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CHAPTER 4 

COMPARISON BETWEEN FIRST AND SECOND MONETARY 

ZONES 

Due to the historical colonial experience of West Africa, the Economic 

Community of West African States (ECOWAS) is basically divided into two 

zones, the Francophone (French speaking) West Africa and the Anglophone 

(English speaking) West Africa. The French speaking West African 

countries were the former colonies of France and the English speaking West 

African countries, with the exception of Liberia were former colonies of 

Britain. There are also two other member countries of the ECOWAS, which 

were former colonies of Portugal. 

 

During colonial era, these countries’ economies were run by their colonial 

masters and as such, those colonized by France shared the same economic 

programs and institutions, like wise those colonized by Britain and Portugal. 

After independence, with the exception of Guinea, the French speaking West 

African countries, unlike the English speaking West African countries, 

decided to maintain close ties with France. This led to the continuation of 

the use of the same currency, CFA franc (created on December 26, 1945) in 

these former French colonies.  

 

As the progress of economic integration of West African countries got 

nowhere under ECOWAS, the French speaking West African countries, 

which use the same currency (CFA Franc) backed by the French Treasury, 

decided to come together to form economic and monetary union. The West 

African Economic and Monetary Union (or UEMOA from its name in 
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French, Union économique et monétaire ouest-africaine) was thus formed by the 

French speaking West African countries. UEMOA was created by a Treaty 

signed in Dakar, Senegal on January 10, 1994 by the heads of state and 

government of Benin, Burkina Faso, Cote d’Ivoire, Mali, Niger, Senegal and 

Togo. On May 2, 1997, Guinea-Bissau became its eighth member state. 

 

For the English speaking West African countries, which were former 

colonies of Britain, like the French speaking West African countries, used to 

share a single currency (Pound) up until a decade after their independence, 

then all of them ditched the pound. It would not have been that easy for 

these countries to come together like the French speaking countries to form 

economic and monetary union when progress under ECOWAS was stalled, 

as they already ditched their single currency and would have to start afresh. 

So they continued to rely on ECOWAS as a vehicle for economic and 

monetary integration, until when it was realized that the idea of a single 

currency to replace existing eight different currencies of ECOWAS was 

practically infeasible as explained above. Then the idea of Second Monetary 

Zone of West Africa, which will include all the English speaking countries 

and Guinea, was conceived. 

 

In the next page, the two monetary zones are compared in a table form to see 

if any lesson could be drawn from that comparison later in our analysis. The 

comparison will not be restricted to the monetary and economic variables 

only, but will include other variables of the zones as factors that could 

impact on the whole integration of economies of West African states.  
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Table 4.1: Comparison of the first and second monetary zones based on 2001 data  
Variables First Monetary Zone (UEMOA) Second Monetary Zone (WAMZ)

Founding January 10, 1994 To be founded December1, 2009 

Number of  countries 8 countries 7 countries 

Population 72.6 million 152.7 million 

GDP US$ 36.4 billion US$ 65.2 billion 

Average GDP per 

capita 

US$ 559 US$ 492 

Average GDP growth 

rate 

3.23% 3.87% 

Gross External 

Reserve 

US$ 2.2 billion US$ 7.2 billion 

External Debt Stock US$ 27.9 billion US$ 42 billion 

Exports  US$ 8.4 billion US$ 16.2 billion 

Imports US$ 9.5 billion US$ 14.1 billion 

Stock Market One Unified Stock Market Two stock Markets 

Language French (official) English (official) 

Source: Central Bank of Nigeria 

 

From table 4.1 above, it is very clear by all variables, which serve as 

measure of size that West African Monetary Zone, that is the second 

monetary zone is far bigger than West African Economic and Monetary 

Union, the first monetary zone. This is largely due to the size of the big 

brother country, Nigeria, whose population alone is almost twice the rest of 

ECOWAS’s population. But if we look at the average GDP per capita, 

which measures the living standard of citizens, first monetary zone, which 

has an average GDP per capita of US$ 559 can be said to have higher living 

standard for its citizens than second monetary zone, which has average GDP 

per capita of US$ 492.  
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For the growth of the economies of the two zones, on average, the two 

zones’ economies grew almost at the same rate in 2001. Zone two, whose 

growth rate was a little bit higher, grew at a rate of 3.87 percent, while zone 

one grew at a rate of 3.23 percent in 2001 as indicated in table 4.1. Also 

there is one unified stock market in first monetary zone and there are two 

stock markets in second monetary zone. 

 

4.1 Measures of Relative Stability of the two Zones’ Economies 
Table 4.2: Showing Inflation, GDP Deflator (Annual %) for UEMOA 
Countries 2000 2003 2004 

Benin 3.3 5.9 1.4 

Burkina Faso 5.3 2.2 0.9 

Cote d’Ivoire -0.7 1.4 0.8 

Guinea Bissau 3.3 -2.8 2.3 

Mali 5.6 0.9 -0.5 

Niger 4.5 -0.4 1.6 

Senegal 3.3 0.8 1.9 

Togo -1.7 -3.2 3.4 

Source: World Bank 

 

Table 4.3: Showing Inflation, GDP Deflator (Annual %) for WAMZ  
Countries 2000 2003 2004 

Cape Verde -1.2 2.8 2.5 

The Gambia 3.7 27.3 15.1 

Ghana 27.2 28.7 14.1 

Guinea 11.1 12.4 16.4 

Liberia -1.3 8.9 2.1 

Nigeria 27.9 20.8 19.9 

Sierra Leone 6.1 8.3 15.9 

Source: World Bank 
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One of the best measures of the stability of an economy is inflation rate. It is 

normally the rate closely observed and put under control by the central bank 

of any country. As a macroeconomic variable, it is felt economy wide, 

because economic activities are all interlink.  

 

Thus, we can use the above two inflation tables to also compare the two 

monetary zones of West Africa. Table 4.2 shows annual inflation rates for 

the years 2000, 2003 and 2004 for individual member countries of West 

African Economic and Monetary Union, the second zone and table 4.3 

shows inflation rates for individual member countries of West African 

Monetary Zone, which is zone two for the same period.  

 

From table 4.2, it is pretty clear that all the inflation rates for the countries of 

zone one (UEMOA) were of single digit inflation rates through out for the 

three years covered. But for table 4.3, which shows annual inflation rates for 

countries of zone two (WAMZ), with the exception of Cape Verde and 

Liberia, all the other countries had experienced double digit inflation rates at 

in one of the three years covered. In fact the rates were far more fluctuating 

for zone two than zone one.  

 

The higher and more fluctuating annual inflation rates for zone two countries 

than zone one countries for the three years covered is a vivid indication of 

more instability of the economies of zone two than zone one. During this 

period, prices and incomes were rising faster and businesses were more 

difficult to plan for in zone two than zone one in general. 
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This relative instability of the economies of zone two compared to zone one 

could be explained by better macroeconomic management and adequate 

fiscal discipline of the economies of zone one than zone two. More to this 

could be precisely the different levels of currency fluctuations the two zones 

experienced over this period under review. Unlike zone two, zone one 

member countries share the same currency (CFA franc), which was pegged 

to a major international currency (French Franc and later Euro) and for that 

matter cannot be subject to unnecessary speculative attacks, resulting in high 

fluctuations in its value. But countries in zone two have their own individual 

national currencies, which are limited to use within their national borders. 

This makes these currencies very weak in the face of mounting pressure 

from all other currencies of the countries, which trade with these individual 

countries. The resultant effect is only high fluctuations in the values of these 

currencies. 

 

A currency value or exchange rate fluctuation is directly link to movement 

in inflation rates of a country. The inflation rates in Tables 4.2 and 4.3 were 

partly a function of exchange rate. This could explain further the difference 

in the inflation rates of the countries in the two zones. So zone one is at an 

advantage of having lower inflation rates than zone two, because zone one 

uses a single currency, which circulates in all its eight member countries. 

Zone two also anxiously anticipates reaping the benefits of single currency 

when it launches its own by the new deadline of December 1, 2009.  

 

In the next section, we look at the practical feasibility of a merger between 

West African Economic and Monetary Union and West African Monetary 

Zone, especially the hard political and economic issues to be tackled. 
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4.2 Economic Growth Rates of the two Zones 

 
Table 4.4: Showing GDP Growth (Annual %) for UEMOA 

Countries 2000 2003 2004 

Benin 5.8 3.9 2.7 

Burkina Faso 1.6 6.5 3.9 

Cote d’Ivoire -3.3 -1.7 1.6 

Guinea Bissau 7.5 0.6 4.3 

Mali 3.2 7.4 2.2 

Niger -1.4 5.3 0.9 

Senegal 3 6.5 6.2 

Togo -0.8 2.7 3.0 
Source: World Bank 

 

Table 4.5: Showing GDP Growth (Annual %) for WAMZ 

Countries 2000 20003 2004 

Cape Verde 6.6 5.0 5.5 

The Gambia 5.5 6.7 8.3 

Ghana 3.7 5.2 5.8 

Guinea 1.9 1.2 2.6 

Liberia 25.7 -31.3 2.4 

Nigeria 4.2 10.7 6.0 

Sierra Leone 3.8 9.2 7.4 
Source: World Bank 

 

 



 43 
 

The above tables (4.4 and 4.5) show annual GDP growth rates for the 

individual economies of the two monetary zones of ECOWAS for the years 

2000, 2003 and 2004. Table 4.4 shows GDP growth rates for UEMOA 

economies and table 4.5 shows GDP growth rates for WAMZ economies. 

 

Comparing the figures in the two tables above, with the exception of Liberia, 

all the countries’ economies in both zones had average annual single digit 

growth rates for the three years covered. In general, we could say the two 

zones’ economies were on average had registered almost the same GDP 

growth rates for the three years considered. This may be attributed to the fact 

that economies of ECOWAS share some similar characteristics and are 

interlink in some way.       

 

4.3 The Feasible of a Merger between the two Monetary Zones 

As the tables above show some clear differences between the two zones, the 

possibility of a real merger at some point in the future between the two 

zones will be both a political and economic challenge for ECOWAS. 

However, two important practical issues have to be tackled head-on first 

before seeing a successful launch of a single currency for the whole of 

ECOWAS. 

 

The first important issue to address is the launch of a single currency called 

ECO for the second monetary zone on December 1, 2009. The creation of a 

second monetary zone will not be as easy as that of UEMOA. Countries in 

the second monetary zone have their own different currencies and are in 

different economic circumstances. For economic stabilization in zone two 

after the launch of ECO, these countries need to converge their economies, 
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so that they would be under similar economic conditions at the time of the 

launch of ECO. This will make the member countries have stabilization pact, 

which can help them with their macroeconomic and fiscal management.  The 

criteria set for economic convergence are as follows: 

I. Single digit inflation rate by year 2000 and 5% by the year 

2003. 

II. Budget deficit (excluding grants) as a percentage of GDP 

should be less than or equal to 4 % by year 2002. 

III. Central Bank financing of budget deficit to be limited to 

10% of the previous year’s tax revenue. 

IV. Gross reserve to be greater than or equal to 3 months of 

imports by year 2000 and 6 months of imports by year 2003. 

(Source: Central Bank of Nigeria) 
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Table 4.6: Showing Macroeconomic Convergence Criteria for WAMZ 

Criteria/Target The Gambia Ghana Guinea Nigeria Sierra 

Leone 

Single Digit Inflation Rate (%) 

1999 

2000 

2001 

 

1.7 

0.2 

8.1 

 

13.8 

40.5 

21.3 

 

6.2 

7.2 

1.1 

 

0.2 

14.5 

16.5 

 

36.7 

-2.8 

3.4 

Fiscal Deficit/GDP (5% or 

less) 

1999 

2000 

2001 

 

 

4.4 

3.6 

11.1 

 

 

9.8 

10.1 

7.3 

 

 

5.83 

5.42 

7.5 

 

 

8.6 

3.2 

4.4 

 

 

17.1 

17.3 

16.7 

Central Bank Financing (%) 

1999 

2000 

2001 

 

0.0 

0.0 

0.0 

 

0.0 

57.9 

0.0 

 

16.5 

17.2 

0.0 

 

0.0 

0.0 

0.0 

 

148.4 

0.0 

8.9 

Foreign Reserve/Imports (3 

months or more) 

1999 

2000 

2001 

 

 

7.3 

7.5 

4.9 

 

 

1.4 

1.0 

1.5 

 

 

2.7 

2.2 

2.6 

 

 

7.6 

12.9 

8.5 

 

 

2.0 

2.8 

2.3 

Source: West African Monetary Institute 

 

Based on the above agreed upon convergence criteria, a review was carried 

out in year 2002 of the progress made by the five committed members of the 

second monetary zone and the status of their convergence is summarized in 

the table 4.6 above.   

 

From the table 4.6 (macroeconomic convergence criteria table), only three 

countries met the first criteria by year 2001; only one country closer to 
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meeting the second criteria by year 2001; third criteria fulfilled by all the 

five countries and for the last criteria, again only two countries fulfilled it. 

With this half fulfillment of the convergence criteria by member countries, a 

lot more needs to be done, not only on the political front, but also on the side 

of macroeconomic management and fiscal discipline for member countries 

to meet the criteria set by them. It is more prudent for these criteria to be met 

before ever ECO is launched. Because this is a real test of the commitment 

of member countries to live up to the challenges of a difficult and long 

negotiation process that lie ahead as they continue to integrate their 

economies more and more.   

 

The second important issue to tackle will be the real negotiation between 

UEMOA and WAMZ leading to eventual merger of the two zones. The nub 

of that negotiation will be the fate of the arrangement between UEMOA and 

the French government, under which CFA Franc is backed by French 

Treasury and pegged to Euro. This issue will probably be the most difficult 

part of the negotiation, as the UEMOA has to decisively deal with the 

delicate balance of saying bye to the long standing backing of the CFA 

Franc by French Treasury and the union’s ambition of becoming totally 

independent and doing it alone with their neighbors.   

 

In any event, a merger between UEMOA AND WAMZ cannot in anyway 

take on board the existing arrangement between UEMOA and French 

government, as any single currency for the whole of ECOWAS cannot be 

pegged to Euro, if it is to have international credibility.  A single currency 

for ECOWAS will have to be floating if it has to get some international 

dimension. 


