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Background  

 

After decades of procrastination, Nigeria finally signed the African Continental Free 

Trade Area Agreement (AfCFTA) on July 7, 2019. This came as a relief to Nigerian 

investors, manufacturers and analysts. The main objective of the trade pact is to 

create a single continental market for goods and services and facilitate the free 

flow of businesses and investments. AfCFTA, which will bring together all the 55 

member states of the African Union, will establish a market of 1.2 billion people with 

a combined gross domestic product (GDP) of $2.5trillion. 

Typically, in custom unions and trade agreements, the larger economies benefit 

from the bigger markets and the economies of scale that accrue to their countries. 

Nigeria, being the biggest economy in Africa (16.5% of GDP in SSA) with abundant 

natural resources, stands to benefit immensely from the trade pact. Wholesale and 

retail trade accounts for approximately 16.96% of GDP. The sector is the 2nd largest 

employer of labour after agric.  

However, for the country to position itself to take advantage of these opportunities, 

there is a need for structural adjustments. An alignment in fiscal and monetary policy 

is a prerequisite for a conducive business environment. 

To create awareness and elevate the level of discourse on the subject matter, a 

high level economic policy colloquium on the effects and implications of the AfCFTA 

and the Nigerian economy was held on July 29, 2019. The dialogue sessions which 

were handled by key industry experts (multinationals, international organizations, 

government agencies, etc) provided insights on the relevance of policy changes for 

Nigeria to maximize its potentials in the trade pact. 

Policy Dialogue – Matters Arising 

 

Some of the issues raised at the symposium include: 

1. Exchange rate alignment – a prerequisite for regional trade and economic 

growth 

2. Increased trade as an impetus for growth 
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3. Lower tariffs and non-protectionism – central to boosting intra-African trade  

4. Income distribution and Inequality 

5. Changing the output pattern 

Unified Exchange Rate – A Prerequisite for Regional Trade and Economic Growth 

Trading activity in regional trade zones is usually complemented by an efficient 

payment and settlement system across geographical boundaries. The West African 

Monetary Zone (WAMZ) is already working towards a common currency for the West 

African region in the years ahead. While most of the Anglophone countries have 

flexible exchange rate regimes, Francophone countries have a common currency 

that is tied to the Euro at a fixed rate. 

The Nigerian forex market is still artificially managed through a price discriminating 

monopoly which leads to multiple exchange rates where there are different prices 

for the same commodity (US $). This creates room for speculative trading, arbitrage 

and abuse, resulting in either extraordinary transaction gains or losses for companies 

that have dollar obligations or revenues. Currently, there are approximately seven 

exchange rates in Nigeria with the CBN being the main supplier. The CBN describes 

these rates as multiple windows. 

 1Rates (N/$) 

Official  306 

Inter-government  325 

Import duty rate 326 

Wholesale  345 

I&E window  363 

Parallel  360 

Transfer Parallel 365 

One of the principal issues that arose from the colloquium was the inevitable 

phasing out of multiple exchange rate practices. A unified exchange rate at times 

                                                           
1 Source : CBN, FDC 
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could play a role in facilitating economic growth and enhancing the 

competitiveness of economic sectors whilst generating increased fiscal revenues via 

taxes on exports/imports. It reduces arbitrage loopholes, reduces transaction costs 

and enhances investor confidence. It has been empirically proven that countries 

that adopt a unified exchange rate usually record higher trade, stronger growth and 

lower inflation relative to those with multiple exchange rates.  

For Nigeria to fully benefit from AfCFTA and the attendant increase in investment 

flows, an efficient forex market priced in line with market fundamentals is imperative. 

In addition to the above,a unified exchange rate will 

 Make transaction settlement seamless: A unified exchange rate will facilitate 

easy transactions and reduce transaction costs. This would boost trade 

relations and improve balance of trade. 

 Reduce smuggling:Exchange rate unification will reduce smuggling 

 Elimination of arbitrage: Exchange rate unification will eliminate arbitrage and 

enhance efficiency in the forex market.  

 Promote transparency in the forex market: A unified exchange rate helps to 

stabilize the currency and promote transparency in the forex market. This will 

boost investor confidence. 

Increased Trade as an Impetus for Growth 

The Nigerian wholesale and retail trade sector is the second largest employer of 

labour after agric. The sector employs approximately 25% of the labour force. 

However, the sector has consistently underperformed overall GDP. It grew by 0.85% 

in Q1’19, contributing 16.96% to GDP. Policy and regulatory initiatives in favour of 

local industries continue to weigh on the performance of the sector, which is 

predominantly import dependent. The implementation of the trade pact is 

expected to deepen trade relations, boost economic growth and increase 

employment.  
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Lower Tariffs and Non-Protectionism – Central to Boosting Intra-African Trade  

African economies generally have low national savings and domestic investment 

rates, unsustainable debt service ratios, high unemployment and low economic 

growth, etc. In the last 27 years, inter-regional trade in Africa showed that 

 Level of intra-regional trade was poor 

o 80% focused on non-African countries 

 Inter-regional trade was dominated by few regional hubs 

o Southern African Development Community (SADC) accounts for 50% 

of sub-regional economic trade 

 Countries with a well-diversified economy traded more within the region 

 There are differences in tariffs and regulatory measures across African 

countries 

o Presence of non-tariff bottlenecks 

 Trade openness increased from about 53% of GDP to 67%  

 Partnerships were forged with economies such as China 

 Africa’s intra-regional trade as a share of total African imports more than 

doubled  

                                                           
2 Source: NBS, FDC 
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Lower tariffs are expected to boost intra-African trade. However, constraints such as 

infrastructural deficit, logistics, custom services and payment system also need to be 

addressed. This would lower the cost of cross-border movement of goods and 

increase intra-regional trade. In particular, Nigeria needs to take advantage of large 

economies of scale to produce competitively and also bridge infrastructural gap 

(estimated at $3trn over the next 26 years).3 

In addition, FX restrictions need to be eliminated to avoid pressure on the currency 

at the parallel market.  

Income Distribution and Inequality 

The level of inequality in Africa is still very high. The countries with the highest gini-

coefficient are: 

Countries Gini coefficient 2017 GDP Growth (%) 

South Africa 62.3 1.3 

Namibia 59.7 4.1 

Zambia 57.5 -0.8 

Nigeria 48.8 0.8 

Central African Republic 43.6 4.34 

 

Changing Output Pattern 

Africa’s exports to the rest of the world are dominated by primary products.  

 75% of minerals (crude oil, copper) 

 16% of manufactured goods 

Nigeria accounts for only 0.33% of global exports, attracting a meagre share (0.13%) 

of foreign direct investment flows. To maximize the benefits of AfCFTA, it is important 

to change the pattern of commodity exports by developing the value-chain. 

                                                           
3 The African Development Bank 
4 The World Fact Book 


