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Question: Nigerian currency crisis: What was the impact of Naira devaluation on the 
rate of inflation in Nigerian economy? 

In 2023 the Nigerian Central bank introduced major changes to its foreign exchange 
operations. The country has been struggling with internal challenges and has recently been in 
a currency crisis. These new currency reforms are aimed at revitalising the Nigerian economy 
through the adjustment of exchange rates. However, these adjustments are costly to the 
Nigerian economy and the current rate of inflation of 33.2% has been largely caused by the 
recent devaluation of the Naira. The importance of this question lies within its potential to 
understand the appropriate policy responses to this ongoing crisis and future crises with the 
same characteristics. 

This question links to the topic of “International Finance”, which deals with the different 
types of exchange rate systems, their benefits, and flaws. Specifically, it is related to the fixed 
exchange rates and the costs of overvaluing a country’s currency. This portfolio will 
complement the discussion of the consequences of devaluation covered in week 8 lecture and 
will focus specifically on inflation. 

Source 1: Video 

Why Is Nigeria's Naira such a mess? Bloomberg Television January 30, 2024 

This source serves as the introduction to the current currency crisis in Nigeria and the current 
government policies used to address it. The video starts off mentioning Nigeria having 
multiple exchange rates which started because of the drop in the oil prices in 2014. Instead of 
devaluing the currency, the Nigerian government implemented an exchange rate pegged to 
the US dollar for government transactions and a weaker market-determined rate for investors 
and exporters. This new system failed to deliver foreign exchange inflows and the increasing 
demand for US dollars led to the emergence of the black market that had a weaker rate than 
the official. This gave a rise to speculation on the Nigerian currency. 

In June 2023, the Central Bank announced that the Naira will trade freely until it found a new 
market-related level, this was followed by another devaluation of 31% against the US dollar, 
converging the official and the black-market rate. 

Source 2 : News article 

Currency crisis pushes consumer groups from Nigeria April 14, 2024, Financial Times 

This rigorous case study discusses how a currency crisis in Nigeria has impacted the 
multinational companies and consumer groups in the country. As a result of the sharp 
devaluation of the Naira, multinational companies such as Unilever, GSK, and P&G have 
scaled back their operations or exited the market completely. This was a direct result of the 
soaring costs, as many multinational companies have fixed costs in USD. Local companies 
such as Nigerian Breweries had to increase prices rapidly to stay in business further fuelling 
inflation. The soaring inflation is mentioned at 31.7%, which has put significant pressure on 
both domestic and multinational businesses. 
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Source 3: Research paper 

Borensztein, Eduardo, and José De Gregorio. "Devaluation and inflation after currency 
crises." International Monetary Fund (1999): 1-34. 

This source introduces the theoretical background for the discussion on significant and abrupt 
devaluations on domestic prices. Examining a sample of 41 episodes of currency crises. The 
findings suggest that 30% of the initial devaluation effect on prices is offset by higher 
inflation after 3 months and the offset climbs to 60% over the two years.  

The magnitude of inflationary pass-through relies on the underlying factors, including the 
initial overvaluation. Furthermore, the paper outlines that the inflation rate is directly related 
to the underlying equilibrium of relative prices. The potential for inflation to be a short-run 
phenomenon is mentioned, but it is also acknowledged that there is the potential for inflation 
to persist due to sluggish adjustments and sticky price levels. 

In determining the extent of initial overvaluation, the paper considers the long-term 
purchasing power parity (PPP) equilibrium. The overall conclusion drawn from empirical 
data analysis is the enduring nature of inflation following a currency devaluation. It is 
estimated that the impact of a 10% devaluation is approximately 3%, 4%, 5% and 5.5% after 
3 months, 6 months, 1 year and 2 years, respectively. However, the source acknowledges that 
the economies that start with a large overvaluation tend to have lower inflationary pass-
through than predicted by the model. 

Part 2: Answer, reflection, and link to the lecture 

The first two sources highlight how the impact of the recent currency crisis and subsequent 
devaluation of the Naira have been felt throughout the Nigerian economy in terms of 
economic instability and rampant inflation. The difficulty in maintaining profitability has 
pushed the domestic corporations as well as multinational corporations into raising prices. 
According to the estimates of the third source, a 31% devaluation should have resulted in 
additional 15.5% of inflationary pressure, as we approach 1 year since devaluation. 
Suggesting that other factors are also influencing the inflation rate in Nigeria.  

The question of persistence of this phenomenon relies on the underlying factors, as discussed 
in the research paper. Most dominant out of these factors is the long run PPP equilibrium in 
terms of relative prices of goods and services in Nigeria relative to the US. The sharp 
devaluation has been successful in bringing the official rate closer to the black-market rate, 
but the real extent to which the Naira was overvalued is yet to be determined.  

Reflecting on this portfolio, it is evident that the sharp devaluation is only a result of the 
underlying factors and hence subsequent inflation is rooted deeply in the economic conditions 
of Nigeria. As mentioned, a painful adjustment for the economy is the consequence of 
overvaluing its own’s currency. The Nigerian currency crisis is the most recent example of a 
sharp devaluation to happen. The lack of automatic adjustment due to a fixed exchange rate 
within the economy provides a need for decisive action from the government to manage the 
currency to ensure macroeconomic stability. Yet it is evident that the Nigerian government 
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has failed in that objective. Whether inflation persists as suggested by the research paper or 
slows down from now on, only depends on the actions taken by the government in adjusting 
the relative prices to the long-run PPP equilibrium. The complexity of the underlying 
situation is the key factor behind the uncertainty of the long-term impact of devaluation. To 
estimate the impact of devaluation on Nigeria’s inflation in the long term, an empirical study 
could be conducted utilizing the findings of the research paper and incorporating new 
variables, such as the currency black market and current instability within the country, 
providing great opportunity for further research 

This portfolio complements the lecture material on the fixed exchange rates and expands 
upon the consequences of a devaluation on an economy. The findings presented showcase the 
abstract models and theories contained in one recent and rigorous case study. Specifically, the 
long-run PPP equilibrium comes out as an exceptionally relevant piece of theory to the 
current situation in Nigeria. Furthermore, the chosen sources highlight the importance of 
government policy when following a fixed exchange rate, as the currency crisis is the direct 
result of consistent failures of the Nigerian government. Lastly, the shortcomings of the long-
run PPP equilibrium theory are evident, as it is difficult to accurately estimate the appropriate 
rate. 

 

Appendix 1: Video 

Why Is Nigeria's Naira such a mess? Bloomberg Television January 30, 2024 

Why Is Nigeria's Naira such a mess? - YouTube 

 

Appendix 2 

Currency crisis pushes consumer groups from Nigeria Financial Times April 14, 2024 
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Marking criterion for the portfolio assignment 
 
Research question (20 points): 
 
Is the question clear and specific enough? 
 
Is the question original? 
 
How is the question linked to the topics we discussed in the module? 
 
Source 1: Video/podcast (20 points) 
 
Does the source relate to the question? Does it make the topic intuitive at the 
household or firm level? 
 
Source 2: News article (20 points) 
 
Does the source relate to the question? Do the highlight parts relate to the 
concepts that we discussed in the module? 
 
Source 3: Policy paper or journal article (20 points) 
 
Does the paper relate to the question? Is it from a reputable source? Do the 
highlight parts relate to the concepts that we discussed in the module? 
 
Synthesis (10 points): 
 
Do the presented source relate to each other? Altogether, do they provide an 
answer to the question?  
 
Metacognition (10 points) 
 
How does this portfolio of selected sources complement the lecture material? 
How gathering this portfolio helped the student better learn the topic?  
 
 
 
 
 
 
 



Template for Portfolio outline 

 

**How to name your submission file? If your name is Ramin and you are in tutorial B, please 
name your submission file as “TB-Ramin”.   

Your Proposal must be written in font size 11 and must not exceed one page. If you go over one page 
only the first page will be reviewed. 

 

Research Question 

Write your research question here + one single 

sentence explaining the importance/relevance 

of this question. 

Video/Podcast 

Post the link here + a one single sentence 

explaining why you chose this source 

Newspaper article  

Post the link here + a one single sentence 

explaining why you chose this source 

Academic article 

Post the link here + a one single sentence 

explaining why you chose this source 

How do they complement the lecture 

material?  

Explain how your plan relates to the material 

learned in this module.  

 

To help students plan their portfolio


