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DISCLAIMER 

SBM Intel is an Africa-focused market intelligence and communications 
consulting firm focused on addressing the critical need for market data and 
big data analytics. 

We employ various methods of data collection such as personal interviewing, 
telephone, mail and the Internet. Depending on the survey design, our 
methods can be used separately or combined. Our Data Collection 
Methodology (DCM) team advises on data collection methods for all ONS 
social and business surveys. With clients both within the business and the 
wider government community, we aim to provide expert advice on data 
collection procedures and carry out research leading to improvements in 
survey quality. 

Our firm's strategic communication services are designed to influence the 
stakeholders critical to our clients' objectives. We are a lean and fast machine 
that combines creative messaging and the right channels to deliver 
measurable and competitive business results.  

We help organisations identify opportunities, keep an eye on the competition 
and be informed about market trends. We also combine our in-depth 
understanding of the Nigerian market with 360 degrees strategic 
communication skills to influence those that matter most to our clients

Since 2014, when SBM Intel started its operations, the firm has provided data 
analytics and strategic communication solutions to dozens of clients across 
various sectors in Nigeria, Ghana, Cote d'Ivoire and the United Kingdom. 
In 2015 we became a partner to Stratfor, an American geopolitical 
intelligence firm that provides strategic analysis and forecasting to individuals 
and organisations around the world, including the various United States 
departments and agencies like the Department of Defense (DoD) and the 
Federal Bureau of Investigations (FBI). Since the partnership came into effect, 
several SBM Intel generated reports have been published on the Stratfor 
website; stratfor.com.

The data contained in this report is only up-to-date as at Friday, 9 December, 
2016. Some of it is subject to change during the natural course of events. SB 
Morgen cannot accept liability in respect of any errors or omissions that may 
follow such events that may invalidate data contained herein.

Our researchers employed methods such as one-on-one interviews, desk 
research and polling to collate the available data. Our editors sifted through the 
data and prepared the report, using various proprietary tools to fact-check and 
copy edit the information gathered. 

All forecasts were built using data from a variety of sources. A baseline of 
accurate and comprehensive historic data is collected from respondents and 
publicly-available information, including from regulators, trade associations, 
research partners, newspapers and government agencies.
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BACKGROUND
Being a largely import dependent consuming economy, Nigeria needs foreign 
exchange in order to function. This has been the story for half a century at 
least.

The Nigerian FX market has evolved over the years, influenced by a number 
of factors such as the changing pattern of international trade, institutional 
changes in the economy, structural shifts in production and government 
policies.

Figure – Chronology of the Nigerian FX Market
Note: The establishment of the CBN in 1958 and the subsequent centralisation of 
foreign exchange authority in the Bank initiated the development of the Nigerian FX 
market in the late 1960s – 1970s. Bureaux de Change were introduced in 1989 as 
authorized buyers and sellers of the product, mainly for dealing in privately sourced 
foreign exchange

Major oil producers suffered huge financial challenges in 2016 as oil prices 
hovered between $30 and $50, down from the $100+ enjoyed just two years 
previously. In addition to low oil prices, the nation faced declining oil 
production due to militant attacks on oil production installation in the Niger 
Delta region. Facing downward pressure on naira as a result of falling foreign 
reserves, the CBN started measured devaluation of the naira in November 
2014 and this continued through 2015 and 2016. This was in addition to other 
measures like exclusion of certain transactions from eligibility to access FX in 
the Nigerian foreign exchange market. However, demand for FX continued to 
grow even as supply dwindled, leading to huge divergence in the official FX 
market rates and the parallel market.

In a move largely applauded across the Nigerian and international financial 
markets, the CBN in June 2016 released revised guidelines for the operation 
of the Nigerian inter-bank foreign FX market towards the liberalisation of the 
market. However, market participants and analysts, including SBM 
Intelligence,  were skeptical about if the CBN’s intentions were in line with the 
federal government’s vision. Indeed, the President had repeatedly stated his 
preference for a managed foreign exchange rate. One such quote was from 
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PWC - “The key risk to this flexible exchange rate structure is in the 
implementation”.

The CBN subsequently carried out other related activities including 
conducting a Secondary Market Intervention Sale (SMIS) to clear the backlog 
of FX demand in the inter-bank market and launching the naira-settled OTC 
FX Futures market (in collaboration with FMDQ OTC Exchange).

Chart - Volumes of naira settled fx futures demanded per month in H2, 2016
Source: FMDQ

Within a few weeks of the launch there were signs that the federal 
government was not as committed to the float. The naira behaved differently 
from what many market analysts expected. The naira-Settled OTC FX Futures 
which was designed to help in smoothing the FX demand, thereby reducing 
front-loading of FX requirements, suffered liquidity issues and devaluation 
risks which limited its success in attracting FX inflows. As at December 2016 
the CBN had paid a total amount of about ₦31.1 billion on the naira settled 
OTC transactions.

In comments delivered during the 2017 World Economic Forum at Davos, 
Switzerland, Nigeria’s Vice President, Yemi Osinbajo said that the government 
cannot simply allow the naira to float while admitting that the CBN has 
confidence in floating the local currency.
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It is clear now that the federal government was never a believer in a floating 
Naira but were forced to consider the option as foreign reserves dwindled. 

Chart: Monthly Comparison of FX rate, crude price and Foreign Reserves volumes in 
2016

Following the late 2016 rise in foreign reserves buoyed by improved dollar 
earnings from rising oil prices and production, the federal government has 
been reconsidering its stance as the CBN’s ability to defend the Naira around 
a chosen benchmark improves.
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CURRENT ISSUES WITH THE FX MARKET
Perhaps a key issue is the disparity between the federal government’s fiscal 
policy and the CBN’s monetary policy. Other issues include:

● Poor implementation of the FX market liberalisation framework – no 
supporting structures and CBN’s market operations have not aligned 
with the philosophy of liberalisation

● Existence of about six markets with sub-market rates ranging from 
$/₦305 to $/₦490

● Too much reliance and focus on shrinking foreign reserves to meet 
potential demand

● High devaluation risk
● Low liquidity
● Overall lack of confidence in the market

SIX FX MARKET RATES?

Ideally there should be a single reference FX rate but the situation is much 
different in Nigeria today. In an interview given in October 2016 by FMDQ OTC 
Managing Director, Mr. Bola Onadele.Koko, he alluded to the fact that there 
were at least 6 FX market rates:

1. CBN official rate -  used for conducting Secondary Market 
Intervention Sale (SMIS)

2. The FMDQ Close – does not reflect the right market sentiments. This 
rate is close to the CBN rate because the closing period is 
dominated by CBN transactions with the banks at discounted rates

3. FMDQ NIFEX – is where the OTC FX Futures settle
4. The real spot FX level – transactions settle here, with two (2) or 

more cheques flying around to support the transactions, thereby 
promoting unethical behaviour

5. The rate at which the International Money Transfer Organisations 
(IMTOs) buy the remittances from Nigerians in the diaspora

6. The rate at which exporters desire to sell their dollars – 
benchmarked nearer the more transparent parallel market



5

FIXED OR FLOATING?
The Nigerian government has clearly stated that it prefers a fixed FX rate. 
Past history shows that it is possible to achieve this only when there is 
sufficient foreign reserve to defend the Naira. Whether this is sound 
economics is another matter.

Oil prices exert a significant effect on the exchange rate. Studies by various 
Nigerian researchers including Oriavwote & Eriemo (2012) and Osuji (2015) 
have revealed that the major factors affecting oil prices are determined 
exogenously outside of the control of the CBN, it will only be able to take 
temporary short term remedial measures by defending the local currency 
using the nation’s foreign reserves, which cannot be sustained in the long 
run.

In SBM's outlook for 2017, we took the view that while there would be this 
early rally in oil prices due to agreement between OPEC member nations to 
cut production it would not be sustained and hence Nigeria will be back to the 
2016 position in no time. The hard choice that countries like Egypt have now 
taken to float their currencies will be waiting for Nigeria at that point again.
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IMPLICATIONS OF PROPOSED FX LEGISLATION
There are two drives occurring simultaneously at modifying Nigeria’s forex 
regulatory regime:

1. Proposed by the Nigerian Law Reform Commission, which merely 
seeks to amend the FEMM Act, a law which it says “makes it difficult 
for foreign exchange transactions in Nigeria to be regulated”

2. A bill seeking to regulate foreign exchange transactions in Nigeria -  
sponsored by John Owan Enoh, the chairman of the Senate 
Committee on Finance, seeks to repeal the current FEMM Act and 
enact the Foreign Exchange (Control and Monitoring) Bill to establish 
a Foreign Exchange Market in Nigeria, provide for the control, 
monitoring and supervision of transactions conducted in the Foreign 
Exchange Market

Focus Foreign Exchange Bill, 
2016

FEMM Act, 2004 Implication

1) Mode of 
Transaction & 
Market 
Operation

The CBN shall supervise 
and monitor the 
operation of the market 
to ensure efficient 
performance of the 
market. The bank may, 
from time to time, make 
rules and regulations, 
issue directives or 
circulars for the efficient 
operation of the market

The CBN shall 
supervise and 
monitor the 
operation of the 
market to ensure 
the efficient 
performance of the 
market. The bank 
may, with the 
approval of the 
Minister, issue, 
from time to time, 
guidelines to 
regulate the 
procedures for 
transactions in the 
Market and for 
such other matters 
as may be deemed 
appropriate for the 
effective operation 
of the Market

The CBN currently issues 
guidelines and circulars on 
the market, e.g. the June 
2016 revised guidelines for 
the operation of the 
Nigerian inter-bank foreign 
FX market
This bill however seeks to 
increase CBN’s powers such 
that it encroaches on the 
duties of FMDQ OTC

2) Determination 
of rate of 
purchase and 
sale of FX

The CBN may determine 
the rate of purchase and 
sale of FX if it is 
necessary to do so for 
harmonious and orderly 
exchange transactions in 
Nigeria

The rate purchase 
and sale of FX shall 
be mutually agreed 
between the 
applicant 
purchaser and the 
authorized dealer 
or buyer concerned

The represents a shift from 
the CBN’s FX market 
liberalisation framework 
which states that “ the CBN 
shall operate a single 
market structure through 
the autonomous/inter-bank 
market with the CBN 
participating in the FX 
market through 
interventions directly in the 
inter-bank market or 
through dynamic 
“Secondary Market 
Intervention Mechanisms”
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The emergence of these drives pose significant political risks on the country’s 
financial markets as they further discredit the CBN revised guidelines on 
liberalisation of the FX market, and can be seen as a move to add 
discretionary powers to those that CBN already possesses. 

The move, while painted as an attempt to plug gaps in the former law smacks 
of desperation and can only result in negative investor perception and capital 
flight, affecting not just the CBN but the whole Nigerian government. 

Some unintended consequences of this move will be the hoarding of FX by 
Nigerians, and abuse of such a poorly crafted law by security agencies. This 
may tell on Foreign Direct Investment (FDI) as investors may prefer more 
stability than constant changes in banking policies.
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POSSIBLE SCENARIOS FOR THE NIGERIAN FX MARKET IN 2017
FX is currently a hot button issue in Nigeria and many politicians, analysts 
and academics are eager to make a name for themselves without fully 
understanding the market. 

The biggest unknown is which way the regulation may swing. We have 
projected stable oil prices/production in Q1, 2017. However, things could 
change quickly by Q2 if political gains made are not consolidated. The real 
fallout may be a redesign of the supervisory landscape and consolidation of 
powers in the hands of CBN in order to control the price and volumes of 
foreign currency held by individual and corporate entities. 

SCENARIO DESCRIPTION HOW LIKELY?

Oil price stabilises 
>$50 and oil 
production rises 
>2.0mbpd

➢ Oil price recovers to a new equilibrium level 
between $50 & $60/bbl in 2016 at the back of 
the OPEC and non-OPEC member deal to cut 
production

➢ Militancy in the Niger Delta drops and 
production levels rise

➢ Foreign reserves rise increasing CBN’s ability 
to defend the Naira and meet FX demand and 
gap between official market rate and parallel 
market rate closes

Very likely in Q1, 
2017

Oil production drop 
(<1.5mbpd) 
magnifies severe oil 
price drop (<$45)

➢ OPEC and non-OPEC member deal to cut 
production fails and the oil glut continues

➢ Renewed activities of Niger Delta militants 
result in huge production drop

➢ Foreign reserves dwindle further reducing 
CBN’s ability to defend the Naira and meet FX 
demand

Not likely in the short 
term

FX liberalisation is 
fully activated

➢ Full implementation of CBN FX Market 
Liberalisation Framework

➢ Inter-bank FX market emerges as true official 
market and other rates converge with this 
rate

➢ FG introduces regulation to hinder BDC 
activities – e.g. increases capitalisation 
requirements exponentially, or give foreign 
agents  like Travelex exclusive rights

Not likely in the short 
to medium term

FG reverses FX 
liberalisation

➢ New FX Market Bill is passed giving CBN 
sweeping powers

➢ CBN at its discretion reintroduces Naira peg
➢ Demand and supply mismatch creates huge 

gap between official market rate and parallel 
market rate

Not likely in the short 
term. However, if the 
Naira continues to 
weaken public 
sentiment may 
change in favour of 
tougher regulations 
by Q3, 2017



SBM Intelligence, an arm of SB Morgen, is an organisation 
devoted to the collection and analysis of information. We offer comprehensive 

analysis for, and support to governments, businesses and NGOs. SBM Intelligence 
runs a Nigeria-wide network of contacts and associates.

www.sbmintel.com
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