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ABSTRACT This article presents a perspective on the driving force between economic and political judgement in the formation
of a single currency unioiWVestAfrican rulers have long desired to form a single currency union but have for reasons of
political instability within the region shied away from making this happen. In recent years hdaweeeatl for single currency

in the region has indeed heightened as a result of indications of success within the Edrbigamgcle critically reviews
theoretical perspectives forming the macroeconomic guidelines for the successful implementation of single currency unions as
a framework for the benefits for the strength of political will in the formation of a single currency union.

1.0 INTRODUCTION and Patillo 2005). In another sub-regional meet-
ing in 1987 (Abuja, Nigeria), the need for fur
This article critically reviews the theory of ther integration was anticipated leading to the
optimum currency areas and the overridingcreation of the ECOWS Monetary Coopera-
judgement between political and economic will tion Programme (ECMP). Under this pro-
to form a single currency arebhe article con- gramme, member states were required to fol-
tributes to existing literature on monetary unionslow a set of convegence criteria leading to the
by its examination of the borderline betweeneventual adoption of a single currency for the
economic and political reasoning in the deter sub-region. Four key conggnce criteria were
mination of the criteria for economic integra- set to be achieved by the end of 1999 as follows
tion. The article integrates views from the origi- (Bawumia 2002):
nal ideas on the economics of optimum currencyl. A ceiling on Central Bank financing of
areas based on Mundell (1961), McKinnon budget deficits to 10% of the previous ysar
(1963) and Kenen (1969) as well as views from  tax revenue by 1998.
more recent analysis such as Mongelli (2008)2. The maintenance of a single digit inflation

Dellas andTavlas (2009) andavlas (2009) to rate by the end of 1998 for all the countries
amgue that a political as well as an economic  and for Liberia and Sierra Leone, com-
rationale is essential for the full monetary inte- pliance by the end of year 2000.

gration of member states in a single currency3. A restriction of the budget deficit to GDP
union. Mason and Patillo (2005) and Debrun et ratio of no more than 5% by 1998 and then

al. (2009) specifically reject the overriding po- a maximum of 3% thereafter

litical rationale governing the formation of the 4. Countries with floating exchange rates to
proposedVestAfrican single currency in favour reduce variability of nominal exchange
of a more economically led rationalEhis ar rates to less than 10% by the end of 1998

ticle seeks to demonstrate that single currency and less than 5% by the end of 1999; while
unions require as much political integration as  countries with fixed exchange rates to
they require economic integration (see Krugman  eliminate any overvaluation by 1998.
and Obstfeld 2009). In the face of dffculties involved in appeal-
As far back as 1975, the Economic Commu-ing to the existing C& monetary union mem-
nity of WestAfrican Sates (ECOWS) was  ber states ifVestAfrica to go into a single cur
made functional to promote greater integrationrency union with the rest of the sub-region, it
and trade amongst both theglophone and was decided to follow a two tier approach to
Francophone countries @festAfrica. This in-  eventual single currencyn a meeting held in
volved free access of labour and capital acros&éome, capital city ofogo Republic, tagged the
the borders of these fent countries (Masson “The LomeAgreement” it was decided that Ni-
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geria, Ghana, Guinea, Sierra Leone dime This article explores various schools of
Gambia should establish a single currency monthought in macroeconomic reasoning as the
etary union to later mge with theWestAfri- basis for the provision of evidence to support

can Francophone (@I countries.The key In-  the formation of single currency areagjuang
stitutional characteristics were to be as followsthat political reasoning plays as vital a role in
(Bawumia 2002): the judgement call as macroeconomic reason
1. Anindependent supranational central bankdoes.The article contributes to the vast body of
to direct and set monetary policy for the literature seeking to better understand the mon-
member states to be known Bse West  etary and fiscal interactions playing out within

African Central Bank (\WCB). a single currency union. In addition to this, the
2. Prohibition of the public sector from re- article provides compelling evidence to suggest
ceiving monetary financing. that a political rationale to ensure fiscal inte-

3. The pooling of foreign exchange reserves.gration as important if not more important than
4. Establishment of a stabilization and co- an economic rationale in the decision to form

operation fund from which member statesand sustain a single currency union.

can draw to cushion against temporary Section one introduces the basis of tlguar

balance of payment disequilibria. ment presented throughout the article, section

To qualify for membership, certain conver two looks at various theoretically perspectives,

gence criteria were set as follows (Bawumiasection three discusses the theoretical perspec-
2002): tives raised in the context of the monetary ge-
1. Afloor on foreign exchange reserves of atography ofAfrica and section four summarises

least three months of imports by year 2000the aguments and draws a conclusion.

and six months by year 2003.
2. A ceiling on central bank financing of 2.0 THEORETICAL FRAMEWORK

budget deficits to 10% of the previous ysar

tax revenue. 2.1The ‘Orthodox’ Theory of
3. A limit of the annual inflation rate to a Optimum Curr encyAr eas

single digit by year 2000 and 5% by year

2003. The original theoretical framework that at-
4. A restriction of the budget deficit to 5% of tempted to define the corollaries of Monetary

GDP by year 2000 and 4% by year 2002. Integration emeyed from the seminal article of

In spite of all these guidelines evidence fromMundell (1961). He put forward hisgument

Mason and Patillo (2005) and Debrun et al.on the premise of optimality of a monetary area
(2009) show that the countries proposing to formdefined by the boundaries of flexible exchange
the WestAfrican Monetary Union exhibit low rates (relative to other currency regions), inter
trade linkages as well as high fiscal asymme-nal factor mobility and external factor immo-
tries thereby dashing any hope of savings inbility against a case for national currencies, with
transaction costs, one of the key benefits offixed exchange rates (relative to other national
monetary unification (Mundell 1961). In addi- currencies), internal factor mobility and exter
tion to this, Masson and Patillo (2005) and nal factor immobility Put quite simplyMundell
Debrun et al. (2009) concluded that Nigeria with elucidates his claim by describing a scenario
its high level of fiscal indiscipline will put up- whereby two countries operating separate na-
ward inflationary pressure on the rest of thetional currencies, full employment and are in
countries in the union. In spite of the vastbalance of payment equilibrium engage in bi-
amount of macroeconomic evidence against théateral trade; country one (C1) experiences an
economic sense of th&festAfrican Monetary  upsuge in the demand of its national output by
Zone (WAMZ), there continues to be a strong country two (C2); he assumes that inflation tar
clamour byWestAfrican political leaders par geting is in efect and short term changes can-
ticularly Nigeria and Ghana to go into a single not be made to price levels and wage structure.
currency union possibly due to the initial suc- On the basis of this assumption, Mundell illus-
cess represented by the Euro zone and the cotrates that the shift of demand of output from
tinued survival of the Gk single currency union C2 to C1 will be accompanied by a rise in price
in West and Centra\frica. in C1 causing inflation in C1 and a decline in
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output and employment in C2; because C1 mainexternal factor immobility (flexible exchange
tains its own currengywhich it will not allow  rate with other regions) and internal factor mo-
to float against that of C2, and because infla-bility (price stability) is hypothetical. McKinnon
tion tageting is in place, the Central Banking argues that factor mobility or immobility is ap-
Authorities in C1 will move to contract mon- plicable not only to geographic boundaries as
etary policy in order to stabilize price levels stated by Mundell but also to industrial bound-
thereby rolling the bulk to C2 causing a reduc-aries so in determining an optimal currency area,
tion in real income and employment in C2. If a it is imperative to consider the ability of factor
regional Central Bank was functional under ato migrate from one industry to another within
single currency regime, internal factor mobility the same region or across regional boundaries
and external factor immobilitthe changes in (following the reduction in demand of the out-
the terms of trade would have been smoothlyput of one industry relative to the other) as well
aligned by increasing money supply to main-as the ability of governments to replicate indus-
tain full employment in C2 and finance the in- tries existing in other regions as a strategy to
creased activity due to factor mobility to C1. immobilise factor emigration. McKinnosicase
Such an area in which a Supranational Centralvas for openness of the econoiith all the
Bank can operate to its full monetary capacity political will to go into part or full scale mon-
Mundell referred to as an Optimum Currency etary integration, if there is no economic sense,
Area. Mundell also emphasises that the concepivhat will be the eventual outcome? Going by
of single currency is an economic concept whichKenen (1969), can fiscal federalism sustain the
is not feasible without close political ties of na- economy? Orthodox literature in optimum -cur
tional governments, an indication, not only of rency as advanced by Mundell (1961),
strong political will but fiscal integration and McKinnon (1963) and Kenen (1969) and
cooperationThis view of fiscal integration is summarised byavlas (1993)Tavlas (2009) and
upheld by Mundell in his emphasis that coun-Dellas andTavlas (2009) has it that where po-
tries with symmetric trade shocks are in a morditical union exists other key conditions must
suitable position to integrate monetarily with be met for optimality to exist between member
less need for exchange rate adjustments to bahkations viz:similarity of inflation ratesdegee
ance of payment disequilibria. Kenen (1969) onof factor mobility the openness and size of the
another hand proposes the use of regional fiscadconomythe degee of commodity diversifica-
transfers as a means of overlooking fiscal asymtion, price and wage flexibilitythe degee of
metriesAksoy et al. (2002) conclude that asym- goods market integration, fiscal integration, and
metries in the European Monetary Union canthe need foreal exchange rate variabilitysee

be taken care of by the setting of interest rate$Veber (201) for further views on market inte-
that reflect the economic perspective of the engration.

tire euro-land. In carrying out their analysis [us-  In summarythe orthodox theory of optimum
ing “the optimal feedback rules proposed bycurrency areas is built around the pillars of ex-
Rudebusch and Svensson (1999)"] they admithange rate, inflation, output, unemployment
neglect of the ééct of real exchange rates on and balance of payment. Credence is given to
output and inflation thereby deviating from the use of exchange rate variability as a tool to
Mundell (1961). Going by Mundefi’assertion maintain balance of payments between two
of the importance of political union there is a countries or two region$his school of thought
direct implication of the expectation of some sortgenerated a huge flock of followers in spite of
of fiscal transfer from one region in a single the fact that the theory had no empirical proof
currency area to another (Kenen 1969; RobsorfSchelkle 2001). Between 1961 and 1976,
1987;Weber 201). Mintz (1970:33) ggues that economists held onto these views more so in
the most concrete factor driving the formation the presence of compelling evidence to the con-
and success of a monetary union is the politicatrary (Lucas 1976), the view still held supreme.
will to do so. McKinnon (1963) attempts to The Lucas Critique first of all appears to agree
deconstruct Mundel’ agument of optimality  with the Mundellian flow of thought by its im-
by aiguing that the concept of optimality is com- plication of endogenous growth influences on
plex and is not as easily identified as Mundellan economy as a result of internal macroeco-
has put it; he stresses that Mundeitiodel of nomic policies applied to it. Schelkle (2001)
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however demonstrates how the Lucas Critiquedifferent institutional, political, social, educa-

debases the Orthodox view tional and cultural contexts these investors op-
erate in; Lawsoms' view is a direct critique of

2.2The ‘New’ Theory of Optimum the Mundellian school of optimality

Curr encyAreas The time inconsistency criteria in today’

macroeconomic world of inflation tgeting can

Goldbeg (1999:8) refers to the Mundellian be viewed from a diérent angle from that in-
view of Optimum currency areas as dressed inended by the Mundellian Schodlheir view
Keynesian drag i.e. full scale demand results invas that in the maintenance of flexible exchange
perfectly elastic supplyGoldbeg asserts that rates between two countries, monetary policy in
after over thirty years of revolution in macro- these countries had to be directed towards tar
economic theorythe basis of this assumption geting inflation resulting in similar inflation
may no longer be relevant; she supports thigates in these countriesalas 1993; Dellas and
assertion by citindsizenman and Flood (1992) Tavlas 2009)The new theory of optimum cur
“supply side driven disturbances rather than theaency areas is, howevesf the stand that this
traditional Keynesian demand-side distur criterion of similar inflation rates is more real-
bances”.Tavlas (1993) indeed with sympathy istically achieved as an aftermath of monetary
for the Mundellian School analyses some newintegration rather than a requirement for mon-
criteria for the determination of optimality in etary integration (@vlas 1993)Tavlas based his
addition to MundelB view viz:investor expec- argument on the fact that monetary integration
tation, inconsistency in time, edibility of  between two countries, one with a time consis-
policy makers, uncertainty facing labour mo- tent history of inflationary monetary policies and
bility and the pocess of determination of ex- another with a history of low inflation will re-
change rates. sult in the inflation prone country being usurped

Brigham and Houston (2007:193) state thatof some of its autonomy in carrying out its in-
under the pure expectation theory in finance flationary monetary policyA similar view is also
investors trading in bonds and other financialheld by Krugman and Obstfeld (2009:569) and
securities establish bond prices and long ternDebrun et al. (2009). Debrun et al. however ar
interest rates simply on the basis of expectationgue that the benefits of low inflation would be
for the future direction of interest rat@heir  shadowed by high levels of output shock asym-
expectation is hinged on their perception of themetry and fiscal disparities amongst the coun-
monetary authorityg drive to combat short term tries proposing to form the union.
inflation given that the central bank plays in  Under the Mundellian School, there is an
the short term end of the mark&his view can  outright assumption that labour will migrate
be used to query the Mundellian view of demandfrom areas of high demand to areas of high sup-
driven supply considering that investors (sup-ply to fill the employment vacancies created by
ply) will only react to market conditions (de- high supply elasticityThe new theory of opti-
mand) if they felt that it would be in their inter mum currency areas is however of a slightly
est to do soThis conviction must then come different view as regards the degree of labour
from the fiscal as well as monetary authoritiesmobility. Tavlas (1993) elucidates that uncer
in some form of policy driven action to gain full tainty in the cost of migration may act as a de-
realization.This view is similar to the view of terrent to labour mobility
fiscal federalism held by Kenen (1969) albeit
modifications with respect to its dependence or2.3An Overview of the Lucas Critique
supply side expectations (Aizenman and Flood
1992).This view is further enhanced by Lawson  Lucas (1976) identifies a key constraint in
(1995:271) which states that due to our occupathe use of econometric data as a yard stick for
tion of an ever changing world subject to vari- predicting factor reaction to policy changes;
ous policy upheavals fafcting trade, political Lucas points out that whenever a change in gov-
relations and consumer behaviours, how is iternment policy occurs, existing econometric
possible to model investors behavioural responseelationships are no longer §afent to truly
to macroeconomic changes to importation, ex-model factor reaction. In spite of this obvious
portation, investment and production given thelapse in the econometric models used to fore-
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cast behavioyrLucas points out that eco- Lucas laid the solution to this problem at the
nometricians remain indérent to their inad- doorstep of the policy maker saying that the
equacies. Lucas made a set of inferences as fopolicy maker had to announce the changes to
lows: firstly, he addresses the issue of optimalitythose afected prior to implementing them.
of factors modelled in econometric relationshipsMathematically speaking howeyéhis view of
as being based on the immediate circumstancelsucas may seem like working from the solution
of those factors (that is, rules governing demandackwards to the question. Lawson (1995)
and supply such as monetary and fiscal poli-strongly criticised Lucas’approach to solving
cies). Factor reaction to changes in policy will the problem by rolling the bulk to the policy
be subject to the environment in which thesemaker rather than to the econometrician. He
factors operate as well as past, present and fypurports that the inadequacy of an econometric
ture expected changes to their environmentsolution to the problem is in itself an insinua-
Secondly Lucas agues that the degree of tion that econometrics may not after all be
optimality of policy changes will be determined viewed as a rational scienc@lith this asser
by the degree of rational expectations of the faction, we are prompted to redefine the word ‘op-
tors afected by these ‘optimal policies’; again, timal’ as it relates to economics, econometrics,
this will be subject to, in my viewpast and and international finance. Optimal is derived
present changes to the factors operational envifrom the word optimum which is derived from
ronment.Thirdly, Lucas infers that if there had the word Optima defined by the OxfoAd-
been changes to the factors environment due tganced Learners Dictionaas the best or most
past changes in optimal policy regimes thenfavourable Given changing conditions, ‘the
further changes in optimal policy status will best’, a qualitative description/social construct
result in inconsistencies in the relationship be-can often shift position. In mechanical terms,
tween factors and agents of policy (Lucas 1976automobile engineers defined the optimum
25). speed for dicient fuel consumption for an au-
Going further he shows that the parameterstomobile to be 60mph but with revolutionary
(F, ©) representing demand and supply functionschanges in the capacity of automobile engines,
are not easily determined (in the equation be-this optimum speed can now be easily used up
low). by the first gear only making us desirous for
Y = F (¥ % 6,€) change in the definition of what we consider
Even though Lucas asserts that there is n@ptimum speed for fuel ffiency, ceteris pari-
rational likelihood that (FB) will be easily de-  bus. Lawson points out that in view of Lucas’
termined, he points out that the assumption ofosition with the policy makethat the hypoth-
optimality, the cornerstone of the theaf/eco-  esis of rational expectation has come under the
nomic policy (with no direct reference to lime light causing extreme schools of thought
Mundell 1961) is based on a faulty estimate ofsuch as Sims (1982) on one side [economic
these parametergVhenever there is a change theory does not have the capacity to provide a
in monetary and/or fiscal policyhe variables basis for rational econometric relationships] and
Y, X (endogenous and exogenous variables) ar§agent (1986) on the other side [Economic
expected to changdeut if the values of (F)  theory can provide a basis for rational econo-
deviate significantly from their previously esti- metric relations to hold]. Hendry (1995: 202)
mated values, then the implication is that thedescribes the concept of rational expectations
result of the models do not correspond statisti-as a somewhat jocular conceah“abuse of lan-
cally with their theoretical basis of a known guage has @pt into pofessional discourse
value of (F6). since it might be irrational to form a rational
Mundell (1961) on the other hand implies expectatioh. Muth (1961, cited in Hendry
that when there is a change in policy (monetary1995) ‘defines expectations to be rational if they
or fiscal), an increase in demand will result in were formed accating to the economic model
perfectly elastic supply (echoed in Goldjper underlying the behaviotir
1999 as erroneous). Lucas (1976:25) maintains According to Hendrythe relationship be-
that between policy changes, the demand anéveen an expectation and a consistent underly-
supply structure should not vary significantly ing economic model is given by:
This however is not the case in reality 2 =E, . [z] modelof z
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Where zis the policy expectation of a set of close similarity to the relationship between phys-
policy changes shown by the left side of the equaics and finance as world makers and not just
tion. Going back to the Lucas critique, Lucasdescriptive subjects. Mackenzie is of the view
proposes that the expected outcomefa fu-  that an end should be put to the rejection of fi-
ture policy should be made known in advancenance and financial engineering as a science;
so that econometric models (left hand side ofhe asserts his opinion by a detailed description
the equation) to analyze the outcome or set obf N and S terms in physics and finance and
outcomes can be made available. Lawson (19958hows that both subjects contain both N and S
is however critical of this approach saying thatterms but to varying degrees due to the purpose
the inability of the left hand side to prediciz  they serve in societyn his description of fi-
in itself an indication that the integrity of econo- nance, Mackenzie refers to the subject as a de-
metric modelling may be subject to question. Inrivative of economic theory
predicting future expectations, Hendry as well
as Lawson agree that there is a strong need t8.4 NewViews of Optimum CurrencyAreas
identify structures that remain constant with
every changing policy in order to build the bed  Schelkle (2001) gues that the Optimum
rock of predictive econometric models aroundCurrencyArea (OCA) framework proposed by
these structures. In proposing an econometridviundell (1961) may have become obsolete; he
solution to the problem highlighted in the Lucas supports his gument with two key views, the
critique, Lawson drives for a review of the on- first being that expressed in Lucas (1976) which
tology of science from one of empiricism (ac- unequivocally highlights a problem in the area
ceptance as the status quo based on replicabilitgf determining stable econometric relationships
of experience) to one of transcendental realisnthat will address the problem(s) posed by ‘the
to which he arrogated three domains of realitysame variables’ under changing policy regimes.
viz: “empirical (experience and imgssion), the  Schelkle is of the view that monetary integra-
actual(actual events and states of affairs as weltion is by all ramifications, a change in policy
as experience) and the non-actualmetaphori-  regime and thus attacks Mundell (1961) using
cally, ‘the deep(structures, mechanisms, pow- the Lucas critique even though the critique made
ers and tendenciés) In driving home this ar  no mention of Mundell or even monetary inte-
gument, he leverages his reference on Bhaskagration. He builds his gument around the point
(1978). Going by Hendry (1995:95tience is that following new light shed on the OCA lit-
a public appoach to the measament and erature byTavlas (1993) and the 1999 Nobel
analysis of observable phenomena. Its essenPrize awarded to Robert Mundell for his inno-
tial aspects a that it is a systematic study of vative work on the OCA framework, research
empirical evidence, with accumulated evidenceinto monetary integration has simply lent cre-
consolidated and unified in theories, whiclear dence to the original framework rather than at-
evaluated in turn against further observation tempt to test its validityGoing by Lucas rec-
statements, Lawsons is a significant devia- ommendation that &fctive econometric mod-
tion from what is ordinarily accepted as scienceelling of the impact of change in policy on fac-
and therefore by default necessitates a re-defitor behaviour can only befettively done if the
nition of econometrics in terms of its rational- affected population have received adequate
ity or otherwise.The traditional view of theo- guidelines as to how their behaviours are ex-
rizing in science follows a deductive processpected to change to conform to the policy
(Hendry 1995) but Lawson proposes achange, Schelkle concludes that the OCA guide-
retroductive or abductive reasoning techniquelines as a precondition to monetary integration
strongly criticized in Parker (2002a, b and c¢) asspecified by Mundell (1961) can be better
a ‘common sense approach to doing things'. Inachieved ex ante (after monetary integration
conclusion, Lawson is of the view that the posi-rather than before) if &fctive channels of com-
tivistic assumptions on which economics is pro-munications are used to carry along factors of
jected as a science should be rejected for a trarproduction and their agents.
scendental realist alternativehis view of re- In his second gument, Schelkle goes to pull
jection of positivism is however rejected by down another corner stone of the OCA frame-
Mackenzie (2001) where he analyses and drawsork using the modern theory of exchange rates,
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another framework where Mundell received ing economic drive in the formation of a mon-
considerable credit for his contribution. He raisesetary union, ayuing specifically in the case of
an enquiry as to the ability of capital market the proposetlVestAfrican Monetary Union that
integration to undermine the use of exchangefiscal and export produce related asymmetries
rates as absorbers of systemic shocks but putsre overwhelming as well as bi-lateral trade
this beyond the scope of his research. Capitalolumes being insitient in the region. Coun-
mobility across national borders may lead totries with symmetric trade shocks are more
monopoly of firms in regions of a monetary suited to monetary integration with less need

union (Ricci 1998). for exchange rate adjustments to balance of pay-
ment disequilibria (Mundell 1961). Evidence
3.0 DISCUSSION however exists to the contrargenen (1969)
) demonstrates that regional fiscal transfers can
3.1 In Context with the Monetary effectively resolve fiscal asymmetridsksoy et
Geography ofAfrica al. (2002) show that a balanced approach to

. monetary policy setting can see the use ofinter

Masson and Patillo (2005) have drawn onest rate as a tool to smoothen out such asymme-
the principles of established Optimum Currencytries (evidence from the European Union, see
Area theory to suggest that the propo¥éest  krygman and Obstfeld 2009). Schelkle (2000:4)
African Monetary Unification will on balance ayues that monetary unification is not prima-
provide negative economic benefihe trail of v targeted at reducing transaction costs but
this literature review has adapted a critique toreducing asymmetries in fiscal positions as well

re-examine not only the findings of Masson and ; : o i
. I as smoothening dérences arising from vari-
Patillo but also the current validity of the theory ;1o exchangegn]'novements. g

upon which they based their assertions on. Sub-" 1,4 agument of time consistency 4¥las

stantial evidence of critiques (direct and indi- 1 993) torms a part of the basis of the position
rect) exists to show that their assertions may_yen by Mason and Patillo (2005) of Nigesia’
have become obsolete or is in fact at the brlnlimsuitability for monetary unification in the

of becoming obsolete (Dellas amdvlas 2009; : :
o : ’ roposedNestAfrican Monetary Union due to
Tavlas 2009). I this is the case, can it be alsser!tjheir time consistent inflationary trends.

tively said that the monetary unificationWest Changes in the nature and operations of mon-

Africa will be a success, in other words provide : S )
net positive economic benefit? Evidence from Etary and fiscal institutions bring about change

Goldbeg (1999:7) on issues of re—engineering'n time consistent trends resulting in credible

suaaest that the kev problems highiighted inf€Putations being built for countries with hith-
Ma?s%on and Patillo {2805) still negd tg be ad-€rto poor credibility (De Grauwe 1992a:450).

dressed for positive economic benefit to existS0Cial perception is not only dependent on hu-
particularly in the case of Nigeria, a potential Man action but is also an act of human endeav-
candidate for the hegemon. Further evidencéVUr: it is therefore possible to change the cul-
given in Krugman (1993) cited in Schelkle tUre of society (inflationary trends, fiscal indis-
(2001:8) suggests that a monetary union formed@ipline etc.) by changing peoptetonception
after satisfying all the relevant OCA criteria Of the goals of policy makers (Lawson 1995).
according to Mundell (1961) could become sub-Mason and Patillo (2005: 96) make a case for
optimal due to factor migration and concentra-Nigeria as the ‘hegemoin the proposedivest
tion in specific areas of the uniohhis would ~ African Monetary Union by asserting that 75%
lead to regional diérentiation of factors of pro- Of the Unions GDP would be generated by Ni-
duction due to economies of scale, thereby deepgeria however amidst scepticism they declare
ening asymmetries between this region and othethat Nigerias candidacy as a nucleus for the
parts of the monetary union. Kenen (1969) how-central banking structure is greatly undermined
ever agues that with the &fctive mobilization by a ‘time consistent’ history of inflation and
of fiscal transfers, these economies of scale couléhconvertible Nigerian currencirhey go fur
be decentralized thereby debunking ex-ante subther albeit in slight contradiction of the incon-
optimality. vertibility problem to suggest that credibility
Masson and Patillo (2005:2) are somewhat may be obtained by putting forward a system of
sceptical of the logic of political drive surpass- institutional surveillance (p.12) and abandon-
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ment of external tgets (exchange rate pegs or gnorage for monetary finance are traditionally
other forms of monetary linkages to other con-those countries with an underdeveloped tax sys-
vertible currencies) in favour of endogenoustem. By implication, monetary integration in
monetary policy objectives such as inflation tar transition or emejing markets must be accom-

geting (consistent with Lucas 1978he simi-  panied by institution building and re-engineer
larity of this view to that of Lucas is in itself an ing.
inconsistency with the Mundellian School.  Inthe European Central Bank, credibility of

Krugman and Obstfeld (2009:575) further dem-policy makers was assured by the provisions of
onstrate how a high inflation prone country canthe Maastricht treaty (Marshall 1999) hinged
gain credibility by entering into monetary union on the Bundesbank tradition of monetary disci-
with a disciplined countryFratianni and/on  pline. De Grauwe (1992a) emphasizes that for
Hagen (1990a) are of the view that if the hege-a country with previous poor credibility to aban-
mon pursues inflationary monetary policies, thedon its autonomy over monetary policy either
effect in a single currency area would be a dis-due to a political or economic motive is in it
persion through out the union thereby causingself a cause for credibilityn going into mon-
the Philips curve of the hegemon to be flatteretary unification with a low credibility hegemon,
than it would have been had it maintained itsa treaty such as the Maastricht treaty can spell
own independent currency and monetary policyout limitations and penalties as a precondition
The strength of this view for the hegemon putto unification. Cohen (1993) in an empirical
forward by Fratianni and Hagen is however study of six monetary unions concludes that
guestionable; how much would the hegemonpolitical will and drive tends to override eco-
increase money supply before the dissipatechomic logic in the formation of monetary
waves of inflation would eventually flow back unions. Given Masson and Patiicéonclusion

to it in a ripple efect and thus incline its Philip that the proposed/estAfrican Monetary Union
curve along with that of the entire uniofRis  is driven more by political rather than economic
is the extent of scepticism expressed in Massoltogic, it is worth wondering if Cohen (1993)
and Patillo (2005). Can a time consistent infla-and Mundell (1961) hold any logical sense in
tionary hegemon provide a credible centraltheorizing for the supremacy of political will
banking nucleus for a single currency union?over economic logic.

How can this time inconsistent credibility be ~ Masson and Patillo, even though logically
achieved with the help of other smaller coun-correct in their agument have put forward a
tries in the union? Is it possible that bullying of case of an irreversible reaction for one which
the smaller nations can occur by the hegemorntertains reversibility as demonstrated in
and if so, what price will the smaller nations Goldbeg (1999)

pay to exit the union? In the formation of the

European Monetary Union, Germany acted as 4.0 CONCLUSION

hegemon providing a strong and stable nucleus

for the European Central Bank on the basis of Emeging markets with specific behavioural
it's time consistent anti-inflationary monetary characteristics distinct from developed and ad-
policy. Critiques of monetary integration con- vanced economies results in the same policy
tinue to ague that the level of discipline and objective yielding diferent outcomesThe un-
independence exhibited by the German Bundeseertainty of econometric models widely demon-
bank cannot be rivalled in the near futurestrated in the Lucas critique is fafent evi-
(Marshall 1999). Going by this gument, Ni-  dence that the eventual behavioural response of
geria with her central bank still dependent onpolicy can hardly be predictedhe succinct
the Presidency has absolutely no chance at moranalysis of Masson and Patillo (2005) was based
etary integration unless of course the mantle opurely on recorded macroeconomic variables
central banking supremacy is passed on to ongnoring the vast amount of urfizial trade cuf

of the smaller countries with less of a negativerently transpiring amongsestAfrican coun-
legacy amounting to a loss of Seignorage on théries.

path of Nigeria.This loss of Seignorage de- It will be erroneous therefore to judge the
scribed in Goldman (1999) may be counterpro-viability of single currency union ilVestAf-
ductive as in her view countries relying on Sei-rica purely on dogmatic macroeconomic reason-
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ing ignoring key political instruments which are

the main transmission mechanism for fiscal
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Fratianni M,Von Hagen J 1990. German dominance in the
EMS: Evidence from interest ratedournal of
International Money and Financ®: 358-375.

transfers embodied with the potential of sSmooth-g o dheg LS 1999.1s optimum currency area theory

ening out of fiscal disparities, a key constraint

to the viability of monetary integratioi.his

study has reviewed literature providing evidence

irrelevant for economies in transition? In: RJ Swegeney
CWihlborg, TD Willet (Eds.):Exchange Rate Policies
for Emeging Markets EconomieBoulder, Colorado:
Westview Press, pp. 45-60.

that macroeconomic pOI'Cy may not always yleId Hendry DF 1995Dynamic Econometric©xford: Oxford

the desired outcome and has further demon-

strated that political will plays a strong role in

the setting out and sustenance of a single cur

rency union.

5.0 RECOMMENDATIONS

The study recommends that further research .

be carried out to explorefafial trade linkages

between the countries proposing to form the
WestAfrican monetary union to determine the

true extent of undicial ties between these coun-

tries.A political union should also be put in place
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Kenen PB 1969TheTheory of Optimum Currencireas:

An EclecticView. In: R Mundell, A Swaboda (Eds.):
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144,

alongside the monetary union to ensure that fisMarshall M 1999The Bank - The Blin of Euopes Central

cal disparities amongst member states are bal-

Bank and the Rehiin of Eubpes PowerUK: Random
House.

anced df and future trade agreements such asyason PR, Patillo C 2005The Monetary Geography of

tax rebates etc. are jointly agreed by national

Africa. Washington, D.C. The Brookings Institute.

governments as a means of controlling factoMcKinnon R 19630ptimum currency areasheAmerican

disequilibrium. Overall, a strong political union

between member states will provide a strong
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NY: NewYork University Press.
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