THE WEST AFRICAN MONETARY ZONE: ELIGIBILITY FOR MONETARY
UNIFICATION

Abstract

The study seeks to ascertain the feasibility of a plan by the members of the West African
Monetary Zone (WAMZ) to form a monetary union. It applies the optimum currency areas
(OCA) paradigm to analyze the appropriateness of this major policy prescription by analyzing ex
ante and ex post (or endogeneity) eligibility criteria to arrive at its conclusions. The conclusions
of the study are arrived at based on shocks correlations, sizes and adjustment speed of shocks,
the share of regional shocks in individual countries’ business cycles, price trends (to analyze
price convergence), the gravity model (to ascertain trade endogeneity) and an analysis of
alternative exchange rate arrangements, in lieu of a full monetary union, in the short-to-medium
term.

The study is organized into seven chapters. The first chapter covers the background to the
study, the statement of the research problem, objectives of the study, its significance,
methodology, limitations and an outline of the study. Chapter two embodies a review of both the
theoretical and empirical literatures on the subject matter. It reviews the politics and economics
of monetary unions. Under economics, it takes a look at the OCA theory, which is the bedrock of
this study, and analyzes the Mundell and post-Mundell literature flanking the theory. Under
politics, the study takes a brief look at the political factors that would cause a group of countries
or an individual country to decide to join a monetary union. Furthermore, extensive coverage is
given to the various unilateral exchange rate arrangements available to countries leading up to

permanently fixing the exchange rate (in a monetary union).



The chapter also reviews past, present and future monetary unions as well as pseudo
monetary unions with particular attention on the Euro Area, the CFA zone, the Common
Monetary Area (CMA) and the WAMZ while discussing the various monetary unions. It also
reviews the processes leading up to the Economic and Monetary Union (EMU) from the Werner
Plan of 1970 to the Delors Report. Finally, the chapter reviews a plethora of existing studies that
have been conducted within the domain of monetary unions bordering on the Euro Area, the
Association of South-East Asian Nations (ASEAN) and the CFA zone as a guide to this study.

The third chapter discusses the antecedents of the WAMZ, starting from the integration
efforts made by the forebears of the African Union (AU) to that of the Economic Community of
West African States (ECOWAS) and finally, the WAMZ. The chapter then does an in-depth
analysis of the WAMZ economy, in an attempt to assess its readiness for a monetary union based
on the history of its political-economy.

Chapter four then discusses the methodological approach to the study. It specifies the
econometric models, defines the estimable variables, discloses the data sources and explicates
the estimation procedure. Chapter five is where the empirical models are estimated and the
results are explained. It is the core of the paper since most recommendations and conclusions are
drawn from it. It discusses both ex ante and ex post OCA analytical findings by looking into
shocks co-movements before and after monetary unification. On the ex post front, the chapter
ascertains whether the sub-region could gravitate towards symmetric shocks and attain all the
benefits there are in monetary unification after monetary unification. Based on the results in
chapter five, chapter six presents an alternative exchange rate arrangement which could be put in

place in lieu of a monetary union in the short-to-medium term as the countries await the final



decision to form a monetary union. Finally, chapter seven, the concluding chapter, gives an
account of the summary, conclusions and recommendations based on the study results.

The ex ante results indicate that supply shocks have the greatest influence on business
cycles and as such, most of the analyses centre around it. It also finds that the countries have
asymmetric demand and supply shocks and that traces of symmetric shocks existed in the past
rather than the present. Moreover, each of the countries’ business cycles are explained more by
domestic rather than by regional shocks while global shocks are gaining momentum, an
indication that the maintenance of monetary policy independence might be necessary. Finally,
the sizes of demand and supply shocks are found to be larger, individually and averagely, than
those of the Euro Area.

For the ex post analysis, the study analyzes price, demand and supply shocks and trade
endogeneities in the West African Economic and Monetary Union (WAEMU), an existing
monetary union in West Africa, and finds that demand shocks synchronicity has been achieved.
It also finds that prices in the WAEMU have converged as a result of the pursuit of common
monetary policies as opposed to the WAMZ, where prices only began to show signs of
convergence after they had started adhering to some common monetary rules. The study also
finds that the establishment of the West African Monetary Institute (WAMI), as a precursor to a
regional central bank, has not engendered intra-WAMZ trade. On trade endogeneity, the single
currency in the WAEMU is found to have increased intra-regional trade significantly, but the
1994 devaluation of the currency is found to have diverted trade from the WAEMU to other
regions.

Thus, the ex ante analyses hold that the formation of a monetary union in the WAMZ will

not be optimal, based on the fact that the countries do not have common demand and supply



shocks with business cycles being caused primarily by domestic rather than regional shocks.
However, the ex post analyses have shown that it is possible to achieve price convergence,
demand shocks synchronicity and trade enhancement endogenously, as evidenced in the
WAEMU. One notable absentee is supply shocks (the most important shocks) synchronicity,
which the WAEMU has thus far failed to achieve after more than sixty years of existence. Based
on the WAEMU’s failure to achieve supply shocks and the fact that the WAMZ is
geographically disjointed (the study confirms that the border effect is important to trade), the
study posits that it may not be advisable to form a monetary union in the WAMZ anytime soon
since it may not achieve trade endogeneity unless it gets the WAEMU to activate the single
economic space agreement, to which they are both signatories, to facilitate the free movement of
goods through the WAEMU into other WAMZ countries.

As an alternative to a full-fledged monetary union, the study suggests the investiture of
an exchange rate arrangement which would not necessarily involve the issuance of a new single
currency but that would enable the countries to attain convergence over a period of time before
the creation of the monetary union. Based on a series of analyses, the study recommends that the
WAMZ should operate an exchange rate mechanism with the euro as the anchor currency, in the
intervening period, to help stabilize the macroeconomic environment, since the euro performs
better in explaining their business cycles than the dollar. This arrangement, which is expected to
take place between five and no more than ten years, is meant to adequately prepare the WAMZ

for the eventual objective of creating a monetary union.
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