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Monthly Feature: Currency Concerns in Ghana and Nigeria

Background

In recent months, emerging economies have witnessed capital outflows, higher interest rates, 
and sharp currency depreciations which have stoked inflation and threatened to reduce growth 
even more sharply at this stage in the economic cycle. A recent study [1] showed that 36 of 53 
emerging markets reviewed experienced some form of exchange rate depreciation in the first half 
of 2013 with average rates of depreciation hovering at over 6 percent. It attributed this largely to 
deteriorating macroeconomic fundamentals in some of the countries and the flight to safety of 
portfolio investments from emerging markets as a result of the US Federal Reserve’s decision to 
scale back on monthly bond purchases (i.e. tapering implied increases in relative interest rates in the 
US). 

Our computations using daily exchange rate data for a group of African countries show that between 
January 1, 2013 and February 28, 2014, the Ghanaian Cedi (GHS), the South African Rand (ZAR) and 
the Nigerian Naira (NGN) depreciated by 33.6 percent, 27.6 percent, and 6 percent, respectively, 
against the dollar (Fig. 1A). While the Naira did not depreciate on the same order of magnitude as 
the other two currencies, it has exhibited significantly more volatility over 2013 and is expected to 
continue to do so in 2014 (Fig. 1B). However, since February 2014, the Rand has reversed trend due 
to reports of better than expected 2013 Q4 growth.

1. Eichengreen, B., and Poonam Gupta (2013). Tapering talk: The impact of Expectations of Reduced Federal Reserve 
Security Purchases on Emerging Markets. Unpublished. VOX. December 19, 2013.

Figure 1A. Exchange rate depreciation index (against US$)*

Source: AfDB  *interbank rates
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The Ghanaian cedi

The Cedi has already shed about 9 percent of its value so far during 2014. The fiscal gap is projected to remain at over 10 
percent for a third consecutive year. The fiscal position has been exacerbated by a 34 percent fall in gold prices over the 
past one and a half years, drastically reducing export earnings. Ghana has been trying to contain the rapid growth in the 
wage bill, which now absorbs close to 70 percent of tax revenue. The rating agency, Fitch, recently downgraded Ghana’s 
credit rating from B+ to B, citing compromised policy credibility and the rising costs of servicing domestic public debt. 
The compounded effect of these individual factors has been a rise in inflation, from 11.5 percent to 13.8 percent in the 
past six months. Given projections of low tax revenue and a still relatively large wage bill, the budget deficit is projected 
to expand to 10.8 percent of GDP in 2014. This is bound to provoke further expectations of inflation. 

To address these underlying fiscal imbalances, the authorities have relied on short-term foreign financing through US$ 
denominated domestic bonds. The persistence of the fiscal gap and credit rating downgrade have contributed to the 
sharp hike in sovereign borrowing rates. For instance, in July 2013, Ghana’s sale of US$750 million in 10-year bonds, while 
attracting orders of more than US$2 billion, the yield was 8 percent. By contrast, the 10-year U.S. Treasury bond and its 
South African equivalent yielded 2.6 and 4.3 percent, respectively. Moreover, this rate was much higher than the 10-year 
bond that Ghana issued in 2007 which had a coupon rate of only 4.7 percent. Policy responses have included cutting fuel 
and utility subsidies, introducing new corporate taxes to beef up revenue and raising the policy rate by two percentage 
points to 18 percent to limit demand for private credit.  

The Naira

While exposure to global financial markets, through its oil trade, makes Nigeria susceptible to portfolio reallocation 
by foreign investors, the Naira (a managed float) has trekked out of its policy bounds (NGN152-158) and is exhibiting 
extensive volatility (fig 1B), although with so far modest impact on the value of the currency. The Naira has lost about 3.3 
percent during 2014 and remains around 5.7 percent above the upper policy bound for the currency since April 2013.

Nigeria’s Central Bank has continued to sell dollars onto the market to support the Naira and has raised the cash reserve 
requirement on public sector deposits held by banks. The cash reserve requirement for commercial banks was raised 
from 50 percent to 75 percent on February 4, 2014.

Moreover, the Central Bank capped the amount of dollars that firms running bureaux de change can buy from banks at 
US$250,000 a week  in late 2013 to curb demand for the US$ and to limit higher premia offered at these outlets. While 
the Naira has hovered around 163-166 against the US$ so far in 2014 it has traded nearer 170 at some bureaux de 
change. The authorities have also emphasized the need for fiscal discipline in order to maintain stability in portfolio flows. 
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Figure 1B. Exchange rates (1US$) 

Source: AfDB  *interbank rates Source: AfDB  *interbank rates

Figure 1C.  Exchange rates (1US$) 
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Stock Markets

Global Markets 

Global financial markets advanced in February in spite of a downward 
revision to Q4 US GDP growth from initial estimates of 3.2 percent to 
2.4 percent. The S&P 500 gained 4.6 percent in February and the mixed 
economic picture does not seem to have hurt investor confidence. Market 
sentiment towards emerging market economies remained negative, however. 
The MSCI emerging market BRIC index shed 2.4 percent of its value in 
February and is down 13 percent during the year to date.

In Japan, the Nikkei 225 index, a comprehensive price-weighted average of 
225 top rated Japanese companies, shed 0.5 percent of its value in February, 
following reports of slow growth in the second half of 2013 (1 percent 
against 4 percent in the first half of 2013). 

Overall, the performance of markets in February indicated newer enthusiasm 
for growth following the stabilization of emerging market currencies at 
month end. However, the escalating crisis in Ukraine is spilling over onto 
global financial markets and will continue to pose downside risks in the 
foreseeable future. The Dow Jones Industrial Index (DJIA) and France’s 
CAC 40 gained 4 percent and 5.8 percent during February.

   
African Markets 

African markets showed mixed performance during February. Kenya’s 
NSE-20 rose 1.6 percent, driven by gains in banking stocks following good 
reported full-year profits for 2013. The Kenyan bourse is targeting market 
capitalization of KES 7.2 trillion (US$ 83.4 billion) by 2023, almost quadruple 
the figure of KES 1.85 trillion at the beginning of 2014.  Nigeria’s NGSE 
slumped 2.5 percent despite the assurances by the Central Bank that it 
has adequate reserves to support the Naira indefinitely. The NGSE fell by 
more than 6.2 percent in 2014, following a reported US$ 42 billion decline 
in foreign reserves, which are now lower than their level in October 2012. 
South Africa’s JALSH Index edged-up 4.9 percent during February due to 
reports of higher than expected Q4 2013 real GDP growth of 3.8 percent. 
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Commodity Markets

Crude (Brent): Oil prices rebounded, growing by an average rate of 2.5 percent during the review month following 
production and export snags in Libya and Iraq. After a brief stint of recovery in January 2014, Libya’s crude oil 
production fell back in February due to the blockade of the El Sharara field that produces an estimated 340,000 
barrels/day.

Gold & Silver: Gold and silver prices registered 6.6 percent and 10.6 percent growth over February due to speculative 
trading over the possibility of prolonged political unrest in Ukraine and rising demand for safe haven assets. 

 

Cotton: The price of cotton edged up 0.1 percent due to projected drops in cotton supply from China. Cotton 
acreage is projected to decline by as much as 10.7 percent in the 2014-2015 growing season. China’s cotton acreage 
is estimated to have dropped by 8 percent in 2013-14 to 4.6 million hectares which is expected to decline further to 
3.9 million ha in 2014-15.

Coffee: Arabica and Robusta coffee soared 43 percent and 11 percent over February due to concerns over the extent 
of drought damage to Brazil’s production. Recent estimates place Brazil’s production at 3 to 3.1million tons, compared 
to initial forecasts of 3.4 to 3.6 million tons. 

Cocoa: Cocoa prices edged up 1.5 percent on the back of forecasts of record consumption in 2014, and expectations 
of a second successive year of world production deficit. The International Cocoa Organization estimates in February 
showed that world production lags behind projected consumption for the 2013/14 cocoa year by 115,000 tonnes. 
While production is expected to grow in 2014 by 4.1 percent to 4.10m tonnes, this will not be able to overtake 
consumption that is expected to grow by 2.5 percent to a record 4.18m tonnes.

Figure 2: Price of Crude Oil Figure 3:  Oil & Metals – Monthly price changes (%)

Source : AfDB (Feb. 2014)

Source : AfDB (JFeb. 2014)

Figure 4: Price of Gold (US$/t.oz)                                                                  Figure 5:  Agricultural commodities 
Monthly price changes (%)
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Sovereign Debt Issues in Africa

African bond yields exhibited mixed signs. Yields on Egypt’s 10-year benchmark bond rose by 0.3 percent as a result 
of some progress to restore political stability in the country. The yield on the benchmark US$ bond had declined 
by 5.4 percent in January following a credit rating outlook adjustment by Fitch from B- negative to B- stable. 

Ghana’s 10-year US$ denominated bond edged-up 0.3 percent in the review month, down from 13 percent gain 
in January 2014 on the back of rapid depreciation of the currency and a rise in inflation to a four-year high of 13.8 
percent in January. 

Yields on Nigeria’s US$-denominated 10 year bond grew by 2.3 percent in the review month down from 4.7 
percent in January. Nigeria is faced with currency volatility accompanied by some decline in the appeal of its bonds 
thereby increasing sovereign borrowing rates. 
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Currency Markets

In spite of lower German Purchasing Managers Index for manufacturing (PMI) and a slow 
improvement in French manufacturing PMI, the Euro is up 6.2 percent against the dollar in 
2014. The euro was up 0.52 percent against the US$ and 0.1 percent against the Japanese yen 
during the review month.  The slide in German manufacturing PMI to 54.8 points in February, 
from 56.5 in January is expected to slow the Euro’s progress. French PMI data for February 
stood at 49.7 points from 48.5, but remained below the 50 points benchmark signifying healthy 
growth in manufacturing.
The Kenyan Shilling eased 0.48 percent against the US$ on the back of growing demand for 
the dollar from the energy and manufacturing sectors during the review month. The South 
African Rand (ZAR) rebounded by 4.3 percent after falling 8 percent against the US$ in January 
following reports that the GDP in Q4 of 2013 expanded at an annualized rate of 3.8 percent.

Figure 6:  Monthly % Changes of selected African bond yields                                                                    

Source : AfDB (Feb, 2014)
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Global Economic Leading Indicators

Chinese Purchasing Managers’ Index (PMI)                            India Purchasing Managers’ Index (PMI)

Japan Purchasing Managers’ Index (PMI)                USA Purchasing Managers’ Index (PMI)

                    Euro-zone Purchasing Managers’ Index (PMI)                                   South Africa Purchasing Manager’s Index

The Manufacturing Purchasing Managers’ Index tracks manufacturing sales, employment, inventories and prices in manufacturing. 
Levels above 50 points indicate an expansion in economic activity. Data sources for US Manufacturing PMI is the US Institute 
of Supply Management; PMI’s for Japan, China, the EU, and India are from Markit Economics; the PMI for South Africa is 
published by Stellenbosch University.
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Global Price Index Forecasts (March – July 2014)

Five-month forecasts are provided using AR models with seasonal dummies. The forecasts are based on data from the FAO. 
The Global Food Price Index is the weighted average of all food groups ranked by export shares. The Cereals Price Index is 
constructed using the International Grains Council (IGC) wheat, corn, and rice price indices.
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Global Price Index Forecasts (March – July 2014)

Five month forecasts are provided using Auto-regressive models with seasonal dummies. The forecasts are based on data from 
the FAO.  The Dairy Price Index consists of cheese, butter, and skimmed milk (SMP) price quotations. The Meat Price Index is 
composed of four types of meat with average export trade shares of each product. The items include two polutry products, 
three bovine meat products, three pig meat products and one ovine meat product.    
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Appendix Table 1: Stock Market Movements - Month ended 28 Feb, 2014

Appendix Table 2: Exchange - Month ended 28 Feb, 2014

Source: AfDB Statistics Department. February, 2014

*in the interbank currency market
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