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THE SPOT AND FORWARD MARKET TRANSACTIONS
AND ECONOMIC DEVELOPMENT IN NIGERIA
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Abstract

This paper examined the tmpact of the spot and
forward market transaciions on economic
development in Nigeria. Specifically it sought to
establish the relationship that exist between the spot
and rﬁ}nﬂ.ﬂm’ market transactions, exclange rates,
inflation raies, real gross domestic product (GDF)
nd exiernal reverve positton in the couniry. Through
dosk and descriptive research methods, 1 was
possibile to establish high fluctwating tendencies in
thi spot market transactions leading to a rising
exchange rates in the ather form of forelgn exchange
aperations. The rising exchange rates exerted serious
negative influence an economic development in the
souniry as indicated by the deteviorations in the GOP
growth rates and the external reserves positions. To
thin e, it was recommended amang others that the
monetary authorities should monitor the market
closely to detect unfavourable fluctuations and
intervene in time to harmanize the spot rates with the
coanpmic realities on grosnd (v ovder (o facilitate the
avittlability and flow of the needed foreign exchange
far optimum wtiiization that cowld lead to econcinic
developmeny in the country.

Introduction

(e person cannot produce all the goods and services
needed for his or her daily life. The [armer depends on
the engmeer for the farm tools while the engineer
similarly depends on the farmer for his foodstuffs.

Both persens depend on the medical doctor for the
health services he provides and so on. The truth 15 that
life is full of interdependence among econontic units.
Az it is for individuals, so is it for nations, Mo one
nation can afford to produce all the goods and
services that she needs. Sunilarly, individual nations
at one time or the other have in abundance gertain
products which are in scarce supply elsewhere.
Naturally, the nations in short supply tend to buy from
those in abundance, which themselves must sell their
surpluses to get money needed to buy from other
countries, the wvery goods and services they
themselves lack

The buying and selling of these goods and services
between oations is known as foreign trode. The
medium of exchange that facilitates it 15 called
foreign exchange. Its market may be spot or forward,
cach having distinct economic implications. The
essence of enlering into these transactions is [ ensure
availability of the needed foreign currencies al
relatively Tower cost and nisk 1o finance trade and
projects capable of improving the welfare and
standard of living m such econonues Market
participanis frade here o make capital gains and
profits. The impact of these transactions is still
questionable 1n Migeria. This s because in the
Nigerian situation there exist i lot of inconsistencies
in the operations of the spot and forward exchange
market, These have affected the exchange raies.




There ure cases in which the demand for foreign
exchange is always higher than the supply causing the
exchange rate to shoot up. In the same ven, the naira
depreciates an u conlinuous basis and the practices of
parallel marketers go i long way to enhance these
inelTiciencies. The inflation rate is evernsing and cost
of living increases on daly basis with marked
incréase in importations among others. In the hight of
the aforementioned, this article focused on examining
the impact of the spot and forward market Iransactions
on economic development in Nigeria.

This paper is divided ino four sections. The first
section is the intreduction. Section two examines
literature relevant to this work while section three
mikes an empirical analysis of the data, The work 1s
summarized, coneluded and récommendations made
in section four,

Theoretical Framewoark

The amm of this section 15 1o examing the literature
relevant 1o this work as put forward by various
authors. Specifically, this section covers the nature
and concept of foreign exchange markets. spot and
forward marke! arrangements, economic implications
of the spot and forward markets transactions and the
relationship between the spot and forward market
transaciions,

Nature and Concept of Foreign Exchange Market
This market is not a single market place where goods
and serviced are being exchange. It is an over the
counter market that operates within the banking
network of the world An importer buys while an
exporter sells. Transactions i the dnternational
market are settled by selling one's currency for the
currency of the couniry with whese residents you
desire to ransact. Put in s formal way, we say that
ane's own currency has been used 1o buy foreign
exchange thus converting the buyer's purchasmg
power into the purchasing power of the sellers
cowntry. The exchange rate determmes the prices of
the currencies traded. The foreign exchange market is
the larzest limancial market worldwide.

In this market, only currencies are being exchange for
other currencies the wm, being for participants to
moke interational settlements (Mustapha  and
Fabunmi, 1990:159). Participants in the market are
individuals, investors, business corporations,
governments and financial institutions such as barks.
These participanis could further be classihed as
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agents. brokers, hedgers, arbitrageurs and
speculators. The major trading centers are London,
New York, Singapore, Frankfurt, Lagos, Abuja, Port
Harcourt and Uyo among others. Participants mn the
market are kept in close contact with one another
through the use of elephone, fax messages, compuier
terminals and other communication networks, This
information technology (IT) age has made it possible
1o trade online 1n the market (Ubom, 2010:3-4) and
(Ubom, 201(0:219).

Transactions in the market are under taken usmg (wo
basic arrangements namely the spot and forward
market arrangements. In the spot transactions, buyers
and sellers agree to transfer bank deposits (currencies
traded) immediately after they enter inte the contract
which in practice means delivery within two working
days (Aliber, 1983:462), (Chandler, 1973:563) and
(Cooper et al, 1983:462). The spot market established
the current price of a specific foreign currency. The
exchangze rate, (the spot rate) is the underlying hasis
for evaluating forward futures and options (Gropelli
and Wikbakht, 1990:340) and (Luckett, 1954:506).
Operations in the spot market were established for the
purpose of affecting expectations concerning futire
rates.

O the other hand, the forward market armingement
exists for the purchase and sales of currencies for
delivery at # futore date and at a prearranged
exchange rate. It involves contracting today for the
future purchase or sale of foreign exchange The price
may be the same as the spot price. However, in sume
cases it 1s higher (at @ premium) or lower (al a
discount) than the spot price. Maturities of forward
transactions tange from one. three, six to twelve
months and above, Forward quotations could be
direct or indirect, one bemg a reciprocal of the other.
A clear dissection of the marke! trunsactions is done
in the next discussion.

Spot And Forward Market Transactions

The Spot Market Transaction

As stated earlier, some foreign dealings are spot
transactions, that is, buyers and sellers agree 1o
transfer bank deposits immediately afier they enter
into the contract which in practice, means two days
later (Aliber, 1983:56) In ather words, it is the
market for immediate delivery of money involved in
thie transaction (Chandler, 1973:563) and Cooper, ¢t
ol (1983:462).
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The spot market establishes the current price of a
specific foreign currency being traded. For instance.
an nvestor has funds which he i1s walling to lend in
two different forcign countries, say Denmark or
United States. Depending on relative rates of raturn m
the two markets, if he does lend in New York, the
dollars that he inténds to lend will be bought for
Deutshee marks in the spot market. At the same time.
i he purchases dollars in the spot market, he will sell
them for Deutshee marks in the forward market in
order 1o repatriate his fund a1 the end of the loan
period. His relative net returns will depend not only
on the weights of interest rates in United States and
Denmark but also on the relationship between the Spot
rate at which he buys dollars and forward rate at which
he sells dollars. 1f the forward rate on the dollar is ata
twa percent (2%) discounl. relative to the spotrate, he
will lose two percent (2%) on his exchange
transaction and will find 1t more profitable to lend in
United States only if interest rates there are at Jeast
wo percent pownts higher than in Denmark. On the
other hand, if the forward rate on the dollar is ar 2 two
percent (2%) premium, relative to the spot rate, he
will pain two percent (2%) on his exchange
transaction and will find it more profitable to lend in
United States if interest rates there are at least two
percent (%) points below those in Denmark
(Chandler, 1973:564).

Operations in the spot markel as discussed above
reveals that the spol market amangement was
cstablished for the purpose of affecting expectations
concernimg future rates. For example, limiting the
purchases of dollars or preventing a decline of the
exchange rate on the dollar may succeed in creating
expectations that the dollar will not decline. This
device 1s used to influence the direction and raie of
intermational capital flow by affecting the relative net
rates of retumn available in different countries.
Another purpose of the spot market is that it was
designed 1o aid OPEC and the government to fix
official prices for crude oil, thereby acting s a price
setter (Weisweiller, 1972:563). Further still, this
market arrangement was meant to be used in the
establishment of the rate between two currencies by
fixing a sunple ratio between their quotations and by
providing a world wide marketing network, linking
individual citizens of each nation (Luckett,
1984:506).

The major charactenistics of the spot  markel
transactions include
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{al  The spot market transaction is usually carmed
out on the basis of the exchange rate prevailin i
4l the time of the transaction. In other words.
there is no alteration as regards changes in the
exchange rate.

(b) It usually mmvolves a cash transaction or
immediate {within on¢ or two days) delivery of
the foreign exchange being traded.

(e) It is usually not accompanied by any insurance
cover, except when it is supported with o
forward transaction to avoid losses

(d) Spot rate arising from this wansaction s
determined by factors such as supply and
demand, level of investment and
monetary/fiscal policies.

(e} The transaction often establishes the current
price of a specific foreign CUITENCY

(f)  The wansaction is usnally used for normal
requirements of genuine trade trunsactions
{Egbahese, 1990:43) and (Gropelli, and
Nikbakht, 1990:340). These characieristics
unfold that spot deals are accompanied with
some advantages and disadvantages.

Advantapes;

(a)  This method of transaction is usually adopted
by the Central Bank of Nigeria during periods
of crisis and of general commercial pressures.

(h)  Itserves asthe undertying basis for ¢ valuating
forwards futures and aptions.

(c) It establishes the current price of a specific
foreign currency required to provide a fixed
amount of the domestic currency.

(d)  Toanimporter {orimporter bank), the lases as 4
result of currency depreciation which may
occur in forward exchange arrangement is
mimimized if not completely elimmated

The Disadvantages:

(a)  There is no gam as a result of home CUrrency
appreciation to an importer

(b) It is difficult 1o forecast short term exichange
rates because of the complex interrelutionships
and unpredictability of certain factors
alTecting i1

{c)  This method of transaction provides no
msurance cover (Wood and Bryne, 1951 -60),

The Forward Market Transaction

A forward exchange contract is a transaction in which
foreign exchange are bought or sold for deliv ery ata
future date at a prearranged exchange rate. In a




forward transaction. no currency will change hands
between the buver and the seller until the maturity
date of the contract. This maturity date is calculated
from the delivery date of the spot {two clear working
days from the date of the contract plus the forward
period). On maturity date, the delivery of the foreign
currency 15 effected @ the agreed exchange rate,
irtespective of what happens 1o the rate in the
intervening penod. The rate at winch this ransaction
is effected is called forward rate and is invarsably
expressed in relation to the spot rate ruling at the tirme
the forward rate was quoted,

These market facilities are meant to protect exporiess
and importers of foreign currencies from the risk of
exchange rate changes, that is, the forward market
facilities protect exporters and importers of foreign
currencies from the uncertumies thal may come as a
result of exchange rate luctuations. There 1 often a
time gap between the signing of a sale contract and the
receipt of payment by exporters and actual remittance
of payments by importers. Dunng this penod, the
exchange rate can change, thereby causing loss to the
traders This loss could be eliminated by entering into
a forward trunsaction. For instance. if an importer
who buys goods today has to pay for the goods i a
foreign currency one month from today, it mav be
convenient ta buy the currency now for delivery in a
month. Similarly, an investor in foreign securities
who has money due m a fortmight may find it
catvenient 1o sell that currency for delivery in two
weeks, These measures are tuken, in order 1o
climinate or reduce 1o the bearest minimum, the loses
that may ccéur as a result of changes in the exchange
rate | Luckett, 1984:509-517)

The forward market deals have the following

eharactensiics:

{a) There ore no cash flows to an investor in a
forward contractuntil the settlement date.

() This transaction is always designed imtially to
have a zéro value, but as expectations change.
their value can become positive or negative.

{c)  With a forward contract, you obligate yourself
to buy or sell a commoedity, some time in the
future at 2 particular price.

{(dy  The transaction may not be standardized. The
terms of the contracts. including the forward
price, are set by the parties 1o the contracts
through negotiation.

(¢} In some cases, securilies are required as
guarante that the obhgation of 1o forward
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contract will be met.

{fy  The terms of the contract (the forward price,
maturity date, the grade or type of currency or
commuodity acceptable for delivery, the pace of
delivery) can be more precisely tailored to the
needs of the buyers and sellers (Hapgen,
1990:510-511)

Advanlages:

{a) In effect, the contract means that foreipn
currency is converted into local currency on
the date it 15 entered into,

(b)  The customer needs not worry about exchange
rate developments.

(¢) It servés as an msurance cover to the spot
transaction

(d)  The customer is placed on equal basis with
competitors who invoiced in local currency

(e)  The customer is able to ascertain production
costs aswell as profit on a particular contract.

Disadvantages:

(a) The forward market does not provide an
adequate safeguard against exchange nisks.

(b) The forward rates sometimes turn out 1o be o
poor predictor of the future spotrale.

(c) The insurance cover for which it was mean! to
provide for spot deals may not be properly
accomplished (Pike and Neale, 1996:432)

Economic Implications Of The Spot And Forwurd
Market Transactions

Maost of the buyers and sellers of currency in the
market react to certain changes that take place in the
economy such as a fall in value of currency, a cut in
interest rotes (which may result in making the
currency a less attractive mnvestment), increased
importation and attractiveness of alternative
currencies. These factors increase the number of
sellers in the market. On the other hand, fuctors such
as improved economy (showing exceptional growth
which may lead to a rise in currency value} higher
interest rate (resulting in the attractiveness of the
currency mvestment), currency undervaluation in
relation 10 ‘other currencies and increase exporing,
will similarly increase the number of buyers in the
market (Henderson, 1988:225),

The decisions on whether to buy orsell are based on
what the operators want to agree on in ferms of the
price for the curreney in which they want 1o trade as
soon as possible. These activities have varous
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economic implications. Inthe first place, there will be
spot arbitrage transactions which wall bring about a
consistent determination of all foreign exchange
rates, that s, v imegrates, the foreign exchanges so
that a single market is formied for all currencies. These
arbitrage  transactions would be to change the
cxchange rares which continue w change until
arbitrage 15 no longer profitable (Luckett, 1984:508-
509,

Also. most businessmen in the economy may be
saddled with the problem of exchange risks arising
from the fact that exchange rates are not fixed, but
vary daily. This may affect the value of a transaction,
making the deal unprofitable. An attempt by investars
o avoid this risk usually implies also losing the
oppartunity for the same amount of gain resulting in
the market remaining at a fix. Again, a movement of
foreign funds mto a couniry tends to increase that
country’s reserves of foreign currency and places the
receiving country in a better position (o meet a
temporary disequilibrium in its international
payments. Spot market deals reduces banks’ reserves
of foreign currency in that, when a bank buys spot
currency to increase its nosiro balance as cover for the
forwand sale, it has to pay out an equivalent amount of
domestic currency or another convertible currency,
thereby reducing its reserves of foreipn currency
{Henderson, 1988:224-225).

The nostro balances here refers to deficient or
decreasing balances of banks which the financial
institutions have to increase. In doing this, they buy
spot currency which obviously reduces their foreign
currency reserves because of paying out the
convertible currency i their reserves,

In terms of the forward tansactions, there are some
nsks m entering into a forward contract with a
customer becanse if a customer promises to sell a
centain amount of currency but fails to do so, this may
leave the bank having to buy the curtency at the spot
pate. This rate may be quite different from the
contracted rate and the bank could make losses,
resulting in a reduction in the foreign exchange
reserves of the bank and nation as a whole,

Also, this ket arrangement permits foreign traders
and imvestors to hedge. Hedging is 2 means of shifting
the nisk of a possible movement in the exchange rate
o someone else. Also, in some cases. customers know
what currency they wall need to buy or sell in the

future and are able 1o make arrangements i advance.
often as a way of avouding exchange risk., The
customer does not have to pay at the time of the
contract, but is committed to dealing at the agreed
special forward rate which will not normully be the
same as spot rates | Henderson, 1988:226),

Fallowing from above, it 1s mportant to point out
three specific possible alternativé relationships
between the forward trangaction and the
corresponding spot transaction &t par, premium and
at a discount. Forward transaction 1s at par with the
corresponding  spot  transaction if the  Torward
exchanges are worth as much as the spot exchanges.
This means that relevant foreign currency can be
purchased or sold at the same rate sy the spol
exchanges. When forward exchange are worth more
or are dearer than the spot exchanges, they are said to
be at a premium (which is synonymous with “dearer”
or “costlier™). Obviously, when a currency is costlier
or dearer, it can be purchased only at a higher price,
that is, more units of the local currency have 10 be
paid for the same units of the foreign currency or less
units of the foreign currency can be bought with the
same umits of local currency.

If forward exchanges are worth less than the
correspanding spol exchanges, they are said tobeata
discount. Thus, forward exchanges are at a discount if
maore units of the foreign currency can be purchased
with the same umits of the domestic currency, as
compared to what it can purchase for spot delivery.
Or, the same units of the foreign currency on forward
delivery can be purchased with less units of domestic
currency as compared 1o spot purchases {Egbahese,
1590: 44-45),

Empirical Review

This section 15 set pul to present and analyse the data
on the vanables involved in the work These
varmbles include the volume of the spot anid forward
iransactions, exchange rates, the real gross domestic
product (GDP), inflation rate and external reserves
from 1980-2008, (i.e. a period of 28 years). The
major focus here is to establish the relationships that
exist among the vanables of the foreign exchange
transactions and those of economic development
such as external reserve, inflation rie and real gross
domestic product as reflected on table 3.1 below
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TARBLE 3.1: Relationship between Spot/Forward transactions,

cxchange rate and real pross domestic uet, Inflation rates and external (1980-2008
Perinid Spod Forward Exchange Heal GDP Anmyal External
irausactiony transactions  rate U'S §/N i™"m] InfMation Keserves
(Nt} (N'mj) Hate () (N'mb
1k AR 26 1155 3155 Lo 54451
1941 531 286 081 20522 2142 24248
1652 3.0 290 11LA7 19969 Tin Loes |
ER] 150,11 346 i 1560 i B ThY 7
1944 32444 4.k #3737 K356 a0.71 EER)
|hAs 12198 4.7 i 42 2411 fud 487 L |
4 | (W4 4,88 242 105,47 539 1,5874
B SR ¢ - —- | 4.02 204,58 TR 40412
1448 77.39 .06 A58 214,58 __ S64 3
1959 2240 1.7 738 236,73 547 13,457
1440 24400 1140 B 26758 750 34953
1941 3554 1233 09 &R 1270 44,340 |
jaiz (kEL] 174 173 27137 4441 139925
1943 6217 54T rr 2748 S7.07F 67,2456
199 174.04 4492 189 27545 57.03 M A5E0
1995 216 7560 #1102 281 41 7281 41,3312
1996 239 _ Bsay Bz 293 75 23929 174, 30409
|97 4.8 i) 01 164 3202 10,67 2621985
1998 151 9E.01 R3H| 31059 7.56 26,7024
1994 .14 10225 9234 I121K 6A2 BT
200 8.3 104,74 100 12 12418 94 I, 1484
el 11 1530 122,16 1152 356,00 1487 iRt E520
2002 {400 134 42 13047 41850 1289 [ ERTERI]
3015 1348 134,82 129.22 47753 1m 4365, 083.0
2tk 14 030 13482 [33.0:0 §27.58 1500 22328370
2005 ERT 35002 3110 Si183 1785 IRATH90 T
200 LA 182 9% [2#.12 9582 429 BA253TH G
07 26091 JROL 12508 634,25 535 ADsETITH
il A0 300,11 11857 BT HS 11840 70259277377

Sowree: CAN Stearreal dulfesin for the vaviows years

The tahle above shows that between 1980 and 1985,
when lorwird transpctions and exchange mtes were
always increasing and spol transaction  highly
fluctugting, evonamic development variables showed
wild NMuctuations. Within this period, spot transacnons
fluctuated between NOY.O09 million and N323.94
million, while forward transaction moged from N2 16
il Ligm ta 3472 million as exchanpe mates rese from
0,55 koho per dollarin 1980 1o 0.89 kobo per dollar in
1985 As the valumde of transaction and exchange mie
Muctuated, the real gross domestic product and
mflation mates followed sult. For instance, the real
GDP rose from N3155 million in 1980 ta N201.04
million i 1985, while imflaton rate ranged from ten
percent (1096), forty percent (40%) 1o four percent
(04%5) respectively in 1980, 1984 and 1985. External
reserves reduved Mom USS S 4456 million in 1980 1o
LSS 7 milhon in 1983 o 10 USS 1,641, 1 million
n 1985

The forward transactions rite continved 1o risé fom
N4.88 million in 1986 1o N12.33 million in 199] as
the exchange rate increased from N2.0Zkobo per
dollar 10 9.91 kobe per dollar within the same period
Spot transactions cracked from NIOG44 mullion w
W35 54million while the real GDP reman siible
within this period, rising from N204.81million 1o
N265, 38 million. Annual inflation rate rather kicked
from 5.39% to 56.04% and dropped to 12.70% in
1991, The trend of externnl reserves within this
period was rteasonably siable inercasing  from
1553, 2 72million o USS 44,2496 million.

Between 1992 and 1997 the spar transaction had
declined sharply N17.59million to N4 S4mallion as
forward transaction and exchange mte kept tising
from N17 3mitlion 1o N9O.0Imillion and 17.3% 1o
8 1.64% respectively. The real GDPwithin this period
increased from N271 37million to N302.02millien.
During this period the annun! inflation mate also
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merensed weth real GDP from 44.80% 0 1992 10
TR in 1995 and dropped to 10.67%1n 1997

e spot and forward transactions and exchange rate
mamtnined their pattern as i the previous year from
1998 1w 2002 However, GDP rose [rom N310.89
million o NAT753 gullion while inflation Tate
umped from 7.9% 1o 14% as external reserves rose
from US8226,702.4 million to USSI1,065,
(093, tmillion. This period was a good one compared 10
others

The peniod from 2004 1o 2008 witnessed a turning
point for spot transaction as i rose from
N14 00million to N300 lmallion naira. The forward
lransiection rose 1o N300.00million while exchange
rite for the first five years dropped from 132.00 per
dollarvo 118,57 per dollar. By this time, real GDP had
rsen o NOTE89million, mfaton rate reduced to
| 1.60%: while external reserves continued to rise from
N2 Zmillion to N7.03 million.

summary, Recommendations And Conclusion

Discussion

The analvsis above revealed that between 1980 and
|991, the economic development varables were
lughly fuctunting. The reul GDP had increased ar
reducing rates meaning that the domestic market was
not stabilized resulting in the negative tmpact on
ceonomic development. Inflation rate was highly
unstuble and unprediciable while external reserves
was reducing. This showed that as exchange rate and
furward transactions imcreased, the external reserves
reduced indicating an inverse relationship. From 1992
1o 2003 spot transactions was not really stable. After
fising from N17.5% million to N174.04million in
1994 i reduced drastically to N 1345 million in 2003,
This time, a positive relationship exist between
forward transactions, exchange rate and real gross
domestic product (GDP) as the mcreased in GDP
resulted in increased nexchange rate and forward
tronsactions. i other wordy, the domestic market had
significant improvement. External reserves
sigmificantly improved along this line while the
nflation rate remains high, untl 1997 when it
dropped to 10,67% and 6.62% respectively, However,
it inereased to 14.03% m 2003,

It wiis only withm the penod 2004 and 2008, that spom
transaction showed some element of sharp inerement
rising from N 14.00million i 2004 to N301.01milhon

in 2008, The GIP and foreipn reserves moved in the
same direction with forward transactions and
exchange rate. The fluctuating nature of inflation rate
cunsed by high demand for foresgn currencies and
greater dependency on imports exert negalive impac!
an economic development. For instance, it creates
too much money m circulation with physical output
of goods and services. Although some elements of
improvement have been recorded in terms of the real
gross domestic product, it appears not sufficient (o
anchor sustainable economic development as the
waves ofinflation heightened on danly basi-

Summary

The arm of this paper was to exanune the unpact of
the spot and forward transactions on economic
development in Nigeria. The paper identified high
dependency on imports, depreciating value of naira
due to high exchange rate and ligh inflation rate
among others as some of the major problems facing
economic development in Nigeria. To this end, it
became imperative to established the refationship
thiat exist between the spot and forward transactions;
foreign exchange rate and real GDP, inflation rate and
external reserves. [t was therefore discovered that:

(1} 'Spor transactions were highly (luctuating
until 2004 when it showed signs of
significant improvemen|

() Between 1980 and 1991, the economig
development vanialiles were highly unstable
meaning that development mn the domestic
market were transcend as inflation rate was
unstable and external reservesreducing

(1) An inverse relationship was therefore noted
between externnl reserves, Forward
transactons and exchonge rate fTom 198010
1991,

(iv}  Between 1992 and 2003, a positive
relationship had exist between real GDP,
exchange rate and forward trunsactions.
some remarkable improvements ook plage
m the domestie market leading 1o significant
increase in external reserves.

(vd  Above all, the improvements recorded
between 2004 and 2008 in the cconomy
resulted in increase in the tempo of
econnmmg activities and attendan increase
in the demand for fareign exchange. As the
demand for foreten currencies increased,
exchange rute and milation rare increased as
will




Recommendations
In this paper. the following recommendations have
been made:

(i}  The munetary authorities should monitor the
market closely o detect unfavourable
Nuctuations and intervene in lime 1o
larmonize the spol rates with the ecanamic
realities on ground in onder to facilitate the
availability and flow of the needed foreign
exchange for optimum utilization that could
lead 10 economic development in the
Country.

(i} Measures such as encouragement of
entrepreneurship and development of the
real sector of the cconomic thromgh the
provision of the needed infrastructure and
technology should be adopted 1o promote
availahility of goods and services locally to
minimize unporations. This will reduce the
demand for foretgn exchange and the
associated mmerease in the foreign exchange
rate and in{lation rate in the cconomy.

(1)  Activides of unauthorised and unofficial
dealers in foreign exchange market should be
praperly conirolled by the CBN to reduce the
level of fluctuations in foreign exchange
rransactions and 1ts subsequent negative
impact on external reserve position of the
counlry.

{iv)  Sensitisation workshops should be organized
from fime to fime to create public awareness
on the implications of unfair and unethical
practices in the foreign exchange market as
the affect economic development and the
weltare of the Nigenan cilizens

Conclusion

The spot and forward transactions are worth being
undertaken but unléss the monetary aulhorities
monitor the market closely and harmonmised spot rates
with economic realities, the implementation of the
exchange policies in isolanon would not solve the
problem. Apart from this, other recommendations
made should alse be taken mtocor-wleration,
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