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Abstract:

This study examines the relationship between systemic risk, cryptocurrency adoption, and financial
performance in Nigeria, a leading African economy characterised by persistent macroeconomic
instability, regulatory uncertainty, and financial informality. While cryptocurrencies and blockchain-based
innovations are widely recognised for their potential to enhance financial inclusion and capital mobility,
their integration into fragile monetary systems remains uneven. Drawing on comparative trend analysis
covering the period 2014-2024, the study explores how decentralised crypto platforms, peer-to-peer
exchanges, and stablecoin usage influence key financial indicators, including banking sector liquidity,
exchange rate stability, and capital adequacy. The analysis is anchored in Financial Contagion Theory,
Market Integration Theory, and Institutional Theory to explain how technological disruption, weak
governance structures, and informal financial practices interact to reshape systemic risk exposure in
emerging economies. The findings indicate that although cryptocurrency adoption improves
transactional efficiency and access to alternative assets, its widespread use in Nigeria weakens
monetary policy transmission, intensifies capital flight, and heightens financial volatility, particularly in
the absence of effective regulatory oversight. The study recommends the development of a unified
regulatory framework, enhanced market surveillance mechanisms, and inclusive financial governance
models that align crypto innovation with Nigeria’s financial stability objectives and broader digital

economy agenda.
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Introduction

Systemic risk refers to the threat of a widespread financial breakdown that transcends individual
institutions or markets, potentially destabilizing an entire economic system. Historically, this concept was
linked to excessive leverage, institutional failures, and interbank contagion, as evidenced during the
2008 global financial crisis (Bouri et al., 2020; Fang et al., 2022). Although global reforms such as Basel
[l strengthened capital and liquidity standards, many emerging economies continue to face systemic
vulnerabilities arising from macroeconomic volatility, shallow financial markets, and institutional fragility
(Ghorbel & Jeribi, 2021; IMF, 2023). These structural weaknesses create fertile ground for new financial

shocks to propagate rapidly across the system.

In recent years, systemic risk has been reshaped by the expansion of digital financial innovations,
particularly cryptocurrencies. These decentralized, blockchain-based assets operate largely outside
traditional regulatory frameworks while becoming increasingly integrated into formal financial systems
(FSB, 2024). Cryptocurrencies offer potential benefits for financial inclusion, but their volatility,
anonymity, and global reach also introduce new channels for instability and spillover effects (Conlon et
al., 2020; Shahzad et al., 2021). As crypto markets deepen, their interaction with conventional financial

institutions raises concerns about contagion, regulatory arbitrage, and monetary control.

This dual nature is especially pronounced in fragile, dual-track economies such as Nigeria, where formal
financial institutions coexist with extensive informal financial activity. Nigeria ranks among the world’s
highest adopters of cryptocurrencies, driven by persistent inflation, currency depreciation, and limited
access to formal banking services (Zobo, 2022; Chainalysis, 2023). In this environment,
cryptocurrencies increasingly influence key macro-financial indicators, including exchange rate volatility,
banking sector liquidity, and capital flows (Hsu et al., 2021; Jarefio et al., 2020). Rather than remaining

peripheral, crypto adoption in Nigeria now directly intersects with the core channels of financial stability.

Despite the scale of crypto adoption and its systemic implications, the existing literature remains
fragmented, focusing mainly on financial inclusion, volatility, or regulatory issues in isolation. This study
addresses this gap by applying Financial Contagion Theory, Market Integration Theory, and Institutional
Theory to examine how cryptocurrency adoption reshapes systemic risk in Nigeria’s financial system.
Using trend-based evidence from 2014 to 2024, the paper evaluates the implications of crypto activity
for monetary policy effectiveness, financial performance, and regulatory resilience. The central research
question therefore asks: To what extent has cryptocurrency adoption reshaped systemic risk in Nigeria’s

financial system, and what are the implications for policy and financial stability?
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Literature Review

Systemic risk, in the context of financial systems, has been defined as the risk of collapse of an entire
financial system or entire market, as opposed to risk associated with any one individual entity or
component (lyer, 2022; IMF, 2023; Fang et al., 2022). It often arises from the interconnectedness of
institutions or the cascading effects of market failures. In more recent discourse, especially in emerging
markets, systemic risk also encompasses the unintended consequences of digital financial innovation,
including destabilizing volatility, liquidity crunches, and regulatory blind spots (World Bank, 2023; Hasan
et al., 2022). In line with these developments, systemic risk can be understood as the potential of cross-
sector financial contagion resulting from weaknesses in either traditional or decentralized markets,

ultimately impacting macroeconomic stability and investor confidence.

Cryptocurrencies further redefine systemic risk by introducing decentralized, pseudonymous, and often
opaque mechanisms into formal financial ecosystems. Scholars such as Da and Oyima-Antseleve
(2025), FSB (2024), and Ghorbel and Jeribi (2021) observe that crypto-related systemic risks include
speculative asset bubbles, flash crashes, and technological vulnerabilities like smart contract failures.
Moreover, the absence of central clearinghouses and deposit guarantees increases exposure to market
manipulation and investor losses. In fragile economies like Nigeria, where regulatory infrastructure lags
behind innovation, such risks intensify. Therefore, in the context of this study, systemic risk refers to the
vulnerability of Nigeria’s dual financial system to destabilization arising from unregulated crypto

activities, institutional gaps, and macroeconomic fragility.

Cryptocurrency adoption, especially in Sub-Saharan Africa, is shaped by a mix of economic necessity
and technological adaptation. In Nigeria, crypto usage surged as citizens sought alternatives to high
remittance fees, inflationary pressures, and unreliable banking infrastructure (Essien & Okon, 2024;
Chainalysis, 2023; BBC, 2021). Decentralized platforms such as Binance and LocalBitcoins facilitate
cross-border trade and personal savings in USD-pegged stablecoins, bypassing formal channels. This
behavior, while enhancing financial inclusion, undermines central monetary control. Crypto adoption in
this context represents an informal monetary reaction to systemic economic stress, contributing both to

financial empowerment and institutional circumvention.

The relationship between cryptocurrency adoption and systemic financial risk has received growing
empirical attention in recent years, particularly as emerging markets grapple with digital disruptions. A
recurring concern across the literature is the tendency of cryptocurrencies to intensify financial instability,
especially through volatility spillovers. Dimpfl and Peter (2020) used multiscale correlation analysis to
demonstrate that extreme price fluctuations in cryptocurrencies have a measurable impact on traditional

asset classes, often behaving unpredictably during market stress. Supporting this, Beneki, Koulis,
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Kyriazis, and Papadamou (2021) found that Bitcoin and Ethereum transmit volatility to banking stocks

during global market downturns, indicating their systemic relevance beyond speculative trading.

This destabilization is further heightened in environments with underdeveloped regulatory infrastructure.
Umar and Gubareva (2021) conducted an empirical assessment across several emerging markets and
showed that weak institutional quality magnifies the contagion effect of crypto crashes, particularly
through unregulated peer-to-peer exchanges. Such findings resonate with the Nigerian experience,
where cryptocurrency activity largely operates outside the bounds of monetary control. Similarly, Al
Mamun, Uddin, and Suleman (2022) observed that periods of intensified crypto trading often coincide
with currency depreciation in fragile economies, revealing a link between digital asset flows and
exchange rate volatility. These studies reinforce the view that systemic risk in crypto-active environments

is not merely theoretical but empirically grounded.

Financial market integration has also emerged as a critical vector for risk transmission. Mensi,
Hammoudeh, Rehman, and Tiwari (2021) showed that cryptocurrency markets are increasingly
synchronized with equity and commodity markets, especially during crisis episodes. This integration
suggests that financial shocks originating in crypto markets may quickly permeate other sectors,
amplifying systemic exposure. In their study of Gulf and African economies, Bouri, Jain, and Roubaud
(2021) demonstrated that even oil-exporting countries with rigid exchange regimes are not immune to

such spillovers, particularly when investor sentiment turns risk-averse.

Moreover, the literature points to a regulatory blind spot in most low- and middle-income countries. For
instance, Bouri, Jain, and Roubaud (2022) analyzed global regulatory indices and revealed that
jurisdictions with inconsistent or ambiguous crypto regulations experience higher volatility in currency
and bond markets during crypto market downturns. These findings are echoed by Kirchner and Schdiller
(2023), who found that attempts to ban or suppress crypto activity, rather than regulate it, often push
trading into informal networks, exacerbating systemic opacity and weakening policy efficacy. This
parallels the Nigerian case, where the Central Bank’s 2021 crypto ban did not stem usage but diverted

it to untraceable platforms, increasing financial uncertainty.

The macroeconomic implications of cryptocurrency adoption are also empirically documented. In a panel
study of Sub-Saharan African economies, Katsiampa and Shahzad (2023) found that increased crypto
penetration correlates with reduced monetary policy transmission effectiveness, particularly through
weakened central bank control over capital flows. Meanwhile, Owusu Junior and Ntim (2024) showed
that fluctuations in crypto investment volumes have significant short-term effects on banking liquidity
ratios and foreign reserve stability in Ghana and Nigeria. These results demonstrate that cryptocurrency
adoption affects core indicators of systemic resilience, such as currency stability, interest rate control,

and banking sector liquidity.
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Taken together, the reviewed empirical literature affirms that cryptocurrencies are no longer marginal
financial instruments; they have become structurally embedded in financial systems, with significant
implications for systemic risk. While the scope and intensity of these impacts vary by country and
regulatory maturity, the findings converge on a critical point: in fragile economies with porous oversight
and informal financial channels, the systemic risk from unregulated cryptocurrency activity is both real
and rising. Yet, despite this emerging consensus, few empirical studies focus specifically on Nigeria’s
hybrid financial system, where institutional fragmentation and macroeconomic volatility amplify these
risks. This study addresses that gap by offering a localized synthesis of how cryptocurrency adoption is
reshaping Nigeria’'s financial stability environment and undermining the tools of conventional macro-

financial governance.

This study is anchored in three interrelated theoretical perspectives that provide information on the

interaction between cryptocurrency adoption and systemic risk in emerging financial systems.

Financial Contagion Theory, as articulated by Dornbusch, Park, and Claessens (2000), posits that
financial shocks originating in one market or sector can rapidly spread to others through direct and
indirect channels. In the Nigerian context, this theory explains how instability in the cryptocurrency
market, such as the collapse of major platforms like FTX, can spill over into traditional financial sectors,
including the foreign exchange market and banking system (Fang et al., 2022; Ghorbel & Jeribi, 2021).
These contagion pathways are especially potent in fragile economies with limited buffers and

institutional oversight.

Market Integration Theory, advanced by Baur and Dimpfl (2021), asserts that increasingly
interconnected markets tend to exhibit synchronized behaviors in response to shocks, leading to shared
volatility and risk transmission. This theory is particularly relevant in Nigeria, where fintech platforms and
cryptocurrency services are increasingly intertwined with conventional financial channels. As integration
deepens, volatility in crypto markets can amplify systemic exposure across asset classes and financial
institutions (Shahzad et al., 2021; Kumah & Odei-Mensah, 2021).

Institutional Theory, as formulated by North (1990), emphasizes the critical role of formal rules, norms,
and governance structures in shaping the performance and resilience of economic systems. In Nigeria,
the fragmented and often contradictory regulatory landscape surrounding cryptocurrency use,
exemplified by simultaneous restrictions and state-sponsored digital initiatives like the eNaira, creates
an enabling environment for systemic risk to proliferate. Weak enforcement, policy inconsistency, and
limited surveillance capacity allow crypto-related financial activity to evade institutional control,
reinforcing financial instability (Da & Oyima-Antseleve, 2025; Ndemo, 2022).

Together, these theories provide a multidimensional lens through which to interpret how decentralized

financial technologies interact with fragile regulatory environments to influence systemic risk in Nigeria.
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Methodology

This study adopts a qualitative, conceptual, and exploratory desk review approach, rooted in policy-
oriented analysis and documentary synthesis. Its primary aim is to theorize the evolving relationship
between cryptocurrency adoption and systemic financial risk in Nigeria. As such, the study does not
engage in formal econometric modeling or hypothesis testing; rather, it relies on descriptive trend

analysis and interpretive reasoning.

The core methodology integrates structured information from financial reports, regulatory publications,
scholarly literature, and blockchain analytics to construct a grounded, policy-relevant conceptual
framework. The analysis draws on a comparative desk review of crypto-financial dynamics in Nigeria,
Kenya, and South Africa, three Sub-Saharan economies that exhibit shared macroeconomic
vulnerabilities but differ significantly in regulatory posture. This comparative lens helps to isolate
systemic risk patterns unique to Nigeria by contrasting adoption drivers, governance outcomes, and

market responses.

The study incorporates secondary macro-financial data from 2020 to 2024, covering variables such as
exchange rate trends, crypto trade volumes, liquidity ratios, inflation rates, foreign reserves, and capital
flows. These indicators, sourced from the Central Bank of Nigeria (CBN), National Bureau of Statistics
(NBS), World Bank, and platforms like Chainalysis, are used only for descriptive visualization and
contextual interpretation. Importantly, this data is not subjected to econometric estimation or predictive
modeling. Instead, it serves to support the conceptual arguments by mapping trends and illustrating

real-world correlations that underscore the study’s theoretical claims.

Where 2024 figures are presented, they reflect forward-looking estimates derived from one of two
approaches: institutional projections issued by bodies such as the IMF and CBN for macroeconomic
indicators like inflation and exchange rates, and simple linear extrapolation of existing trends from 2020—
2023 using spreadsheet-based forecasting functions. These estimates are provided solely for visualizing
trend continuity and are not intended as precise forecasts. This transparent estimation method ensures

interpretive clarity without compromising the study’s qualitative nature or the replicability of its data.

Although the paper references techniques such as Vector Autoregression (VAR) or Granger Causality
Tests, these are discussed solely as proposals for future empirical research. No statistical models are
estimated in this study. This distinction is crucial to clarify that the current work is not an empirical
econometric study, but rather a conceptual, qualitative investigation informed by theory and data
visualization. In addition to document analysis, the study synthesizes commentary from expert sources,

such as public hearings, regulatory press briefings, and prior interviews with fintech executives,
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blockchain advocacy groups, and regulators. These qualitative information illuminate the institutional,

behavioral, and governance dimensions of crypto adoption in Nigeria.

The study is grounded in established theoretical lenses, particularly Financial Contagion Theory, Market
Integration Theory, and Institutional Theory, which inform the interpretation of emerging patterns and
relationships. These theories support a structured understanding of how decentralized digital finance
may exacerbate vulnerabilities in weakly regulated or institutionally fragmented financial systems. The
study does not develop or present a formal conceptual model but instead uses these theories to interpret

observed trends and policy inconsistencies in Nigeria’s crypto-financial environment.
Results and Discussion

This section analyzes the empirical trends underpinning the evolving relationship between systemic risk
and cryptocurrency adoption in Nigeria. Drawing from five key tables, it explores how digital financial
innovations intersect with macroeconomic indicators specifically crypto adoption rates, exchange rate
volatility, inflation trends, commercial bank liquidity, and capital outflows. The analysis demonstrates
how crypto-driven dynamics are increasingly shaping Nigeria’'s financial performance and exposing
systemic vulnerabilities that demand regulatory attention. Importantly, the numerical values presented
in this section are used illustratively to support qualitative interpretation rather than to claim econometric

precision, consistent with the study’s exploratory orientation.
Cryptocurrency Adoption Trends and Systemic Exposure

Trend in Cryptocurrency Adoption Rate in Nigeria presents the growth trajectory of crypto engagement
among Nigerian adults over the last decade. From a modest 1.2% adoption rate in 2014 with $0.18
billion in trade volume, crypto usage surged to an estimated 35.6% by 2024, with trade volumes
exceeding $7.9 billion. This dramatic ascent was paralleled by an evolution in use cases, from informal
remittances and value storage to speculative trading, arbitrage, and stablecoin hedging. This growth
corresponds with macroeconomic instability, such as naira depreciation and high remittance costs. This
increasing reliance on decentralized platforms presents unmonitored channels of capital movement,
amplifying systemic risk (BBC, 2021; Chainalysis, 2023). While the projected figures provide directional
insight into adoption dynamics, they should be interpreted as indicative trends rather than exact

measurements of market size or participation.

Year % of Adult Crypto Users Trade Volume (USD Billion) Dominant Use Case
2014 1.2% 0.18 Informal remittances
2016 5.4% 0.56 Value storage
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2018

2020

2022

2024

12.9% 1.13
21.5% 2.80
31.0% 5.35
35.6% (est.) 7.91

Speculation, savings
P2P payments, arbitrage
Investment + remittances

(est.) Stablecoin hedging

Table 1: Trend in Cryptocurrency Adoption Rate in Nigeria (2014-2024)

Note: 2024 figures are estimates. Adoption rate and trade volume were projected using linear
extrapolation of trends from 2014-2022, supported by institutional outlooks where available. Figures
are for illustrative purposes only and not based on formal predictive modeling.
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Figure 1: Cryptocurrency Adoption in Nigeria

Note: The 2024 values for both crypto adoption rate and trade volume are projections based on linear
trend extrapolation, using estimates supported by secondary sources including Chainalysis and

Statista.

Exchange Rate Volatility and Crypto-Induced Pressure

Table 2 reveals a persistent and widening disparity between Nigeria’s official and parallel exchange
rates. While the official rate moved from #&165/$ in 2014 to N633/$ in 2024, the parallel market rate
spiked dramatically from #&180/$ to #&1,020/$ over the same period. This divergence underscores a
growing distrust in official foreign exchange mechanisms and the increasing influence of black-market
and informal currency exchanges. The correlation between periods of high crypto trading and naira

volatility is particularly noteworthy. During peak crypto adoption phases, such as 2020 to 2024, parallel
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exchange rate gaps widened significantly, suggesting that capital flight through unregulated crypto

channels may be intensifying naira instability.

Year Official Rate (/%) Parallel Rate (®/$)
2014 165 180

2016 197 310

2018 306 364

2020 379 480

2022 461 735

2024 633 1,020

Table 2: Naira to USD Exchange Rate (Official and Parallel Market, 2014-2024)

Note: The 2024 official and parallel exchange rates are estimates based on trend extrapolation from
2014-2022 data, supported by forward guidance from the Central Bank of Nigeria (CBN) and IMF
reports.
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Figure 2: Naira to USD Exchange Rate (Official and Parallel Market, 2014—2024)
Inflation Dynamics and Crypto as an Informal Hedge

Table 3 illustrates a troubling surge in inflation, rising from 8.0% in 2014 to an estimated 29.6% in 2024.
This tripling of inflationary pressure reflects broader macroeconomic instability driven by supply shocks,

fiscal imbalances, and currency depreciation. As individuals seek inflation hedges in decentralized
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assets, liquidity is pulled from formal naira markets and redirected toward blockchain ecosystems. This
behavior undermines the efficacy of the CBN’s monetary interventions, complicating inflation targeting
and interest rate calibration (Hsu et al., 2021). The inflation projections serve to illustrate the persistence
of price instability rather than to establish exact inflation paths. In summary, rising inflation strengthens
crypto demand as an informal hedge, but this defensive shift further weakens conventional monetary

control, reinforcing inflationary persistence and systemic fragility.

Year Inflation Rate (%)
2014 8.0

2016 15.7

2018 1.4

2020 13.3

2022 21.9

2023 27.3

2024 29.6 (est.)

Table 3: Inflation Rate (%) in Nigeria (2014-2024)

Note: The 2024 inflation rate is an estimate based on linear extrapolation of inflation trends from 2014
to 2023, supported by forward-looking statements and inflation outlooks from the IMF and Central
Bank of Nigeria.

30
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Figure 2: Inflation Rate (%) in Nigeria (2014-2024
Note: =
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Banking Sector Liquidity and Digital Disintermediation

Table 4 tracks a steady erosion in banking sector liquidity, with average ratios falling from 44.7% in 2014
to a projected 30.3% by 2024. This decline coincides with the rise of crypto-based savings and lending
platforms, which offer alternative financial services without the same regulatory obligations or deposit

insurance mechanisms (Beneki et al., 2021; Owusu Junior & Ntim, 2024).

These platforms compete directly with traditional banks for consumer deposits, thereby
disintermediating the formal financial system. The result is liquidity fragility, as banks face tighter
constraints on their ability to lend and absorb shocks. The projected liquidity ratios are used to illustrate
directional stress within the banking sector rather than to quantify regulatory thresholds or compliance
levels. This dynamic heightens systemic risk, particularly if a sudden crypto market correction triggers
rapid withdrawal back into fiat assets. The evidence suggests that crypto-driven disintermediation is
eroding bank liquidity buffers, increasing the vulnerability of Nigeria’s banking system to shocks and

potential contagion.

Year Liquidity Ratio (%)
2014 44.7

2016 38.5

2018 40.2

2020 35.9

2022 321

2024 30.3 (est.)

Table 4: Average Commercial Bank Liquidity Ratio (%) in Nigeria (2014-2024)

Note: The 2024 liquidity ratio is an estimated value derived through linear extrapolation of historical
data from 2014 to 2022, using trends reported by the Central Bank of Nigeria (CBN).
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Figure 4: Average Commercial Bank Liquidity Ratio (%) in Nigeria (2014—2024)

Note: The 2024 liquidity ratio is an estimated figure derived from a linear extrapolation of commercial
bank liquidity trends between 2014 and 2022, based on data from the Central Bank of Nigeria (CBN)
and NDIC Financial Stability Reports.

Foreign Reserves and Crypto-Facilitated Capital Flight

Table 5 reveals that while Nigeria’s foreign reserves have fluctuated moderately, estimated crypto-
related capital outflows have surged sharply. From just $0.03 billion in 2014, crypto-facilitated outflows
are projected to reach $2.44 billion by 2024. These unmonitored exits undermine capital control
mechanisms and weaken reserve adequacy (IMF, 2023; World Bank, 2023). Because crypto platforms
operate largely outside CBN oversight, they create parallel capital channels that reduce transparency
and increase balance-of-payments vulnerability. In periods of fiscal stress or external shocks, such
hidden outflows may intensify sovereign risk and complicate debt sustainability (FSB, 2024; Fang et al.,
2022). These capital flow figures are indicative estimates designed to capture the scale and direction of
crypto-related pressures, not precise measurements of total outflows. Overall, the key implication is that
crypto-enabled capital flight is emerging as a significant threat to Nigeria’s external stability, amplifying

systemic risk through weakened reserve management and policy opacity.

Year Foreign Reserves Crypto Capital Outflows (Est.)
2014 34.2 0.03
2016 25.8 0.12
2018 39.3 0.43
2020 35.7 0.91
2022 37.1 1.62
2024 344 244

Table 5: Foreign Reserves and Crypto-Driven Capital Flows (USD Billion, 2014—-2024)
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Note: The 2024 value for foreign reserves is based on IMF and CBN forward-looking statements,
while the estimate for crypto-driven capital outflows is derived from trend extrapolation using data from
Chainalysis and peer-reviewed studies on Nigeria’s crypto trade patterns.

Foreign Reserves and Crypto-Driven Capital
Flows (USD Billion, 2014-2024)

100%
98%
96%
94%
92%
90%

2014 2016 2018 2020 2022 2024

B Foreign Reserves and Crypto-Driven Capital Flows (USD Billion, 2014-2024) Source: CBN, IMF, World
Bank (2023) Crypto Capital Outflows (Est.)

M Foreign Reserves and Crypto-Driven Capital Flows (USD Billion, 2014-2024) Source: CBN, IMF, World
Bank (2023) Foreign Reserves

Figure 5: Foreign Reserves and Crypto-Driven Capital Flows (USD Billion, 2014-2024)

Note: The 2024 foreign reserves figure is based on IMF and Central Bank of Nigeria (CBN) forward
guidance, while the crypto-driven capital outflow estimate is derived from linear extrapolation of
historical trends using data from Chainalysis and regional crypto trade reports.

Discussion

This trend is not merely technological; it is symptomatic of deeper macroeconomic anxieties. As
traditional financial channels struggled to offer reliable hedging options amid rising inflation and currency
devaluation, Nigerians increasingly turned to decentralized platforms for financial agency. However, the
shift to crypto also circumvents the formal financial sector and regulatory oversight, amplifying systemic
risk through opaque capital flows and reduced institutional control (Kirchner & Schiller, 2023; Bouri et
al., 2022). The speed and scale of this transition raise alarm for monetary stability in an economy where

over a third of financial transactions may soon occur outside the central bank’s purview.

The widening gap between official and parallel exchange rates undermines the Central Bank of Nigeria’s
(CBN) capacity to manage foreign exchange reserves and enforce monetary policy, further entrenching
systemic fragility (Al Mamun et al., 2022; Omeje et al., 2024). Expanding crypto activity appears to
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reinforce exchange rate fragmentation, weakening monetary transmission and amplifying systemic risk

through parallel-market dominance.

For households and investors, the naira’s eroding purchasing power has made cryptocurrencies like
Bitcoin and USDT appealing alternatives for value storage (Bouri et al., 2020; Umar & Gubareva, 2021).
As individuals seek inflation hedges in decentralized assets, liquidity is pulled from formal naira markets
and redirected toward blockchain ecosystems. This behavior undermines the efficacy of the CBN'’s
monetary interventions, complicating inflation targeting and interest rate calibration (Hsu et al., 2021).

In effect, crypto use becomes both a symptom and a driver of inflationary entrenchment.

Similarly, crypto-based savings and lending platforms compete directly with traditional banks for
consumer deposits, thereby disintermediating the formal financial system. This dynamic heightens
systemic risk, particularly if a sudden crypto market correction triggers rapid withdrawal back into fiat
assets (Beneki et al., 2021; Owusu Junior & Ntim, 2024).

Finally, crypto-facilitated capital outflows weaken reserve adequacy and balance-of-payments stability,
increasing sovereign risk during periods of fiscal stress (IMF, 2023; World Bank, 2023; Fang et al., 2022).
These unmonitored flows reduce transparency and complicate macro-financial management, reinforcing

Nigeria’s systemic vulnerability.
Conclusion

The study concludes that cryptocurrency adoption, while offering financial alternatives and improving
transactional efficiency, introduces new vectors of systemic risk that traditional regulatory frameworks
are ill-equipped to manage. Specifically, Nigeria’s financial system now operates within a dual-track
configuration: a regulated formal financial sector, and a rapidly expanding, largely informal crypto
ecosystem. This bifurcation diminishes the effectiveness of monetary policy tools such as interest rate
adjustments and capital controls, and complicates the Central Bank's efforts to stabilize inflation and

manage foreign exchange volatility.

The analysis shows that informal crypto activities contribute to liquidity disintermediation in the banking
system, erode public confidence in fiat currency, and facilitate untracked capital movements. Moreover,
the reliance on peer-to-peer exchanges and stablecoins as hedges against macroeconomic instability
reinforces a feedback loop of financial informality, which ultimately exacerbates systemic fragility. In
contrast to much of the literature that focuses on either the promise of financial inclusion or the dangers
of crypto volatility in isolation, this study situates cryptocurrency adoption within broader structural and
policy dynamics. In doing so, it contributes a unique conceptual and evidence-based perspective on

how crypto technologies reshape systemic financial risk in an African context. This contribution is

Wohllebe & Ross Publishing, Germany — The Open Access Publisher.

More information and current publishing opportunities at wr-publishing.org


https://doi.org/10.51137/wrp.ijarbm.443
https://www.wr-publishing.org/

International Journal of Applied Research in Business and Management (ISSN: 2700-8983)
an Open Access journal by Wohllebe & Ross Publishing, Germany.

Volume: 06 Issue: HRMIC Year: 2025

https://doi.org/10.51137/wrp.ijarbm.443

especially timely, given the growing interest in Central Bank Digital Currencies (CBDCs), financial

innovation, and regulatory modernization across the continent.

To address the systemic risks posed by rising cryptocurrency adoption in Nigeria, this study
recommends a coordinated regulatory response. The Central Bank of Nigeria, alongside the SEC and
NDIC, should establish a unified regulatory sandbox to safely test and guide crypto innovation.
Investments in real-time blockchain analytics are essential to monitor market dynamics and preempt
financial shocks. Crypto literacy must also be mainstreamed into national financial inclusion efforts to
reduce public exposure to risky informal platforms. Rather than outright bans, regulators should pursue
adaptive engagement strategies that integrate credible crypto actors, promote transparency, and

strengthen institutional capacity for digital governance.
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