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ABSTRACT 
 

Previous studies of the Economic Community of West African States (ECOWAS) have 

evaluated the union’s success in comparison to other integration initiatives and according to 

traditional theory on the optimum currency area, which calls for high intraregional trade and 

correlated business cycles. This study seeks to determine the prospects for further integration in 

West Africa given the region’s unique characteristics and the particular experience of ECOWAS 

countries. Based on results from a gravity model analysis, participation in the CFA monetary 

union and ECOWAS’ preferential trade agreements appear to have improved intraregional trade. 

However, the challenges of political instability, maintaining fiscal resources, and finding a 

suitable monetary anchor present considerable concerns for the creation of a single West African 

Monetary Zone. 
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Group for your additional advice and for challenging me to question my research thoroughly. Lastly, thanks to all 
my friends and family for your unfaltering support in innumerable ways. This is for each one of you. 
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LIST OF ACRONYMS 

ASEAN Association of Southeast Asian Nations 
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(Central Bank of West African States) 
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WAMZ  West African Monetary Zone (part of ECOWAS) 
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1. INTRODUCTION 

Regional alliances are common in Sub-Saharan Africa (SSA), and there are substantial 

initiatives to promote integration as a means of stimulating economic development. The recently 

restructured African Union (AU) and the New Economic Partnership for African Development 

(NEPAD) exemplify this growing commitment towards African cooperation and unity. On a 

smaller geographic level, the Economic Community of West African States (ECOWAS) is one 

of the most advanced partnerships on the continent. Since its creation in 1975, ECOWAS has 

espoused the objective of increasing trade liberalization, and the organization has recently 

intensified its move towards financial integration. In April 2000, five countries (The Gambia, 

Ghana, Guinea, Nigeria, and Sierra Leone) announced their intention to adopt a common 

currency, and eight of the fifteen ECOWAS states are already part of the Communauté 

Financière Africaine (CFA) monetary zone. ECOWAS’ ultimate ambition to create a single West 

African Monetary Zone (WAMZ) raises the question of whether further integration is feasible 

and optimal for ECOWAS countries. 

The potential success of WAMZ primarily depends on two issues that affect each other 

simultaneously – 1) financial integration through the adoption of a common currency, and 2) 

broader economic integration through trade agreements and convergence of economies. Existing 

literature suggests that a crucial obstacle to West African integration is the lack of intraregional 

trade. Using the gravity model of trade, this study estimates the effects of having a common 

currency and participating in a trade union with regard to intraregional trade in ECOWAS. The 

model’s results demonstrate that the CFA monetary union and ECOWAS’ trade liberalization 

have increased intraregional trade, which bodes well for plans of continued integration. 
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Additionally, considerations of other critical factors2 suggest that the creation of a West African 

common currency presents challenging but achievable prospect.  

Unlike most previous studies, this paper focuses exclusively on West African countries 

and addresses the contextual implications of ECOWAS’ objectives. To begin with, an 

introductory profile of the CFA Zone provides background information on this unique monetary 

union in ECOWAS. Next, a literature review explores previous studies on regional integration, 

beginning with the traditional theory of an optimum currency area (OCA) and then focusing on 

discussions of financial and economic integration in Africa. Section Four applies the theoretical 

framework of prevailing discourse to the specific case of ECOWAS and presents the 

organization’s objectives. Moving on to a more detailed analysis, Section Five evaluates the 

individual effects of monetary and trade integration on intraregional trade in ECOWAS using the 

gravity trade model. Finally, Section Six outlines a set of policy recommendations based on a 

consideration of the major challenges to increasing integration in West Africa; and the last 

section concludes with a summation of the primary observations and suggestions of aspects for 

further study. 

 

                                                 
2 Fiscal resources, external support, and political economy all present logistical concerns for increased integration in 
ECOWAS. Each factor is addressed in the policy recommendations included in Section Six. 
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2. THE CFA ZONE 

 The CFA Zone is often cited as a stellar example of the benefits of monetary integration 

in Africa. The union’s unique structure distinguishes CFA members from their African 

counterparts but has led to both positive and negative consequences. In light of the strong legacy 

of the CFA Zone in West Africa, it is useful to evaluate the Zone’s history and explore the 

influence of the CFA union on integration in ECOWAS. 

 

Origin 

 France created individual currencies in its African protectorates during the 1930s and 

1940s, after close to half a century of colonial rule. Although initially pegged to the French 

franc, the African currencies were consolidated into the franc des Colonies Françaises d’Afrique 

at the end of World War II with an exchange rate of one CFA franc to two French francs. The 

CFA was issued by France’s Central Bank for Overseas Territories until the wave of 

independence in the 1960s, after which two African central banks were created. Further reforms 

in the early 1970s shifted more control to the regional central banks but France continues to 

heavily support the common currency. 

 

WAEMU and CEMAC 

 Although traditionally considered a single currency union, the CFA Zone is made up of a 

common peg between two currencies, one in Central Africa and the other in West Africa. The 

Bank of Central African States (BEAC) in Yaoundé, Cameroon governs the Central African 

Economic and Monetary Community (CEMAC). CEMAC’s six members (Cameroon, the 
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Central African Republic, Chad, the Republic of Congo, Equatorial Guinea and Gabon) share the 

franc de la Coopération Financière Africaine (Central African CFA Franc). 

The Central Bank of West African States (BCEAO) in Dakar, Senegal oversees the West 

African Economic and Monetary Union (WAEMU). At present, WAEMU’s eight member 

countries are Benin, Burkina Faso, Côte d’Ivoire, Guinea-Bissau, Mali, Niger, Senegal and 

Togo, however, the composition of participating countries has evolved with new entries and exits 

since the 1960s. This includes an exit (at independence) and reentry (1987) in the case of Mali, 

as well as the entry of Guinea-Bissau (a non-French colony) in 1997.  Together, WAEMU 

countries constitute the Communauté Financière Africaine (West African CFA), which is of 

greatest interest for the purposes of this paper and will henceforth be referred to as the CFA. 

 Each currency is accepted as legal tender only within its particular boundaries, but given 

that both currencies have guaranteed convertibility and maintain the same fixed parity, the 

distinction between these two CFA francs is often overlooked. Beyond their common 

participation in the CFA Zone, members of WAEMU and CEMAC also belong to other regional 

partnerships3. ECOWAS includes all eight of the WAEMU countries but none of the CEMAC 

states (see map in Appendix, pp.64). 

 

Regional Characteristics 

 WAEMU brings together a group of countries with remarkable demographic, political 

and economic diversity. In 2002, WAEMU’s average per capita income was $351 with a total 

population of almost 74 million people. Despite facing a recent resurgence of civil conflict, Côte 

d’Ivoire is the dominant economic force in WAEMU, and contributed almost 40 percent of 

                                                 
3 Guinea, Sierra Leone and Liberia belong to the Mano River Union. All six CEMAC countries are part of the 
Economic Community of Central African States along with Angola, Burundi, the Democratic Republic of Congo, 
Rwanda, and Sao Tomé and Principe. 
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regional output in 2002 with a per capita GDP of $708. At the other end of the spectrum is Niger 

with a per capita GDP of $189 and only 7.3 percent of regional output (World Bank, World 

Development Indicators 2004). In general, WAEMU countries have open commercial markets 

but low levels of intraregional trade. As indicated in Table 2.1, most of their economies are 

dependent on primary products, which leaves them vulnerable to severe external shocks from 

shifts in external demand (Bayoumi and Ostry, 1997).  

Table 2.1: Primary Exports of WAEMU Countries 

COUNTRY Primary Exports 
  
Benin cotton, crude oil, palm products, cocoa 
Burkina Faso cotton, livestock, gold 
Côte d'Ivoire cocoa, coffee, timber, petroleum, cotton, bananas, pineapples, palm oil, fish 
Guinea-Bissau cashew nuts, shrimp, peanuts, palm kernels, sawn lumber 
Mali cotton, gold, livestock 
Niger uranium ore, livestock, cowpeas, onions 
Senegal fish, groundnuts (peanuts), petroleum products, phosphates, cotton 
Togo re-exports, cotton, phosphates, coffee, cocoa 
  

Source: Central Intelligence Agency, World Factbook. 
  

Long-term plans for integration within ECOWAS foresee an eventual merger between CFA 

countries and members of the upcoming West African Monetary Zone composed of The Gambia, 

Ghana, Guinea, Nigeria and Sierra Leone. This proposed partnership presents the potential 

inclusion of another five countries into the CFA Zone, none of which were former French 

colonies, a fact that will most likely be of economic and political significance in the future.  

 

Role of France 

 As a result of its colonialist history, France has played a major role in governing the CFA 

Zone since the inception of a common currency. Despite devolving much of its responsibilities to 
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regional central banks in the 1970s, France still guarantees the convertibility of the CFA franc 

and has a representative on the executive board of each of the central banks. France has 

historically been a major trading partner for its former colonies and French products continue to 

account for almost twenty percent of imports in WAEMU countries (International Monetary 

Fund, Direction of Trade Statistics 2004). Beyond its explicit intervention in administering the 

CFA currency, France offers significant technical and financial assistance to CFA countries, 

often interceding on their behalf in discussions concerning international financial institutions and 

offering preferential treatment in development aid and trade agreements. 

 It is this unique involvement of France as an active anchor country that distinguishes the 

CFA Zone from other currency unions in existence today. The Rand Monetary Area (RMA) in 

Southern Africa, for example, consists of Lesotho and Swaziland’s currencies pegged to the 

South African Rand. However, South Africa does not interfere in setting the pegging rate or in 

the coordination of monetary policy for participating countries. Understandably, France’s 

assistance may be a large contributor to the success of the CFA Zone and a source of increased 

confidence in the currency. Meanwhile, the existence of stringent controls limits the tendency for 

moral hazard whereby member states would be tempted to indulge in unhealthy government 

policies given the assurance that French intervention will bail them out in times of trouble. 

The creation of the European Monetary Union (EMU) at the end of the 1990s 

necessitated a reevaluation of France’s role in the franc zone. With the disappearance of the 

French franc and emergence of the euro came new concerns about the future of WAEMU. 

Negotiations within the European Union’s Counsel of Ministers concluded that France’s 

continued involvement in the CFA Zone was in line with EU regulations on preferential 
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agreements, and the Counsel sanctioned a shift in the CFA peg from the French franc to the euro. 

The currency is now pegged at a rate of 655.96 CFAF to one euro4.  

 

Operational Features 

 The CFA Zone operates on four fundamental principles: 1) a fixed parity; 2) guaranteed 

convertibility; 3) free capital mobility; and 4) pooled foreign exchange reserves. Both currencies 

are pegged to the euro at a fixed rate, which can only be changed after consultation with the 

French government and following a unanimous decision by member countries. The two regional 

central banks keep an operations account with the French Treasury. These accounts have 

unlimited overdraft facilities but countries must abide by a set of operating rules – at least 65 

percent of each region’s foreign assets are kept in the operations account, the minimum foreign 

exchange cover is 20 percent of sight liabilities, and governments receive credit limited to 20 

percent of their previous annual revenue. Theoretically, there is free capital mobility between the 

two regions and France. In reality, cumbersome administrative regulations, conservative foreign 

asset holdings by commercial banks and high bank commissions inhibit capital mobility. Finally, 

foreign exchange reserves within each regional monetary area are pooled by the central bank 

(Masson and Pattillo, 2004, Chapter 4).  

 

Past Performance 

 Between the 1960s and mid 1980s, countries in the CFA Zone produced better economic 

performance than non-CFA countries in Sub-Saharan Africa, with growth rates 0.4% higher than 

the region’s average (Devrajan and de Melo, 1997).  They experienced an increase in real GDP 

                                                 
4 See Hadjimichael and Galy (1997) and Fouda and Stasavage (2000) for an in-depth analysis of the impact of the 
EMU on the CFA Zone. 
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growth and a decrease in inflation despite the oil shocks of 1973 which lead several SSA 

countries into economic crises. Much of this strong performance was probably due to the strict 

regulations of their central banks and conservative monetary policies (Guillaume and Stasavage, 

2000). The CFA countries maintained their economic prosperity until the 1974 reforms which 

created the fundamental statutes that govern the CFA to this day. Under the reforms, power was 

divested from the French administrators to regional central banks, and the newly adopted 

structure of the CFA Zone remained relatively unchanged for the next two decades. 

Although the CFA franc is often identified as a success, member countries have not 

always enjoyed strong growth and thriving economies. The period between 1986 and 1993 saw a 

cumulative decrease in terms of trade combined with deflationary fiscal policy, the result of 

which was an economic downturn and a depreciation of the real effective CFA exchange rates. 

Simultaneously, the French franc appreciated following the Plaza Accords in 1985 between the 

G5 countries (the United States, United Kingdom, France, Japan and Germany). The Accords 

were an attempt to lower the rising dollar value and regulate the global economy, yet this 

exchange rate intervention exacerbated the CFA franc’s misalignment, and the Zone’s 

overvalued currency compromised the competitiveness of local industries. Furthermore, 

government indiscipline led to heavy borrowing and resulted in unsustainable fiscal imbalances 

(Hadjimichael and Galy, 1997).  

 The progressive overvaluation of the CFA franc inhibited economic performance within 

the region and necessitated another round of reforms. In January 1994, the CFA countries 

underwent a 50 percent devaluation of their currency. The long overdue 1994 devaluation 

pegged the CFA franc at a rate of 100 CFAF to one French franc (note that the new French franc 

created in 1958 was worth one hundred times its previous value). Beginning with restrictive 
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incomes and credit policies, the CFA countries embarked on a process of intense structural and 

institutional reform to reinvigorate their economies. The reforms appeared to be successful, 

heralding an increase in the growth of real per capita GDP and a decrease in inflation to single 

digits. Concessional debt relief from France and other donors led to a reduction in fiscal 

imbalances. Meanwhile, additional reforms directed the privatization and restructuring of 

commercial banks. The new central banks issued financial instruments through auctions. Finally, 

direct instruments of monetary control were replaced with indirect market-based instruments and 

inter-bank monetary markets emerged (Hadjimichael and Galy, 1997). 

 

Integration Issues 

 In August 1994, the West African Monetary Union (WAMU) became the West African 

Economic and Monetary Union (WAEMU) as it is known today. Prior to this reform, regional 

integration was not an explicit concern of the CFA Zone, but with the economic slump of the 

early 1990s came an increasing realization that greater economic convergence would facilitate 

future growth and development of CFA countries. A year later, the WAEMU countries 

established legal, administrative and financial institutions that would be the framework for their 

new Union. WAEMU set out to fulfill two major objectives: 1) the creation of a common market 

through a customs union and harmonized indirect tax legislation (including import tariff reform, 

a low common external tariff and preferential agreements to stimulate intra-WAEMU trade); and 

2) the coordination of economic policies to be enforced through regional surveillance 

procedures. Monitoring commissions and supervisory agents were set up to monitor banks, 

insurance companies and social security institutions. Additionally, the WAEMU regional stock 
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exchange was created in 1997 and although not all members have listed companies, there is 

currently a branch in each country.  

 The CFA’s shift in perspective towards economic integration coincides with ECOWAS’ 

growing commitment to achieving its financial objectives. Consequently, efforts targeted at 

regional integration in West Africa are stronger now than they have ever been. 
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3. LITERATURE REVIEW 

 Regional integration is a broad topic composed of three main components that are 

individually addressed in the following literature review. Firstly, an introductory section 

explicates the theory of optimum currency areas. Next, the focus narrows to consider literature 

on financial integration in Africa and particularly the experience of CFA countries. The last 

section examines the discourse on economic integration and trade reform in ECOWAS. 

 

A. OPTIMUM CURRENCY AREAS 

The theory of optimum currency areas (OCAs) is a useful starting point for any 

discussion on regional integration. This theory addresses the central question of when a monetary 

union is ideal. In his groundbreaking paper, Mundell (1961) defines the optimum currency area 

as a region in which factors of production are internally mobile but internationally immobile, so 

as to facilitate the intraregional redistribution of resources in response to demand shifts. 

Furthermore, he prescribes economic homogeneity to reduce the impact of asymmetric shocks. 

These criteria outline a stringent framework for monetary integration and provide a basis for 

future analysis of OCAs. 

 McKinnon’s (1963) paper expands the theory of OCAs and insightfully establishes the 

importance of trade factors. By demonstrating the influence of openness in a currency area, 

McKinnon emphasizes that considerations of a country’s trade behavior are integral to 

determining optimality. In particular, he observes that “if we move across the spectrum from 

closed to open economies, flexible exchange rates become both less effective as a control device 

for external balance and more damaging to internal price-level stability” (pp. 719). 
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Furthermore, McKinnon addresses the issue of financial credibility. He underlines the 

importance of money liquidity in a capitalist economy where capital accumulation relies on 

confidence in the domestic currency. Citing the common currency of America’s fifty states as an 

example, he notes that small areas are most in need of a fixed exchange rate to assure that 

individual currencies remain liquid (i.e., convertible), particularly in cases where intraregional 

trade is extensive. 

 In another valuable study, Kenen (1969) contends that diversification should be a larger 

concern than labor mobility. He hints that homogeneity is not always optimal because a country 

with a fixed currency would better withstand asymmetric shocks if it had a diversified economy 

and relied on more than one commodity for income. However, he stops short of refuting 

Mundell’s original theory completely because he does not go on to consider the larger 

implications of heterogeneity, namely whether a group of countries could benefit from sharing a 

common currency if they were diverse collectively but each had a homogenous economy. 

 Although McKinnon and Kenen’s early studies critique Mundell’s original conception of 

an OCA, they do not fundamentally alter the theory’s final conclusions. Kenen himself concedes 

that “in brief, I come quite close to endorsing the status quo. The principal developed countries 

should perhaps adhere to the Bretton Woods regime, rarely resorting to changes in exchange 

rates. The less developed countries, being less diversified and less well-equipped with policy 

instruments, should make more frequent changes or perhaps resort to full flexibility” (pp.54). 

Thus, Mundell’s initial theory dominated analysis on optimum currency areas through the end of 

the 20th century. 

It is only more recently that significant debate has emerged surrounding the issue of 

whether or not shock asymmetry is desirable. In a transformational paper, Frankel and Rose 
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(1998) introduce the notion of endogeneity. They observe that a group of countries which does 

not qualify as an OCA ex ante may evolve into one ex post by virtue of adopting a common 

currency. Following an analysis of twenty industrialized countries, Frankel and Rose conclude 

that countries with closer trade links tend to have more tightly correlated business cycles and 

thus converge towards the ideal conditions for monetary integration. This observation 

undermines conventional OCA theory because it proves difficult to rule out potential common 

currency regions on the basis of their current shortcomings. Instead, it becomes necessary to 

evaluate the interactive effects of financial and economic integration over time. 

Ironically, the most revolutionary modification to OCA theory comes from an 

observation by Mundell himself in a later paper (1973) that was regrettably overlooked by most 

scholars until McKinnon (2004) revisited the issue of homogeneity. Based on what he terms 

“Mundell II”, McKinnon argues for intraregional diversification as a buffer to the blow of an 

economic shock, particularly for specialized economies. He builds on Mundell’s realization that 

“the use of a common currency (or foreign exchange reserves) allows the country to run down its 

currency holdings and cushion the impact of the loss, drawing on the resources of the other 

country until the cost of the adjustment has been efficiently spread over the future” (Mundell, 

1973, pp. 115). Essentially, heterogeneity offers a risk-sharing mechanism whereby a 

homogenous country with a specialized economy benefits from monetary union with countries 

that have a different revenue base. Thus, when one member suffers an economic shock, the 

others are untouched and can provide temporary assistance to the recovering country. 

Mundell II loosens the restrictions on an OCA. Instead of the exclusive prerequisites that 

Mundell initially identified, McKinnon concludes that there are only two valid reasons for any 

country not to enter into monetary union with its trading partners – weak public finances and 
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lack of a stable monetary standard. Since the dollar or the euro could both serve as stable 

monetary standards in today’s international system, the remaining obstacles to optimal monetary 

integration become relatively fewer.  

These numerous emerging theories necessitate a new conceptualization of the OCA. De 

Grauwe (2000) provides an alternative perspective with his application of cost-benefit analysis. 

While he recognizes the costs identified by conventional theories, De Grauwe also takes time to 

enumerate the potential benefits of adopting a common currency. He includes political factors, 

which are vital for a holistic understanding of optimum currency areas and reiterates that strong 

trade relations are a prerequisite for a successful currency union. Additionally, he focuses on the 

advantages of eliminating instability. His conclusion is that Mundell’s criteria are too narrow and 

restrictive because they ignore the significant potential benefits of monetary integration that put 

the costs into perspective. De Grauwe’s broader viewpoint sets the precedent for a more 

comprehensive understanding of OCAs which has influenced the direction of contemporary 

analyses. 

 

B. FINANCIAL INTEGRATION AND THE CFA ZONE 

Moving beyond general interest in OCAs, the varied success of monetary unions in Sub-

Saharan Africa has attracted much scholarly attention and motivated a rich literature on the state 

of financial integration in the region. In addition to the CFA Zone, the East African Currency 

Board (EACB) also existed at the time of independence, consisting of Kenya, Uganda and 

Tanzania. Furthermore, four countries in Southern Africa (Botswana, Lesotho, Swaziland and 

South Africa) formed the Rand Monetary Area (RMA) in 1974. Much of the literature 

investigates the critical challenges of effectively sustaining a monetary union and financing a 
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fixed exchange rate regime given that most of the unions in SSA countries suffered setbacks 

after the initial enthusiasm of the early 1960s. 

 In the midst of ambiguous information about the performance of African monetary 

unions, several scholars emphasize the comparative success of the CFA countries, primarily 

using GDP growth and inflation rates as an indicator. Devrajan and de Melo (1987) demonstrate 

how participation in the CFA Zone shielded member states from the negative impact of 

economic shocks that jilted the global economy during the 1970s. They observe that individual 

and aggregate measures of the Zone’s GDP growth are higher than those of other countries in 

SSA. Their work is supported by Guillaumont, Guillaumont and Plane (1988) who rigorously 

analyze the effects of CFA participation on policy formation in member states by controlling for 

the effects of exogenous influences such as resource allocations and political influences. Their 

conclusion is the same – that monetary integration in the CFA Zone benefited participating 

countries.  

 Guillaume and Stasavage (2000) contend that the advantages of monetary integration 

were not exclusive to CFA countries. After contrasting the Zone to other African monetary 

unions, they conclude that participation in other common currency areas offered similar benefits. 

Members of the RMA, for example, experienced high levels of growth and investment as well as 

low inflation rates in the period 1974-93. Guillaume and Stasavage use their results to 

categorically acclaim the benefits of monetary integration in SSA. However, their study does not 

control for the effects of political instability, which might prove significant since Southern Africa 

was more stable than most other African regions during the period of study. 

In spite of the highly acclaimed economic performance of African monetary unions, not 

all of the literature is positive. Studies that link the theory of OCAs to the status of financial 
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integration in Africa find evidence of success wanting. Most evaluations have focused on the 

CFA Zone and criticize the striking lack of business cycle synchrony. Indeed, one study finds 

that “the CFA franc zone does not meet the conventional criteria for the formation of optimum 

currency areas, even after some 50 years of existence” (Hadjimicheal and Galy, 1997 pp. 11). 

Bayoumi and Ostry (1997) share this sentiment and conclude that one of the major 

shortcomings of the CFA Zone lies in its insufficient homogeneity. Although the authors find 

high inflation correlations for CFA countries, there is a significant “lack of coherence of 

economic growth across countries” with negative correlations in some cases (pp. 422). Bayoumi 

and Ostry explain the growth asymmetry in terms of the high specialization of member countries 

in the production of primary products, which makes them vulnerable to external shocks. 

Additionally, they identify political disturbances as another influencing factor. Their work 

suggests that endogeneity may not apply to West African countries. However, given Mundell II’s 

justification for heterogeneity, their preoccupation with shock symmetry and business synchrony 

appears to be misguided and illustrates the restrictiveness of traditional OCA theory. 

Guillaume and Stasavage (2000) study the circumstances surrounding monetary union 

exits and conclude that participation in monetary unions will only seem attractive as long as 

there are no feasible alternatives. Such was the case in the early days of monetary unions in SSA 

when colonial powers were strongly involved in overseeing the operations of their ex-colonies, 

particularly Francophone countries. However, colonial intervention progressively decreased and 

other industrial powers (such as the Soviet Union) appeared with competing incentives and 

offers of financial benefits. Additionally, economic difficulties and political instability drove 

member states to deviate from regional monetary arrangements – the EACB collapsed in 1966, 

shortly after member states gained independence, while both the CFA Zone and RMA lost some 
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members over time and faced financial difficulties. (Botswana left the RMA in 1976; Mauritania 

left WAMU in 1973 and Mali exited then reentered in 1984.) Guillaume and Stasavage observe 

that monetary unions must contend with members’ resistance to losing their sovereignty when 

met by limited prospects of economic benefits. The authors argue that unless members are able 

to make exit costly, either in terms of losses in regional benefits or links with developed 

countries, monetary unions have little hope of long-term survival.  

The strongest support for monetary integration comes from studies using the gravity 

model of trade. Engel (2002), Frankel (1998 and 2002) and Rose (2000) have produced a 

substantial literature on the relationship between currency integration and intraregional trade. 

Their analysis of over 180 countries concludes that the use of a common currency increases trade 

threefold. Research focused more directly on African countries yield similar results. Anyanwu 

(2003) augments the basic gravity model to control for the CFA’s devaluation period and the 

volatility of nominal exchange rates, while Carrère (2004) compares the effects of currency 

unions versus trade agreements. Their findings further reinforce the notion that participation in a 

monetary zone increases trade for CFA countries.  

Prospects of increased monetary integration in ECOWAS and the progress of the 

European Monetary Union (EMU) introduce new concerns about the future of the CFA Zone. 

Fouda and Stasavage (2000) and Hadjimichael and Galy (1997) evaluate the implications of 

Europe’s adoption of the euro, while Debrun, Masson and Pattillo (2002) explore the potential 

winners and losers of monetary integration in ECOWAS. All conclude that continued monetary 

integration would be possible but appropriate reform is necessary. 

Fiscal restraint is an integral component of the necessary reform. Several studies have 

examined the impact of fiscal policies on the CFA Zone and ECOWAS, based on a theory of 
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credible commitment. The overwhelming consensus is that government discipline and strict 

convergence criteria must accompany any future plans in order to ensure success. Collier (1991) 

introduces the difficulties of establishing ‘agencies of restraint’ to regulate governments in 

African countries. Subsequently, Guillaume and Stasavage (2000) argue that governments can 

demonstrate their credibility by willingly tying their hands in issues of monetary intervention and 

instead favoring a fixed exchange rate regime. The primary benefit of the resulting monetary 

stability is an increase in much needed investment from overseas. Likewise, Masson and Pattillo 

(2002) assert that monetary union could create policy credibility as long as countries develop 

adequate infrastructure to constrain government behavior and impose monitor compliance 

effectively.  

Ultimately, considerations of fiscal responsibility may be more pertinent to the study of 

financial integration in West Africa than concern with business cycles might be, given the 

prevalent profligacy of government spending and homogeneity of most economies.  

 

C. ECONOMIC INTEGRATION AND AFRICAN TRADE UNIONS  

 Beyond raising concerns about monetary unions, the literature also recognizes that trade 

unions play a significant role in regional development. At present, the major free trade areas in 

SSA include the Economic Community of West African States (ECOWAS), the Common 

Market for East and Southern Africa (COMESA), and the South African Development 

Community (SADC). Compared to monetary unions, these trade alliances have a relatively 

recent history and largely resulted from the initiative of African countries. 

 The potential advantages of trade liberalization and integration for African countries are 

firmly rooted in a theory of economies of scale (Oyejide, 1998). The small size of most SSA 
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economies points to unification as a useful means of expanding markets and increasing 

participation in the global economy. Thus, a relaxation of trade restrictions within a given region 

could reduce internal transport costs, stimulate intraregional trade, and ultimately increase the 

growth and productivity of member states. Additionally, intraregional liberalization could 

encourage African countries to adopt a more outward-oriented attitude towards trade instead of 

the protectionist, inward-oriented mentality which frequently exists. 

 To a lesser extent, trade agreements are also conceived as an intermediate step towards 

eventual monetary integration. In theory, they provide a valuable transitory phase to creating a 

common currency area because trade integration establishes the transnational political and 

economic infrastructure required for an effective monetary union. Furthermore, intraregional 

trade agreements can be adopted without restricting monetary policy flexibility and under 

relatively lax regulation. In contrast to monetary approaches, trade unions ideally allow members 

to enjoy communal benefits of preferential treatment without facing significant costs of regional 

partnership. 

 In spite of their potential, trade unions in Africa have demonstrated limited prospects of 

enhancing economic development. Hanink and Owusu (1998) use a trade intensity index to 

analyze trade within ECOWAS and find that it has not promoted trade among its members. 

Likewise, Oyejide (1998) contends that policies to increase intraregional trade are not 

particularly instrumental in solving the ‘Africa growth problem’. Early trade unions in SSA, such 

as ECOWAS and the Preferential Trade Area for Eastern and Southern African States (precursor 

to COMESA), did not generate increases in intraregional trade. Nor were they associated with 

the adoption of trade liberalization policies by member states. Their major objectives of 

increasing intraregional trade levels and promoting liberalization are as yet unattained. That said, 
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Oyejide also suggests that the poor performance of African trade alliances may be due to the 

inadequate engagement of particular member countries and not necessarily demonstrative of a 

failure of trade-oriented initiatives in themselves. 

Intraregional trade in free trade areas has remained so persistently low that some scholars 

are beginning to reconsider the extent of its influence on regional development. Oramah and 

Abou-Lehaf (1998) evaluate the short run intra-African trade potential by estimating the extent 

to which the commodity composition of regional imports corresponds with exports.  They find 

that the prospects are limited. Furthermore, member countries have often been unwilling to adopt 

the trade liberalization policies required to create a genuine trade union because the economic 

uncertainty in their surrounding environment heightens protectionism. Therefore, the practical 

effectiveness of trade unions is debatable both as a tool for economic development in itself and 

as a facilitator for monetary integration. 

 Fortunately, some of the literature examines possible explanations of low trade and offers 

solutions. Okolo (1989) identifies a variety of obstacles, from weak infrastructure and informal 

trade to conflicting policies of other regional trade unions and finally, currency issues stemming 

from inconvertibility and exchange rate instability. He proposes the contentious approach of 

import substitution industrialization (ISI) as a potential solution to low intraregional trade in 

ECOWAS5. Meanwhile, Rodrik (1998) considers the political economy aspects of trade reform. 

He reduces the challenge of creating effective reform to three issues: rural-urban income 

redistribution, government indiscipline and incomplete information. Rodrik ultimately contends 

that countries must first understand factors of political economy before they can implement 

effective trade policies. 

                                                 
5 ISI is addressed more comprehensively in the first policy recommendation of Section Six. 
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Similarly, Jebuni (1997) recognizes the challenges of trade reform in Africa and argues 

that full trade liberalization is a more useful approach to development than merely engaging in 

preferential trade agreements. He also stresses that regional trade integration may not be 

enforced easily since it is likely to be associated with losses in government tariff revenues as 

well as fears of unfavorable changes in the balance of payments. Finally, Jebuni observes that 

African countries usually face high transportation costs for intraregional trade compared to the 

costs involved in relations with industrialized countries. Together, these factors undermine the 

arguments in favor of trade integration in SSA. 

 Once again, the gravity model serves as a useful tool to measure the extent of integration 

benefits. Deme (1995) uses the model exclusively to estimate the effects of participation in 

ECOWAS. He finds that while intraregional trade remains a low proportion of total ECOWAS 

trade, it has experienced a higher growth rate than external trade. Many of the earlier mentioned 

gravity model studies also include a variable for participation in preferential trade agreements 

(PTAs). In a unique analysis, Carrère (2004) comparatively evaluates the effects of monetary and 

trade integration. She concludes that PTAs have increased trade through diversion whereas 

monetary unions were trade creating. 

 Overall, the literature on regional integration is broad and often conflicting. However, it 

offers insights to the major issues involved and provides a valuable foundation for analyzing the 

success of ECOWAS policies. 
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4. ECOWAS AS AN OPTIMUM CURRENCY AREA 

As presented earlier, OCA theories identify three core aspects of successful integration 1) 

economic convergence and synchronization of business cycles; 2) trade liberalization and 

reinforcement of intraregional trade; and 3) fiscal control. The following section outlines 

ECOWAS’ blueprint for achieving full integration and evaluates its progress to date. 

 

A. CONVERGENCE CRITERIA 

 Although ECOWAS was conceived with the possible future of monetary integration in 

mind, it was not until near the end of the 1990s that concrete steps were taken towards achieving 

this goal. In December 1999, ECOWAS’ Council of Ministers proposed a set of convergence 

criteria to the Heads of State and Government after a meeting in Lome, Togo. Their 

recommendations determined that the following four primary criteria would be used as indicators 

of macroeconomic stability to ensure convergence of member economies, as stated in the Accra 

Declaration of April 2000: 

• Ratio of budget deficit (excluding grants) to GDP: will be calculated on the basis of 
commitments and should be lower than 4 percent by the year 2002;  

• Inflation rate: 5 percent by 2003;  
• Central bank financing of budget deficit: 10 percent of previous year's tax revenue by 

2003; 
• Gross external reserves: should represent at least six months of imports by 2003. 

 

Additionally, they outlined a set of secondary measures, including: 

• Prohibition of new domestic arrears and liquidation of all existing arrears;  
• Tax revenue/GDP ratio equal to or more than 20 percent;  
• Wage bill/tax revenue equal to or less than 35 percent;  
• Real exchange rate stability;  
• Interest rates: countries must maintain positive real interest rates;  
• Public capital expenditure/tax revenue ratio: equal to or more than 20 percent. 
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The proposal envisioned a four year horizon with progress evaluations every six months and 

sanctions for defaulting states. Contingent upon adherence to convergence criteria, the single 

monetary zone would begin operations on January 1, 2004 (ECOWAS, 2000). The timeline 

towards WAMZ has since been revised with July 2005 as the latest official launch date for the 

regional central bank and introduction of the ECO currency. 

 Four institutions were charged with the administrative responsibilities of the 

harmonization process. A Convergence Council consisting of Ministers of Finance and Central 

Bank Governors from member countries would monitor macroeconomic performance and 

policies. A Technical Monitoring Committee would submit bi-annual surveillance reports to the 

Convergence Council. The West African Monetary Agency and ECOWAS’ Executive 

Secretariat would oversee the multinational compatibility of each country’s convergence 

program. Finally, national Coordinating Committees would collect and process data from 

member countries. These institutions would be supported by a legal framework to formalize the 

project’s multilateral surveillance mechanism. Furthermore, a working group would propose 

concrete strategies to expedite economic convergence. 

 Five non-CFA countries (The Gambia, Ghana, Guinea, Nigeria and Sierra Leone) 

committed to creating a new monetary zone which will merge with the eight CFA countries to 

create a single ECOWAS monetary union. Liberia desisted from the initiative because its 

economy was not sufficiently stable for monetary integration. Meanwhile, Cape Verde chose to 

maintain its fixed peg to the euro and has recently received increasing support from leading 

Portuguese figures6 in its attempt to develop closer relations with the EU (EUbusiness, 2005). 

                                                 
6 Former Portuguese President Mário Soares and Professor Adriano Moreira, the president of the International 
Academy of Portuguese Culture, have spearheaded a campaign to grant Cape Verde with EU membership. Cape 
Verdean Prime Minister José Maria Neves is pushing for “Special Status” which would allow the island nation to 
receive structural funds as do the Spanish Canary Islands and the Portuguese Azores and Madeira Islands currently.  
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B. BUSINESS CYCLES 

In a paper entitled “The Endogeneity of the Optimum Currency Area Criteria”, Frankel 

and Rose (1998) examine the relationship between intraregional trade patterns and international 

business cycle correlations. After examining data for 21 industrialized countries, they find that 

“countries with closer trade links tend to have more tightly correlated business cycles” 

(pp.1009). Yet it must be noted at the outset that the correlation of business cycles for ECOWAS 

countries is the result of different influences than those at work in the Frankel and Rose study. 

Due to the heterogeneity of production in West African countries and frequent concentration on a 

single commodity, members of ECOWAS are often asymmetrically affected by price changes 

and other macroeconomic shocks7. Thus, synchrony would occur between countries that trade 

the same primary commodities, whereas, synchrony of business cycles in industrialized countries 

alludes to a more complex and difficult process whereby the demand of certain countries for 

their partners’ goods causes relationships between business cycles in the two economies.  

As the only current example of successful monetary integration, the European Monetary 

Union (EMU) provides a prototype of economic convergence. The journey to an EMU began 

with the abolition of capital controls in June 1990 and spanned a twelve year period during 

which twelve countries gradually but systematically aligned their economies. In accordance with 

the Maastricht Treaty of December 1991, the EU-12 stabilized their interest rates, reduced their 

exchange rate variation, decreased their budget deficits, restricted public debt and controlled 

their inflation as Figure 4.1 illustrates. Additionally, intraregional trade was on the increase by 

the end of their unification process (see De Grauwe, 2000, chapter 6). 

 

 
                                                 
7 See Appendix Table A4.1 for primary exports and imports of ECOWAS countries 
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Figure 4.1: Inflation Convergence between the EU-12, 1990-2002 
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Source: World Bank, World Development Indicators, 2004. 

 

While the WAMZ countries prepare for monetary integration, there is little indication of 

economic convergence between the fifteen countries. Figure 4.2a below demonstrates the 

differences in inflation rates over the past decade.  

 
Figure 4.2a: Inflation Trends for ECOWAS Countries, 1993-2003 
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That said, the CFA Zone shows evidence of synchronous inflation rates. Despite taking 

an unconventional approach towards monetary union that lacked convergence criteria, CFA 

countries currently have inflation rates that follow the same trends (See Figure 4.2b). The only 

striking exception is Guinea-Bissau which only joined the CFA Zone in 1997 and, furthermore, 

suffered a civil war and economic instability until the late 1990s.  

 

Figure 4.2b: Inflation Trends for CFA Countries, 1993-2003 
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Figure 4.2c: Inflation Trends for WAMZ Countries, 1990-2001 
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The synchrony of CFA countries may well result from their use of a common currency 

which would support Frankel and Rose’s theory of heterogeneity. In contrast, inflation trends in 

the five prospective WAMZ countries are uncoordinated, with little indication of convergence to 

the proposed rate of five percent, as indicated in Figure 4.2c. 

In addition to inflation rates, growth rates offer another measure of economic 

convergence. As illustrated by Table 4.3 below, growth rates differ significantly among 

ECOWAS members over the past decade. Liberia’s post-war economy is growing at an average 

rate of ten percent a year, while Sierra Leone’s average growth rate over this period is negative. 

Additionally, there is substantial variation for individual countries over time, with standard 

deviations as high as thirty-eight percentage points in Liberia and ten percentage points in 

Guinea-Bissau.  

Table 4.3: Growth Rates of ECOWAS Countries, 1990-2003 

Country Average Standard Deviation 

Benin 5.00 0.79 
Burkina Faso 4.42 2.26 
Cape Verde 6.08 1.59 
Côte d’Ivoire 1.82 3.93 
Gambia, The 3.26 3.07 
Ghana 4.34 0.53 
Guinea 4.07 1.39 
Guinea-Bissau 0.78 10.78 
Liberia 10.10 38.25 
Mali 4.86 3.66 
Niger 3.46 3.33 
Nigeria 3.12 2.80 
Senegal 4.14 2.58 
Sierra Leone -0.77 7.73 
Togo 3.36 8.43 
  
CFA Countries 3.48 4.47 
ECOWAS Countries 3.87 6.08 

 
Source: World Bank, World Development Indicators, 2004. Adapted from Bayoumi and Ostry (1997) Table 2. 
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Given the limited progress ECOWAS has made towards fulfilling its convergence 

criteria, a traditional conception of OCA theory would suggest that the timeline for integration 

should be reconsidered. However, in light of Mundell II and the experience of CFA countries, it 

becomes evident that heterogeneity does not necessarily undermine the importance of adopting a 

common currency, and may in some ways even strengthen the reasoning behind it. 

 

C. TRADE LIBERALIZATION SCHEME  

 Trade liberalization has long been a central objective of ECOWAS. December 31, 2003 

was the original start date for a two year transition to an ECOWAS free trade area with a 

common external tariff. In order to compensate countries for the loss in tariff revenues, 

ECOWAS proposed that governments would submit applications to a central fund which would 

be financed by member contributions. However, as of 2000, the trade liberalization scheme was 

still not operational. While several countries lifted barriers on agricultural products, Benin was 

the only country to have liberalized industrial imports (ECOWAS, 2000). Additionally, few 

countries had applied for compensation or paid their full contributions to the central fund. 

From a preliminary analysis of trade data for ECOWAS countries between 1960 and 

2002, it is evident that while intra-regional trade shares between ECOWAS countries have grown 

over the past twenty-five years, they are still far below those that would be expected within an 

active trade union (see Figures 4.4a and 4.4b for ECOWAS trade shares). As a starting point, it is 

useful to compare ECOWAS data with statistics for European Union members in order to put 

intraregional trade into perspective. Since ECOWAS’s inception in 1975, the mean intra-

ECOWAS export share for member countries is ten percent (i.e., members on average exchange 

ten percent of their total exports with other ECOWAS members). Meanwhile, the mean import 

 



  Ajayi 32 
 

share is slightly higher, at thirteen percent. This proportion is well below average shares in the 

EU countries. For example, over fifty percent of Belgian exports of goods and services went to 

other EU countries in 2000 and all ten of the Union’s newest members have an export share of 

over twenty percent. 

 

Figure 4.4a: Low Export Shares for ECOWAS Countries 

Mean Annual Export Shares for ECOWAS Countries (1975 to 2002)

0.00
0.10
0.20
0.30
0.40
0.50
0.60
0.70
0.80
0.90
1.00

B
E

N
IN

B
U

R
K

IN
A

FA
S

O
C

A
P

E
V

E
R

D
E

C
O

TE
 D

IV
O

IR
E

G
A

M
B

IA
,

TH
E

G
H

A
N

A

G
U

IN
E

A

G
U

IN
E

A
-

B
IS

S
A

U

LI
B

E
R

IA

M
A

LI

N
IG

E
R

N
IG

E
R

IA

S
E

N
E

G
A

L

S
IE

R
R

A
LE

O
N

E

TO
G

O

E
C

O
W

A
S

av
er

ag
e

C
FA

av
er

ag
e

Country

Sh
ar

e

CFA
ECOWAS
FRANCE
OTHER

 
 
 

Figure 4.4b: Low Import Shares for ECOWAS Countries 

Mean Annual Import Shares for ECOWAS Countries (1975 to 2002)
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Source: International Monetary Fund, Direction of Trade Statistics. 
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Despite having shared a common currency since independence in the 1960s, CFA 

members conduct an average of just over ten percent of their total trade with other countries in 

the Zone. Meanwhile, these countries still demonstrate a considerable openness to trade with 

industrialized countries, especially France. On average, trade with France constitutes almost a 

quarter of total trade for CFA countries, and sixteen percent of trade for ECOWAS members in 

general.  

 
Impact of ECOWAS 

Given the low shares of intra-ECOWAS trade, it is important to consider how trade 

patterns have changed since the creation of ECOWAS. As illustrated in Figure 4.5, the data 

reveals an increase in intraregional trade beginning in the 1980s, particularly for non-CFA 

countries (which previously had little trade interaction). A shift in trade is also visible for CFA 

countries, which traded more with each other than with non-CFA members until the 1980s. 

 

Figure 4.5: Trends in ECOWAS Trade Shares (1960-2000)* 
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*The 1980 spike in trade is likely due to the oil crisis which drove up trade revenues for oil-exporting countries. 

Source: International Monetary Fund, Direction of Trade Statistics. 
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Although intra-ECOWAS trade constitutes a marginal share of the total trade of 

ECOWAS member countries (less than ten percent in 2002), this share has been growing, 

especially after the mid 1980s. For the first twenty years in the observed period, most of the 

intra-ECOWAS trade consisted of exchange between CFA countries, and even then, 

intraregional trade accounted for less than five percent of the total trade by member countries. 

However, the early 1980s saw a boom in intra-ECOWAS trade, which was followed by a gradual 

but steady increase until the current share of 10 percent. 

Moreover, it is notable that the relative importance of trade with EU countries has 

declined over time. Part of this transition is likely due to concerted efforts by the EU to change 

its policies towards trade with African countries. The adoption of the Cotonou convention in 

June 2000 signifies a turning point in EU relations with its African, Caribbean and Pacific (ACP) 

partners. This new accord no longer supports the preferential trade agreements outlined in the 

preceding Lomé Conventions8, and the emphasis is now on strengthening regional trade links. 

 

The CFA within ECOWAS 

While many countries seek to adopt a common currency in order to enhance their already 

thriving intraregional trade, the CFA seems to be working in reverse. Subsequent to operating a 

common currency for decades, the members are now looking towards deepening their trade 

relations and integrating their economies. One would expect that trends in CFA trade would 

reflect the Zone’s unusual history. Meanwhile, given the CFA’s current emphasis on economic 

integration, it is worthwhile to examine their specific trade patterns and determine whether 

lessons can be learned about how best to increase intra-regional trade. 

                                                 
8 Stabex and Sysmin were price stabilization schemes designed to protect export revenues for agricultural and 
mineral products from ACP countries as part of the Lome IV convention that expired in February 2000. 
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A look at the CFA trade statistics suggests that the creation of ECOWAS encouraged 

CFA franc members to trade with countries outside of their monetary zone. Furthermore, it 

appears that CFA countries are relatively more integrated (both with each other and with West 

African countries as a whole) than non-CFA members of ECOWAS (see Figure 4.5 below). 

 

Figure 4.6: Trends in CFA Trade Shares (1960-2000) 
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Source: International Monetary Fund, Direction of Trade Statistics 

 

For the initial part of this period, CFA countries engaged in very little trade with non-

CFA members of ECOWAS (i.e., Cape Verde, The Gambia, Ghana, Guinea, Liberia, Nigeria 

and Sierra Leone). It was only in the 1970s that trade with other ECOWAS members clearly 

began to increase. While the intra-CFA trade share reached a peak of 10 percent in 1983 and has 

remained fairly constant thereafter, trade with other ECOWAS countries continued to grow until 

1990 when the total share stabilized at twenty percent. The creation of ECOWAS in 1975 puts 

this data in a historical context and points to the policies of ECOWAS as a playing a critical role 

in defining CFA trade relations. 
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Looking in broader terms at the impact of CFA policies on ECOWAS trade patterns, it is 

apparent that reforms within the CFA Zone affect the entire region and may in fact detract from 

efforts to deepen trade relations with other ECOWAS countries. In effect, the existence of a 

common currency zone within ECOWAS could present a conflict of interest where countries that 

participate in the common currency area adopt preferential policies at the expense of branching 

out to trade with other ECOWAS members9. Although the CFA’s regulations are yet to 

compromise intra-ECOWAS trade significantly, continuing efforts have been made to increase 

collaboration between the two organizations and avoid contradictory policies. 

 

Individual Countries 

Some intriguing facts become evident after disaggregating the data for ECOWAS 

members and analyzing the trading patterns of individual countries. One striking point is that 

certain countries within the zone engage in surprisingly little trade with other ECOWAS 

members. Among these countries is Cape Verde, which conducts only three percent of total trade 

with ECOWAS countries. Similarly, the share in Liberia is only one percent, despite the 

country’s geographical proximity to other members. Finally, exchange with ECOWAS countries 

constitutes only two percent of Nigeria’s total trade. 

One possible explanation for these findings relates to historical alliances. Cape Verde 

trades significantly with its former colonizer, Portugal, and while the rest of ECOWAS pursues 

plans for a common currency zone, Cape Verde has linked its currency to the euro. Also, 

geographical factors may be important given that Cape Verde is an island. Liberia, meanwhile, 

trades preferentially with the United States. Finally, Nigeria’s trading patterns are dominated by 

                                                 
9 For example, the 1995 devaluation of the CFA franc boosted trade between CFA members, but reduced their trade 
with non-CFA members of ECOWAS. Additionally, an internal evaluation of ECOWAS’ Trade Liberalization 
Scheme in 2000 identified CFA Zone’s trade policies as an obstacle to increased liberalization (ECOWAS, 2000). 
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its reliance on the petroleum industry such that changes in oil markets do not affect other 

ECOWAS members as strongly10. 

Another noteworthy observation is that most countries share the same major trading 

partners within the ECOWAS community, namely the two largest economies – Côte d’Ivoire and 

Nigeria. This dominance by two countries means that the trade within the union relies heavily on 

the economic performance of Nigeria and Côte d’Ivoire, such that developments in the core 

countries will have more of an impact on intraregional trade than policies adopted by the smaller 

member countries. Furthermore, business cycles in these core countries will heavily affect the 

peripheral economies through demand and supply shocks. 

 

Limitations 

It is important to recognize that measurement issues may compromise the accuracy of 

regional trade analyses. The high level of informal trade across porous borders in the ECOWAS 

region implies that official data from ECOWAS countries underestimate the true values of trade.  

In addition, the available data does not consider the effect of exogenous factors (such as 

language spoken, GDP and proximity to partner) on trade patterns. Therefore, this basic analysis 

of trade patterns is not a comprehensive indicator of the effect of the CFA common currency or 

ECOWAS policies on intraregional trade. In order to be able to draw strong conclusions, other 

factors must also be considered. The gravity model of trade is a useful tool for a more detailed 

examination of the factors behind intraregional trade in West Africa and the next section of this 

paper is dedicated to this analysis.

                                                 
10 Recall that the diversity of the ECOWAS countries, while compromising their suitability for a trade zone, has 
strong implications for the asynchrony of business cycles, which may be beneficial for monetary union as outlined 
by McKinnon (2004) and Mundell II (1973). 
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5. GRAVITY TRADE MODEL 

A. METHODOLOGY 
 

The gravity model of international trade applies a fundamental theory of physics to the 

study of trade patterns between individual countries. In the model’s most basic form, trade 

between two countries is estimated to be proportional to their combined economic mass 

(measured by GDP per capita) and inversely proportional to their distance apart. High income 

signifies greater potential supply from the exporting country and increased demand in the 

importing country, resulting in a positive effect on trade. Meanwhile, a large population 

increases the ratio of domestic to foreign market production, which allows greater output 

diversification. The result is lower potential demand in the importing country and lower potential 

supply from the exporting country, leading to an overall decrease in imports. The combined 

effect of GDP per capita is, however, positive. Finally, distance increases transport costs and 

impedes the flow of trade. 

 Previous studies have adopted several different methods to specify the model and include 

a variety of explanatory variables. Carrère (2004) and Deme (1995) use a segmented 

approximation of the gravity trade model where the effects of each country’s income and 

population are estimated separately, yielding the following equation11: 

 
ln(Mij) = β0 + β1ln(Dij) + β2ln(Yi) + β3ln(Yj) + β4ln(Popi) + β5ln(Popj) + εij   (1) 

 

where Mij denotes the level of country i's imports from country j; Dij denotes the distance 

between two countries; Y denotes real GDP; Pop denotes population; β represents coefficients 

which measure the impact of each variable. As explained earlier, the expected signs for the 

coefficients are:  β1, β4, β5 <0 and β2, β3>0. 
                                                 
11 The model is estimated using the logarithmic forms to reduce the estimates’ sensitivity to outliers. 
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Meanwhile, Rose (2000 and 2002) combines the income and population effect into a 

GDP per capita variable (Equation 2).  His baseline regression estimates the effects of output, 

output per capita and distance on total bilateral trade. He then expands his analysis to include 

variables for exchange rate volatility, land contiguity, language, free trade area, same nation, 

same colonizer, island and colonial relationship. Therefore, his model specification is: 

 
ln(Tij) = β0 + β1ln(Dij) + β2ln(YiYj) + β3ln(YiYj/PopiPopj) + δZ + εij      (2) 

 

where Tij denotes the level of country i's trade with country j; Dij denotes the distance between 

two countries; YiYj denotes combined real GDP; YiYj/PopiPopj denotes combined per capita GDP; 

Z denotes a vector of other controls (exchange rate volatility, land contiguity, language, etc); β 

and δ are coefficients which measure the impact of each variable. The expected signs for the 

coefficients are:  β1, β4, β5 <0 and β2, β3, β6, β7 >0. 

Given present doubts about the prospect of further integration in ECOWAS, this study 

applies the gravity model to test two specific hypotheses, namely whether: 1) participation in a 

common currency zone (i.e., CFA) increases trade and 2) participation in a trade union (i.e., 

ECOWAS) increases trade. The major elements of the model are a dummy variable for currency 

union that is equal to one if i and j use the same currency and equal to zero if not (i.e., dummy=1 

for trade between CFA members) and another dummy for membership in a trade union (i.e., 

dummy=1 for observations post 1975 since ECOWAS was created in 1975).  

 
ln(Mij) = β0 + β1ln(Dij) + β2ln(Yi) + β3ln(Yj) + β4ln(Popi) + β5ln(Popj) + β6CFA  
+ β7ECOWAS + δZ + εij         (3) 

 

where Mij denotes the level of country i's imports from country j; Dij denotes the distance 

between two countries; Y denotes real GDP; Pop denotes population; Z denotes a vector of other 
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controls (same language, same colonizer and land contiguity); β and δ are coefficients which 

measure the impact of each variable. The expected signs for the coefficients are:  β1, β4, β5 <0 and 

β2, β3, β6, β7, δ>0. 

To test the results’ sensitivity to model specification, a comparative analysis is also 

performed using Rose’s (2000) specification of the linear equation: 

 
ln(Mij) = β0 + β1ln(Dij) + β2ln(YiYj) + β3ln(YiYj/PopiPopj) + β4CFA + β5ECOWAS + δZ + εij   (4) 

 

The expected signs for the coefficients are:  β1 <0 and β2, β3, β4, β5, δ>0. 

Despite including a variable for exchange rate volatility in his initial regression model, 

Rose concludes that the effects are negligible, so exchange rate volatility is not incorporated into 

this study. Furthermore, the sample is limited to ECOWAS countries in order to minimize 

sample bias (as explained in section B), so there are no observations of trade between countries 

with a colonial relationship or between two geographical units from the same country (e.g. 

France and Martinique). Therefore the final model simply includes additional dummies for land 

contiguity, same language, and same colonizer as specified in the definition of Equations (3) and 

(4) above. 

The model accounts for systematic trade arrangements (i.e., trade union participation), 

but does not specify other artificial barriers to trade (e.g., tariffs and exchange controls). Deme 

(1995) argues that the latter do not affect trading countries discriminately and do not alter trade 

patterns. Commodity-specific tariff data would allow a control for the taxes on individual 

industries, however, since this data is not available, this model assumes that the effect of 

government policies is similar on all partners and does not change the pattern of trade flows.  

In an insightful extension of the gravity model, Carrère (2004) distinguishes between 

trade creation versus trade diversion effects by observing changes in dummies for trade between 
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a regional trade agreement member and a non-member partner. Regional agreements are trade 

creating if trade increases without reducing trade with non-members. Similarly, they are trade 

diverting if increased intraregional trade decreases trade with the rest of the world. She finds that 

currency unions are trade creating while regional trade agreements (particularly preferential 

tariffs) tend to be trade diverting. The issue of trade creation is not directly relevant to the 

question at hand but offers material for a potential follow-up analysis. 

 

B. DATA 

This study differs from previous work in its exclusive concentration on ECOWAS 

countries. The sample consists of observations for bilateral trade between ECOWAS’ fifteen 

member countries at five year intervals between 1970 and 2000 (15 x 14 x 7 = 1470). It excludes 

cases where no bilateral trade is reported12 or values are missing so that the final sample includes 

725 observations (see Appendix Table A5.1 for descriptive statistics). This sampling method 

allows for a possible selection bias because years with no data may have some correlation with 

years of economic hardship if data collection was interrupted by political instability that also 

affected the economy. However, since the effects of economic crisis are likely to influence trade 

with all partners, the sampling process is assumed to have no significant effect on the results of 

this analysis.  

Data was collected from three main sources. The International Monetary Fund’s 

Direction of Trade Statistics provides annual bilateral trade data for individual countries. The 

World Bank’s World Development Indicators include figures for GDP (in constant 1995 US$) 

and population. Finally, the Central Intelligence Agency’s World Factbook offers information on 

                                                 
12 Observations where trade is 0 are excluded because ln(0) is undefined. 
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geographical location (which is used to determine distances between commercial centers), land 

contiguity, official languages and colonial history. 

Observations from 1980 and onwards are classified as trade within ECOWAS since the 

organization was created in 1975. Although the use of this year to indicate participation in 

ECOWAS may capture other time-dependent effects, the trends in ECOWAS trade do indicate 

an increase in intraregional trade that began in the late 1970s (see Figure 4.5 on pp. 33).  A more 

accurate variable could perhaps trace the implementation of individual trade liberalizing 

agreements and therefore more closely correlate with ECOWAS-inspired trade reform.  

Political factors are conspicuously absent from previous gravity model studies of West 

Africa. However, their inclusion could contribute valuable information to understanding trade 

relations within ECOWAS especially given the political instability of some member countries. 

For example, corruption and political stability (e.g., the incidence of coups and civil conflict) are 

quite likely to also affect trade patterns between ECOWAS countries. The Freedom House 

indices of Freedom in the World offer a useful measure of political climate in which a country’s 

‘political rights’ and ‘civil liberties’ are ranked out of seven where a rating of one indicates 

freedom of the highest degree. To estimate the effect of political climate on trade, an additional 

test was performed using a model that incorporates Freedom House ratings.  

Due to the high level of informal trade within the ECOWAS region, official data 

underestimates the true magnitude of intra-regional trade. Two precautions have been taken to 

control for unreported trade. Firstly, imports values are used to measure trade because the 

existence of import tariffs provides an incentive for government officials to monitor inflows 

more carefully than exports. Secondly, the sample consists exclusively of bilateral trade 

observations between ECOWAS countries. Previous studies of West African trade tend to 
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include data from Western countries and other external partners – Rose’s (2000) sample consists 

of 186 geographical units and Carrère’s (2004) study examines 150 countries. Trade with 

industrialized partners includes manufactured goods, thus, will likely be more accurately 

recorded than intraregional trade, making the latter appear comparatively low. Although trade 

with non-ECOWAS partners would provide a time-independent basis for testing the effect of 

belonging to a trade union, the potential measurement bias makes a purely intraregional study 

more reliable. Therefore, this study focuses on comparisons within ECOWAS, using cross-

temporal data to test the effect of participation in the regional trade union.  

 

C. RESULTS 

Under the first model, the use of a common currency appears to increase trade by a factor 

of e0.8 ≈ 2.23 and the effect of belonging to ECOWAS almost doubles the level of intraregional 

trade (e0.67 ≈ 1.95). Both results are statistically significant at the 95% confidence level. 

Table 5.1a: Results using Equation (1) 

Ln(Importsij) 
Effect of Coefficient P>t 

   
Ln(distance) -0.47 0
Ln(GDPi) 0.56 0
Ln(GDPj) 1.78 0
Ln(populationi) -0.07 0.621
Ln(populationj) -0.68 0
Common language 0.67 0.039
Shared border 0.69 0
Common colonizer -0.74 0.037
CFA 0.80 0
ECOWAS 0.67 0
      
# observations 725   
R2 0.41   
RMSE 1.95   
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Additionally, the estimated effects of the other variables are statistically significant at a 95 

percent confidence interval, except for population of the importing country, common language 

and common colonizer.  

In the second model, the population effect (represented by GDP per capita) appears to be 

positive and statistically significant, in line with Rose’s earlier findings. Once again, membership 

in a monetary union and a trade union are found to have a positive and statistically significant 

effect on trade with coefficients of 0.78 and 0.64 respectively.  

 

Table 5.1b: Results using Equation (2) - Rose Specification 

Ln(Importsij) 
Effect of Coefficient P>t 

      
Ln(distance) -0.45 0
Ln(GDPij) 0.77 0
Ln(GDPper capita) 0.40 0.001
Common language 0.47 0.17
Shared border 0.73 0
Common colonizer -0.58 0.12
CFA 0.78 0.001
ECOWAS 0.64 0.001
      
# observations 725   
R2 0.34   
RMSE 2.07   

 

The common colonizer variable yields a counter-intuitive effect in both cases. To explore 

the cause of this result, the variable was included in the regression without the common language 

effect and the coefficient was positive. Additionally, the common language and common 

colonizer variables are highly interdependent with a correlation of 0.89 (see Table A5.2. in the 

Appendix). Therefore, the negative result is likely to emerge from interaction effects of having 

several variables (common language, common colonizer and membership in the CFA Zone) that 
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capture similar factors (namely, a history of French rule). When the data was analyzed excluding 

either the common language or common colonizer variable from the regression, there was no 

dramatic change in the effect of belonging to the CFA Zone or ECOWAS. 

 

Politics 

Contrary to what the literature on political economy might suggest, Freedom House 

rankings were found to have an insignificant effect on intraregional trade and the coefficient was 

weakly positive (0.03). Meanwhile, the effect of participating in the CFA Zone remained 

significantly positive but the effect of participating in ECOWAS became insignificant and 

decreased. 

 
Table 5.2:Results using Freedom House Rankings

Ln(Importsij) 
Effect of Coefficient P>t 

      
Ln(distance) -0.45 0.00
Ln(GDPi) 0.54 0.00
Ln(GDPj) 1.78 0.00
Ln(populationi) -0.06 0.72
Ln(populationj) -0.63 0.00
Common language 0.79 0.03
Shared border 0.78 0.00
Common colonizer -0.95 0.01
CFA 0.85 0.00
ECOWAS 0.26 0.27
FH ranking 0.03 0.32
      
# observations* 649   
R2 0.42   
RMSE 1.96   

*The sample size decreases because FH rankings are only available starting in 1972. 
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This result may be subjective to the particular measure of political climate used and 

alternative indicators such as the International Country Risk Guide (which provides data on 

corruption, quality of government and rule of law), could be used to perform a sensitivity 

analysis. 

 

Oil Factor 

 Nigeria’s situation as a large oil-exporting country suggests that inclusion of Nigerian 

data and its unique trade patterns could distort the results of this analysis. Oil shocks 

asymmetrically affect Nigeria’s economy and may influence its trading relations in ways that are 

not measured by the model. Therefore, the results are also tested by excluding observations 

involving Nigeria. The effects of belonging ECOWAS are virtually unchanged whereas the 

effect of having a common currency appears to be greater. 

 

Table 5.3: Results excluding Nigeria 

Ln(Importsij) 
Effect of Coefficient P>t 

      
Ln(distance) -0.45 0
Ln(GDPi) 0.43 0.004
Ln(GDPj) 1.93 0
Ln(populationi) 0.02 0.897
Ln(populationj) -1.06 0
Common language 0.79 0.032
Shared border 0.81 0
Common colonizer -0.92 0.023
CFA 0.94 0
ECOWAS 0.65 0.001
      
# observations 586   
R2 0.41   
RMSE 1.85   
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Comparisons to other Studies 

The results of this analysis corroborate those found in earlier studies. Firstly, an analysis 

was performed using observations of intra-ECOWAS trade from Rose’s (2000) data set13. Rose’s 

data differs from the data used in this study for several reasons: 1) Rose includes total trade (not 

just imports) for observations between 1970 and 1990; 2) Rose does not recognize ECOWAS as 

a regional trade agreement since the arrangement is not formally registered with the World Trade 

Organization; and 3) Rose’s sample is significantly smaller and draws from the World Trade 

Database instead of the IMF Direction of Trade Statistics. In spite of these differences, the effect 

of participating in the CFA Zone as measured using Rose’s data yields a result similar to the 

findings using the data compiled for this study. In both cases, CFA participation has an estimated 

coefficient of approximately 0.8. 

 

Table 5.4: Results using Rose’s Data 

Ln(Tradeij) 
Effect of Coefficient P>t 

      
Ln(distance) -0.71 0.023
Ln(GDPij) 0.74 0
Ln(GDPper capita) 0.42 0.19
Common language 0.92 0.024
Shared border 1.08 0.005
Common colonizer 0.40 0.328
CFA     0.81 0.02
      
# observations 210   
R2 0.46   
RMSE 1.89   

 

                                                 
13 Rose’s data is available on his website: faculty.haas.berkeley.edu/arose/RecRes.htm. 
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The results are also somewhat similar to those found by Carrère (2004). Using UN-

COMTRADE data from 1962 to 1996, she estimates that the effect of belonging to UEMOA is 

between 1.14 to 0.76 (depending on the model specification). Carrère, however, finds that 

ECOWAS participation increases trade by a coefficient of 0.20 which is notably smaller than the 

estimate found in this study. The difference in results perhaps reflects the bias of including non-

ECOWAS countries in the sample, which may lead to an underestimation of intra-ECOWAS 

trade since there is no control for informal trade between member countries.  

 

D. IMPLICATIONS 

 Assuming that the available data are representative of the actual status quo, the results 

counteract much of the criticism of ECOWAS. There is significant evidence that the trade union 

has indeed increased trade between member countries and controls for informal trade suggest 

that the effect of belonging to ECOWAS may be greater than previously estimated. At the same 

time, the results bode well for the forthcoming currency union. Positive effects of CFA 

participation imply that the creation of a single ECOWAS monetary zone would further boost 

intraregional trade.  

Even after confining the sample to observations from within the ECOWAS region, 

however, there are still weaknesses associated with using the data that is available currently. This 

study design implicitly assumes that the average proportion of unreported trade is similar 

between countries, allowing for the analysis to ignore the role of informal trade while comparing 

relative trading patterns between countries and across time. In reality, levels of informal trade 

may differ across commodities and therefore across countries. In particular, manufactured goods 

(especially machinery) are more likely to be recorded in unofficial data than agricultural 
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products would be. Therefore, countries with higher levels of manufactured goods are more 

likely to have accurate data. In the absence of perfect data, official statistics at best serve as a 

guiding estimate.  

Given the importance of economic research for policy recommendations, there is a 

pressing need to improve the quality of intra-regional trade data to allow for reliable analysis. 

Fortunately, the hindrance of data inaccuracy has been recognized by concerned stakeholders 

who have developed initiatives such as the Market Information Systems and Traders’ 

Organizations in West Africa (MISTOWA) Project14 to improve the quality of trade data 

available. Additionally, ECOWAS itself created an automated system of customs data 

(ASYCUDA) as well as a business opportunities management computer system (SIGOA/TOPs) 

to improve customs revenue collection and data management. Accurate information would not 

only benefit understandings of intra-regional exchange but could also enable unbiased 

comparisons with external data and therefore provide insights into the nature of trade patterns of 

ECOWAS countries respective to trade with industrialized countries. 

                                                 
14 The project’s objective is to “increase regional agricultural trade and food security by improving  
and linking the existing regional efforts to generate, disseminate, and make commercial  
use of market information” . For more information, visit www.mistowa.org. 
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 6. TOWARDS THE WEST AFRICAN MONETARY ZONE 

After evaluating concerns about the emerging West African Monetary Zone, one final 

question to ask is what needs to be done if ECOWAS is to integrate successfully? Although there 

are numerous factors to consider, the following section recommends that ECOWAS countries: 1) 

undertake fiscal reform; 2) solicit external assistance and 3) make a concerted effort to guarantee 

political stability.  

 

A. FISCAL RESOURCES AND VAT 

ECOWAS’ commitment to abolish tariffs and increase trade liberalization has direct 

implications for fiscal resources. Given the fiscal importance of government revenues from 

tariffs, one considerable obstacle to the reduction of trade barriers between ECOWAS member 

countries is their reluctance to forego income from trade tariffs. However, governments could 

recover the cost of abolishing tariffs by instituting a system of value added taxes.  

As is indicated by Figure 6.1 below, ECOWAS countries generally rely heavily on 

import tariffs. In 1995, most member countries received over thirty percent of their total 

government revenues from taxes on international trade (Ghana, Guinea and Guinea-Bissau being 

the three exceptions with percentages below thirty). These figures are remarkably high 

considering that they are taken from a period twenty years after the creation of ECOWAS when 

trade liberalizing measures were first adopted by the community. In contrast, France received 

less than 0.5% of its fiscal revenues from trade tariffs in the early 1970s (less than twenty years 

after the creation of the European Economic Community in 1957). Similarly, the aggregate share 

of tax revenues for the European Monetary Union had neared zero percent by the end of the 

1990s (World Bank, World Development Indicators, 2004). 
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Figure 6.1: Tariff Revenues for ECOWAS Countries* 

Taxes on international trade, as % of total revenue in 1995
(excluding grants)
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*Excluding Liberia and Nigeria for which data was not available. 

Source: World Bank Africa Database. 
 

 On the whole, there appears to be little difference between tariff revenue shares within 

the CFA Zone and within ECOWAS in general. CFA countries receive 39.4 percent of their 

revenues from trade tariffs, compared to almost 38 percent for all ECOWAS countries. (Note 

that the aggregate value could be artificially low due to the exclusion of Liberia and Nigeria 

since data is not available for these countries.) There is little standardization of taxes among non-

CFA countries – Ghana and Guinea stand out as countries with particularly low levels of tax 

revenues; however, The Gambia and Sierra Leone are at the other end of the spectrum with 

tariffs that amount to almost fifty percent of total government revenues.  

A closer look at the evolution of tariff revenues over time reveals that there is no 

evidence of a decrease due to ECOWAS policies (see Figure 6.2a). In the majority of cases, tax 

revenues have constituted a constant share of total government revenues and for a few countries 
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(eg. The Gambia and Ivory Coast), this share has even risen. A comparison of the CFA and 

ECOWAS data confirms that the differences between the two groups have increased over time 

with the CFA countries noticeably increasing tariffs prior to the 1994 devaluation (see Figure 

6.2b, for example, comparing Burkina Faso and Côte d’Ivoire with The Gambia, Ghana and 

Guinea). Once again, this brings into question the potential conflict of interest between the 

financial agenda of the CFA Zone and the larger trade-related objectives of ECOWAS. 

 

Figure 6.2a: Trends in Tax Revenues for ECOWAS and CFA (1990s) 
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Figure 6.2b: Trends in Tax Revenues for Five Specific Countries (1990s) 
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Source: World Bank Africa Database. 

 
Implications and Alternatives 
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ECOWAS’ proposal to adopt a common external tariff (CET) has mixed implications. A 

recent simulation of Nigeria’s transition to a CET finds that this shift would redress the 

distortions of Nigeria’s current protectionist policies at little expense to its economy (Marchat 

and Rajhi, 2004). If this study offers an indication of prospects for other ECOWAS countries as 

the authors suggest, then it would be a positive reform strategy. However, high government 

reliance on international trade duties has negative implications for the reduction or abolition of 

tariff barriers. Were ECOWAS to actively engage in trade liberalization policies, then they 

would be forced to deal with the task of finding alternative revenue sources. Essentially, the loss 

in trade tariffs must be balanced by an equal increase in revenues under the newly opened 

economies. 

Some scholars argue for protectionist measures to allow economic development in 

ECOWAS (for example, Okolo, 1984). Concern for fiscal revenues offers a compelling 

argument as to why a protective tariff system would be undesirable for ECOWAS countries. 

Under import substitution industrialization (ISI), ECOWAS countries would collectively adopt a 

trade diversion strategy whereby they abolish internal tariffs but impose a high common external 

tariff to protect domestic industries from outside competition. Although ISI may temporarily 

stimulate local economies, it offers a potentially unsustainable development strategy because 

there is no guarantee that the governments will pick viable ‘winners’ which will be able to 

withstand the return to competition after the abandonment of protective tariffs. Instead, the result 

would be economically inefficient industries that are artificially sustained by protectionism 

leading to higher prices and lower quality than could be obtained in an open economy. 

Furthermore, countries may lose tariff revenues because importers would be deterred by the 

relatively high import prices due to protective tariffs. Thus, a preferential trade system based on 
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ISI would be doubly detrimental to ECOWAS countries because it offers a potentially 

debilitating form of home-industry protection that yields relatively low tariff revenues.  

 An alternative strategy would be to pursue a program of full trade liberalization and 

follow the export-oriented approach adopted by the East Asian ‘tigers’ in the Association of 

Southeast Asian Nations (ASEAN). The underlying theory in this case is that the abolition of all 

protective tariffs and participation in a competitive environment will encourage the emergence of 

highly efficient industries. However, it is questionable whether ECOWAS countries are 

adequately prepared to compete in the global economy completely. Since many ECOWAS 

countries rely on natural resources instead of industrial products for their income, the transition 

to an open market could prove a harmful one for their emerging economies. 

A value-added tax (VAT) system offers the most promising replacement for tariffs. The 

tax would be collected at each stage of the production process instead of only at border points. 

This facilitates regional integration as borders become less important. Destination principle 

taxing sets tariff rates depending on the destination of goods, which would be appropriate 

because it does not have negative effects on trade but preserves fiscal revenues.  

The literature on VAT offers several possible variations of the tax, mainly differing in 

their classifications of commodity types that should be exempt from taxation15. Nonetheless, 

transition to a VAT relies on a well developed tax administration system to ensure that 

reimbursements are awarded effectively and that taxes are collected efficiently. A shift to a 

centralized taxation system would necessitate an effective mechanism for the redistribution of 

income between ECOWAS countries. Certain countries would receive more revenues than others 

(for example, those with ports such as Nigeria and Ghana would have higher revenues than 

                                                 
15 See McLure (2000) and Bird and Gendron (2000) for discussions of the appropriate VAT system to adopt in 
developing countries. 
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landlocked countries like Mali). Additionally, the large informal sector in many ECOWAS 

countries would present challenges to tax collection. Therefore, tax administration reform and an 

increased formalization of businesses would be necessary. Since the EU countries faced a similar 

challenge, their solutions could be used as a guideline for ECOWAS countries. 

 

B. EXTERNAL ASSISTANCE 

 The logistical challenges of sustaining a monetary union raise the issue of external 

support. Much of the success of the CFA Zone resulted from France’s involvement, which 

suggests that a similar source of outside assistance would be beneficial for ECOWAS countries. 

An initial question is that of finding an appropriate anchor for the common currency. Given the 

reluctance of EMU countries to endorse France’s continued support of the CFA Zone, it is 

unlikely that they will embrace the idea of underwriting the new ECOWAS currency. 

Meanwhile, the dollar’s weakening position in the international financial system reduces its 

desirability as a central currency. Additionally, the ECOWAS currency would also benefit from 

a credible guarantee of convertibility. France’s commitment to converting the CFA franc 

inspired confidence in the currency, which attracted foreign investment and assuaged fears of 

surprise devaluations or instability. In the same way, another outside partner could support the 

ECOWAS union.  

 Two possibilities emerge as prospective solutions to ECOWAS’ lack of an external 

supporter. Firstly, the AU has the potential to instill confidence in a West African currency. 

Although the organization has had little focus on economic integration in the past, it has recently 

demonstrated a growing concern for economic development in Africa. Secondly, the Bretton 

Woods Institutions could fulfill a vital role. The IMF could provide assistance to WAMZ’s 
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central bank, particularly since ensuring exchange rate stability and minimizing disequilibrium in 

the international balance of payments were two of the primary concepts behind the 

organization’s creation (IMF, 1968: Article I). Meanwhile, the World Bank could offer longer 

term development support. Unfortunately, the IMF has largely strayed from its original mandate 

concerning the international balance of payments system and increasingly occupies itself with 

other aspects of economic intervention16. However, an active role in ECOWAS would offer a 

fitting opportunity for the Fund to return to its initial priorities.  

Beyond the areas mentioned above, there are other opportunities for non-member 

countries to support ECOWAS in achieving its objectives. The European Union has already 

taken steps in this direction by transforming its relationship to the African, Caribbean and Pacific 

(ACP) countries. Recent negotiations have stressed the importance of increasing intraregional 

trade instead of the union’s previous agenda of developing preferential trade agreements which 

strengthened links to European countries at the expense of regional exchange and the EU’s 

Regional Indicative Program offers financial support to integration initiatives in ACP counties. 

Similarly, the United States’ Africa Growth Opportunity Act (AGOA) could be leveraged to 

stimulate increased trade between ECOWAS countries, instead of focusing exclusively on 

expanding ties to the US. Finally, the World Trade Organization could offer support on ways to 

create effective trade stimulating strategies.  

In response to the question of a peg, ECOWAS could use the CFA Franc as a starting 

peg, in the same way European countries essentially pegged to the Deutsche Mark in their early 

days due to the fiscal conservativeness of German authorities. Alternatively, the new ECO could 

be tied to a basket of currencies include the euro, the dollar and a few other widely used monies. 

                                                 
16 Stiglitz (2004), for example, criticizes the IMF’s support of capital-market liberalization, contending that this 
policy has largely resulted in economic instability instead of economic growth. 
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This approach would protect ECOWAS members from the dangers of pegging to a single 

currency. 

 

C. POLITICAL ECONOMY 

Economic interactions do not occur in a bubble sheltered from political influences, even 

if it is debatable whether political stability should be a paramount concern for West Africa’s 

development. As illustrated in Table 6.3 below, ECOWAS countries have a history of low 

freedom ratings and only four members qualified as “free”17 in the 2000 ratings: Benin, Cape 

Verde, Ghana and Mali.  

Table 6.3: Freedom House Ratings, 1975-2000 

 1975 1980 1985 1990 1995 2000 Average 
Benin 7 6.5 7 5 2 2 4.9 
Burkina Faso 5 5.5 6.5 5.5 4.5 4 5.2 
Cape Verde 5 6 6.5 5 1.5 1.5 4.3 
Côte d'Ivoire 5.5 5.5 5.5 5 5.5 5.5 5.4 
Gambia, The 2 2.5 3.5 2 6.5 6 3.8 
Ghana 6 2.5 6.5 5.5 4 2.5 4.5 
Guinea 7 7 6 5.5 5.5 5.5 6.1 
Guinea-Bissau 6 6 6 5.5 3.5 4.5 5.3 
Liberia 5 6 5 7 6.5 5.5 5.8 
Mali 7 6.5 6.5 5.5 2.5 2.5 5.1 
Niger 6.5 6.5 6.5 5.5 4 4 5.5 
Nigeria 5.5 2.5 6 5 7 4 5.0 
Senegal 5 4 3.5 3.5 4.5 3.5 4.0 
Sierra Leone 5.5 5 5 5.5 6.5 4.5 5.3 
Togo 6.5 6.5 6 6 5.5 5 5.9 

 

Although political freedom was found to be an insignificant factor in the gravity model, 

this is not to say that political factors could not affect other aspects of economic performance 

apart from intraregional trade. Therefore, it would be prudent for ECOWAS countries to 

                                                 
17 Countries with average political rights and civil liberty ratings between 1 and 2.5 are designated as “free”, those 
between 3 and 5.5 are “partly free” and countries rated between 5.5 and 7 are “not free”. 
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anticipate the effects that political factors might have on economic progress and consider ways of 

improving the political stability of their environment.  

West African leaders were recently put to the test when Faure Gnassingbe attempted to 

seize power following the death of his father, the preceding president of Togo. Their eager 

willingness to impose external pressure and defend democracy demonstrates the growing power 

of outside intervention and West Africa’s commitment to the democratic process. Continued 

performance along a similar vein will likely contribute to the success of WAMZ.
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7. CONCLUSION 

In many ways, economic progress in ECOWAS has been slow and disappointing. 

However, the organization’s past performance is not devoid of promise. Results from the gravity 

model analysis reveal that ECOWAS has indeed improved trade between member countries and 

participation in the CFA Zone has also strengthened intraregional links.  

A well considered evaluation of ECOWAS must recognize that conditions within West 

Africa significantly differ from those facing the EU, ASEAN and other regional initiatives. The 

region’s unique context presents both strengths and challenges. Evidently, the CFA Zone 

provides a useful platform for future monetary integration. Meanwhile, any attempt at increased 

coordination should address the difficulties of fiscal restructuring, harness the advantages of 

external support, and confront political instability. 

A possible follow up to this analysis would be to explore whether an increase in 

intraregional trade increases the correlation of business cycles within ECOWAS, as Frankel and 

Rose have demonstrated elsewhere. Evidence of endogeneity would provide useful information 

on the future of ECOWAS. Also, alternative measures of political stability could be included in 

the gravity model to produce a clearer understanding of its possible impact on trade. Additional 

research is of limited value, however, unless policy makers heed the insights of empirical 

analysis an embrace the resulting recommendations. 
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APPENDIX  

Figure A1.1: Map of ECOWAS Member Countries 
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Table A4.1: Primary Trade Commodities for ECOWAS Countries 

COUNTRY  Primary Exports Primary Imports 
   
Benin cotton, crude oil, palm products, cocoa foodstuffs, capital goods, petroleum 

products 
   
Burkina Faso cotton, livestock, gold capital goods, foodstuffs, petroleum 
   
Cape Verde fuel, shoes, garments, fish, hides foodstuffs, industrial products, transport 

equipment, fuels 
   
Côte d'Ivoire cocoa, coffee, timber, petroleum, cotton, 

bananas, pineapples, palm oil, fish 
fuel, capital equipment, foodstuffs 

   
Gambia, The peanut products, fish, cotton lint, palm 

kernels, re-export 
foodstuffs, manufactures, fuel, machinery 
and transport equipment 

   
Ghana gold, cocoa, timber, tuna, bauxite, 

aluminum, manganese ore, diamonds 
capital equipment, petroleum, foodstuffs 

   
Guinea bauxite, alumina, gold, diamonds, coffee, 

fish, agricultural products 
petroleum products, metals, machinery, 
transport equipment, textiles, grain and 
other foodstuffs 

   
Guinea-Bissau cashew nuts, shrimp, peanuts, palm 

kernels, sawn lumber 
foodstuffs, machinery and transport 
equipment, petroleum products 

   
Liberia rubber, timber, iron, diamonds, cocoa, 

coffee 
fuels, chemicals, machinery, 
transportation equipment, manufactured 
goods; foodstuffs 

   
Mali cotton, gold, livestock petroleum, machinery and equipment, 

construction materials, foodstuffs, textiles 
   
Niger uranium ore, livestock, cowpeas, onions foodstuffs, machinery, vehicles and parts, 

petroleum, cereals 
Nigeria petroleum and petroleum products 95%, 

cocoa, rubber 
machinery, chemicals, transport 
equipment, manufactured goods, food and 
live animals 

   
Senegal fish, groundnuts (peanuts), petroleum 

products, phosphates, cotton 
foods and beverages, capital goods, fuels 

   

Sierra Leone 
diamonds, rutile, cocoa, coffee, fish 
(1999) 

foodstuffs, machinery and equipment, 
fuels and lubricants, chemicals (1995) 

   
Togo reexports, cotton, phosphates, coffee, 

cocoa 
machinery and equipment, foodstuffs, 
petroleum products 
 

Source: Central Intelligence Agency, World Factbook.
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Table A5.1: Descriptive Statistics 

ALL DATA Observations Mean Std. Dev. Min Max 
        

Imports 725 13.56 2.52 7.60 20.31
Distance 725 6.59 0.91 1.63 7.93
GDP i 725 21.55 1.23 18.71 24.20
GDP j 725 21.72 1.21 18.61 24.20
Population i 725 15.63 1.20 12.64 18.66
Population j 725 15.77 1.16 12.64 18.66
GDP ij 725 43.27 1.62 37.86 47.49
GDP per capita 725 11.88 0.71 9.23 14.05
            

CFA Members Observations Mean Std. Dev. Min Max 
        

Imports 418 13.82 2.53 9.21 20.31
Distance 418 6.55 0.96 1.63 7.70
GDP i 418 21.49 0.95 18.71 23.29
GDP j 418 21.79 1.13 18.72 24.20
Population i 418 15.56 0.65 13.39 16.58
Population j 418 15.85 1.12 12.74 18.66
GDP ij 418 43.29 1.44 37.86 47.49
GDP per capita 418 11.87 0.65 10.52 13.81
            

ECOWAS Members Observations Mean Std. Dev. Min Max 
        
Imports 564 13.75 2.60 7.60 20.31
Distance 564 6.60 0.90 1.63 7.93
GDP i 564 21.61 1.25 18.71 24.20
GDP j 564 21.76 1.24 18.71 24.20
Population i 564 15.71 1.20 12.64 18.66
Population j 564 15.83 1.17 12.64 18.66
GDP ij 564 43.37 1.65 38.01 47.49
GDP per capita 564 11.82 0.71 9.23 14.05
            

 
. 
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Table A5.2: Gravity Trade Model Variable Correlations 
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Distance -0.14            
 
GDP i 0.14 0.09           
 
GDP j 0.51 0.09 -0.12          
 
Population i 0.15 0.06 0.91 -0.09         
 
Population j 0.42 0.06 -0.06 0.91 -0.04        
 
GDP ij 0.48 0.13 0.67 0.65 0.63 0.63       
 
GDP per capita 0.16 0.11 0.11 0.16 -0.19 -0.14 0.20      
 
Common language 0.01 0.16 -0.01 -0.09 -0.01 -0.09 -0.08 -0.02     
 
Shared border 0.21 -0.47 -0.03 -0.02 0.02 0.00 -0.04 -0.12 0.03    
 
Common colonizer 0.05 0.14 0.01 -0.04 0.02 -0.05 -0.02 0.00 0.89 0.08   
 
ECOWAS 0.14 0.02 0.09 0.06 0.13 0.11 0.11 -0.15 -0.02 0.00 0.00  
 
CFA 0.10 0.04 -0.04 -0.08 -0.04 -0.09 -0.09 0.00 0.60 0.20 0.69 0.02 

 
 

 


