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guarantee agreement io be reached with the issuer of a major
international currency.

Constraints on monetary and fiscal policies

A monetary union, as mentioned earlier in this lecture, requires
the establishment of a central monetary authority for the sub-
region. As a result, decisions relating to monetary policies would
have to be made at the central monetary authority level and the
flexibility for individual country’s budgetary deficits would be
limited through collective decision making. Every independent
country ordinarily wants to be able to control the volume of
money in the economy according to its perceived need of the
economy. This national independent discretion will no longer be
possible in a currency union. Similarly, the flexibility of fiscal
policy in the union will be constrained by the limits set coilectively
on banking system financing of government budgetary deficits.

Loss of the use of Exchange Rate as an internal Policy Instrument
for Balance of Payments Adjustment

Exchange rate is an important internal policy instrument for
moderating imported inflation and also for controlling imports
into the country. It has also been used to boost non-oil exports.
This internal policy instrument for adjusting our balance of
payments position will no longer be available  h the adoption
of 2 common currency.

Partial Surrender of national sovereignty

A national currency is regarded as a symbol of sovereignty and
the replacement of the national currency by a common currency
issued by a supra-national body is a surrender of sovereignty in
this regard. The transfer of autonomy in the major areas of the
monetary policy to a central monetary authority already
mentioned is included in the partial surrender of snvereignty.

This, no doubt, is the highest price that Nigeria, _..ce all the
other non-UMQA countries of the sub-region, has to pay for
entering into the ECOWAS monetary union. In fact, whether
the monetary zone programme is realised or not will depend
largelv on the willingness of the governments concerned to
surrender autonomy in this regard.

Convertibility Guarantee Agreement

The co  rtibility guarantee agreement recommended to be
made with the issuer of a major international convertible currency
will no doubt serve to ensure the stability and convertibility of
the ECOWAS currency. The agreement will, however, have both
economic and poiitical costs. No couniry of group of countries
will give such a guarantee without setting conditions. For example,
under a co-operation agreement signed by individual member
countries of the West African Monetary Union with France, the
latter guarantees the full convertibility of the CFA franc at a fixed
rate of exchange, while the member states of the Union are under
obligation to keep their common external reserves in an
“Operations Account™ maintained with the French Treasury.
However, there have been some modifications to this since that
agreement s [irst signed. The BCEAO , the Union’s Central
Bank, is now permitted to invest up to 35 per cent of its reserves
in short-term liquid assets of two years maturity in the
international financial markets in which member countries are
participating. From this, it could be expected that any country
guaranteeing the convertibility of the common currency will set
some conditions, which may have impact on the autonomy of
the individual ECOWAS countries.

Migration of the nationals of other countries of the sub-region
into Nigeria

There is some concern that adopting a common currency in
the sub-region will lead to an influx of other nationals of the sub-
region into Nigeria. Nigeria, of course, is the most devcloped
country in the West African sub-region, enjoying a more
advanced infrastructure and indusiries. It is also probably the
most wealthy of the countries in the sub-region. As a result, other
nationals have been coming into Nigeria to obtain employment.
The adoption of a common currency will make it earlier for other
nationals to come and settle in the country. With ume, however,
some Nigerians will also move out to other countries of the sub-
region to take up foreign jobs, though there is likely to be a net
migration of labour into Nigeria.

PART 1V BENEFITS FROM COMMON CURRENCY IN ECOWAS

Nigeria will certainly derive some benefits from the proposed
adoption of a common currency for ECOWAS. The likely
benefits are discussed briefly below.

(a) Monetary and Fiscal Policies

The loss of control over major areas of monetary and fiscal
policies by the Nigerian Government under the common currency
systern was described above as the highest price to pay. However,
looked at from another angle it would be seen that it confers some
significant benefits. For instance, the fixing of a ceiling on
Government borrowing from the banking system by ECOWAS
central bank would lead to a more effective control of government
deficit financing and inflationary pressures in the economy. The
history of inflation in the Nigerian economy in recent years shows
that inflationary pressures were fuelled by excessive government
deficit financing. An effective control of banking system credit
10 government is also likely to make government more cost-
conscious and avoid wasteful spending. It may also induce
government to increase its drive in raising revenue. Moreover.
a better control of credit to government wili also tend to reduce
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pressures on the balance of payments. Also, the distribution of
bank credit between the private and government sectors will be
more objective and beneficial. It must also be noted that the loss
over monetary and fiscal control will not be a total loss since the
Nigerian Government will be represented at the policy making
body of ECOWAS central bank.

Increase in capital inflow and investments

The common currency envisaged for the sub-region will be
externallv convertible through the convertibility guarantee
agreement. This will certainly be a major benefit. The discipline
imposed on member countries by the limits set by the collective
decision-making process on the ability of ar  »ne member to
follow excessively expansionary policies will have positive effects
on both external and internal financial stability. All these will
enhance the inflow of capital that will lead to increased
investments. Also the presence of many industries already in
Nigeria would provide external economies to new industries, and
thus could make the industrial sectors in Nigeria, areas of growth
within the sub-region, attracting capital and investment.



Large Market for Nigeria's exports on the West Coast

One of the reasons for the low level of intra-West African sub-
regional trade is the multiplici  »f inconvertible currencies in
the sub-region. The adoption of a single currency will therefore
facilitate intra-subregional trade. Nigeria will be one of the
greatest beneficiaries because of its export potential in the
sub-region.

Intensification of efforts in promoting exports to the industrial
countries is not likely to be very successful because of protectionist
measures in the industrial countries. In any case, a recent
UNCTAD study has shown that African countries in particular
have little or no chance of penetrating industrial countries markets
as did Taiwan, South Korea and Hong Kong for both economic
and political reasons. If the objective of increasing Nigeria’s non-
oil exports is to be achieved our export promotion drive would
have to be directed more to the developing world and more

especially to the ECOWAS countries. The adoption of a common
currency will facilitate and promote this drive.

Reduction in smuggling and incidence of illegal trafficking
The Centralised monetary and fiscal management sirategies
required under a common currency have a better ability to reduce
the basic imbalance in the economies of member states of the
union. Smuggling of goods and currency trafficking will therefore
be considerably reduced. There will be no incentive to smugglc
to earn other member countries’ currency in order to buy their
goods or to smuggle currency for exchange into hard currencies.

Increase in tourism

A common currency will encourage frec movement of people
within the sub-region. With the movement, more tourist attraction
will be discovered and Nigeria has many.

PART V SUMMARY AND CONCLUSION

This paper has traced brief . Tom the genesis to the current
position of the monetary co-operation efforts in the West African
sub-region. = has also attempted an analysis of the practical
problems, costs and benefits for Nigeria on entering ECOWAS
monetary union.

It is shown that the subject of monetary co-operation in
ECOWAS sub-region has been extensivelv studied by financial
experts, and that the experts’ reports {(in two phases) have, after
necessary revision, been accepted by the ECOWAS political
leaders — the Council of Ministers and the Authority of the Heads
of State and Government. A programme of phased approach to
the ¢reation of an ECOW AS monetary zone was finally approved
by the Authority of the Heads of State and Government at its
10th ordinary session at Abuja, Nigeria, in July 1987. The
Authority, however, stressed that the creation of an ECOWAS
monetary zone must be pursued on a gradual and pragmatic basis.

An ECOWAS Monetary Union will impose some costs on
Nigeria and also confer some benefits, The main costs are in terms
of some painful initial economic measures it will be required to
take and the loss of autonomy over the conduct of monetary,
fiscal, and exchange rate policies, which has to be surrendered
to a supra-national ECOWAS Central Bank.

On the other hand, the benefits that will accrue to Nigeria on
joining the ECOWAS Monctary Union appear considerable. The

most obvious ones include a large market covering the whole of
West Africa, more effective and objective control on government
deficit financing, consequently feading to more monetary stability
and reduction in inflationary pressures. Others are reduction or
elimination of currency trafficking and smuggling of goods across
the borders; thanks to having a convertible currency for the whole
sub-region. Other benefits include increased capital inflow and
investment.

It would thus appear from the foregoing analvsis that the
prospects for Nigeria in joining the ECOWAS Monetary Zone
are bright, A major barrier to intra-ECOWAS trade has been
shortage of foreign exchange. Thus a common convertible
currency for the sub-region which is one of the collective actions
for self-reliance being pursued in the sub-region must, if properly
implemented, be beneficial to all concerned. In order to maximise
this benelit, other barriers to trade within the sub-region — both
financial and non-financial — must be remc¢ 1.

N. E. Ogbe
Director of Resegrch
Central Bank of Nigeria
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NAIRA EXCHANGE RATE DEYELOPMENTS SINCE

DECEMBER 1985

Table 1

Depreciation

Dates Rates from December 1985
December 1985 .......... M1.0 = §1.0422 —
September 26 1986 .. ..... M1.5691 = $1.0 —38.8
September 29 1986 ..., ... M4.6174 = $E.0 -79.2
December 1986 ....... ... M3.3166 = $1.0 -71.0
May 14 1987 ... ........ N4.1617 = $1.0 -76.9
June 4 1987 ............. M4.3637 = §1.0 - 78.0
June 18 1987 . ... ...... N3.7375 = §1.0 -74.3
July 2 1987 ... ......... N31.9899 = §1.0 -75.9
July 16 1987 .. .......... N1.5354 = §1.0 -T2.8
Average SFEM/FEM Rate
(September 29, 1986 —
July 16, 1987) ........... WN3.7985 = $1.0 —74.7

GOVERNMENT REVENUE AND GROSS BORROWING, 1981-1986 Table 2
1981 1982 1983 1984 | 1985 1986
Federally-collected Revenue (M’ Million)......... 12,180.2 11,764.4 10,508.7 11,133.7 14,606.1 14,189.9
Federal Govi. Borrc g from:'
The Banking System ........... ... ....... ... — 2,989.2 5,616.1 2,892.5 2,491.4 498.9
(1) Central Bank ........... ... .. — (1,975.9) (3,324.9) (- 646.0) {820.5) (6,199.7)
(2) Commercial Banks .................... — (1,013.3) (2,291.2) (3,538.5) (1.670.9) (5,700.8)
PERCENTAGES
Federal Government Borrowing as percentage of
Federally collected revenue in previous year:
From the Banking System.................... — 24.5 47.7 275 22.4 34
(1) Central Bank ......................... — (16.2) (28.2) (—6.1) (7.4) (42.4)
(2} Commercial Banks .................... — (8.3) (19.5) (33.6) (15.0) (—39.0»
Permissible Borrowing under the proposed 20%
CBIliNE ..o e — 2.,436.0 2,352.9 2,101.7 2,226.7 2.921.2

! This measures changes in holding of Government Securities.

borrowing on-lent 10 State Governments.

Source: Central Bank of Nigeria
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It is not adjusted for Federal Government deposits or for Federal
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