. Largely, as the result of the
work of the committee. the aims of portfolio policy was substantially realized by
the end of 1976, by which time he number of convertible currencies in which the
bank's exlernal assets were held increased from 4 to 9 at the end of 1974 The
number of convertible currencies had increased to and remained at about fifteen
(15) as at December, 1990. They included gold, special drawing right (SDR), US
Dollar, pound sterling, Dutsche Mark and French Franc, Dutch Guilder, Belgian
Franc, Canada Dollar, Swiss France, Japanses Yen and India Rupee, Italian
Lira, Norwegian Krone and Austrian Schillings.

External assets denominated in US dollar moved from 21 percent in 1976
to 76 percent in 1986, before falling to 50 percent in 1990. The dollar assets
rose to 85.8 percent in 1991, From December 1992. The bulk of external assets
have been in dollar denomination because of is dominating influence on the
nation's foreign exchange receipts and disbursement. The sterling assets
decreased from 15 percent in 1976 to 5.0 percent in 1986, but rose to 43
percent in 1990 as a result of the increase strength of the pound sterling. Since
1991, the proportion of external reserves held in pound sterling .has been

insignificant owing mainly to portfolic preferences.

2.41 EXPORT PROMOTION

Since exports constitute a major determinant of foreign exchange inflow,
the authorities have tried over the years to promote them. In addition, the high
dependance of the economy on the external sector convinced the authorities
that the sustainable path to economic growth lays in the enhancement of exports

and the diversification of the export base. Thus, the export promotion council

b

=



decree 1976 was promulgated to give legal backing to ad-hoc incentives already
in place. To achieve this goal, the council periodically reviews the export trade
policy of the country and assists the government in identifying export oriented
industries with the aim of detemining export targets for various categoreis of
goods. It also advises government on the setting up of a flexible machinery to
provide Nigeria producers and exporters with export finance facilities, rebate in
export and other incentives for the promotion of export trade. The council
engages in promotional publicity in Nigeria and abroad in collaboration with
Nigeria exports. |

The introduction of Nigeria export promotion council in 1976 has not
yielded much result in terms of diversification of the economy. This because oil
sector 1s still the major sources of foreign exchange earners o the country. The
oil sector still contributed about 95 percent of the total foreign exchange for the
country. The government of this country became more concious of the need to
develop the non-oil sectors after 1980. At this period it became evidence that the
oil sector alone could not generate enough foreign exchange resources for the
country. Even with oil sectors is very low. Usman (1991) also emphasized on
this point when he said that” one way to overcome the problem of foreign
exchange shortage is to diversify the export base and or curtail the imports of
those goods and services which have alternative domestic sources of supply”.
I'his was also stressed by Ojo (1994) when he said that “the design of numerous
incentives without actually evolving an implementation strategy for them can only
see us engaged in endless controversy about export promotion strategy rather
than actually doing those things rhat will expand our export base.”

The capital goods sectors is an important sector that has not been given

priority in terms of development. A good example is Ajaokuta steel complex in
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Kogi state the constrution of this complex started some years back uptill today
the steel complex has not been commissioned to start production of capital
goods. The completion of this project could have lessened the economic
problems of this country by way of serving as linkage to other sectors and also
poosting the foreign exchange earning of the country from the sale of its
products. Availbale data shows that Nigeria's expenditure on import rose from
K7.2 billion in 1984 to H30.9 billion in 1989 of these amounts the imports of
capital goods consumers goods and raw materials accounted for 37.4, 32.5 and
30.1 percent respectively in 1989. According to Obi (1986) “ the absence of a
local capacity for capital goods production means in effect that the economy
lacks the capacity to directly transform its own savings into investment.

Since captial accumulation must thus depends on import of foreign
mvestment goods, growth and development can become seriously constrained
by inadequate and instable suppliers of foreign exchange”.

On this issue, Owolabi (1992) has argued that unless there was a suge
of foreign exchange inflow non-oil sectors it would be defficult for any
development to be acheived there.” This point was further stressed by Obi
(1986) when he said that a less developed country like Nigeria that had intention
of self reliant development must develop her capacity for capital goods
prodecution. Qjo (1994) seemed to share the same view with Obi and Owolabi
but his view was expressed in a different way. He said that “ Undoubtedely. one
of the topical issued of our recent economic management experience is the
apparent failuire of the policy package to pursh the non-oil export sector in the

right direction”
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2.5. EXTERNAL DEBT MANAGEMENT

Before 1982, external debt management did not constitute a major
problem for the overall management of foreign exchange resources. The debt
crisism became pronounced since the early 1980. With the re-emergence of
trade areas in the year, due to the inability to finance payments on current basis
extenal debt became the focus policy.

External debt managements requires estimates of foreign exchange
earning, sources of external finance the projected returns from the investment
and the repayment scheduled. If also include an debts and a judgment of the
desirability of contracting further loans.

Nigeria's external debt management strategies have varied from time to
time since 1880. However, in February 1988, comprehensive measures were set
out to achieve the following policy objectives. to evolve strategies for increasing
foreign exchange earnings thereby reducing the need for external borrowing; to
set out the criteria for borrowing from external sources and determine the type
of projects for which external loans may be obtained to outline the mechanism
for serving external debts of the public and private sector in the management of
external debt

To achieve these objectives guidelines were issued as regard
government borrowing. These guideline are as follows:-
| Economic sector project should have positive internal rate of return as

high as the cost of borrowing:

I Social services or infrastructure would be ranked on the basis of their

cost or benefit ratio;



Mii Project to be financed with external loans should be supported with
feasibility studies (which include loans acquisition, &eployﬂ{r@ﬁ ?1}:13
retirement schedule);

v External loans for private and public sector projects with quick retums
could be sources from the international capital markets while loan for social
services could be source from concessional financial institutions;
v Borrowing by state government: parastatals and private agencies much
receive approval of the federal government to ensure that the borrowing
conforms with national objective. Approvals granted to the private sector do not
constitute federal government guarantee of foreign currency undertakings:
vi The state government borrowing proposals should be submitted to the
federal ministry of finance and economic development and the central bank of
Nigeria for consideration before hey are incorporate in the final public sector
borrowing for the annual budget;
Vi, State government and their agencies as well, as federal parastatals
should services their debts through the foreign exchange market (FEM) and
inform the federal ministry of finance and economic Development for record
purposed for failure {o service their debts the Naira equivalents would be
deducted at sources before the balance of their statutory allocations are
released.

vil.  For loans on-lent by the federal government to state government, the

federal ministry of finance and economic development would make due

payments and deduct the full payments at sources from their statutory

allocation: and



iX, As for the private sector industries that are export oriented should service
their debts from their export eamings, while other should utilize the FEM facilities
to services their debt. |

As part of the pragmatic approach to reduce the burden of the external
debt, the following measures have been taken in recent years;

a. Embargo on New Loans

The insurance of any embargo is to check the escalation of the level of
total debt stock and minimize the problem of additional debt burden.

This policy was applied in 1984 by the then military administration on
state government’s borrowing from external sources. Occasionally, the federal
government has fixed the maximum level of debt commitment for both the
federal and state government in 1978, the limit was N 5.0 billion for the federal
government, and in 1982 | it was K200 million for any state government. This

stipulation has remained unchanged.

b. Limit on Debt Services Payments

This requires the setting aside of a proportion of export earnings to meet
debt service obligations to allow for internal development. In this regard. the
state governments were required in 1980 to spend not more than 10 percent of
their total revenue on debt service payments. Based on the agreement with the
federal ministry of finance, a defaulting state government can be bailed out
although the amount in default would be deducted at sources from its budgetary
allocation. In the case of federal government, 30 percent of export earnings is

allocated for debt servicing.

C. Debt Restructuring

td
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The restructing of debt involves the conversion of an existing debt into
another category of debt, through refinancing, rescheduling buy back, issuance
of collateralized bonds, and the provision of new money.

1, Refinancing of Trade Areas

A refinancing arrangement involves the procedurement of an new foan
by a debtor to pay off an existing debt, particularly short-term trade debt, the
new loans may be contracted from the same creditors or a new set of credits as
the case may be. The repayment of such debt normally negotiated with the
creditors is contained in the loan agreements. The first refinancing arrangement
was in July, 1983, followed by the second agreement in September, 1983. In
both agreements, US § 2.1 billion worth of trade area on confirmed letters of
credit were refinanced. The applicable interest rate was 1.5 percent above the
London inter-bank offer rate (LIBOR). By 1986, Nigeria has repaid the total
amounts involved in the two agreements. Other refinancing agreemients have
been contracted to ease the debt burden. ) 4_75 71 3
ii. Debt Rescheduling

The rescheduling of debt involves changing the maturity structure.
Interest payments are usually spread over a longer period until debt is finally
hquidated. For example, in 1986 debt worth US $ 1.6 billion due to the London
club and payable in 1987 was rescheduled to extend to 1986 with a 4 years
grace period. Other rescheduling agreements involving the London and Paris
clubs have also been concluded.

iii. Debt Buy- Back, collateralization and New money option

The buy back arrangement implies the offer of a substantial discount to
pay off an existing debt. This type of arrangement was concluded in February.

1992 When Nigeria bought US$3.395 billion commercial debt due to the Nigeria
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paid US$ 1.352 billion to liquidate or buy back the commercial debt.

Furthermore, US$ 2 054 billion has been collateralized as 30 year per
bond with the London club with this arrangement, the yield of the bond with a 30-
years period would off set or pay off the collaterised amount, which is referred
option refers to the granting of new loans by a creditor or a group of creditors to

assist a debtor nation.

D. Debt Conversion

This was introduced to complement other strategies for debt
management. Debt conversion, in a broad sense, is the exchange of monetary
iInstruments (promissory notes for tangible assets or other financial instruments).
It 1s a mechanism for reducing a country’'s external debt burden by changing the
character of the debt.

Conversion comes in various forms and includes debt for equity and debt
for cash. In Nigeria the debt conversion exercise involves the sale of an external
debt instrument for a domestic debt or equity participation in domestic
enterprise. The debt or equity participation in domestic enterprises. The debt
conversion commiﬁee (DCC) was established in July, 1988 to implement
Nigeria's debt conversion programme. Essentially, the programme is aimed at
stemming the tide of resources transfer through the encouragement of capital
inflow, repartiation of flight, capital and recapitalization of enterprises in the
private sector. Through the appropriation of the substantial discount offered and
the commission paid, the country benefits and reduced her debt stock. From
1988 to 1995, 435 applications valued at US $ 6.63 billion were received, out of

which 332 application valued at US$ 3.0 billion were given actually redeemed

34



from inception to 1996 stood at US $ 1,080.9 million. Other financial benefits
which accrued from the conversions undertaken up to 1995, included total
discount of US $474.8 million and commission of US$ 15.7 million.

The main problem of debt conversion largely relates to a number of

adverse macro economic implications of debt conversion programme (DCP).
Some of the problems are summarized below.
l. Money supply and inflation arising from the fact that most debt conversion
transactions involve the release of local currency, there could be unplanned
increase in money supply leading to inflationary and exchange rate pressures.
ii. Round tripping and exchange rate pressure:

A debt conversion olfers opportunity for round tripping which involves the
conversion of part or all of the redemption proceeds into foreign exchange in the
official foreign exchange market for exportation immediately or at a latter date.
This problem has sericus consequences for the exchange rate and the balance
of payments. Because of payment pressures could also arise when local
currency proceeds are used excessively on the foreign exchange.market to
sources the off shore cost of local investment.

il The degree of additionality

The degree of additionality refers to the ability of debt swap to attract
foreign equity investment and flight capital which otherwise would not have come
to the country. Thus the advantage associated with DCP depends on the degree
of additionality in the absence of which only modest benefit would result from
debt equity conversion.

Iv. The Determination of optional transaction’s effective exchange rate;

"t
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The transactions effective exchange rate is determine by a combination
of factors such as the discounted purchase price of the debt be converted. any
taxes or conversion changes and the exchange rate applied.

This transaction effective exchange rate must be attractive to the investor
to make a DCP worthwhile example, it should approximate the official rate of the
parallel market rate on the other hand, an excessively favorably transaction’s
effective problems, two of which are highlighted here;

a. Large implicit subsidy is given to converted debts which will inadverterly
introduce a distortion in the Resources allocation in the economy.

b. The inherent distortion in relative prices (exchange rate and asset prices)
wouls tend to encourage round tripping e.g by encouraging the purchase of
discounted debt which will then be converted into local currency through official
channel

V. Danger of structural change in business ownership; DCP tends to
increase fears about the possibility of a radical change in the structure of
business ownership in favour of foreign such fears tend to generate political
sensibility about the proposed programme.

2.6 DEMAND MANAGEMENT

Demand management has to do with how the demand for foreign
exchange can be checked by way of reducing the volume of money in the

economy.

This is very important because it allows Naira to appreciate in value The

government policy especially during the time of Babangida was contradictory.



~

For example, in this .period. while the government was busy issuing stabilization
securities to mop up excess liquidity in the economy, the same government was
also financing deficits by way of making extra budgets after the annual budget
had been made . This has a serious effect on the economy. According to
Obaseki, (1991), complementary measures should be used to discharge
expansionary fiscal policy as this would lead to increase in the demand for
foreign exchange through its multiplier effect on money.

A critical look at the measures adopted since 1980 to manage Nigeria's
debt will show that some of these measures cannot help to bail our economy
These measures are debt equity swap and debt services ratio.

Debt equity swap can only be an effective instrument in a country in which
the political atmosphere is ideal. But in Nigeria today the political atmosphere is
bleak and this has also effected the economic policies of the country

In such a situation, no meaningful foreign investment can be attracted
into the country.

The existing ones are even finding it difficult to operate because of the
economic situation.

Debti services ratio is the proportion of a nation's export earnings that is
allocated to serving debt. In Nigeria, the debt services ratio is 30 percent The
debt service ratio is not appropriate for a country like Nigeria that is growing
gradually interms of diversification.

Many experts have expressed the views on these two strategies for
steming down the nation's debt Ojo (1994) has argued that for the nation fo
promote the inflow of foreign capital there should be measures designed to

counter act the lingering negative image the country had acquired by °
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implementing credible and political programmes, also instil confidence in the
potential foreign investors that would come to Nigeria to invest.

One debt service ratio, Oguma (1995) has emphasized that external debt
problem would rise when more a country’s reserves is devoted to servicing debt.
He went further to say that “ It is internationally accepted that when the debt
service ratio that is the proportion of lower than original 10 percent, a debt
problem does not arise. As the ratio grows to about 20 percent, the tolerable
limit of debt service is approached while beyond 20 percent a debt crisis would
set in. That is why a country tries to limit its debt service ratio between 10
percent and 20 percent through appropriate debt strategies “Ojo (1990) also
shares the same view with Ogwuma on this issue. According to Ojo (1990).
“‘even if the economy can limit itself to 30 percent debt service ratio being
currently applied it is definitely too high relative to the country’s foreign exchange
supply and it is a far cry from the debt serivce ratio of about ones percent before
1980" Ojo (1990) also has another view on the Nigeria's debt serve ratio, on this
he said that if a country should utilize more of her foreign exchange resources,
little would be left for investment .

2.7 CONCLUSION

The foreign discussion shows that the government has introduced various
policy measures to address inflow and outflow of foreign exchange.

But these policies could not achieve its objectives fully d_ue to the

problems associated with the palicies itself.



CHAPTER THREE
RESEARCH METHODOLOGY

3.0 INTRODUCTION.

in carrying out the research, the general methodology used in conducting
the research was highlighted.

The various sources of data were also disclosed. Methods of evaluation
of the data sources was explained
3.1 METHODS OF DATA COLLECTION

The data for this research work were collected from two main sources;
The primary and secondary.

The primary data was source through interview conducted with some of
the staff of central bank of Nigeria, Kaduna zonal office. These staff works in
research department of the bank. No questionnaire was used because much of
the data for the research work was obtained from the secondary sources.

The source of the secondary data were mainly from text books, central
bank annual report, central bank statistical Bulletin, economic and financial
review publication, the Nigeria economist, new swatch, business times, Business
concord and unpublished seminar papers.

3.2 METHOD OF EVALUATION OF DATA
The data generate from the two sources were displayed in tabular form.

The evaluation was due mainly in line with the objectives of the research.

CHAPTER FOUR



DATA ANALYSIS AND PRESENTATION
4.0 INTRODUCTION

This chapter presents the major sources of foreign exchange prior to
structural adjustment programme (SAP) and post SAP.

It also tries to see the extent to which the diversification policy of the
federal government introduced under SAP had increase the number of sources
for foreign exchange in Nigeria.

4.1 THE MAJOR SOURCES OF FOREIGN EXCHANGE RESOURCES IN

NIGERIA.

The researcher intends to analyze the various sources through
which foreign exchange is earned in Nigeria. For the purpose of clarity, it is
divided into iwo periods; period prior to the introduction of SAP and period
during SAP and after. But the last two periods are considered as one.

Table 1 shows the major commaodities that were exported by the country
prior to the introduction of SAP to earn foreign exchange resources.

The table shows the major exports of the country between 1982 and
1986. There are three major sectors generating foreign exchange for the
country. These are agricultural, manufacturing and mineral sectors. From the
table, mineral resources sector is contributing about 95 percent towards the
generation of foreign exchange resources for the country exchange resources
for the country. On the average, agricultural sectar is the next ta mineral sector,
contributing about 3.7 percent while 1.3 percent is contributed by manufacturing

sector The 95 percent contribution is done specifically by petroleum From the
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data available in this table, we can say that Nigeria economy is a monocultural
one considering the fact that one sector is contributing about 95 percent to total
foreign exchange earnings

In the table, some products are not having figures representing their
numerical contribution towards total earning of foreign exchange.

This is some places are blank while others are having “Not Available”
(NA). From the information collected from one of the staff of the central banks,
the researcher was made to know that some of the organizations producing
these products are reluctancy to supply information on foreign exchange arising
from their transactions. In some places, they wouid not supply correct
information while others would not supply at all.

According to him, to put the central bank on the safer side, such products
were left with blank spaces instead of recording information that would not be
reliable for planning. Again the contribution of these products to total foreign
exchange is insignificant.

Table 2 shows the major exports of the country through which foreign exchange
is generated since the introduction of SAP. We have four sectors generating
foreign exchange for the nation. These sectors are agriculture, semi
manufacturing, mineral and manufacturing sectors. From the table, the number
of products that is exported by the country has increased in the various sectors
compared to the period prior to SAP. This is because of the government
emphasis on diversification policy. The major exports between 1990 and 1995
is considered. Many -products are now being exported to generate foreign

exchange. But the contribution of these products towards total foreign-exchange
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earnings is still insignificant like the period before SAP. On the average.
petroleum is contributing about 97.3 percent. This is followed by agriculture
sector which is contributing about 2.0 percent. The next is manufacturing sector
which is contributing about 6.3 percent semi-manufacturing sector is contributing

about 0.16 percent

42 THE VARIOUS METHODS OF ALLOCATING FOREIGN EXCHANGE

IN NIGERIA.

Here, we want to see how Nigeria's foreign exchange resources are
expended on imports. Which sector receives the highest allocation, and which
sector receives the lowest allocation of foreign exchange and why?

From table 3, it is discovered that the industrial sector has been getting
the highest allocation of foreign exchange resources. This is followed by the
finished goods. The invisible have third place in the allocation of foreign
exchange. The agriculture sector has the fourth priority except in 1993 in which
agricultural sector was given the fifth priority in foreign exchange allocation while
capital goods sector was having the fourth priority in the allocation. For the
remaining years (1994,1995, 1996, and 1997) agricultural and capital goods
sectors are having fourth and fifth priorities respectively. Below is a small table
designed out of table 3 to shows how foreign exchange is allocated to these

sectors in the order of priority from 1988 to 1995.



Priarity Sector . i’érééﬁtégé
1st Industrial Sector | .._.64:_7
2nd Finished goods . N - | 2.4.('}
3rd Invisibles 107
4th Agriculture sector - . | 0.6
5th Capital Goods 04 ':
{1989) |
Priority Sector | Percentage
1st Industrial Sector | 68.7__ ) |
2nd Finished goods 240
3rd Invisibles 6.8
4th Agriculture sector 0.2
5th Capital Goods | i L 01 ._ |
650, o I R
Priority Sector o '. - Percentage
1st Industrial Sector 63.7
2nd Finished goads 253
3rd Invisibles 10.4
4th Agriculture sector '. 0.6

5th Capital Goods SN T B



Priority
1st
2nd
3rd
4th

5th

Priority
1st
2nd
3rd

4th

5th

Priority
1st
2nd
3rd

4th

5th

(1991)
Sector
Industrial Sector
: .Finished goods
Invisibles
Agriculture sector

Capital Goods

(1992)
Sector
Industrial Sector
Finished goods
Invisibles
Agriculture sector
Captial Goods
(1993)
Sector
Industrial Sector
Finished goods
Invisibles
Agriculture sector

Captial Goods

47

Percentage
64.2

28.7

6.7

0.3

0.1

Percentage
62.3

294

7.6

0.8

0.0

Percentage
57.3
33.7
8.3
0.0

0.0



{1994)

Priority Sector . Percentage
1st Industnal Sector 63.8
2nd Finished goods 24.4
3rd Invisibles 8.7
4th Agriculture sector 2.3
oth Captial Goods 0.2
1995
Priority Sector Percentage
1st Industrial Sector 66.5
2nd Finished goods 24.4
3rd | Invisibles ' 8.1
4th Agriculture sector { 2.7
5th Captial Goods 0.1

SOURCE: Central bank annual report (various issues)

on the average industriat sector has allocation of about 64 percent;
finished goods is given 26 percent; invisibles has 9 percent and this is
followed by agricultural sector with 0.9 percent and capital goods with_0A1

percent in that order.
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4.3 CONCLUSION

It has been discovered that petroleum sector contributes more
significantly in foreign exchange generation than other sector of the economy.
It contributes about 97 percent of the total foreign exchange. Even though
there major sources of foreign exchange resources because of the
government emphasis on diversification, must of these new sources are
making insignificant contribution.

On the side of foreign exchange allocation the industrial sector is more

favoured than the other sector. This is because of the nations desire to

develop herself industrially.
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CHAPTER FIVE

5.0 SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 SUMMARY

Foreign exchange management in Nigeria is directed towards sourcing,
conversing and curtailing the outflow of foreign exchange resources. Foreign
exchange management has become paramount in our policy frame work
because of the increasing involvement of nation in international transactions.
In Nigeria the management of these resources had been done through the use
of the following policies; trades and exchange controls, foreign exchange rate
administration, external reserve diversification, external debt management and
demand management.

The trade and exchange control was introduced in Nigeria in December,
1950. With the promulgation of 1962 Act, foreign exchange administration was
share between federal ministry of finance was in charge of public sector while
central bank was concerned with private sector transactions.

Administrative control was introduced to give backing to the above policy.
Administrative controls was also used to manage foreign exchange through the
following instruments comprehensive import supervision scheme, form "M” and
import license. The trade and exchange controls did not achieve much because
of its inconsistency and complexity in application.

This led to the introduction of foreign exchange market (FEM) on
September 26, 1986 second tier foreign exchange market (SFEM) was
introduced. The first tier was concerned with public sector transactions, and it
was to be determined by market forces.Iin 1987, the two markets were merged

to form foreign exchange market (FEM)
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Also 1989, inter bank foreign exchange market (FEM) was formed from
the merging of official segment and autonomous market because of non-
converge. In the same 1989 second tier Bureaux de change was established to

pave way for small users of foreign exchange by 14th December, 1990, Dutch
Auction system was introduced to enhance professionalism.

Because of continuous heavy depreciation, naira was further devalued
by 42 percent on 5th March, 1992. In 1994, some elements of regulations of
foreign exchange in the CBN and allocation of it end users on pro-rate basis.
Also in 1995, a policy of guided deregulation * was introduced with the institution
of antonomous foreign exchange market (AFEM).

Upon all these change introduced in the market Nigeria is yet to achieve a
realistic exchange rate because of scarcity of foreign exchanges.

Instability of oil price, corrupt practice by both foreign exchange market
and Bureaux de change operator and high recognitions given to parallel market
by people. External reserves diversification was also introduced to diversify the
external reserves of the country, that is pound sterling . In 1961, 10 percent of
it was converted to gold with the amendment of 1962 Act, the reserves was
further diversification with the inclusion of assets like treasury certificate,
treasury bills, special drawing right (SDR) fold coins or bullion and so on. The up
surge of the price of ail also led to another diversification in 1974. This was as
a result of the findings of the investment committee that was set up. The number
of currencies was increased from 4 to 9.

By 1990, the reserves was dominated by pounds sterling but at present it is

dominate by dollar.

Export promotion was a policy put in place to boost the production of
export to enhance the generation of foreign exchange. This was supported with
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the promulgation of 1976 export promotion council. This council was given some
specific functions perform. This policy is yet to achieve much because oil sector
still contributes about 95 percent of the total foreign exchange.

External debt management paramount in our policy frame work since the
economic crisis of the mid 1980 since February 1988, many measures have
been put in place to check the flows and facilitate the inflow of foreign exchange.

These include specification on guidelines for collecting loans for projects
and methods for servicing the loan by public and private sectors. Other are
embargo on new loans, limit on debt service payment, debt conversion
programme and debt restructing which comprises of refinancing of trade area,
debt rescheduling debt buy back, collateralization and new money options.

Demand management was introduced to steam down the demand for
foreign exchange which arise through excess liquidity in the economy. This
excess liquidity has adverse effect on the value of Naira. The objective of this
policy was not achieved because of the deficit financing introduced especially
during the time of Babandiga.

5.2 CONCLUSION

The policy frame work of the government directed towards managing our
foreign exchange resources is well designed except in some places where the
government needs to have a second look. A policy framework that is well
designed must be implement accordingly for any nation to prosper economically.

On this basis, the researcher has been able to come out with some
findings as they affect the government policy directly towards managing the

foreign exchange resources.



These are as follows:-

1. The nation’s devote, 30 percent of her foreign exchange genération to
serving debt without considering the crisis which she is inside.
2. The foremost objective introducing foreign exchange market is to achieve
a realistic exchange rate for the Naira. Despite all the measures adopted this
objectives has not been realized because of insufficient supply of foreign
exchange to meet up demand; Instability in the price of oil in the international
market, high recognition given to black market by respectable people in the
country; Collusion between Bureaux de change operations and parallel market
operations in determining the prices of Naira; sharp and speculative activities by
staff in the foreign exchange market and sourcing of foreign exchange from
private autonomous market by Bureaux de change operators.
3. Introduction of structural adjustment programme (SAP) has made a
significant impact by increasing the number of products that are being exported
Hitherlo, less emphasis was given to non-oil exports. But the contribution of
these non-oil exports to total foreign exchange generation is still insignificant.
4. With respect to foreign exchange allocation, industrial sector is accorded
the highest priority of 64 percent; followed by the finished goods with 26
percent;- invisible with 9 percent, agricultural sector and capital goods are
having 0.9 percent and 0.1 percent respectively.
B The contribution of industrial sector towards foreign exchange is about
0.5 percent; agricultural sector is contributing about 2.0 percent petrolgum sector
being the lead sector is contributing about 97.3 percent. This analysis shows
that industrial sector in gulping more foreign exchange them it could generate.

Again petroleum sector is still the main exchange generation



5.3 RECOMMENDATION

On the basis of the finding of this study, it is resolved on the researcher
to recommend the following measures that need to be taken into coﬁsideration
by the policy makers for the betterment of this country.
¥ The 30 percent of the nation's foreign exchange resources that is tied to
servicing debt should be reconsidered, considering the fact that the nation is
still battling with economic crisis. The government may have done this to foster
the relationship that exists between this country and the credit countries but they
can still be made to understand the problem of the country.

2 The government should continue to denounce the existence of parallel
markets and also despatch security agent to police their refarious activities in
our streets.

3. The present efforts of the government should be continued and
intensified to enhance foreign generation from other sectors of the economy. If
this can be implemented effectively it will boost the supply of foreign exchange
in the economy which will go a long way to raise the value of naira vis-a vis other
currencies.

4. The export of manufactures should be intensifies partly because of its
potentials for enhancing foreign exchange generation and partly to justify the
allocation of a larger percentage of nation's foreign exchange to industrial
sector.

5. Attraction of foreign direct investments either wholly foreign owned or in
joint ventures with Nigerians should be promoted. To achieve this objectives and

enabling soci-economic and political environment should be created. The



upgrading of our basic infrastructures such as water electricity and
telecommunications must be intensified. In particular, regular and adequate

power and water suppliers must be assured for any meaningful industrialization.

un
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kicig- . ol TABLE 6.10

SUMMARY OF TRANSACTIONS IN THE FORFIGN EXCHANGE MARKET: JANUARY-DECEMBER, 1995

i. Allocation for Imports Forms 'M" passed for Forms *M' pussed for Goods i
: o1 mspection for goody inspestion for goods which clegn reports of

valid for forvign wat valid for foreign Jindings were issued
exihange cachange
o (US $m) ® {US $m) & {US 3m) % {US $m) %
*-r: =" i (3 {4) 5 (o) ()] (3)
i -.‘ i 1. Industrial SeClOr..coveiemerssense 1,437.6 727 24500 58.3 24471 54.1 2,769.3 613
\ (i) Raw Material oo 1,0469 529 1,530.0 364 9803 215 14975 332
{gn) (i) Machinery, Spare
HIE Pasts & CKD ...covvererrreee 390.7 19.8 920.0 219 1,486.8 326 12718 2.2
'+ E 2, Agricultural Sector..... 583 2.9 2144 5.1 136.8 10 939 v ¥
lis 3. Finished Goodds cuivurmrsiorsenes 4809 243 1,528.0 364 1,856.4 40.7 1,453 364
i B Poolicicannaas 17174 9.0 4908 17 57113 127 4250 94
b (1) Motor Velicles ..vveneee 36.0 1.8 140.4 33 130.1 29 1514 34
g {iii) General Merchandise.... 267.5 13.5 896.8 214 1,149.0 252 1,068.9 3.7
sl (@) Drugs &
; Pharmaceuticass......... 402 20 1224 25 90 22 558 12
i (b) Books & Eduwational
At Materials...usiesees 16.2 0.8 84.6 20 91.5 20 30.7 07
by, () (RN o csiiions 2111 10.7 689.8 16.4 9579 200 9824 218
9411 &, Alreraf, Shipping
e - . SR 1.1 0.1 6.8 .2 98.0 2.1 7.5 02
{ ' TOTAL (1424 344) i, 19774 100 41992 AR 45581 K0 45160 1000
BFELITN

o, o | WP 4V -




IABLE 6.9
SUMMARY OF TRANSACTIONS IN THE FOREIGN EXCHANGE MARKET: JANUARY-DECEMBER, 1996

Allocation for Imports Forms ‘M" patsed for  Forms ‘M° passed for Goods inspected for
: inspectionfor goods inspection for poods which clean reports of

valid for foreign nat valid for foreign Sindings were Issued
erchange exchange
(US $m) % {US 3m) % {US Sm) % (US 3m) %
(1 (2) 3 (4 5 6) N (8)
1. Industrial Sector. ..o i 1.490.5 65.0 1.150.3 S48 2887 505 1471.6 518
(i) Kaw Materials........... o L1ST 48.6 668.7 319 2873 1.3 7031 ~- .2
t) Machinery, Spare
Parts & CKD wovvsicanrnnss KYER ] 16.3 < 481.6 230 1,014 9.2 768.5 216
2. Agricubtural Sector... i 525 23 410 0 64.5 25 3 1.8
3. Finished Goods.... 750.2 n3 9065 432 11683 458 12517 4517
(i) Foud.............. 367.7 16,0 248 11.1 155.7 6.1 L 109
(11) Motor Vehicles ..., - 8.7 19 171.8 8.2 61.9 24 120.3 41
(i) General Merchandise..... 2018 128 4599 219 950.7 N2 8340 29
(a) Drugs &
Pharmaceuticals ......... 64.0 28 55.1 27 929 36 3338 14
{b) Books & Eaducational - :
Materials i 181 {8 273 1.3 . 09 0.7 07 “
(€) DUBOTS covvimconsasensssesimmesss 2107 92 3764 180 835.3 327 7745 218 .3
4. Aireralt, Shipping
Veasels........ sk 02 no 0l 0.0 a6 1.2 49 0.2

Y .
RS VU ET . 0, N T ISR Y SR

TOTAL (142436, 22034 X0 279 H{ETN] 25511 1o 2.7%53 100.0

by olis
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