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Monetary integration projects in
Africa

o African Monetary Union project. The African Economic Community was
created in 1991. An African Central Bank, an African Monetary Fund and an
African Investment Bank should be created alongside a confinental single
currency, inifially planned for 2023, but postponed to 2045.

o East African Community (EAC) Single Currency Project: East African Monetary
Union Protocol signed in 2013. Launch initially planned for 2023 but postponed
to 2027 (though 2031 was recommended by a technical panel). 7 countries
involved.

o Economic Community of West African States (ECOWAS) Single Currency
Project: formulated in 1983, launch date postponed several times, 2027 is the
latest one o be announced. 15 countries involved.



Large monetary unions as “colonial”
creatures?

o Monetary unions (and other highly constraining exchange rate
arrangements like currency boards) reached their peak during
the second phase of European colonialism (1850-1960), a period
which overlaps with the International Gold Standard.

o With the collapse of the International Gold Standard from the
1930s, European imperialist powers created each their own
monetary/trade empire.

o |n Africa, we had: the Sterling Area, the Franc Zone, the Peseta
/one, the Escudo Zone, the Belgian Monetary Zone and the Rand
Lone.



Exchange rate regimes across the World

Exchange rate regimes
Free floating
Floating
Crawling peg
Stabilized arrangements
Conventional peg
Currency boards
No separate legal tender
Monetary Unions
(EMU)
(CFA)
Others
Total
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The Euro Zone as an historical “anomaly”

“That the EMU [Economic and Monetary Union] is exceptional is
unquestioned. Never before, in modern history, has a group of
fully independent states voluntarily agreed to replace existing
national currencies with one newly created type of money.”

“Predictions of many full new monetary unions around the globe,
on the model of Europe’s EMU, appear premature at best. The
difficulty of defendin? uncompetitive national currencies is
certainly growing. But for most governments, the disadvantages
of monetary union continue to look more formidable still. Few
states share enough group loyalty to make the requisite sacrifice
of monetary sovereignty seem acceptable; and even for those
that might be prepared to make the commitment, willing
partners are hard to find.”

Indernational Studies Perspectrves (2003) 4, 275-292.

POLICY IN INTERNATIONAL STUDIES

Are Monetary Unions Inevitable?

BENJAMIN |. COHEN
University of California at Santa Barbara

With the rapid growth of cross-horder competiion among currenaes

informed observers predict that the new monetary unions are 1.|1t1L|l|'.
inevitable i many parts of the world. In fact, predicions of such
alliances are musleading aned almost certainly wrong. Monetary unions
necessarily imply a measure of collate action i the ssue and
management of money. An alliance requires albes—other states with
similar preferences and a disposition 10 act cooperatively. A survey of
proposed monetary umions shows that willing partners among sovereign
states are just not all that plenttul. Concewvably some il'ut]I:IIIH.IIl
could be attracted o less demanding forms of mmuHH alliance,
depending on bargaming context. 1511[ prospects for many full new
monetary unions are dim ar best,



Why monetary sovereignty matters? (1)

“[TThe power 1o issue its own money, to make drafts on ifs own
central bank, is the main thing which defines national
independence. If a country gives up or loses this power, it
acquires the status of a local authority or colony. Local authorities
and regions obviously cannot devalue. But they also lose the
power to finance deficits through money creation while other
methods of raising finance are subject to central regulation. Nor
can they change interest rates. As local authorities possess none of
the instruments of macro-economic policy, their political choice is
confined to relatively minor matters of emphasis — a bit more
education here, a bit less infrastructure there”. (Wynne Godley,
Maastricht and all that, London Review of Books, October 1992)



Why monetary sovereignty matters? (2)

o Monetary sovereignty, even when formal/nominal, is important because it provides
a limit against international (imperialist) financial sanctions.

o Following military putsches, Guinea and Mali were financially sanctioned by
ECOWAS in January 2022. ECOWAS (under French influence) ordered the freezing of
these two countries’ assets in “ECOWAS central and commercial banks”.

o Mali uses the CFA franc. The BCEAO, under French legal tutelage, deprived the
Malian government access to its own accounts at the central bank and the
domestic banking system. The BCEAO also decided to stop refinancing the
domestic banking system in Mali. These measures were TOTALLY illegal and violated
the so-called independence of the BCEAO (which is independent towards African
states but subordinated to the French Treasury).

o These imperialist sanctions, which very few people understood or denounced, could
not be implemented in Guinea because Guinea has its own national currency.

o From July 2023 to at least April 2024, Niger went through the same type of imperialist
sanctions from France and ECOWAS.



The micro-economic argument. reduced “iransaction
costs” and efficiency gains derived from frade

o There are currently forty currencies
circulating in the African confinent. This
myriad of currencies is held to be a
strong handicap to infra-African frade.

o In this context, monetary unification is
supposed to facilitate cross-border
trade and investment within the
continent through the elimination of
exchange rate volatility and risk,
deeper and broader financial markets,
efc.




The Pan-Africanist argument: united were are
stronger

“Unite we must. Without necessarily sacrificing our sovereignties, big or
small, we can here and now forge a political union based on Defense,
Foreign Affairs and Diplomacy, and a Common Citizenship, an African
Currency, an African Monetary Zone and an African Central Bank. We
must unite in order to achieve the full liberation of our continent [...]

It is important to remember that independent financing and
independent development cannot take place without an
independent currency. A currency system that is backed by the
resources of a foreign state is ipso facto subject to the trade and
financial arrangements of that foreign country.” (Kwame Nkrumah,
1963)




The “neoliberal” argument: shackle together
the fiscally irresponsible Leviathans.

“Given the widespread lack of both fiscal discipline and stable
macroeconomic policies, it is vital fo use the goal of monetary
union to encourage greater discipline and better governance”
(Masson and Pattillo, 2004)

‘[INmportant beneficial effects follow ex post a monetary union £ si“;ﬁ“ﬁ:“:’a:
through the promotion of trade and central bank credibility Currency
induced by unionization, which acts as an ‘agency of restraint’ s Vers la Création
for otherwise undisciplined independent fiscal impetus and : .,)_u-\*" d’une Monnaie
monetary stance. Hence tying the hands of the monetary "',4 Unique Africaine

authorities through a regional constrain on monetary policy in
the context of a monetary union would be a good thing.”
(African Union Commission 2009)




Mainstream Economics as the referential to think
about monetary integration (1)

o Mainstream economics articulates the M-Theory — “metallist” view of
money which argues that money, as a “commodity”, has evolved *“as
a private sector, market-oriented, response to overcome the
transactions costs inherent in barter”.

o I[n contrast, there is the C-Theory (“chartalist” theory) which argues that
“the state has generally played a cenfral role in the evolution and use
of money” and views money as a legal creature and instrument of the
state. C-Theory links money to political sovereignty.

o The Optimal Currency Area (OCA) theory is a spatial expansion of M-
Theory. See Goodhart 1999.



Mainstream Economics as the referential to think
about monetary integration (2)

o OCA theory is linked fo names such as Robert A. Mundell, Ronald
McKinnon and Peter Kenen.

o OCA theory assesses the loss of monetary (and fiscal) sovereignty
against  potential microeconomic gains associated with
monetary integrafion based on criteria such as (i) the level of
trade integration; (i) the symmeiry of shocks, (iii) labor mobility
(iv) fiscal integration, etc.

o "OCA theory has litfle, or no predictive or explanatory capacity”,
as it is first of all a normative framework (Goodhart 1999)



Falling forward: the ftriumph of the
‘monetarist’ view

Two views existed regarding European monetary integration.

o The “economist’” view argued that an "incomplete monetary union" - that is, a
monetary union without a fiscal union - would be counterproductive.

o By contrast, the “monetarist view” championed by France argued that monetary
integration, however flawed, would ultimately lead to political federalism. This was the
very optimistic falling forward thesis: walking on one leg (monetary union), we will
inevitably fall; but we will rise again, stronger, with the federal state, the indispensable
leg that we lacked in the first place.

o Germany was reluctant to join the Eurozone but accepted, under French pressure,
under the condition of strong fiscal discipline from its European neighbors. Hence, the
rationale of nominal convergence criteria which have been put forward to prevent
budgetary solidarity between future Eurozone members!



Robert Mundell (1932-2021), “evil genius of the
euro”

Monetary union "puts monetary policy out of the reach of
polificians..."[And] without fiscal policy, the only way nations
can keep jobs is by the competitive reduction of rules on
business.” (Mundell quoted by Greg Palast 2012)

In other words, a monetary union like the Eurozone is an
insfrument of class struggle: in the event of an economic
crisis, countries have no other option than "structural reforms”
- l.e., lowering taxes on (large) companies and Finance,
privatizing public enterprises, liberalizing labor and
environmental codes, lowering labor costs, rolling back the
welfare state, etc.




Lessons learnt a posteriori (after the
Great Financial Cirisis)

o “The original mistake was in frying to create a common currency
without a common economic, employment and social policy”
for all Eurozone member states (Wolfgang Schauble, Financial
imes 22 March 2019)

o According to an IMF study (Bluedorn et al 2019), economic crises
In Eurozone countries have been more frequent and more severe
than in other rich countries. Recoveries there have also been

slower.



Assessing the promises of monetary integration

“There is very little evidence” (i) “that the euro has boosted growth”,
(i) “that the real interest rate in the Eurozone as a whole has come
down”, (iii) “about a positive effect of monetary union on trade, (iv)
“that these [nominal convergence] rules are enforceable”.

“This is quite paradoxical: a monetary union does not strengthen the
position of national governments vis-a-vis financial markets; on the
conftrary, national governments in a monetary union lose power when
confronted with financial markets.”

Ya political unification is needed because the Eurozone has
dramatically weakened the power and legitimacy of nation-states
without creating a nation at the European level. In the long run this is
not sustainable.”

of MONETARY
UNION

DE GRAUWE




Amin on African Monetary Integration

“African states are copying
Europe. What Europe did,
the mistake Europe made,
they want to repeat it 20-30

years |later.”

(Samir Amin, February 2018)




The ECOWAS single currency project: an overview

o 1983: formulation of an ECOWAS regional single currency project

o 1999:. adoption of “nominal convergence” criteria modelled after the euro
Zone.

o Early 2000s: adoption of a dual-frack approach to monetary unification by
2015: non-CFA countries would unite and converge; and by 2015 they would
be united with the CFA countries (Cabo Verde and Liberia stood apart).

o Mid-2010s: countries that are “ready” (that met convergence criteria) would
launch the single currency by 2020.

o 2021: Suspension of the convergence criteria; launch of the single currency
postponed to 2027.



Feasibility: leading CFA countries are not ready to break up
with France while Nigeria is a reluctant leader.
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&<  Discussion

Muhammadu Buhari
@MBuhari

™ Nigeria government official

It gives me an uneasy feeling that the UEMOA Zone wishes to take up the
Eco in replacement for its CFA Franc ahead of other ECOWAS Member
States. It's a matter of concern that a people with whom we wish to go
into a union are taking major steps without trusting us for discussion.
Traduire le Tweet

3:41 PM - 23 juin 2020



Feasibility

o ECOWAS hijacked itself by accepting to impose illegal and inhumane economic and
financial sanctions on countries (Mali and Niger) resisting French Imperialism.

o ECOWAS, under Western influence, was even ready to launch a regional war.



Desirability: Important asymmetries + other
shoricomings (1)

o Nigeria is the most important African economic and demographic
power (a population of 202 milion expected to double by 2050). In
comparative terms, Nigeria represents within West Africa the combined
economic and industrial weight of Germany, France and ltaly.

o 9 of the 15 ECOWAS countries currently have a population of over 12
million and expected to double in 25-30 years.

o By comparison, of the 20 Eurozone members, eleven have a population
of less than six million. Only five of them have a population of more
than 12 milion. Germany, France, Italy and Spain are the only
economic and demographic powers (population over 40 million)
across the world that do not issue their own currency.



Desirability: Important asymmetries + other
shoricomings (2)

o Nigeria is an oil exporter while most of the other countries
are net oil importers.

o Regional/infra-West Africa trade is very low (around 10 % of
total trade)

o No fiscal tfransfers envisaged; rather “sound finance” prevails
with public deficit and debt cellings.



Conclusion (1)

o|f a single ECOWAS currency with fifteen members were to

emerge in a few years, it would not necessarily be good news for
African countries.

o [t would be a "currency without a sovereign” just like the euro. It
would have all the disadvantages of the euro (notably its
deflationary bias and polarization tendencies) without the benefit
of the frade and financial integration that European countries
had achieved before the launch of the euro.



Conclusion (2): monetary cooperation in place of
monetary unification

It is possible to achieve the goals expected with monetary unification with
instruments of economic and monetary cooperation that prevents ifs
shortcomings.

o Promote intra-African trade? Solution: a common pan-African payment and
settlement system.

o Promote exchange rate stability and solidarity? Solution: Creafion of an
African Monetary Fund where part of the foreign exchange reserves of African
countries are pooled.

- Promote more resilient economies that are more immune o imported
inflation2 Solution: Common policies to achieve energy and food self-
sufficiency + regional coordination of national industrial policies.



Conclusion (3): Political Federalism as a prerequisite for substantive economic
and monetary integration

“To overcome the tremendous obstacles in the way of the
economic unification of Africa, decisive political actions
are required in the first place. Political unification is a
prerequisite. The rational organization of African
economies cannot precede the political organization of
Africa. The elaboration of a rational formula of economic
organization must come after the creation of a federal
political entity. It is only within the framework of such a
geo-political entity that rational economic development
and cooperation can be inserted. The inverse leads to the

type of results we have witnessed over the vyears.”
(Cheikh Anta Diop 1976)




\\. ’




