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Abstract 

In May 2023, Nigeria introduced a foreign exchange policy reform called Unification and Market 

Liberalization which aimed at unifying the multiple exchange rate system and currency stability. 

However, while the immediate impact was a weaker naira, it is imperative to excavate the previous 

exchange rate policy reforms in Nigeria, to find out the challenges impinging the reforms and the 

implication of the reform on the value of Nigerian currency. The study is literature-based research 

which hinges on the qualitative method of data collection. Secondary data, notably, books, 

journals, periodicals and internet materials were extensively utilized. The study adopted the 

Monetary Model of Exchange Rate Determination as the theoretical framework. Findings from 

this research reveal that the reform encountered numerous challenges due to the complex interplay 

of domestic and global factors. These challenges include macroeconomic instability, dollar 

scarcity, multiple foreign exchange systems, inconsistent policy implementation, feebleness of the 

Nigerian economy and political interference. These challenges have influenced the 

implementation and effectiveness of the reforms which implicate the value of Nigerian currency in 

the following areas: Naira depreciation, inflationary pressure, loss of investors’ confidence, loss 

of gain on external trade and pressure on foreign reserve. Therefore, strengthening foreign 

reserves, economic diversification, inflation control, export promotion and addressing economic 

issues were recommended. 

______________________________________________________________________________     
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INTRODUCTION 

The exchange rate is a fundamental macroeconomic variable that significantly influences a nation's 

economic stability, trade performance, and overall economic growth. In Nigeria, the exchange rate 

has been a critical area of concern due to its volatility, frequent adjustments, and misalignments 

with market fundamentals, which have affected the value of the Nigerian currency, the naira. 

Before the reforms introduced in 2023, Nigeria operated multiple exchange rate windows, 

including the official exchange rate, the Investors and Exporters (I&E) window, and the parallel 

(black market) rate. These multiple exchange rate systems created inefficiencies, encouraged 

arbitrage, and contributed to speculative activities in the forex market (Ajakaiye & Akpan, 2023).  

The Tinubu administration, which took office in May 2023, introduced a series of reforms aimed 

at addressing these challenges, to stabilize the naira and create a more sustainable exchange rate 

regime. One of the most notable reforms was the unification of the exchange rate in June 2023, 

where the CBN abandoned the multiple exchange rate system in favour of a market-driven 

exchange rate (CBN, 2023). The unification of the exchange rate was seen as a necessary step to 
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improve transparency, boost investor confidence, and eliminate the opportunities for arbitrage that 

had plagued the system for years (IMF, 2023). 

The unification of the exchange rate system had both immediate and long-term implications for 

the value of the naira. In the short term, the naira experienced a sharp depreciation as it adjusted 

to market realities. The official exchange rate, which had previously been maintained at an 

artificially stronger level, converged with the parallel market rate, resulting in an initial 

depreciation of the naira by over 40% (CBN, 2023). This devaluation of the naira reflected the 

pent-up demand for foreign exchange that had been suppressed under the multiple exchange rate 

system. However, while the immediate impact was a weaker naira, the government and the CBN 

argued that this adjustment was necessary to create a more sustainable and transparent forex market 

in the long run (Nwafor, 2023). 

Given the historical challenges associated with exchange rate management in Nigeria, the effects 

of exchange rate policy reforms on currency stability, inflation, and purchasing power remain 

complex and is not fully understood, raising questions about their long-term impact on the Naira’s 

value. This study seeks to examine the implication of the exchange rate policy reform of unification 

and market liberalization on the value of Nigerian currency.   

Objectives of the Study 

This study seeks to assess whether the 2023 reform of unification and market liberalization have 

succeeded in addressing the underlying challenges of Nigeria’s exchange rate system and their 

implication on the value of the Nigerian currency. The specific objectives are 

1. To explore the exchange rate policy reforms that exist in Nigeria from independence to 

2024. 

2. To examine the challenges facing exchange rate reform of unification and market 

liberalization introduced in Nigeria in 2023 

3. To excavate the implications of the reform on the value of Nigerian currency. 

LITERATURE REVIEW: CONCEPTUAL CLARIFICATIONS 

Exchange Rate Policy 

Exchange rate policy refers to the strategic approach that a country's government or central bank 

adopts to manage its currency’s value in relation to other currencies. This policy plays a crucial 

role in shaping a nation's economic stability. According to Hnatkovska and Lahiri (2021), 

exchange rate policy is a key component of macroeconomic policy, directly influencing inflation, 

trade balances, foreign investment, and the cost of external debt. Ostry et al (2022) highlight that 

exchange rate policies are central to maintaining competitiveness in international trade. A properly 

managed policy can prevent currency overvaluation, which might make exports more expensive 

and less competitive in global markets. Edwards and Levy-Yeyati (2020) explain that exchange 

rate policy is important as it influences investor confidence and exchange rate instability can 

discourage foreign direct investment (FDI) by increasing uncertainty regarding returns on 

investment. Exchange rate policy adjustment can serve as a tool for monetary authorities to control 

inflation and stabilize the economy (Taylor, 2022).  
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Types of Exchange Rate Regime 

Exchange rate regimes are categorized into three main types: fixed (or pegged), floating, and 

managed floating. Each has distinct characteristics and implications for economic stability and 

policy flexibility. 

1. Fixed Exchange Rate Regime: A fixed exchange rate policy refers to a regime where a 

country's currency is pegged or anchored to another major currency, such as the U.S. dollar, 

or a basket of currencies. Under this system, the government or central bank intervenes in 

the foreign exchange market to maintain the currency's value within a narrow band around 

the predetermined rate (Eichengreen, 2023). However, maintaining a fixed rate requires 

substantial foreign exchange reserves. According to Obstfeld et al (2022), countries that 

adopt fixed exchange rates are often forced to maintain tight fiscal policies to support the 

currency peg. 

While the fixed exchange rate policy has its advantages, it is not without challenges. 

Eichengreen (2021) argues that fixed exchange rates can lead to misalignment between the 

official exchange rate and market fundamentals. Moreover, Mundell (2023) highlights that 

under a fixed exchange rate system, a country cannot simultaneously maintain an 

independent monetary policy, control capital flows, and stabilize its currency. This 

"impossible trinity" implies that by fixing the exchange rate, the country sacrifices the 

ability to use monetary policy to respond to domestic economic conditions. This can be 

problematic in times of recession or economic shocks when a more flexible monetary 

policy might be needed (Fischer, 2022). 

2. Flexible or Floating Exchange Rate Regime: A flexible or floating exchange rate policy 

refers to a regime that allows the currency to fluctuate based on supply and demand in the 

foreign exchange market without direct government or central bank intervention. 

According to Krugman and Obstfeld (2020), the floating exchange rate regime offers 

greater flexibility compared to fixed exchange rate systems. Friedman (2021) argues that 

floating rates help countries respond to external shocks by allowing currency depreciation 

or appreciation as needed. This automatic adjustment helps maintain equilibrium in the 

balance of payments without the need for government intervention. Moreover, Obstfeld 

and Rogoff (2023) highlight that floating exchange rates reduce the need for large foreign 

currency reserves, which are typically required to defend a fixed or pegged exchange rate. 

Despite its advantages, Calvo and Reinhart (2021) argue that floating exchange rates in 

less developed countries can lead to excessive currency volatility which discourages 

foreign investment and leads to currency depreciation when the country depends on import.  

3. Managed Floating (Hybrid) Regime: A managed floating exchange rate policy, also known 

as a "dirty float," refers to a regime in which the value of a country's currency is primarily 

determined by market forces of supply and demand, but with occasional intervention by 

the central bank or government authorities. While the currency floats freely most of the 

time, central banks step in when there are concerns that the exchange rate has deviated too 

much from a desired level or is causing economic instability (Krugman & Obstfeld, 2020). 

According to Calvo and Reinhart (2021), many developing nations have adopted a 

managed float to balance the benefits of market-determined exchange rates with the need 

for intervention to maintain financial stability. Fischer (2021) points out that the flexibility 
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is particularly important during times of economic crisis or sudden shocks, as the central 

bank can use interventions to cushion the impact on the economy. At the same time, it 

avoids the major costs of a fully fixed exchange rate system, such as the need to maintain 

large reserves of foreign currency (Obstfeld & Rogoff, 2022). 

Determinants of Exchange Rate Policy 

The decision regarding which exchange rate policy a country adopts, whether fixed, floating, or a 

hybrid, depends on several determinants. Scholars have extensively analyzed the various factors 

that influence a country's choice of exchange rate policy as follows.  

i. Economic Development Level: The level of economic development plays a significant role 

in shaping a country’s exchange rate policy. According to Frankel (2023), developing countries 

often prefer fixed exchange rate regimes because of their need for stability and predictability in 

trade, financial transactions and investor confidence. Obstfeld and Rogoff (2022) argue that 

floating exchange rates are more suitable in developed economies because it allows for automatic 

adjustments to external shocks. 

ii. Inflation Control: A fixed exchange rate regime can serve as a tool for achieving low inflation. 

Reinhart & Rogoff (2021) reveals that Pegging the currency to a low-inflation country can help 

import price stability, which in turn helps control domestic inflation. However, Eichengreen (2022) 

noted that countries with floating exchange rates are better able to control inflation by using 

monetary policy tools, as the exchange rate can adjust naturally to reflect economic fundamentals 

without the need for central bank intervention. 

iii. Foreign Exchange Reserves: Foreign exchange reserves play a vital role in determining a 

country’s exchange rate policy. Countries with low foreign exchange reserves may find it difficult 

to maintain a fixed exchange rate system and may be forced to shift to a more flexible exchange 

rate regime, where market forces determine the currency's value (Ajakaiye & Akpan, 2023). 

According to the International Monetary Fund (IMF, 2023), while reserves are less critical in 

floating exchange rate regimes, they can still serve as a tool to manage excessive volatility and 

stabilize the currency during times of financial stress. 

iv. Institutional Frameworks: Institutional quality is another critical determinant of exchange rate 

policy. Countries with strong institutions, such as independent central banks and robust financial 

regulatory frameworks, are more likely to adopt flexible exchange rate regimes because they can 

better manage the risks associated with currency fluctuations (Eichengreen, 2022). Conversely, 

countries with weak institutions may prefer fixed exchange rate systems because they lack the 

capacity to manage the volatility that comes with floating exchange rates (Obstfeld & Rogoff, 

2022). 

v. Trade Openness: The degree of trade openness significantly influences a country’s choice of 

exchange rate policy. Fixed exchange rate regimes reduce exchange rate risk, making it easier for 

businesses to engage in international trade (Ajakaiye & Akpan, 2023). However, for economies 

with a diversified trade base, a floating exchange rate regime may be preferable, as it allows for 

natural adjustments to external shocks, such as shifts in global demand for exports (Eichengreen 

2022). 
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vi. Capital Mobility: Capital mobility, or the ease with which financial capital can move in and 

out of a country, is another determinant of exchange rate policy. In highly open financial markets, 

where capital flows are frequent and substantial, floating exchange rates are often preferred 

because they allow the currency to adjust naturally to shifts in capital flows (Frankel, 2023). In 

contrast, Reinhart and Rogoff (2021) argue that countries with open capital accounts face 

significant challenges in maintaining fixed exchange rate regimes because of the risk of speculative 

attacks.  

vii. Political Considerations: Finally, Political pressures can also lead to the adoption of exchange 

rate policies that are inconsistent with economic fundamentals. For example, in countries where 

political stability is fragile, governments may avoid the devaluation of their currency, even when 

it is necessary, to prevent public unrest (Obstfeld & Rogoff, 2022). 

THEORETICAL FRAMEWORK: MONETARY MODEL OF EXCHANGE RATE 

DETERMINATION 

The Monetary Model of Exchange Rate Determination, developed by Robert Mundell and Marcus 

Fleming posits that exchange rates are determined by the relative money supplies and price levels 

in different countries (Mundell, 1963; Fleming, 1962). According to this model, an increase in a 

country's money supply will lead to inflation and, consequently, to a depreciation of the country’s 

currency. Conversely, a reduction in money supply will lead to currency appreciation (Dornbusch, 

1980).  

Before the 2023 reform, Nigeria maintained multiple exchange rates, including the official rate, 

parallel market rate, and the Investors and Exporters (I&E) rate which created inefficiencies in 

currency pricing and drove a substantial gap between official and parallel market rates, leading to 

capital flight and speculative behavior (Ojo, 2023). By unifying the exchange rate in 2023, and the 

liberalization of the forex market, another key element of the 2023 reform, allowed for more 

flexible exchange rate determination.  Central Bank of Nigeria (CBN) sought to eliminate these 

distortions, allowing the value of the Naira to be determined by market forces. According to the 

monetary model, a market-determined exchange rate should theoretically reflect the relative 

supply and demand for foreign and domestic currency (Ayodeji & Olawale, 2023).  

The monetary model suggests that liberalization of the market and reduced intervention by the 

CBN could help stabilize the exchange rate in the long term by aligning it more closely with 

macroeconomic fundamentals. However, in the short term, liberalization can exacerbate 

inflationary pressures, especially when the supply of foreign exchange is limited, as was the case 

in Nigeria in 2023 (Eichengreen, 2024).  

Despite the acceptance and applicability of the theory, Obaseki (2024) argued that the theory 

assumes that capital moves freely across borders but the present of capital control and restrictions 

in developing counties can limit a successful applicability of the theory. Ojo (2023) also argued 

that monetary model tends to focus on monetary factors, such as money supply, interest rates, and 

inflation, without considering the broader structural and institutional factors affecting exchange 

rates.   
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RESEARCH METHOD 

This study is a descriptive research design in which literature-based method was used to evaluate 

the implication of exchange rate policy reform of unification and market liberalization on the value 

of Nigerian currency, the naira. Qualitative method of data collection was utilized to collect data 

for the study. Secondary data, notably, books, journals, newspapers, periodicals and internet 

materials from already existing literature were extensively utilized. The relevance of descriptive 

design lies in its effort to provide enabling conditions for a researcher to be able to interpret past 

events, and have a clearer perspective of the present. 

RESULT AND DISCUSSIONS OF FINDINGS 

Exchange Rate Policy Reforms in Nigeria: From Independence to 2024 

Exchange rate policy in Nigeria undergoes a series of reforms from fixed exchange rate regimes 

in the early years to recent unification reforms in 2023 and 2024.  

1. Early Exchange Rate Policies (1960-1985) 

At independence, Nigeria adopted a fixed exchange rate system, pegged to the British pound and 

later to the U.S. dollar. This system was mainly driven by Nigeria’s colonial ties and the nature of 

its economy, which was highly reliant on agricultural exports such as cocoa, palm oil, and 

groundnuts that maintain price stability and ensure predictability in foreign trade transactions 

(Ajakaiye, 2023). 

However, the discovery of oil in the 1960s and the subsequent oil boom of the 1970s significantly 

altered the country’s economic structure. The Nigerian government became heavily reliant on oil 

exports, leading to an appreciation of the naira due to increased foreign exchange inflows. The oil 

boom led to a phenomenon known as "Dutch disease," where the appreciation of the naira 

negatively impacted other sectors of the economy, particularly agriculture and manufacturing 

(Oladipo, 2023). 

The collapse of oil prices in the early 1980s exposed the weaknesses of the fixed exchange rate 

regime. With declining foreign exchange reserves, the naira became overvalued, leading to trade 

imbalances, capital flight, and a decline in industrial output. These challenges set the stage for the 

first major exchange rate reform in Nigeria’s history (Ekpo & Umoh, 2023). 

2. Structural Adjustment Program (SAP) and the Move to a Floating Exchange Rate (1986-1998) 

In 1986, Nigeria, under the leadership of General Ibrahim Babangida, implemented the Structural 

Adjustment Program (SAP) in response to the economic crisis caused by falling oil prices. One of 

the key components of SAP was the introduction of a market-determined exchange rate system. 

The naira was allowed to float against other currencies, marking a significant departure from the 

fixed exchange rate regime (Ajakaiye, 2023). While the policy initially succeeded in reducing the 

overvaluation of the naira and boosting non-oil exports, it also led to a significant depreciation of 

the currency. Inflation soared, and the cost of imported goods increased, leading to widespread 

economic hardship (Ajayi and Ogujiuba, 2023). 
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The SAP era also saw the establishment of various foreign exchange windows, such as the 

Autonomous Foreign Exchange Market (AFEM) and the Interbank Foreign Exchange Market 

(IFEM). However, these reforms were undermined by persistent government intervention in the 

foreign exchange market, which created distortions and encouraged rent-seeking behavior (Eboh, 

2023). 

3. The Era of Dual and Multiple Exchange Rates (1999-2015) 

From 1999 to 2015, Nigeria adopted a dual exchange rate system in an attempt to balance the need 

for a stable exchange rate with the realities of foreign exchange scarcity. The Central Bank of 

Nigeria (CBN) operated an official exchange rate, primarily for government transactions, while a 

parallel or black-market rate operated for private sector transactions (Onoh, 2023). 

During this period, the naira continued to depreciate due to declining oil prices, dwindling foreign 

exchange reserves, it discourages investment and gives way to corruption, as businesses and 

individuals sought to exploit the gap between the official and parallel market rates (Eze and 

Olukotun, 2024).  

In 2014, the global oil market experienced a sharp decline in prices, leading to a severe depletion 

of Nigeria’s foreign exchange reserves. In response, the CBN adopted a more restrictive approach 

to foreign exchange management, imposing controls on the access to foreign exchange for certain 

imports. However, these controls only exacerbated the distortions in the market, as businesses 

turned to the parallel market to meet their foreign exchange needs (Adedokun, 2024). 

4. The Reforms of 2016-2019: Towards Exchange Rate Unification 

In 2016, following another sharp decline in oil prices and foreign exchange reserves, the CBN 

abandoned its policy of defending the naira at an artificially high rate. The introduction of the 

Investors’ and Exporters’ (I&E) window in 2017 marked a significant shift towards a more market-

determined exchange rate regime. The I&E window allowed for greater flexibility in the 

determination of the exchange rate, as it was based on market demand and supply dynamics (Alade 

& Ogundipe, 2020). Adebayo and Yusuf (2023) noted that while I&E window was successful in 

narrowing the gap between the official and parallel market rates and boosting foreign exchange 

inflows, the naira remained vulnerable to external shocks. However, the persistence of other 

foreign exchange windows meant that Nigeria continued to operate a de facto multiple exchange 

rate system. 

5. The 2020-2022 Crisis and the Need for Comprehensive Reforms 

The COVID-19 pandemic in 2020 exacerbated Nigeria’s foreign exchange challenges, as global 

demand for oil plummeted, leading to a sharp decline in foreign exchange inflows. The naira 

depreciated further, and the gap between the official and parallel market rates widened. The CBN 

responded by devaluing the naira several times between 2020 and 2021, but these measures failed 

to address the underlying structural issues in the foreign exchange market (Ibrahim, 2023). In 2022, 

the Nigerian government signaled its intention to pursue comprehensive exchange rate reforms, 

with a focus on unifying the multiple exchange rates and improving transparency in the foreign 

exchange market (Olaniyan, 2024). 

6. Reforms in 2023-2024: Unification and Market Liberalization 
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In 2023, the CBN implemented the unification reform which aimed at unifying the multiple 

exchange rates so as to eliminate the gap between the official and parallel market rates by allowing 

the naira to float freely in the market. The reform was part of a broader effort to liberalize the 

foreign exchange market and attract foreign investment (Adeyemi & Ibe, 2024). While the 

unification of the exchange rate was welcomed by investors and international financial institutions, 

it led to a sharp depreciation of the naira in the short term, leading to higher inflation and increased 

cost of living for Nigerians (Olukoya, 2024). In early 2024, further reforms were introduced to 

improve the efficiency of the foreign exchange market and stabilize the naira. While these reforms 

have helped to improve liquidity in the market, the naira remains vulnerable to external shocks, 

particularly fluctuations in oil prices and capital flows (Adedokun, 2024). 

Challenges Facing Exchange Rate Policy Reform of unification and Market Liberalization 

in Nigeria 

Exchange rate policy reform of unification and market liberalization that took place between 2023-

2024, have encountered numerous challenges of global and domestic factors that influenced the 

implementation of the reform as follows.  

1. Macroeconomic Instability: One of the foremost challenges facing Nigeria's exchange rate 

policy reforms is macroeconomic instability, characterized by high inflation, fluctuating oil prices, 

and external debt burdens. Obadan (2023) argues that Nigeria's heavy reliance on crude oil exports 

makes its currency highly susceptible to international oil price volatility. This volatility has made 

it difficult for policymakers to maintain a stable exchange rate, undermining the effectiveness of 

the reforms. Ajakaiye and Fakiyesi (2024) highlight that, inflationary pressures erode the 

purchasing power of the naira and creates a persistent depreciation of the currency, rendering 

exchange rate reforms less effective.  

2. Dollar Scarcity: A critical challenge during the 2023-2024 exchange rate reforms was the 

persistent scarcity of U.S. dollars. Emefiele (2024) notes that despite the move toward unification, 

the black market or parallel market for foreign exchange continued to thrive due to the 

unavailability of dollars, driven by declining oil revenues, making it difficult to establish a unified, 

stable exchange rate. 

3. Multiple Exchange Rate Systems: Despite the reform aimed at simplifying the exchange rate 

structure, Udeh (2024) points out that this multiplicity of rates creates opportunities where 

individuals and firms exploit the differences between rates to make quick profits, thereby 

undermining the credibility of the reform and contributing to further distortions in the foreign 

exchange market. 

4. Foreign Exchange Speculation and Capital Flight: Aliyu (2024) argues that the uncertainty 

surrounding Nigeria’s foreign exchange market reforms has led to speculative behavior that drives 

up demand for foreign currency, placing additional pressure on the naira and exacerbating its 

depreciation. The foreign investors, concerned about the exchange rate instability have moved 

their capital abroad, further contributing to the scarcity of foreign currency (Ajayi, 2024).  

5. Inconsistent Policy Implementation: Another major challenge in the implementation of 

exchange rate reforms in Nigeria has been policy inconsistency and poor communication 
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(Olowookere & Akintoye 2023). Udeh (2024) also argues that there is inconsistency in CBNs 

intervention and investors mistrust in the central bank’s ability to manage the naira effectively.  

6. Weak Economy: Structural weaknesses in Nigeria’s economy, such as low productivity, 

overreliance on imports, and inadequate diversification, have also posted significant challenges to 

the effectiveness of exchange rate reforms (Ogunleye, 2023). Adegbite (2024) argues that without 

significant improvements in agriculture and manufacturing sector, any exchange rate policy reform 

will face constraints in its ability to stimulate economic growth and stabilize the currency. 

7. Political Interference: Political interference in the management of the exchange rate regime has 

been a long-standing challenge in Nigeria. Yakubu (2024) asserts that political considerations 

often outweigh economic rationale in the formulation of exchange rate policy, with policymakers 

sometimes prioritizing short-term gains over long-term economic stability.  

Implications of 2023 Reform of Unification and Market Liberalization on the Value of 

Nigerian Currency 

Scholars have explored significant implications of these reform and provided varied perspectives 

on how they have affected the value of the Nigerian currency. 

1. Naira Depreciation: According to Udeh (2023), the move toward exchange rate unification 

exposed the underlying structural weaknesses in Nigeria’s foreign exchange market, leading to a 

sharp devaluation of the naira in both official and parallel markets. However, as noted by Eze 

(2024), this policy exposed the true value of the naira relative to the dollar, resulting in a steep 

depreciation. Okafor and Adebayo (2024) highlight that the depreciation of the naira following the 

reforms led to inflationary pressures in the domestic economy. The sharp decline in the value of 

the naira has also eroded household incomes, reducing the standard of living for many Nigerians. 

2. Inflationary Pressures: A direct consequence of the naira's depreciation following the 

unification and liberalization reform has been a surge in inflation, as the country remains heavily 

reliant on imports for both consumer goods and industrial inputs (Adegbite, 2023). Olaniyi and 

Ajayi (2024) note that Nigeria’s inflation rate, surged further as the naira weakened, leading to 

higher prices for both imported and locally produced goods. 

3. Naira Uncertainty: While the reform intended to create a more transparent and market-driven 

foreign exchange system, it generated uncertainty as investors lost confidence and sought to 

protect their investments by moving their capital out of Nigeria (Aliyu, 2024). Emefiele (2024) 

notes that such a decline in investment contributed to further downward pressure on the naira, as 

the lack of confidence in the currency’s stability undermined efforts to attract both foreign and 

domestic capital. 

4. Loss of gain on External Trade and Competitiveness: Ogunleye (2024) explains that the 

depreciation of the naira made Nigerian exports relatively cheaper in international markets. 

Oladipo (2023) notes that the high cost of imported inputs used in domestic production, coupled 

with rising inflation, reduced the ability of Nigerian manufacturers to take advantage of the weaker 

currency. The combination of rising import costs and limited export gains contributed to further 

depreciation of the naira, as the country continued to experience trade deficits (Olowookere and 

Adebayo, 2024).  
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5. Pressure on Foreign Reserves: The 2023-2024 unification and liberalization exchange rate 

reform also put significant pressure on Nigeria’s foreign reserves, which are critical for 

maintaining the stability of the naira (Adedokun, 2024). However, as the demand for foreign 

currency increased due to depreciation and inflationary pressures, the CBN was forced to dip into 

its reserves to stabilize the naira (Olukoya, 2024).  

CONCLUSION AND RECOMMENDATIONS 

Exchange rate policy in Nigeria undergoes a series of reforms from fixed exchange rate regimes 

in the early years to recent unification reforms in 2023 and 2024. The exchange rate policy reform 

of unification and market liberalization was introduced in 2023 to unify the multiple exchange 

rates so as to eliminate the gap between the official and parallel market rates by allowing the naira 

to float freely in the market. Exchange rate policy reforms in Nigeria between 2023 and 2024 have 

encountered numerous challenges due to the complex interplay of domestic and global factors. 

These challenges include macroeconomic instability, dollar scarcity, multiple foreign exchange 

system, inconsistent policy implementation, feebleness of Nigerian economy and political 

interference. These challenges have influenced the implementation and effectiveness of the 

reforms which implicate the value of Nigerian currency in the following area: Naira depreciation, 

inflationary pressure, loss of investors’ confidence, loss of gain on external trade and pressure on 

foreign reserve.     

Therefore, based on the findings of this study, the following recommendations were suggested 

i. Strengthening Policy Transformation: Clear communication from the Central Bank of 

Nigeria (CBN) regarding policy goals, mechanisms and potential impacts of exchange 

rate reforms is essential. Transparent policies can improve market confidence and curb 

speculative activities that contribute to currency volatility. 

ii. Enhancing Economic Diversification: Nigeria’s heavy reliance on oil exports makes it 

vulnerable to oil price fluctuations and affects the stability of the naira. This has been the 

challenge that face the exchange rate reform of market liberalization. By diversifying the 

economy, particularly the agricultural, manufacturing, and technology sectors, Nigeria can 

increase its non-oil export revenues which will strengthen the reform initiatives. 

iii. Encouraging Export Growth: Increasing exports can help balance the demand for foreign 

currency and support the naira. The Nigerian government should implement policies that 

support export-oriented industries, such as providing subsidies, improving infrastructure, 

and removing barriers to trade. 

iv. Inflation Control Measures: The depreciation of the naira has been accompanied by high 

inflation, which further weakens the currency’s value. The CBN and government should 

work together to implement policies that target inflation control, such as adjusting interest 

rates and managing money supply. 

v. Addressing Structural Economic Issues: Undertake structural reforms to address 

underlying economic weaknesses such as poor infrastructure, inadequate energy supply, 

and inefficient public services that poses challenge to exchange rate reforms in Nigeria. 
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