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A R T I C L E  I N F O   
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A B S T R A C T   

Economy integration among countries of the world is seen as a key to drive economic growth and development 
through favourable policies among members. The study examines the impact of a single currency on the economy 
of West Africa States. Findings show that gross domestic product growth rate, degree of openness, and political 
stability have impacted the single currency competitiveness both among the member countries and globally. 
However, the possible advantage of a single currency would be annihilated by unfavourable terms of trade, 
government ineffectiveness, and weak regulatory quality. The study thereby recommended that the single cur
rency in the region would not benefit member countries in the short run but a possibility exists in the long run as 
a result of the cointegration relationship among variables used in the study.   

Introduction 

In the quest for regional growth and development, economic inte
gration among regions of the world has taken the lead. Economic inte
gration is used among countries of the world that share the same 
geographical boundaries majorly for trade liberalization policies to 
foster both national and regional economies (see Chang et al., 2009; 
Bardi and Hfaiedh, 2021). 

In 1975, the Economic Community of West Africa States was estab
lished to have a single currency in the region (see Adu et al., 2022; 
Masson and Pattillo, 2004). This objective was emphasized in Article 
Section 2 h of the 1975 Treaty of Lagos, which established the com
munity. This treaty specifies that the community must guarantee 
“harmonization, necessary for the smooth functioning of the commu
nity, of the monetary policies of the member nations.”The July 1991 
treaty reaffirms this in Article 3 Section 2e as “the construction of an 
economic union through the adoption of common policies in the eco
nomic, financial, social, and cultural sectors, and the creation of a 
monetary union.”The Treaty of Lagos was ratified by the following 15 
member states: Benin, Burkina Faso, Côte d’Ivoire, The Gambia, Ghana, 
Guinea, Guinea-Bissau, Liberia, Mali, Mauritius, Niger, Nigeria, Senegal, 
Sierra Leone, and Togo. With the addition of Cape Verde in 1976 and the 
departure of Mauritania in 2000, the community now consists of 15 

states Harvey and Cushing (2015). 
According to Mundell (1997), his studies focused on what was 

defined as the optimum currency area. He defined optimum currency 
area as a domain within which exchange rates are fixed. In this area, a 
single currency may be established under the control of a single central 
bank that has the authority to issue and redeem money as well as set 
monetary policy. To address the question of an appropriate domain, 
Mundell (1961) proposes that the domain be defined as a region where 
there is both internal and external factor mobility. If factors are mobile 
across national boundaries, then a flexible exchange system is no longer 
necessary and may even be negatively harmful. 

In 1963, a study by McKinnon also emphasized an optimum currency 
as one that has a single currency, the same monetary and fiscal policies, 
and flexible external exchange rates that may be used to fulfill the 
sometimes conflicting goals of employment, international payments, 
and price stability. For a single currency to function well, McKinnon 
highlights the need for price stability within the region and the openness 
of the economies. McKinnon (1963) also added to Mundell’s view of 
factor mobility across nations and the significance of factor mobility 
across industries in selecting an ideal currency area. 

Kenen (1969) also focused on factor mobility in his study. He claims 
that “since regions are defined by their activities, not by their geography 
or politics, ideal interregional labour mobility demands perfect 
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occupational mobility and this can only come about when labour is 
homogeneous”. A region’s fiscal integration and product variety are 
both promoted as key factors in determining the best currency region. 

According to Kenen (1969), the diversity of a region’s product mix 
may be a more important factor to consider than labour mobility. A well- 
diversified economy is also more likely to have a well-diversified export 
sector, which can lessen the impact of external shocks by canceling out 
positive and negative shocks without changing the exchange rate in 
response to the shock. Additionally, fiscal integration makes sure that 
the region’s weaker economies are supported as they recover from 
external shocks. 

Empirical shreds of evidence have shown three major requirements 
of optimum currency areas characteristics. First, the region should 
experience shocks from common sources and respond symmetrically to 
those shocks. This indicates that external shocks should cause similar 
reactions across the region, i.e., the states in the region must react 
similarly to external shocks for the same monetary and fiscal policies to 
be able to address shock recovery similarly across the region. Shock 
symmetry in the region ensures that common monetary policy is feasible 
for the region because the introduction of a single currency in a region 
means that the countries that make up the region give up their autonomy 
over monetary policy. As a result, shock symmetry in the region ensures 
that the region can respond to external shocks using monetary poli
cy.“Losing financial flexibility has costs and benefits. Also, a nation that 
abandons its currency loses a tool for containing domestic shocks; but, 
the nation may also acquire legitimacy and so curb inflation Alesina 
et al. (2002). He also contends that symmetrical shocks reduce the costs 
of losing monetary autonomy in that region. 

Second, the region’s mobility makes sure that shocks to the area 
dissipate swiftly and uniformly everywhere. When shocks to the region 
have asymmetric impacts, factors must be easily transferable from sur
plus member states to deficit member states. This guarantees full 
employment and regional price stability. Lastly, to transfer resources 
among the member states, fiscal integration is required throughout the 
region. In this structure, a common federal institution like the IRS or the 
US Congress coordinates the fiscal policies of the many states in the 
region. In this model, federal institutions are responsible for the 
collection and disbursement of specific taxes, and in the event of an 
economic slump, weak states can readily be helped by these 
arrangements. 

To address the poor intra-community trade, the leaders think that 
establishing a regional common currency is a sensible course of action. 
This is because it will lower the costs involved with utilizing different 
currencies in trade transactions (see Cissokho et al., 2012; Sare, 2021). 
Empirical evidences from studies deliberately targeted to potential trade 
benefit from a single currency for the Economic Community of West 
Africa States in the last two decades has generated a lot of discussion and 
policy debate in recent decades (see Adu et al., 2019; Bakoup and 
Ndoye, 2016; Debrun et al., 2005; Fielding and Shields, 2005; Houssa, 
2008; Kenen and Meade, 2008; Tsangarides and Qureshi, 2008). 

The primary driving force behind the debate is a growing amount of 
evidence suggesting that nations who join currency unions could reap 
large potential benefits (see Rose, 2000; Glick and Rose, 2002; Frankel 
and Rose, 2002; Nitsch, 2004; Baldwin et al., 2008; Glick and Rose, 
2016). Rose (2000) findings indicated that trade among countries with 
union currency is thrice that of countries with different currencies, 
evidenced by Europe. In a similar vein, a currency union promotes 
greater financial integration and lowers trading costs to enable more 
vigorous trade De Grauwe (2020).However, recent studies using im
provements in the empirical estimation of the gravity equation, such as 
calculations using high-dimension fixed effects, have produced con
flicting results. Mika and Zymek (2018) reveal a lack of strong support 
for the impact of the euro on trade flows among early and recent 
adopters of the common currency. Larch et al. (2019) findings show the 
insignificant of currency unions on trade while De Sousa (2012) 
concluded that the impact of currency union on trade fade off as a 

function of time. Empirical pieces of evidence have shown how currency 
unions’ effects on fostering commerce have changed dramatically 
throughout time, space, and empirical approach. 

Additionally, there is a view that earlier trade liberalization agree
ments have failed to deliver the economic benefits that policymakers 
stated would be received by all signatories. As a result, benefits from 
trade are heterogeneous even under free trade agreements or currency 
unions since trade elasticities seem to depend on the specific setting, 
such as the country pairs geographic, cultural, institutional, and devel
opment features (Baier et al., 2019). 

The Economic Community of West Africa States is presently divided 
into two monetary zones. The Francophone countries which are under 
the West Africa Economic and Monetary Union (WAEMU) have CFA as 
the single currency while the Anglophone countries in the region have 
their independent currencies. Results of studies done to examine the 
impact of a single currency on francophone countries were found to be 
pro-trade among member countries (see Anyanwu, 2003; Carrère, 2004; 
Masson et al., 2005; Nitsch, 2004; Ajayi, 2005; Fielding and Shields, 
2005; Masson, 2008; Zannou, 2010; Adam and Chaudhry, 2014). 

Few empirical evidence was done for both monetary zone combined 
(see Harvey and Cushing, 2015; Masson and Patillo, 2003; Ogunkola 
2005; Debrun et al., 2005; Balogun, 2009). The findings of Harvey and 
Cushing (2015) show that the zone as a whole does not have common 
sources of shock due to the different economic structures of these 
countries. Countries in the region respond differently to supply, de
mand, monetary shocks, and monetary policy. 

The finding of Harvey and Cushing (2015) is in line with the primary 
and secondary criteria to be met by the member state which are; price 
stability, sustainable government fiscal position, limiting Central Bank 
financing of government budget deficit, adequate external reserves able 
to fund at least three months import bills, maintain real exchange sta
bility, positive real exchange rate, and many more. Countries in the 
region are yet to meet up with the criteria. 

The study by Ogunkola (2005) concluded that the region is closer to 
a monetary union than before against most studies that found the region 
not to be ready for a single currency. This study examines the impact of a 
single currency on the region both in the short and long run. A cointe
gration test was done for long-run relationship while pool regression was 
done for short-run relationship of single currency among member 
countries in the region. 

Empirical review 

The study of a single currency for the West Africa Countries is 
imperative to make know the fate of the region regarding the policy. In 
line with this, Euro became a competitive currency to the dollar in terms 
of international trade, and presently, 40 percent of international trade is 
dominated by Euro while the remaining 60 percent is dominated by 
Dollar. Can West Africa Monetary Zone have a similar experience to that 
of European Countries? 

The study of Okafor, 2013; Harvey and Cushing, 2015; Babalola and 
Olalowo, 2019 focused majorly on the prospect of a single currency in 
the West Africa Zone. Okafor et al. (2015) examined the cost and benefit 
of a single currency for the West Africa Economy Zone. The study 
adopted asymmetric shocks, loss of monetary policy autonomy, and 
fiscal policy distortion to examine the cost while the benefit was 
examined through trade creation, financial integration effects, and 
policy coordination gains. Findings show fiscal policy distortion and loss 
of monetary policy autonomy are the main cost of monetary union while 
possible trade creation among member countries was seen as the major 
gain. The study concluded that the region needs quick macroeconomic 
adjustment to facilitate the convergence of macroeconomic indicators 
for a single currency. Harvey et al. (2015) study also focused on the 
credibility of single currency in the West Africa Single Currency zone. 
The study adopted Structural Vector Autoregressive Model (SVAR) to 
examine the linear dependence and underlying structural shocks of the 
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countries in the zone. Findings show that countries respond asymmet
rically to common supply, demand, and monetary shocks. Countries in 
the region would respond differently to a common monetary policy. He 
further concluded that monetary union both now and in the future is not 
encouraged unless the economies of the countries involved converge. 
Babalola and Olalowo (2019) study focused majorly used 6 criteria for 
monetary union. The criteria are inflation rate, fiscal deficit, public debt, 
tax revenue, exchange rate, and external reserve, descriptive statistics 
was employed in the study to analyze the convergence of the six eco
nomic indicators. The study, therefore, concluded that the region is not 
ready for a single currency zone except for external reserves that 
converged while other economic indicators failed to converge. He 
further emphasized that the region’s inflation rate is very high and this 
would weaken the purchasing power of the currency if the single cur
rency is implemented. 

The study of Oloyede et al. (2021) focused on the effect of a single 
currency on trade in the region while a similar study was carried out by 
Adu et al. (2022) but he focused on Francophone countries only in the 
region and their findings differ. 

Oloyede et al. (2021) the study adopted Pool regression for the study 
and concluded that there is a positive and insignificant relationship 
between economic growth and trade openness in the West African re
gion while Adu et al. (2022) examined the impact of the CFA franc on 
members’ bilateral trade flow. The study adopted a structural gravity 
model with a three-way fixed effect. Findings show that heterogeneous 
estimates of the CFA franc’s impact across different pair in the union: 64 
percent are insignificant, 7.3 percent is negatively significant and 29 
percent are positively significant. He concluded that the county pair’s 
sizes and geographical continuities determine the ultimate CFA franc 
trade effect. 

Adu et al. (2018) examined real exchange rate responses to shocks in 
West Africa Monetary Zone. Findings show that countries in the region 
are structurally different, and asymmetric shocks with inadequate 
adjustment mechanisms imply that a monetary union would be costly. 

The study of Ogunkola (2005), Cham (2016), and Yusuf et al. (2018) 
findings are different; the study concluded that the region would gain 
from a single currency in the region. Ogunkola (2005) examines the 
viability of a single monetary zone in ECOWAS. Findings show that the 
region is closer to monetary union than before against most studies that 
found the region not to be ready for a single currency. Cham (2016) 
examines the relationship between monetary integration, foreign direct 
investment, and foreign trade among member countries in the region. 
The findings of the study concluded that foreign direct investment into 
the West Africa Monetary Zone is influenced positively by monetary 
integration. The results of the study further strengthen empirical evi
dence of monetary unions positively influence trade among member 
countries. Yusuf et al. (2018) focused their study on political constraints 
hindering the single currency in the West Africa Economy Zone. The 
study highlighted political constraints but concluded that the benefit 
associated with a single currency for the region is more than the cost. 
The study, therefore, examines the impact of a single currency on the 
West African economy both in the short and long-run using panel 
cointegration test and pool regression. 

In essence, the study of Fontana et al. (2023) and Fankem and Mbesa 
(2023) shows that the region is not ready for single currency. Their 
finding is similar to the studies conducted by Okafor, 2013; Harvey and 
Cushing, 2015; Babalola and Olalowo, 2019. Findings by Fankem and 
Mbesa (2023) and Fontana et al. (2023) are similar. Fankem and Mbesa 
(2023) concentrated his study on different Monetary Unions in Africa 
such as East African Community, Central African Community, West 
African Community, Southern African Community and Arab Maghreb 
Union while Fontana et al. (2023) focused majorly on West African 
Countries. Findings of their study show that monetary community ex
periences heterogeneous synchronization across time and horizons be
tween the regional economic communities. The study concluded that 
business cycle synchronization across the regional economic 

communities has not yet reached a sufficient level to allow African 
countries to benefit from a common monetary policy. 

The study of Masson (2019) and Amato and Nubukpo (2020) have 
similar conclusion. The study of Masson (2019) concluded that the re
quirements for a sustainable monetary union are not adequately 
captured by the optimum currency area (OCA) and macroeconomic 
convergence criteria which are given the most attention in plans for 
African monetary unions. 

Also, Amato et al. (2020) believes that suitability of monetary union 
cannot be judged on the basis of historical data since the structure of 
these economies is likely to change in the event of economic union 
“Lucas Critique”. Also, inflation rate convergence was insignificant 
requirement for optimal currency areas since countries involved would 
lose their monetary autonomy. He further emphasized that the differ
ence in institution characteristics would reflect in the development of 
monetary policy. The study concluded that single currency in West Af
rica confirms itself as an appropriate and important project and this 
would offer countries in the union the opportunity to mutualize their 
monetary means to pursue their common and special objectives. In this 
study, the short-term and long-term effects of a single currency in the 
region are looked at. For the long-term relationship, a cointegration test 
was done, and for the short-term relationship of a single currency among 
the countries in the region, pool regression was done. 

Data and methodology 

The study covers 6 countries in the ECOWAS community which in
cludes Cote d’Ivoire, Gambia, Ghana, Nigeria, Togo, and Sierra Leone. 
The period for the study is from 1996 to 2021.Between the period of 
2003 and 2006, the region implements a disaster risk deduction policy 
(see ECOWAS, 2006). African Continental Free Trade Area (ACFTA) was 
proposed in 2015, and signed in 2018. This policy facilitated significant 
growth in the level of trade in Africa because of the adoption of infor
mation and communication technology within the region (see Eje
meyovwi et al., 2020; Oloyede et al., 2021). The period considered in 
this study will help to show the impact of various policies from time to 
time on the member state in the region. 

The study of Adu et al. (2018) adopted the real exchange rate as a 
proxy for a single currency in their study while other variables are 
production, terms of trade, oil prices, trade openness, government 
expenditure, and real interest rate. This study adopted a real exchange 
rate (REE) to capture a single currency for the member countries. This 
will help to consider the purchasing power of each currency rather than 
the nominal value of their respective domestic currency. Other variables 
used in the study are gross domestic product growth rate, degree of 
openness (DOP), terms of trade (TOT) and Worldwide Government In
dicators which are measured as Government Effectiveness (GOF), Po
litical Stability (POS), and Regulatory Quality (ROQ).Yusuf et al. (2018) 
concluded that political constraint is a major factor hindering single 
currency implementation leading to shifting implementation dates 
repeatedly in the past. This study adopted Worldwide Government in
dicators which comprise six dimensions of governance to examine the 
role of government and politics in single currency implementation in the 
region. All data are from World Development Indicators and Worldwide 
Government Indicators. 

The following are the steps that our study takes. Unit root test is used 
for stationary of the data. Thereafter, the panel co-integration test and 
Pool Regression are done to check for long-run and short-run relation
ships respectively. Finally, impulse response analysis to examine real 
exchange rate response to shocks among ECOWAS countries. 

Unit root test 

In this section, the time properties of the variable used in this study 
are tested with panel unit root tests such as the Augmented Dickey- 
Fuller(ADF) (Dickey and Fuller, 1981); Phillip Perron (PP) (Phillips 
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and Perron, 1988). The decision rule is that if the absolute p-value of the 
LLC test, IPS test, ADF test, or of PP test is<5 percent critical value, then 
it is adjudged that the tested variable is stationary or does not have unit 
roots. If found otherwise that the absolute p-value of the ADF test or that 
of the PP test is greater than 5 percent critical value, then it is adjudged 
that the tested variable is non-stationary or has unit roots. 

Panel cointegration test 

Before the panel error cointegration model (PECM) is estimated, it is 
necessary to first establish the presence of cointegration among the 
variable of interest. As a result, the panel Engle and Granger- 
basedcointegration test proposed by Pedroni (2004) and Johansen 
(1995) panel cointegration test were conducted. There is a possible long- 
run relationship between real exchange rates and economic perfor
mance. In the cointegration analysis, both Pedroni (2004) and Johansen 
Fisher (1995) panel cointegration tests are conducted for sensitivity and 
robustness checks. The Pedroni (2004) panel cointegration model can be 
expressed with the variables as: 

fRERit = αi + β1GDPit + β2DOPit + β3TOTit+ β4POSit + β6GOFit 

+.β7ROQit 
Where αi is the unobservable individual country-specific effect, t = 1, 

…;T and i = 1,…;N, t is the number of observations over time, i is cross- 
sectional units and yit represents error term. Pedroni (2004) proposed 
thecomputation of the test statistics by taking the first difference of Eq. 
(4) and performing cointegration on its residual. The error term is 
modeled in the first autoregressive process as: 

yit = Φiyit− 1 + μit (5) 

The null hypothesis of no cointegration is tested for all the statistics. 
Choosing the appropriate lag length is crucial for panel cointegration 
results. The Johansen Fisher (1995) panel cointegration model, on the 
other hand, has the form of a vector autoregression (VAR) of order 

written as: 

yit = αi +A1yit− 1 + ⋯ + Apyit− p + vit (6) 

Where yit is a vector of NT × 1 variables integrated of order 1 i.e. I 
(1), in this study, RERit= (fGDPit, fDOPit, fINFit, fLFDIit , fGOSit , fGOFit,

fPOSit is the error term. The cointegrationand the short-run terms can be 
expressed in Eq. (6) as: 

Δyit = αi +
∏

yit− 1 +
∑p

j=1
É¼iΔyit− j + vit (7) 

The null hypothesis of no cointegration implies thatp(
∏
) = 0 and the 

presence of cointegration if otherwise. 

Pool regression 

In the study, panel OLS estimation methods were employed. The use 
of panel data regression is supported by the fundamental argument that 
the data to be utilized is subject to cross-sectional and temporal features, 
allowing for the analysis of firm innovation and performance across time 
as well as across the sampled quoted companies. Since panel regression 

increases sample size and decreases the degree of freedom problem, it 
yields superior results and eliminates the issues with multicollinearity, 
etc(Greene, 2003).The error structure is simply uit = eit where the eit are 
independently and identically distributed with zero mean and 
variance σe

2. 

RERit = β0 +β1itGDP+β2itDOP+β3itTOT+β4itPOS+β5itGOF+β6itROR+uit

(8)  

Discussion of results 

Preliminary results 

The result in the Table 1 shows the descriptive statistics for the study. 
The real exchange rate adopted in this study has a mean of 105.5768 
indicating that there is a downward trend of countries in the region’s 
competitiveness in the period. The standard deviation is 30.36762 
which indicated that the real exchange rate is unstable over the period. 
The gross domestic product growth rate, degree of openness, and terms 
of trade have a mean of 4.302150, 62.71286, and 91.04347 respectively 
while only the gross domestic product growth rate is relatively stable 
compared to the degree of openness and terms of trade. Government 
effectiveness was captured by political stability, government effective
ness, and regulatory quality with mean of − 0.607035, − 0.832291, and 
− 0.677893 indicating political instability, government ineffectiveness, 
and poor regulatory equality among member countries. The standard 
deviations are all stable indicating a long-time inefficiency of the gov
ernment in the region. 

Table 2 shows the unit root results of the variables adopted for this 
study. RER, GDP, TOT, POS, and GOF are all stationary at the level. 
Then, the null hypothesis is accepted, while DOP is stationary at the first 
level. For variable ROQ, there is a rancor between the ADF and PP tests. 
The PP suggests that the variable is stable at levels while the ADP test 
suggests that the variable is stable at first different. The study adopted 
the PP test because it is robust to serial correlation. 

Pedroni panel co-integration test is carried out to examine the 
presence of co-integration among sampled countries within and between 
the groups. The result in Table 3 shows only test statistics calculated 
within the group. The alternative hypothesis of presence cointegration is 

Table 1 
Summary statistics.  

Variables Descriptive statistics 
Mean Std. dev. Skewness Kurtosis 

RER  105.5768  30.36762  2.531015  11.58635 
GDP  4.302150  4.824970  − 0.187525  10.00166 
DOP  62.71286  21.55458  0.270548  2.21306 
TOT  91.04347  12.53148  0.294315  2.521306 
POS  − 0.607035  0.8333337  − 0.431209  2.273507 
GOF  − 0.832291  0.458165  0.932541  0.252889 
ROQ  − 0.677893  0.341536  0.252889  2.789706  

Table 2 
Unit Root Test.  

Variables At Level First Difference 
ADF PP ADF PP 

RER 39.8464*** 
(0.0001) 

75.7889*** 
(0.0000)  …………..  …………. 

GDP 36.6852*** 
(0.0003) 

53.7239*** 
(0.0000)  ………….  …………. 

DOP 12.8364 
(0.3810) 

14.9286 
(0.2454) 

60.5579*** 
(0.0000) 

124.920*** 
(0.0000) 

TOT 48.0629*** 
(0.0000) 

35.9680*** 
(0.0007)  …………..  ………… 

POS 48.0629*** 
(0.0000) 

35.9680*** 
(0.0002)  …………  ………… 

GOF 21.1657** 
(0.0480) 

27.3863*** 
(0.0068)  …………  …………. 

ROQ 13.3175 
(0.3464) 

28.0613*** 
(0.0054) 

62.6272*** 
(0.0000)  …………… 

Significance at 1%, 5%,and 10% critical levels is represented by ***, ** and *, 
respectively. 

Table 3 
Pedroni Panel Co-integration Test.   

t-statistics p-value 

ADF  − 1.94  0.03 
PP  − 4.46  0.00 

ADF = Augment Dicky Fuller, PP = Phillips-Peron. 
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accepted indicated by the panel ADF-statistics and PP-statistics at 5 
percent and 1 percent significant level respectively. This shows the 
presence of cointegration between the real exchange rate and dependent 
variables (gross domestic product growth rate, degree of openness, 
terms of trade, political stability, regulatory quality, and government 
effectiveness). 

To further establish cointegration relationships between our vari
ables, Johansen Fisher Panel cointegration was done. Both the Trace 
Test and Max Eigen Test show the presence of cointegration among the 
variables. The alternative hypothesis is accepted at 1 percent indicating 
there is a presence of cointegration among the variables (Table 4). 

The paper conducted a panel regression to overcome the heteroge
neity problem that could result in endogeneity which often leads to 
biased results. Table 5 is the results of the Breusch-Pagan multiplier 
(LM) test to check for random effects in the panel model. Therefore, the 
test checks for the existence of heteroskedasticity at the individual level. 
Findings from the Breusch-Pagan LM test show that the error terms are 

not individual specific which suggests that random effect is not suitable. 
Hence, we employed the pool OLS model to explain the relationship 
between real exchange rate (RER), gross domestic product (GDP), de
gree of openness (DOP), terms of trade (TOT), political stability (POS), 
government effectiveness (GOF)and regulatory agency quality (ROQ). 

From the panel results presented in Table 6, the gross domestic 
product growth rate positively and significantly impacts the real ex
change rate (RER). A percent rise in the gross domestic product leads to 
a 10% rise in the real exchange rate. This indicated that a rise in real 
exchange rate implies that the region would increase its competitive 
advantage among members of West African countries. This indicated 
that a single currency among West African countries would lead to a rise 
in the value of the single currency in the world just like the Euro. As both 
the economy and value of the single currency rise, it leads to a rise in the 
competitiveness of the currency for trade in the region and the world at 
large. 

Also, the elasticity of the degree of openness significantly improves 
the real exchange rate at 4 percent, such that a percent increase in the 
degree of openness would lead to a 4 percent rise in the real exchange 
rate. The result suggests that trade liberalization without any form of 
barriers among West African countries improves the real exchange rate 
for trading. The rise in trade among member countries would lead to a 
rise in the value and competitiveness of the single currency. Countries in 
the region would gain from trade liberalizations thereby expanding the 
economy of member countries. 

Also, the coefficient of terms of trade significantly impacts the real 
exchange rate at 320 percent. This means that a one percent increase in 
terms of trade among member countries would lead to a rapid fall in real 
exchange rates. In other words, a one percent increase in terms of trade 
among the countries may worsen the real exchange rate by 320 percent. 
The decline in terms of trade implies that the price of exports falls 
relative to imports. Imports become more expensive and the single 
currency of member countries would lose its competitiveness both 
among the member country and globally. 

Considering the effect of political stability in the panel model, gov
ernment effectiveness, and regulatory agency quality on the real ex
change rate, the results show that the three control variables affect the 
real exchange rate. The result shows that political stability has a positive 
and significant impact on the real exchange rate of member countries. 
The region would benefit from political stability indicating that a stable 
political system among West African countries significantly favours 
single currency among member countries. But government effectiveness 
and regulatory agency quality have negative and significant impact on 
the real exchange rate. Government effectiveness and regulatory agency 
quality have adverse effects on the real exchange rate at 129 percent and 
218 percent respectively. Government effectiveness and regulatory 
agency of the government in the region would negatively affect the 
comparative advantages of a single currency in the region due to poor 
system of governance, abuse of the rule of law, and regulatory agency 
inefficiency (see Yusuf et al., 2018). 

The study’s findings differ from the results of Adu et al. (2019) who 
indicated that productivity and terms of trade have no significant impact 
on real exchange rate among West African member countries and 
concluded that monetary union would be costly now while in this study, 
the gross domestic product growth rate was found to have significant 
and a positive impact on single currency and terms of trade was found to 
worsen the competitiveness of the single currency by huge quantum. 
This implies that the whole gain from a single currency would be 
annihilated by unfavourable terms of trade. 

The findings of Oloyede et al. (2021) indicated that the economic 
growth rate and degree of openness have a positive and insignificant 
impact on single currency in the region. The study emphasizes govern
ment and relevant stakeholders to ensure policy enhancement and 
enforcement to transmit the experienced economic growth into sub
stantial trade gain. In this study, gross domestic product growth rate and 
degree of openness were found to have a positive and significant impact 

Table 4 
Johansen Fisher Panel Cointegration Results.  

Coint. Rank Trace Test Prob. Max Eigen Test Prob. 

None  184.8  0.0000  94.55  0.0000 
At Almost 1  94.27  0.0000  46.62  0.0000 
At Almost 2  57.13  0.0000  35.76  0.0004 
At Almost 3  30.23  0.0026  17.02  0.0062  

Table 5 
Breusch-Pagan LM Test for Random Effect.   

Var S 

LOG(RER)  0.71  0.85 
E  0.13  0.36 
U  0.22  0.47 
Test: Var(u) = 0 chibar2 = 12.34 Prob(chibar2) = 0.1453  

Table 6 
Panel Regression.  

Var Pool RE  

LOG(RER) LOG(RER) 
GDP 0.10** − 0.003  

(0.03) (0.01)  
[3.87] [-0.36] 

DOP 0.04** − 0.008  
(0.003) (0.001)  
[13.65] [-0.58] 

TOT − 3.20** − 1.24  
(1.05) (2.81)  
[-3.04] [-0.44] 

Control Variables  
POS 0.57** 0.13  

(0.16) (0.04)  
[3.68] [3.15] 

GOF − 1.29** − 0.14  
(0.36) (0.10)  
[-3.54] [-1.40] 

ROQ − 2.18** − 0.20  
(0.40) (0.12)  
[-5.45] [-1.70] 

Constant 99.46** 4.58**  
(19.97) (0.13)  
[4.98] [35.52] 

OBS 96 96 
R2 0.73 0.11 
Adj R2 0.67 0.05 
F-stat 2.31 1.79 
AIC 1.02 0.11 

Note: Panel I = Pool OLS, Panel II = Random Effect, *p < 0.1, **p < 0.05, ***p 
< 0.01, parenthesis are (standard error), [t-statistics]. 
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on the real exchange rate. This implies that there is potential benefit 
from a single currency through economic growth and trade liberaliza
tion policy. The findings of this study are in line with (see Yusuf et al., 
2018; Oloyede et al., 2021) on government effectiveness, political sta
bility, and regulatory quality. Oloyede et al. (2021) emphasize the 
weakness of the government and relevant stakeholders’ lackadaisical 
approach to the enforcement of adequate policies. The study findings 
also found that government ineffectiveness and weak regulatory quality 
would harm the competitiveness of the single currency among member 
countries. 

In Table 7, the robustness of the estimated model was also checked 
using the normality test and cross-dependence test. The result of the 
Jarque-Bera stat suggests the residual of the model is normality 
distributed at a 5 percent level. Furthermore, we corrected for cross- 
sectional dependency in the individual disturbance term and the result 
Breusch Pagan LM suggests no correctional dependency after correcting 
through the Generalized Least Method (GLM) and this is necessary 
because of some unobserved common factors common to all the coun
tries may affect the residuals. The result suggests that there is no cross- 
dependency in the model estimated.  

The graph above represents the impulse response function of the 
study. It can be found that real exchange rate shock response is relatively 
stable in the long-run among while there is instability in the short run. 

Conclusion 

The study was carried out to examine the impact of a single currency 
on the economies of West African countries. The study results indicated 
that gross domestic product growth rate, degree of openness, and po
litical stability have impacted the single currency competitiveness both 
among the member countries and globally but the possible advantage 
from the single currency would be annihilated by unfavourable terms of 
trade, government ineffectiveness, and weak regulatory quality. Gov
ernment ineffectiveness and weak regulatory quality could account for 
the failure of member countries to meet up with both the primary and 
secondary criteria. The study thereby recommended that the single 
currency in the region would not benefit member countries in the short 
run but a possibility exists in the long run as a result of the cointegration 
relationship among variables used in the study. However, the paper was 
limited to short run and long run relationships where short run estimates 
were provided. Future research may extend the scope and provide long 
run estimates to explain the relationship between a unified currency, 
trade variables, political variables, government and regulatory variables 
among others. In addition, future research may also consider the dy
namic relationship of using a single currency as a tool for economy 
transition instead of short run and long run term. 

Table 7 
Diagnostic Test.  

Normality test  

Jarque-Bera  12.68** 
Cross-section Dependency test  
Pesaran CD  234.45  
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