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ABSTRACT

This paper outlines the relevant incentives and fundamental measures that would help in stabilizing
the West African economiesin light of Global Financial Crises (GFC) as they strive to achieve full
monetary integration. The paper posits that there is a high level of under-development and macro
economic instability, which if allowed to scale up within the context of current global financial
crisis, would lead to devastating consequences for fiscal sustainability and other critical
components of the formative stages of monetary union. It examines inadequacies in forging a
common socio-economic policy and structural reforms for mitigating GFC. There are specific
examinations of fiscal sustainability, common currency and exchange rate mechanisms, the
independence of the Central Bank in a supranational economy, strategies and tactics for monetary
policy, the deepening effects of the capital markets and the issues of legal and institutional
frameworks for a full macroeconomic delivery in the West African Monetary Union (WAMU). The
sub-region suffers from chronic macroeconomic instability and the drive for macroeconomic
management of all relevant institutions is bedeviled by divergent policies. The fundamental set of
solutions will emerge from quick policy convergence and the deepening of essential reforms in
order to avert the negative contagion effects of GFC, and the realization of a fully integrated
monetary union for the sub-region.

Key words: monetary integration, global financial crises, WAMU, monetary policy, macroeconomic
stability

INTRODUCTION

The Economic Community of West African States (ECOWAS) wsimblished as a sub
regional economic group in the Treaty of Lagos of May 28, 1975. The miajois the accelerated
economic growth and development of the sub region, and ultimately, to areatamon market or
monetary union. From inception to date, the ECOWAS is made up of twar gya@ups: (1) The
Francophone (French speaking) Group, which comprises Benin, BurkioaGes d’ Ivoire, Guinea
Bissau, Mauritania, Niger, Senegal and Togo. Mauritania opted out ardle in 2002. (2) The
Anglophone (English speaking) group consists of Cape Verde, the Gdaflaiaa, Guinea, Liberia,
Nigeria and Sierra Leone. The Francophone group has progressedhastthe Anglophone group in

terms of efforts in setting up a monetary union — as typified itJthien of Economique Monetaire et
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I Quest African (UEMOA). Therefore, monetary integrationtine sub region is discussed from two
perspectives: The non — UEMOA (Non CFA) and the UEMOA (CFA) perspectives.

The origin of UEMOA can be traced to the Union of Economique et&sDAfrican (UMOA)
of 1962. This expanded to become the UDEAO, a customs union in 1966. It fuatieformed into
an economic community, the CEAO, in 1973. In 1994, the CEAO gave way tdBREOA which
was established by the Treaty of January 10, 1994 among the Frehkoigsmauntries. It adopted a
common currency, the CFA, issued by Banque Centrace des Etafdrigue de I' Quest (BCEAO),
with the backing of French treasury and has a fixed convertikility the Euro. On the other hand,
the Anglophone countries had a common currency prior to their independenceagtagministered
by the common currency Board of the British West Africa for m@mtial transactions. With the grant
of independence, each country adopted its own currency and conductatioit&l trade policies to
suit its own development strategy and needs. The Anglophone is madéNigewd, Ghana, Liberia
and Sierra Leone. Guinea left the Francophone group to join the Anglopbongies in monetary
cooperation and programme.

In 1999, it became obvious that the implementation of the ECOWAS Klgn€boperation
Programme (EMCP) that was adopted in 1987 was either failingoming at a very slow pace.
Consequently, in the 92Summit in Lome, Togo in December 1999, the Authority of Heads tésSta
and Government of ECOWAS adopted a “Fast Track” approach for ecormmdicmonetary
integration. Specific objectives of the EMCP include:

* Improvement and strengthening of sub-regional payments systems thed@&/est African

Clearing House (now West African Monetary Agency-WAMA);

* Introduction of limited Currency convertibility;

» Establishment of a single monetary zone (merger of the FrenchngidriEspeaking countries
monetary programmes)

» Creation of a common central bank; and

» Ultimately, the introduction of a single common currency.

In December 2000 in Bamako, Mali, the ECOWAS Heads of State&awnernments agreed
to the establishment of the West Africa Monetary Zone (WAMHEg establishment of a common
Central Bank; and the introduction of single common currency in 2003, \e@emdually merge with
UEMOA in 2004 under an ECOWAS monetary integration programmeadtom this premise that the
West African Monetary Institute (WAMI) was established inuky 2001 to commence preparatory
work for the introduction of a single currency and a common cenérak I the WAMZ. Under
WAMZ, a zonal convergence criterion (primary and secondary) was established.

The ECOWAS Zone has, in the past three decades, been sulifesigdificant economic

reforms in the macroeconomic, financial and political sectorh witview of achieving a viable
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monetary union within the context of globalization and GFC. However, H@ k&as presented the
region with new challenges. The major challenge is building theessacy sub-regional
macroeconomic and financial infrastructures which will enhande dconomic and monetary
integration. The sub-region suffers from a number of problems, whidideic (1) Currency

inconvertibility and lack of a single currency. (2) Barriers fadé and factor mobility. (3) Non-
harmonization of fiscal and monetary policies. (4) Lack of a suatiarmal Central Bank with

oversight powers. (5) Ineffective institutional and legal fraoww for the protection of financial
investors. (6) Lack of common accounting and reporting standards andc{ZptLa fully developed

capital market for the sub-region.

The challenges in the ECOWAS Zone in the context of current Igfotzancial crisis are
enormous. They are to be tackled both at the individual member S¢atelsand at the sub regional
levels. However, because of the complex and multi-dimensional nattiresef challenges, this paper
only attempts to provide broad policy guidelines for achieving set.gééiat macroeconomic and
financial policies and programmes does the sub region need to glade in order to sustain
monetary integration drives in GFC environment? Will the libeasibn of the capital markets across
the sub region be helpful to weathering GFC? Will transparendyaccountability institutional as
well as robust legal frameworks provide additional layers of ptiote for the sub-region in times of
crises? What effects will the current global financiadisrhave on the ECOWAS drive for a monetary
union? To what extent will the alignment of exchange rates famédoption of a common regime
insulate and speed integration efforts in times of crises? Hwmwtle political differences and the
colonial rivalry between the Anglophone and the Francophone countrieBntirated? These are
indeed interesting questions for the keen mind.

The rest of this paper breaks down as follows: Section Il outlarebs discusses key
macroeconomic infrastructures. This is followed by importanicafiinalyses of financial and legal

frameworks in Section Ill. The paper concludes with Section IV.

I MACRO ECONOMIC INFRASTRUCTURES
Fiscal Sustainability

For several reasons, fiscal sustainability is a critical for building infrastructures for
weathering the GFC by the ECOWAS. Fiscal imbalances oE@®WAS member countries have
resulted in fewer investments and the build-up of government debts, Vil threatened
macroeconomic stability as well as monetary integration drivkes. attendant higher interest rates
necessitated by deficit borrowing have often compounded the problemsambmission channels of
the various countries’ monetary policies become difficult to achieve (WAMI,)2004



The fiscal and debt analysis in this paper is restricted tdVW&/Aountries as shown in the

study (Onwioduokit, 2004), which compiled several solvency and liquidity imdgétSee Tables | —

VI). In Table I, the actual performance indicators are, on the g&ebelow the required benchmarks.

Tables Il — VI contain entries which indicate overall poor performanaelation to the established
thresholds.
Table I: Primary Balance* (excluding grants) and Required Primary Surplus?

as percentage of GDP

Country | Actual | Required| Actual | Required| Actual | Required| Actual | Required| Actual | Required
2000 2000 2001 2001 2002 2002 2003 2003 2004 2004

The

Gambia 8.8 9.4 -4.7 9.8 -4.2 8.2 -1.3 8.4 2.8 28.0

Ghana 0.5 3.6 1.0 15 1.7 4.2 2.5 4.6 11 10.8

Guinea -3.4 5.8 -3.9 8.9 -4.6 2.8 -5.8 -1.5 -3.2 3.9

Nigeria 3.9 5.5 3.3 0.5 -11 1.6 2.3 13.8 13.3 7.4

Sierra-

Leone -13.5 36.5| -11.1 10.0 | -10.1 17.3 -8.7 3.9 -8.9 15.4

*primary balance measures how the current fiscal policy stance affects the net indebtedness of

the public sector

Table II: Total Debt/GDP Ratios (Threshold 150%)
Country 2000 2001 2002 2003 2004
The Gambia 157.3 150.7 179.0 203.4 151.3
Ghana 144.5 145.8 135.3 109.0 96.4
Guinea 165.2 182.0 172.0 169.3 157.3
Nigeria 83.5 80.9 90.7 77.8 68.8
Sierra-Leone 215 177.9 164.7 172.8 178
Table lll: Total Debt Service/Domestic Revenue Ratios (Threshold 15%)
Country 2000 2001 2002 2003 2004
The Gambia 20.7 26.5 32.0 404 32.8
Ghana 81.1 56.8 58.2 45.1 35.2
Guinea 35.2 334 38.8 53.1 47.5
Nigeria 16.4 14.7 21.7 26.5 10.6
Sierra-Leone 48.7 57.4 63.3 71.8 56.1




Table IV: Total Debt Service/Export Ratios (International Benchmark 10%)
Country 2000 2001 2002 2003 2004
The Gambia 17.7 17.9 18.5 16.8 16.4
Ghana 23.8 12.1 18.2 17.9 13.4
Guinea 12.7 12.4 16.8 20.7 194
Nigeria 16.4 16.8 19.9 8.0 7.5
Sierra-Leone 2914 77.7 69.4 62.2 39.0

Table V: Net Present Value of Debt/Domestic Revenue Ratios (Threshold 150%))

Country 2000 2001 2002 2003 2004

The Gambia 651.2 677.4 558.3 426.2 268.4
Ghana 398.8 253.0 2411 160.3 113.6
Guinea 479.7 423.8 372.6 337.4 304.1
Nigeria 192.8 164.6 212.2 142.7 92.4
Sierra-Leone 846.2 620.1 539.5 447.6 373.8

Table VI: Net Present Value of Debt/Export Ratios (Threshold 150%)

Country 2000 2001 2002 2003 2004

The Gambia 493.0 355.4 241.6 211.2 191.7
Ghana 292.7 227.4 188.8 158.4 158.4
Guinea 230.7 179.1 180.3 178.9 153.3
Nigeria 208.7 203.1 216.0 140.7 122.5
Sierra-Leone 4,787.6 2,220.4 1,262.6 387.6 259.9

Macroeconomic performance in the ECOWAS Zone has been geneasalppdinting despite
a good number of political commitments to achieve stability in ‘whdous economies and
convergence at the sub-regional level. The road to economic and mpoc@taergence has been
bumpy for all members. An ECOWAS convergence criterion is divideo primary and secondary
criteria, with various target dates set for the desired gdaks primary criteria consist of four pillars,
namely; lowering inflation rates, improving budget deficit t®F5 ratios, reducing Central Bank

financing of budget deficits and achieving adequate reserve holdingsecondary criteria consist of
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six pillars, namely; zero domestic debt arrears, improved ratiaxafevenue to GDP (> 20%), wage
bill/total tax revenue (<35%), exchange rate stability (definetlL&86 of quoted central rate), positive
real interest (>0) and public investment/tax revenue ration (<20 %).

Several factors critically constrain fiscal sustainability the ECOWAS, These include:
unfavorable terms of trade, weak revenue base, overdependence on for@igs, @xcess
expenditures, .and the dependence on one-export commodities. These détetorexplain why
negative external shocks can easily destabilize the fiscgrgmmme of ECOWAS economies and
other attempts at achieving full economic and monetary integratidlso, GFC often lead to
reduction in Foreign Direct investments further compounding fiscabgement efforts. In this kind
of environment, the move towards convergence remains a difficklirtake region — requiring hard
decisions and choices, particularly because macroeconomic policy radadiin the sub-region is
very weak. Many ECOWAS members do not set their macroeconorgetdan consonance with the
regional benchmarks to which they have committed themselves, andstimereffective mechanism
for sanctions of member States that consistently miss set targets. Onwiod20R4) found that
overall fiscal unsustainability can be identified with trade andritial shocks, weak revenue base;
overdependence on foreign grants; excessive expenditure, etc.. WAMBemeountries’ ratio of
total tax to GDP was consistently below 20 percent for most countries.

In view of the foregoing analysis, there is the need for imgkdiseal stability and fiscal
policy convergence in times of crisis or no crisis as the sgimm pursues its monetary integration
goals.

Intra-Regional Trade

It is fair to state that full economic integration is a nsagg condition for monetary
integration. The ECOWAS Trade Liberalization Scheme (ETLS) #re protocol on the free
movement of goods and services came into force on January 1, 1990; theirgro establish a
common union among ECOWAS member States over a 15-year (1990 — 2005) Ipegipksents a
formidable tool established by ECOWAS for the facilitation efd& towards achieving economic
integration. It specifies the free movement of citizens and gaousyg ECOWAS States. However,
20 years after, these protocols have not worked and the full impleroentdtthe scheme faces
several challenges, which include the lack of adequate informatidheoavailability of products,
inadequate trade and poor infrastructural development (including powaespartation and road
networks). Other barriers include protection laws instituted by#n@us countries, corruption, and
the non-convertibility of the sub-region’s currencies and the lackocoimamon currency to facilitate
trade among member states (Oluyinka Alawode, 2009).

Trade among the French speaking countries has progressed fastesebef the monetary
integration efforts they have made in UEMOA and the adoptioncoihanon reserve currency, CFA
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Franc. They have free internal trade and a common exterifalftae movement of products, capital
and people, and the harmonization and mutual recognition of technical stafidadgspolicy in most
UEMOA countries is seen as instrument of national development. loaee of the Anglophone
countries, the common currency Board of British West Africa provitiedcommon currency for
commercial activities up to when independence was granted to tpectige countries. After
independence, the countries opted for their individual currencies and cahdatitsal trade policies
to accommodate their individual development strategies, with numerdtipadécy variations among
its members. Overall, the sub region suffers from low valuatod-regional trade. The volume and
value of the trade among member countries is very low. From 1998tR80aAtra-regional exports
and imports average US$1,250 million and US$212 respectively. The leadimg@es in the region
namely: Nigeria, Ghana, Cote d’ Ivoire and Senegal are sustaespgctive national development
agendas and thus prefer linkages with developed countries outside tre fdg existence of many
currencies in the sub-region is a key drawback to its trade agtatibn drives. In order to be able to
compete globally, ECOWAS countries ought to liberalize thesnemies within the context of the
GFC, avoid imposition of protectionist trade laws and enjoy more economies of scale.

Capital Accounts Liberalization

Capital accounts liberalization which represents the systemsatioval of administrative and
legal control on international capital transactions is very atiiit the policy reforms for ECOWAS
Zone’s monetary union in the context of the current GFC. Ojo (2006)y eitstudy carried out by the
West African Monetary Agency (WAMA), West Africa Monetarystitute (WAMI) and the
ECOWAS Secretariat, found that in the UEMOA countries, capitalements were liberalized but
capital movements between UEMOA and other countries in ECOWAS negulated. In the WAMZ,
the Gambia has the highest score on capital account liberalization with @869, that is, nine out
of the ten capital transactions are free of controls. The onlyathecontrols is credit operations
between residents and non residents. The Gambia has also acbepi#dide VIl of the IMF
Articles of Agreement on current account transactions. This opeohdéise Gambian economy has
produced positive effect on investment and growth. But the economyats/ebl small within the
WAMZ. Nigeria is next to Gambia with a score of 80%. Libdnas freed its account to the tune of
50%, Ghana (16.7%), Guinea(45.5%), and Sierra Leone (44.4%).

Overall, ECOWAS present a case of a sub-region with above avienegjeof controls on
capital movements which is not good for monetary union drives particuléthin the context of
developing a capital market for the region and capital resourcefukiesls could shelter the region
from the effects of contagion. Capital account liberalization inEB®OWAS sub-region assumes
complexities that involve several economies with diverse featum@snanagement practices. Against

this background, for ECOWAS to be able to weather the current finamisad, it must address the
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minimum conditions for effective capital account liberalization.sEheonditions include: (1) Stable
macroeconomic environment that is free of high domestic inflatides,réfiscal and monetary
instability and external imbalances of its member countri@s.S(rong prudential guidelines and
adequate supervisory framework that would checkmate excessiveidinararket risks. (3) Stable
political environment in the sub region. (4) The financial sector tneistound and fully integrated
within the context of a monetary union. (5) Determination and executioa well sequenced
liberalization programme. This aspect is important when itabzex that ECOWAS is made up of a
number of countries that are likely to be at different stagescafomic and financial development,
evolution of institutional structures, legal and business practices.
Exchange Rate M echanism and Common Currency

There are about eight different currencies in the ECOWAS, ofhmine CFA Franc — the
common currency of the French speaking West African Economic anmtetisry Union is one of
them. The ECOWAS Monetary Cooperation Programme (MCP) adopted in @88i7ues to pursue
the realization of a common currency for the sub-region. In orderat@® the ECOWAS payment
system more efficient and pave the way for the emergenee sifigle monetary zone, the West
African Monetary Agency (WAMA) was established in 1995. The adopdf a single currency is to
be facilitated by a transitional Exchange Rate Mechanism (ERNhe WAMZ. This is designed to
encourage exchange rate stability and assist the processisawarging with the CFA Zone and the
monetary convergence of the entire sub-region. In the drive tovacaisingle currency for the sub-
region, two options have been debated:

(i) Fixed Parities Relativeto a Regional/Zonal Basket of Currencies:

This option is similar to that of the European Monetary SystemSEMnder this option, the West
African Currency Unit (WACU) or a weighted average of liasket of the six currencies in WAMZ
could serve as the reference currency for the ERM. Thieremte currency, to which the
regional/zonal currencies have a fixed relationship, is thus thestmanchor. However, the WACU
is made up of all the currencies in the ECOWAS. The West African MonetaitytegtVAMI) has
come up with a WAMZ currency unit called ZOCU. ZOCU is defiasdhe weighted average of the
dollar 1 SDR value of each of the currencies of WAMZ countries.CEidral rate of each country in
the basket of the participating countries’ currencies againsz@@U is derived by deflating its
currency amount component of the ZOCU by its weight (GDP waighoefficient) in the ZOCU
basket. The bilateral cross rates are obtained by dividing one central Z@&Qly eatother.

Under the fixed parties relative to zonal/regional basketuofencies, each participating
currency would have a par value against the other currency adjdai fluctuation within a band of
+15%. When an exchange rate approaches the upper or lower litsiflottuation range, the central

banks of both countries would be obligated to intervene in the market. Inoaddite need for
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countries to hold reserves in the zone’s currencies will allow therfeverage to intervene to support
bilateral exchange rate, but there is the problem of the Zowmersncy not being internationally
traded. And the implementation of this option requires the operatiatiafisof convertibility
agreements.

(i) Fixed Parities Relative to International Reserve Currency or a Basket of Foreign

Currencies.
This is an alternative option available to WAMZ in the transitionsingle currency. WAMI
recommended fixed but adjustable or crawling peg of the zone’'sncyrto an outside-the-region
reserve currency, such as the CFA Franc for The UEMOAh&tbeginning of the year, the market
exchange rate for each currency is adopted as the parity rdbe fonrrency. A margin of fluctuation
is set around the par value, along with inflationary adjustmentsaiiiné to compensate for loss of
competitiveness associated with increases in domestic inflaktue. option has the advantage of
simplicity, transparency and consistency with trade patterns afahe, and would support external
trade. Furthermore it would focus exchange rate policy on promotitggnek competiveness and
make transition to common currency with the CFA zone easiénea€FA is pegged to the Euro
(Obadan, 2002). The option has the disadvantages (1) pegging to an exteemalycwill mean that
Central Banks would need to have sufficient currency to undertake mtierveand (2) The option
lacks appeal to nationalistic sentiments (Obadan, 2002).

Following Bergsten (1999), the paper suggests that no exchangegate tis perfect; there
are always associated costs. But crawling bands genarallgttractive because have the attributes of

both fixed and floating exchange rate regimes — avoiding the worst features of both.

[1l: FINANCIAL, LEGAL AND REGULATORY INFRASTRUCTURES
Financial Reporting and Accounting Standards

The globalization of financial and product markets has raised the interestket participants
and regulators in the quality of financial reporting world-wadel the rise of stock returns and the
spread of bubble assets. Would greater transparency in finanatament information reduce
volatility and produce more accurate stock value within the coonfetrrent global financial crisis in
the ECOWAS sub-region? Would more transparent financial statenmaprove lending and credit
evaluation decisions and contain banking crisis in the ECOWAS (or baokisgs that emanate
elsewhere)? These are important questions for stakeholders &ndrallal system participants in the
ECOWAS sub region, particularly, within the context of the impact of current gliolalcial crisis.

Market participants seek high quality financial information beeadtisnitigates information
asymmetry between management of firms and outside investibrsheieffect on cost of capital and

volatility of security prices. It is important to note that thality of reported financial information is
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influenced not simply by institutional factors that affect the aeanfor and the supply of financial
information. The salient institutional factors are the nature qfarate governance, the legal system,
and the existence of laws governing protection and disclosure staébasisi, 2002). But there is a
persistent weakness in these factors in the ECOWAS finasys&#m. There is, no doubt, that high
quality financial reporting is important for efficient financsystems. Within the ECOWAS sub-
region and in the context of global financial crisis, there sdent® a consensus for the need for a
high quality financial reporting which for over four decades seems to havel ehel#nancial system.
Following Ball, Robin and Wu (1999), the ECOWAS Zone stands to gain bgssidg key specific
guestions. The importance of sound financial reporting in weatherirautrent global financial crisis
in the sub region cannot be overstressed. Especially as the dihaysiem remains a critical nerve
centre of ECOWAS monetary/economic system. If the systetm ggow, develop and be accepted
nationally and internationally, there are a number of considerations to address:
1. Accounting standards that reflect the peculiar needs of ECOWAS fihaysti@m
2. Accounting standards and financial reporting that meet intena@htstandards must be the goal
of the financial system, taking into consideration ECOWAS pecshaial, economic and
political features and environment.
3. Structures for extensive consultation with relevant stakehotdess be established. Besides
that,, extensive consultation with all stakeholders and participantiei financial system
(accounting, banking, and taxation bodies inclusive) before standards are set.bHtiause to

act contrary will not be in the interest of the financial system.

4, There should be wide publicity and constant review of accountmglatds after they have
been set.
5. There should be in place a speedy process for the criminatpgos of auditors who collide

with management to window dress financial report with the intention of helping tbamaihe

false quality of financial reports and ensuring the financial report émgrieom the system
6. Put in place mechanism for ensuring that financial reports cowifitylegal regulatory and

disclosure requirements.

Banking Sector Supervision

WAMU (UEMOA) established the Banking Commission as a suprarsigory agency in the
union. The commission is funded by the Central Bank of West Affitates (BCEAO) and it carries
out both on-site and off-site supervision of 64 banks and 24 other financial institutions irotiheAsni
at December 21, 2001, the WAMU banking system has total asset90fl@ljgon of CFA Francs or
US$7billion (Alashi, 2002). Banking activities in WAMU is governed byaiform Act for all
member States within a community based framework. As a résallVAMU Council of Ministers

determines the general framework and ensures the overall cohesitre afommunity-based
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mechanism. Consequently, the banks and financial institutions arerahw@® a triple Authority in

varying degrees. These include the ministry of finance in the goohtocation; the Central Bank of

West African States (BCEAO), the issuing authority which mgaeathe common currency (CFA

Franc) and which drafts relevant regulations particularly inatea of banking; and the WAMU

Banking Commission, which is responsible for the regulation and monitoring of the bagkiems.

The framework is constantly reviewed in light of the WAMU and dlobaancial system

requirements, development and growth. In addition, since 1998 the union hascén aplsingle

licensing mechanism and BCEAO is the licensing authority.

In WAMZ, the Central Bank in each member state is the aggiatery institution with the
exception of Nigeria where the Nigeria Deposit Insurance CoiporgdNDIC) complements the
efforts of the CBN in supervising banks. The coverage of supervisies\fesm one member State to
another. For instance, the Central Bank of Gambia also superviseanicess companies, where as,
insurance companies are supervised by the National Insurance €aammn Nigeria. This kind of
variation is certainly bound to produce opposition to a proposal for a unified bank regulaiocy ag
the WAMZ. Only Nigeria has an effective financial safest that includes an Explicit Deposit
Insurance Scheme (EDIS); the other member states in the WéhéZate only Implicit Deposit
Protection Schemes (IDPS).

The major issue is the role defined for the ECOWAS banking sectimrms of economic
development in the sub-region, particularly in times if crises. démre would be to establish a
financial system that is efficient, competitive and stable, progiddiversity of choice;
macroeconomic stability, economic development and accomplishment ofsottial objectives. The
importance of the banking sector supervision in the sub region cannot bengeaisized, especially
as indications point to a weak banking sector in terms of perfoamatractures and regulation. Many
of the supervisory agencies lack sufficient independence fromasp@erest groups and the political
process, thus rendering them ineffective. Any viable banking sedtmrdor the sub-region will
comprise
i. adopting prudential regulations that are consistent with normal practices;

il ensuring that banks supervisors have the ability to gather timigymation and intervene early
when banking crises arise, through empowering them to intervemeapipeopriate and with a
clear legal mandate;

ii tackling the sub-regional liquidity problems. The Central Baakd the Supra monetary agencies
should be forced to put in place a structure for managing liquidity in the sub-region

iv ensuring that regulatory agencies create incentives for asede capitalizations. In addition,
consolidated supervision and specific regulations for bank holding coespahiould be
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required with a view to averting the risk of conglomerate designsh are used to channel

low quality assets into banks.

v providing sound and sustainable macroeconomic policy environment in theegob. rThis is
particularly important in the WAMZ where there is a largeel of policy inconsistency,
inadequate coordination of monetary and fiscal policy, which tends tmege divergence in
many of the sectors.

vi installing an effective financial market premised on a cultdrenancial transparency and effective
corporate governance discipline in the financial institutions.

vii vesting in supervisory authorities the powers and authority fiectere distress resolution in
banks.

viii establishing a proper credit culture in the sub-region thatld foster the honoring and
enforcement of financial contracts, on the one hand. On the other handfht@ement of
the best practice of ethical standards in financial dealings.

Capital Market Development in ECOWAS Monetary Integration Agenda

A key component of the sub-regional drive to achieve a comprehensivenec and
monetary integration is the setting up of a common investment @itdlagaarket superstructure. A
capital market integration involves perfect capital mobility, #resub-regional investment projects
are financed by a pool of capital; a free movement of cagssdts with minimal costs of doing so.
All participants in the capital markets are free to tranBaancial businesses throughout the region
without any hindrance. In recognition of this, the moves toward ritdigration of the three major
stock exchanges in the ECOWAS sub-region received a boost on Deegr2bé® at conclusion of
the 13" Annual Conference of the African Securities Exchanges Asamtititat held in Abuja,
Nigeria. The representatives of the two major WAMZ stock exgésa (Nigerian and Ghana stock
exchanges) as well as the Bourse Regionale des Valeurs &lebilBRVM) signed a MOU
expressing their commitment to integrate the stock exchanges region. The BRVM is a regional
exchange for the Francophone West African countries. The ultigoatefor the stakeholders is to
have a common stock exchange serving the entire sub-region hytimgta regional platform which
addresses differences in currencies, language and laws guiding sgcagtilations.

There are many benefits from capital market integration. Asgrated capital market signifies
deeper capital markets for all participants. It creates and gsppaituation where huge capital
resources are mobilized for investment purposes. It also encouagpstition and a more efficient
allocation of resources among competitive alternatives. Aboveaglitat market integration yields
other dividends in the form of investment opportunities, economies of, &tgéger stock markets,
longer listings, higher yields, industrial transformation of markétgproved macroeconomic

performance, and so on.
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The foregoing definition and benefits of capital market integnatnforms the keen mind why the
stakeholders in the ECOWAS Zone are desirous of achieving futhtanarket integration despite
all odds.

The West African sub-region boasts of a vibrant private seatdelad on the basis of market
orthodoxy. Many of the private companies are officially listed aaded in the Nigerian Stock
Exchange, Ghana Stock Exchange and the BRVM, which serves theoftrane countries of
Cote’lvoire, Benin Republic, Burkina Faso, Mali, Niger, Senegal, TogbGuinea-Bissau. Also, the
activities of several banking and non-banking financial institutionstduegulatory shocks have
further deepened the capital markets. Some of the investment andalimastd¢utions have started to
develop global outreach as a result of the huge financial mobilizations creditedstock markets.

To the credit of ECOWAS member states, the implementatiorl aSpécts of the Free Trade
Agreements and Customs Union have progressed steadily yieldingausnggiins for the citizens of
the sub-region. It is now time to emphasize the progress towardraaomvestment and full capital
market integration along with all the attendant benefits. In 2000Ctmemittee of Central Bank
Governors adopted several phases for achieving full convergence wiitulparrespect to the
forming of a monetary union for the entire sub-region. The first pt@s&ins the need to harmonize
exchange controls and liberalization of the capital markets. Tale @focourse, is to achieve optimal
performance in the mobilization of financial resources in the sgibre Thus it is assumed that a
sufficient condition for full monetary union is, undoubtedly, a completeadilzation of the capital
markets. It is, however, argued in this paper that complete lcagatket liberalization is a necessary
condition for the monetary union due to the increased openness of meatbsrasid effects of
globalization.

Globalization is pervasive. For this reason, much of the growth amgiehan capital markets
worldwide can be traced to the increasing interactions amanigplgtapital market participants,
including investment banks and Issuers; competition among brokers,orsvestd exchanges.
Furthermore, the growth in demand for capital market instrumentsthe upswing; the increase in
the supply of financial resources on a border-less basis havedsfrask competition whereby the
exchanges and economic blocs that survive will be those benefitimgtire assessments measured
by the relative sizes of the market and the depth of trading activities.

Therefore, it is necessary that the ECOWAS Zone develagklguand liberalize its capital
market sector in order to compete globally on the one hand. On thehatiek deep and effective
mobilization of financial resources for development of the real sector is ateatangptivating factor.
To speed up this development, policy guidelines will include lowering ostscof financial
transactions, reduction of associated risks in cross-border dapitsiers, and a faster integration of

the capital markets, etc. The realization is that the ECSV¥éne has demonstrated its willingness
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and readiness with the setting up of the Common Investment Market Initiativé) (@t\dpted by the
Authority of the Heads of states in the sub-region.

The drive to achieve common and full capital market liberationimélude the sustenance of
existing institutions established to create and maintain tlabliag environment for the set
objectives. The institutions include the ECOWAS Common Investment &IE), the ECOWAS
Investment Policy Framework (EIPF) and the ECOWAS Bank forsimvent and Development
(EBID). The code and framework contain guidelines on competition andinmsesrules, and they
have sufficiently laid the foundation for the take-off of the sub-regjibma@stment Market Process.
The challenge in this regard does not rest on the formats of the aoddrameworks, but rather, on
the accomplishment of agreements on convergent positions, the peculiarity of therdivergs and
the streamlining of convergence criteria in all aspects of capital tmasgtgutions.

The EBID, which was transformed from the ECOWAS Fund, has, asats goal, the
facilitation of business, investment and financial transactionseire@®OWAS Zone. This bank has
contributed to financial and capital market developments throughout thegioh. As the principal
financial institution of ECOWAS, its increasing activities designed to encourage the achievement
of full economic and monetary integration of the region. The privatosfocus of EBID includes
adopting the private sector as the engine of sustainable grodtdevelopment. It also takes the
financing of cross-border investment projects and the marryiligAdMU and WAMZ as its primary
objectives.

Deepening Effects of Capital Marketsin the ECOWAS Zone.

Many banking reforms in the sub-region have triggered the deepefiews of the capital
markets. Most financial institutions view the capital markethagpreferred source of raising capital.
The development and interest in equity financing have yielded hugétbdéoethe small savers, the
compamies as well as the development of the capital market.s@cvibrant capital market sector
will encourage the public to provide investible funds by purchasing desudat part of their
investment choices. This leads to economies of scale in all ¢herssef the sub regional economy,
encourage more citizens of ECOWAS to be more inclined to save and invest by wayyof equi

The deepening effect of the capital markets are best caphyeithe ratios of Market
Capitalization to GDP (MC/GDP) for Ghana, Nigeria and the BRVM, as showalile VII:

TableVII: - Ratioof Market Capitalization to Gross Domestic Product for Ghana, Nigeria &
the BRVM

Countries Years

1988 | 1989 | 1990 | 1991 | 1992 | 1993 | 1994 | 1995 1996 1997 1998
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Ghana - - - 1.2 1.3 2.0 344 | 255 21.5 16.5 18.5
Nigeria 4.2 4.2 4.8 6.9 3.7 4.8 11.5 7.2 10.1 101 9.0
Cote’lvoire/BRVM | 4.3 5.4 5.1 5.2 4.3 3.7 5.1 7.9 7.5 10.9 14.2
Countries Years
1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 2007 2008
Ghana 11.9 10.1 9.9 | 12.0 18.7 29.8 | 155 | 254 15.9 21.1
Nigeria 8.5 9.2 11.3 | 9.7 14.0 16.5 | 17.2 | 223 52.0 23.5
Cote’lvoire/BRVM 121 114 | 11.0 | 116 12.0 135 | 142 | 239 42.2 30.2

Source: WDI 2009 Database;World Development Indicators, World Bank

The trends established in Table VII are encouraging and they awejl for the deepening
effects of the capital markets. Full integration of this aeess well as full capital liberation will
create many macro-economic gains throughout the sub region. liviaghike full effects of the
capital markets, the different institutions must be carefoityanized for efficiency and oversight.
Accordingly, there would be need for a ECOWAS Securities Exch@ogemission (ESEC), and a
ECOWAS Securities Insurance and Protection Commission (ESTP@)primary responsibility of
each of these Commissions will, respectively, be for oversigtitprotection of participants in the
sub regional capital market sector. Other processes and procedures fas Buteds:

» Creation of subzones in the sub region for the physical location of stock-exchanges.

» All stocks are to be listed in all regional stock-exchanges.

* An Average Daily Index System should be instituted to tracky denilumes traded for the
entire region.

» The development and implementation of an educational and sensitizatioanpnogifor the

benefits of potential participants in the sector.

To fully maximize the gains from a comprehensive sub-regionagiation will require
harmonization in monetary policies, financial services policies, imarg policies, corporate tax
policies, and the intensification of capital market integrationdaatlopment. This suggests that to
achieve a viable common capital market may essentially nesatime loss of sovereignty because
success will require considerable amount of policy cooperation and harmonization.

A common sub-regional Investment and Capital market must contaifoltbeing essential
components:

(a) Free movement of capital assets
(b) Access to Commercial Credit throughout the ECOWAS Zone

(c) Ease of opening account with brokerage firms as well as other finanditaitioss.
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(d) Ease of transfers of dividends, capital gains and other profits from finaeciales.

Finally, every progress made in the drive to fully integragedub region will be contingent on
the depth of macroeconomic policy harmonization among member Stagegritical areas include
but not limited to broad based monetary matters, fiscal isfinascial services issues, investment
and corporate tax issues as well as incentives policy issbeseAall, harmonization of domestic
responses to the effects of contagion due to globalization and irdaaidinancial crises would be
necessary.

L egal and Regulatory Frameworks

The awesome complexity and dynamism of a transiting sub-regeggnabmy like that of the
ECOWAS Zone requires laws, rules and norms based on transparency emkessp that can
encourage and facilitate economic and financial transactions. \&hgeor legal and regulatory
framework might not be the proximate cause of financial ciisismes of crises, the weakness of the
legal and regulatory framework could make the region more vulne@lie effects of the GFC and
the restoration of financial stability and confidence becomes aaunting. ECOWAS member States
have in place some bankruptcy and secure transaction laws. Howeviegdhesystem is more
interested in protecting rather than doing away with inefficient corpogation

In addition to the weak, corrupt and the often politically manipulatedipldiystems, the sub-
region is bedeviled by a host of regulatory agencies conftictaulating in unhealthy rivalry,
compounded by visible lack of empowerment to implement relevant provistbrioenabling acts to
discipline powerful participants and the activities of regulatagencies - a situation that has
encouraged institutional weaknesses. The ECOWAS Zone is a mikedfgderegulated and
regulated system backed with weak legal enforcement framewbekfirst step for salvaging the
ECOWAS from present global financial crisis is to recogrtizat macroeconomic policies are
important first steps in many sectors of the economy. It i@gaires that the ‘first steps’ must be
based on developed as well as reliable legal and regulatmedorks capable of supervising and
regulating the sustained growth and overall development of the siob-régreliable and transparent
legal framework which is equitable, reasonable, affordable, contpatel efficient in commercial
dispute resolutions is highly recommended. Following Walker (2000), we praveded below a

number of important guidelines for the establishment of a viable legal systdm frli-region:

Guiding Principlesfor a Legal System in the Sub-Region
* The rule of law should recognize and protect well-desired privateepy rights (with respect
to real, personal, and intellectual property) and basic human rights.
* The rule of law and norms based on transparency and openness should erexodifagilitate

economic interchange.
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* The rule of law should balance the fundamental human desires for both freedom and order.

* The rule of law which would take into account some degree of goverrinmgetaention in
the ‘free’ market is required, provided the interventions are hahea expense of market
fundamentals.

* The culture of law that supports the rule of law should be enforcednanaer that inspires
public confidence in the law and respect for the intentions of the law.

* The rule of law should reflect the unique culture, history and demographics of the sub-regi

* The financial system in a market economy should be supported by aetmngive legal and
regulatory framework that provides for a stable medium paymeetsance and settlement
systems.

IV: CONCLUSION

The paper has examined a number of issues regarding economic, firemtidegal
developments with a view to formulating and implementing policiesessacy for the formation of a
monetary union for the ECOWAS Zone within the context of GFC. Réatly, it analyzed several
key issues, processes and procedures affecting the macroeca@mairfioancial architecture in the
region. The treatments of the major issues were widespretnis of the choice of subjects and
institutional sectors selected for emphasis. Forging a sub-regiooétary integration among a
diverse group of nations and cultures is, no doubt, a difficult task. Bstakeholders must strive to
refine the numerous components which are necessary for full mpnetegration, particularly in
these modern times of heightened globalization and the attendaeiguenses of global financial
crises. The globalizing world has necessitated increased caopetihich requires large scale
economies only achievable by economic and financial integratiomgmnoges, among other forms of
economic unions.

It is obvious that the political and cultural difference between Amglophone and
Francophone countries partly explains the protracted policy divexgBut each time genuine efforts
have been made to integrate many economic and financial asp#utssafb-region, as evidenced in
the paper, the resulting outcomes have been quite laudable. This gpldn® the sustained drive
toward integration in times of crisis or non crisis. The papesgmts a view that an unchecked set of
deficiencies in inter-regional trade, capital accounts libet&diza exchange rate determination,
financial reporting and accounting standards, banks surveillance anchpital markets would,
undoubtedly, create vulnerability at two levels; a) in the drive fametary integration and b) effect of
contagion which results from the GFC.

Finally, the new global competition and interdependence which have [weeariearly
demonstrated in the GFC should forge the basis for a new action parth#f all stakeholders in the
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sub-region. By achieving full monetary integration, broad-based moresaey would be developed
to withstand the challenges of a GFC.
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