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Summary 

 

The main objective of this article is to test 

the basis of the rumours that have been 

circulating since late 2011 about the 

devaluation of the Franc CFA (CFAF).  

We have used the analyticial framework 

pioneered by Combes and Plane (2007) 

and Couharde et al (2011) to calculate the 

real effective exchange rate and the 

percentage of the misalignment of the 

CFAF relative to this equilibrium value. 

During the period 2001/11, we confirm 

the trend of the overvaluation of the 

CFAF which fed the rumours. However, 

we conclude that there is no reason to 

proceed with an immediate devaluation of 

the CFAF because the misalignment is not 

very significant and the shock could have 

adverse effects on the economies of the 

CFAF zone, as was the case in 1994. 

Furthermore, the trend towards 

overvaluation is likely to persist, given the 

poor performance of European 

economies. This should lead the monetary 

authorities of the Franc zone to question 

the future of their fixed exchange rates 

that bind them to the Euro zone leaving 

them with an uncertain future. This 

article recommends the adoption of a 

fixed exchange rate regime that should be 

adjustable, based on clear, transparent 

rules that are known to all in advance.  

 

 

Key words : Effective real equilibrium exchange rates, misalignment, Franc zone, exchange 

rates.  
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1. INTRODUCTION 

 

Each of the CFAF zones – be it the West African Economic and Monetary Union (WAEMU) 

or the Economic and Monetary Community of Central African States (CEMAC)
2
 – has a 

common currency, one monetary policy and a peg system to the Euro. Since March 2010, the 

monetary authorities of the CFA member countries have implemented reforms that enabling 

central banks to adopt new statutes stipulating that the main objective of the monetary policy 

is to ensure price stability. However, beyond keeping inflation under control, this monetary 

policy plays a vital role in ensuring that the economy of member countries remains 

competitive. The growth of African economies is essentially sustained by export earnings and 

by how competitive they are on the world market. Since the latter is dependent  on the 

revamping of infrastructure largely funded by export earnings, the effects of the monetary 

policy with regard to lowering prices and keeping exports competitive could seem 

contradictory. While the CFA member countries have a peg system to the Euro at CFAF 

655.957/Euro, the issues of CFAF overvaluation and export competitiveness become all 

important. What is the desired real equilibrium exchange rate of these countries? Is the CFAF 

greatly misaligned? Is the situation of all CFA member countries similar? Should another 

devaluation be undertaken and how soon should that be? These redoubtable questions bring to 

mind the 50% devaluation of the CFAF in 1994, which corrected the overvaluation of the 

currency with mitigated effects on economic growth right up to the early 2000s. Given the 

appreciation of the Euro against the US dollar, and the European debt crisis, the risk of real 

CFAF overvaluation in the long term cannot be overlooked. By mid-November 2011, with the 

European economy stagnating, the debt crisis and doubts in the European Union about the 

Euro, rumours about a possible devaluation of the CFAF that would take place on January 1
st
 

2012 began to circulate
3
. The two governors of the two central banks of the Franc zone

4 

quickly refuted these rumours.   

 

Despite the fact that a devaluation has not yet taken place, recent events should lead member 

states of the Franc zone to ponder on the future of monetary zones, on the stakes involved in 

fixed exchange rates with the Euro and on the different scenarios that could affect the 

international community. Should these states use the basket of currencies that includes the 

dollar? Should they create a new currency with a flexible or well-adjusted exchange rate 

regime? Should they maintain the current fixed exchange rate?  

 

This article aims to contribute to the debate on the CFAF by calculating the desired 

equilibrium exchange rate for each CFA country over the period 2001-2011 and proposing 

recent empirical results on the misalignment of the CFAF.  The rest of the document presents 

the advantages/costs of membership in the CFA zone as well as the macroeconomic context 

of the CFA member countries (Section 2), analyses the misalignment of the CFAF using the 

real effective exchange rate, calculated and observed (Section 3), and finally makes major 

policy recommendations based on recent overvaluation trends (Section 4).  

 

2. The macro-economic and financial context of the CFAF member countries.  

 

Officially created in 1948, the CFA Zone has been governed by a contractual decision entered 

into between France and the CFA member countries after independence. It is still in force. 

Apart from a few advantages, the decision poses several disadvantages to member states, who 

lack the monetary power to control their own economy. However,  the CFA member countries 

have from the early 2000s experienced high growth averaging above 4% yearly between 2001 

and 2012 (see Graph 2), and an inflation rate kept within very reasonable limits, at the one 

digit level (see Graph 1).  

                                                 
2
  The list of African countries of both zones is found in Appendix 1. 

3
  Some rumours talked of the Euro rising from CFAF 655.957 to CFAF 1 000, which would correspond to a 

34.4% devaluation.  
4
  See Les Afriques, N° 186 at http://www.lesafriques.com/ 

http://www.lesafriques.com/
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2.1 The CFAF peg system to the Euro  

 

Agreements between France and the two CFA Zone monetary unions are characterised by: (i) 

a peg system to the Euro, (ii) a convertibility guarantee by the French Treasury, and (iii) a 

legal, institutional and political framework to ensure the sustainability of the agreements. 

 

2.1.1 Advantages of membership of the CFA Zone 

 

The main advantage African countries have in maintaining a pegged system to the Euro is 

trade and price stability. The CFA Zone is not exposed to exchange rate risk, nor does it face 

any liquidity shortfall by virtue of the convertibility of the CFAF to the Euro. One remarkable 

characteristic of the CFA Zone is the longevity of the fixed exchange rate regime.  The 

current system has been in place for nearly 60 years. Since 1948, the level at which the 

exchange rate was fixed only changed once; this was in January 1994, when the CFAF was 

devalued by 50% relative to the then French franc. The extremely rigid monetary policy of the 

CFA Zone as compared to other African countries has prevented significant price hikes. This 

monetary stability, pegged to an exterior entity, has also enhanced the credibility of the 

monetary policy of the CFA Zone (Verdier-Chouchane, 2001, p.54). The agreements 

governing the CFA Zone are linked to more solid institutions and to a greater transparent 

policy. In particular, a common currency reduces uncertainty about the business environment 

and the investment climate. Certain weaknesses notwithstanding, official assessments (such as 

the Financial Sector Assessment Programme and Reports on the Observance of Standards and 

Codes
5
) recognize that the two banks are not only relatively transparent and efficient, but also 

compare favourably with other institutions in Sub-Saharan Africa. Also, regional surveillance 

and the review process put in place by the two regional commissions, which publish their 

results, tend to potentially increase the transparency of policy implementation in this region.  

 

2.1.2 Cost  of membership of the CFA Zone 

 

Even though there is a real need for institutional reforms in the two unions, attempts at 

reforms have been delayed for years because of decision-makers’ inability to reconcile 

national and regional interests. Furthermore, member governments have sometimes 

circumvented regional requirements, or obligations, even legal, notably those concerning 

trade and the building of common reserves. Generally, one wonders whether the fixed 

exchange rate between the Euro and the CFAF is not an obstacle to the competitiveness of the 

CFA Zone countries. The deterioration of terms of trade and the appreciation of the French 

franc during the 1990s, explain why products from CFA member countries have been less 

competitive on the international market.  In fact, cocoa-producing countries, non-members of 

the CFA Zone, have been able to fix lower export prices compared to CFA member countries. 

Recently, the same question has come up again as the Euro has appreciated relative to the US 

dollar and the CFAF appears overvalued.  With the CFAF being at first pegged to the French 

franc and then to the Euro, CFA member countries surrendered their capacity to use the 

exchange rate and monetary policy to offset any unfavourable significant shocks that they 

might face. Furthermore, the convergence criteria common to all CFA member countries that 

deal with the debt burden, budgetary deficits and inflation, hinder the use of budgetary 

instruments. CFA member countries are quite heterogeneous when it comes to climatic 

conditions, availability of natural resources, development of human capital and geographic 

characteristics. But, the monetary policy and common currency hinder them from using these 

instruments to boost their individual characteristics. The two unions also face high costs of 

living and upheavals caused by regional conflicts, political and socio-economic instability 

experienced in certain member states.  Verdier-Chouchane (2001) believes that “the fixed 

exchange rate of the Franc zone has not enabled African economies to possess a financial 

                                                 
5
  These two documents were produced by the IMF http://www.imf.org/external/NP/rosc/rosc.aspx 

http://www.imf.org/external/NP/rosc/rosc.aspx
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system that is far more efficient than what prevails in other countries.  Similarly, in matters of 

economic performance and macro-economic policies, the advantages of the monetary union 

seem weak, as confirmed by the short-term analysis of the optimal monetary zone”
6
. 

 

The example of cocoa has clearly shown the real impact of overvaluation of the CFAF on the 

competitive nature of CFA member countries. A similar analysis can be made with respect to 

the regional trade relationship CFA member countries have with neighbouring non-CFA 

member countries.  The overvaluation of the CFAF renders products manufactured by CFA 

member countries less competitive in other countries of the sub-region. For example, products 

manufactured in CFA member countries are less competitive on the Ghanaian and Nigerian 

markets. In contrast, Ghanaian and Nigerian products are very competitive in the CFA zone. 

Numerous factors, such as the level of industrialisation and market size (Nigeria had 170 

million inhabitants in 2012), explain this performance by Ghana and Nigeria. But the 

competitiveness of their products also depends on the fact that they are manufactured in 

economic zones with a “weak” currency.  The non-convertibility of other currencies in the 

sub-region means that the CFAF takes on an important role of “regional hard currency” for 

businesses operating in non CFA member countries. It is often said that Cotonou is the 

“financial hub” for neighbouring Nigeria. Re-exportation operations registered in Cotonou 

can be partly explained by the non-convertibility of the Naira and the convertibility of the 

CFAF at a fixed exchange rate with the Euro. 

 

2.1.3 The 1994 Devaluation 

 

The only CFAF devaluation to have occurred took placeon 11 January 1994. Although it led 

to a readjustment in the value of the CFAF relative to its equilibrium value, it had devastating 

effects on price levels, notably the loss of purchasing power of the population whose standard 

of living was already low, and on the level of indebtedness of CFA member countries.  The 

devaluation was seen as a failure vis-a-vis the structural adjustment policies implemented in 

the 1980s that they hoped would restore an external balance.  Leaders of CFA member 

countries opted for the surprise effect, passing on the blame to the French authorities.  

According to Couharde et al. (2011), the overvaluation of the CFAF was also obvious from 

the late 1980s, i.e. five years prior to the devaluation. For Devarajan (1997), the overvaluation 

of the real exchange rate averaged 31% prior to the devaluation tat took place in the twelve 

CFA member countries studied
7
, with major producers of primary products (Cameroon, 

Congo, Cote d’Ivoire and Gabon) having the highest overvaluated real exchange rates.  

However, a year after the 50% devaluation took place, many CFA member countries recorded 

a real undervaluation of their currency but in very low proportions (a 2% average) with a 

significant variance. 

 

According to Dornbusch (1988), overvaluation can stem from the following factors: 

 

1. An increase in domestic demand due especially to an increase in public 

spending. 

2. A loss of export income as a result of a decrease in the export price of 

commodities. 

3. Operating expenditure shortfall resulting from an increase in the cost of 

imports.   

4. An increase in the price of domestic products.  

 

The overvaluation of the CFAF in the late 80s was most certainly linked to the second factor, 

the decline in world commodity prices and terms of trade, coupled with the appreciation of 

                                                 
6
  The analysis of the “Franc zone in the light of the optimal theory of monetary zones” is presented from page 

57 to 62, op. cit.  
7
  Benin, Burkina Faso, Cameroon, the Central African Republic, Congo, Côte d’Ivoire,  Gabon,  Mali,  Niger, 

Senegal, Chad and Togo. 
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the French franc. These factors slowed down production and investment, provoking a deep 

economic recession in the Franc zone (see Table 1). Overvaluation encouraged imports which 

had become less expensive. Faced with the uncertainties surrounding the convertibility of the 

CFAF, foreign investors suspended their productive projects in the Franc zone and national 

investors placed their funds in safe havens abroad, thus causing a massive capital flight.  

Thus, when the CFAF was devalued in 1994, the economic and financial environment of the 

Franc zone was catastrophic. The external debt level was exorbitant, the banking system was 

unstable and banks had become bankrupt, civil servants were not being paid, the prices of 

commodities plummeted and the current balance deficits had become unsustainable.   

 

A brief analysis of some macro-economic indicators shows that devaluation did improve the 

economic performance of CFA member countries (Table 1). However, it reduced the 

purchasing power of the population, notably the lower classes, and intensified poverty.   

 
Table 1 – 

Macro-economic Indicators prior to and after the devaluation 
 1990-1993 1994-1998 

CEMAC 

Growth Rate 

Budgetary Balance  (% of GDP) 

Current Balance  (% of GDP) 

 

-0.8 

-8.7 

-3.9 

 

3.9 

-4.3 

-4.7 

WAEMU 

Growth Rate 

Budgetary Balance  (% of GDP) 

Current Balance  (% of GDP) 

 

1.3 

-8.7 

-6.0 

 

6 

-5.3 

-2.8 

   Source: Banque de France, BCEAO, BEAC 

 

2.2 Macro-economic Performances of CFA member countries. 

 

Appendix 1 presents the main macro-economic aggregates of  CFA member countries for the 

period 2008/11. Generally, the macro-economic conditions are good but differ markedly from 

those of the mid-90s. In 2011, WAEMU countries recorded an economic growth rate in the 

range of 2.7% and 5.1%, with the exception of Cote d'Ivoire which was at that time mired in a 

post-election crisis. These results were obtained within a context that was marked by an 

inflation rate far higher than that experienced in 2010, larger budgetary deficits and a more 

acute current trade balance deficit. In 2011, all CEMAC countries recorded relatively high 

growth rates, especially Gabon (5.8%) and Equatorial Guinea (7.0%). Inflation rates remained 

in the convergence criteria limit of the Franc zone (3% maximum), with the exception of 

Equatorial Guinea (7.2%). As was the experience in many WAEMU countries, budgetary 

balances remained negative with the exception of oil-producing Gabon and Congo that 

consolidated their respective surpluses. The surplus experienced in the current balances of 

Gabon and Congo continue to improve and Chad has emerged from a deficit position in 2010 

to a being in a surplus of 2.3% in 2011. The other CEMAC countries continue to record 

current deficits.    

 

CFA member countries mainly export basic commodities like crude oil (Cameroon, Congo, 

Gabon, Equatorial Guinea, Chad), cocoa (Cameroon, Cote d’Ivoire, Togo), cotton (Benin, 

Burkina Faso, Mali), uranium (Niger), and phosphate (Senegal
8
, Togo). Appendix 2 shows 

the three principal products exported by the various CFA member countries and their share of 

total exports. Appendices 3 and 4 present the price trends of the principal agricultural and 

basic products exported by CFA member countries. It has been noted that since the mid-

2000s, prices have been on the rise although they dipped from the second half of 2011, 

notably the prices of agricultural commodities (cotton and cocoa). The increase in the prices 

of basic commodities pushes up export earnings, raises the contribution of exports to growth, 

                                                 
8
 Phosphoric Acid 
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boosts state resources and improves the standard of living of farmers if the high prices paid 

for agricultural commodities trickle down to the producers.   

 

Concerning external trade, the Euro zone remains the main importer from CFA member 

countries, although the share of exports from some countries such as Benin or Burkina Faso to 

the zone has dropped considerably (see Appendix 5).  Togo has always recorded low exports. 

In contrast, exports have remained very high during the same period for Cote d'Ivoire (85%), 

Mali (60%), Niger (40%) and Senegal (95%). With regard to the CEMAC countries, exports 

to the Euro zone have remained practically stable during this period, at 95% for Cameroon 

and the Central African Republic, 85% for Chad, 80% for Equatorial Guinea and 33% for 

Gabon. Only Congo exports relatively less products towards the Euro zone even if this ratio 

has increased from 4% in 2001 to 10% in 2011. The market share of CFA member countries’ 

imports from the Euro zone is nearly identical to that of exports. The Euro zone share of the 

market is high and has remained nearly unchanged in African countries that export mainly to 

that zone. Other countries have recorded a slight drop. Concerning WAEMU countries, Cote 

d’Ivoire, Mali and Senegal mostly import from the Euro zone with high proportions 

remaining constant over time. In the CEMAC region, a similar phenomenon has been 

observed in Cameroon, the Central African Republic, Equatorial Guinea and Chad. On the 

whole, the Euro zone remains the most important trade partner of CFA member countries, 

especially those with a high share in the regional economy.  

 

Over the past few decades, the exchange rate regime and the common monetary institutions 

have enabled this zone – particularly in the 70s and 80s, and again after the adjustment of the 

exchange rate in 1994 – to experience a lower inflation rate and better macro-economic 

stability compared to other countries South of the Sahara.  Graph 1 shows that CFA member 

countries generally have a lower inflation rate compared to other African countries, especially 

in relation to African countries South of the Sahara.  

 

  

Graph 1 

Consumer Price Index, Inflation (average) 
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  Source: African Development Bank et al. (2012) 
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Graph 2 

Real GDP Growth Rate in Africa 
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Figure 2: Real GDP Growth (%)

 
  Source: African Development BanK et al. (2012) 

 

In the long run, lower inflation rates offer significant advantages for an economically stable 

environment and for financial development. However, in general, CFA member countries 

haveon average, made slower progress in comparison to other African countries (Graph 2). 

Numerous factors account for this relative under-performance, among other things, the 

exchange rate regime. 

 

3. Real Exchange Rates in the Franc Zone 

 

Appendix 6 gives details of the concepts and modes of calculating the different exchange 

rates: nominal, real and effective. Since 1 January 1999, the exchange equivalence of the 

CFAF has been fixed at CFAF 655.957 to the Euro but the CFAF fluctuates freely against the 

US dollar. 

 

3.1 Nominal and Real Exchange Rate 

 

Graph 3 shows that from 2001, the nominal exchange rate of the CFAF dropped against the 

US dollar, following a similar trend by the Euro against the US dollar, as a result of the fixed 

exchange rate between the CFAF and the Euro. The appreciation of the CFAF against the US 

dollar resulted in a loss of competitiveness of the CFA member countries in the rest of the 

world, since their exports are paid for in US dollars making them more expensive.   

 
Graph 3 

CFAF/US dollar and Euro/US dollar Exchange Rates 

 
   Source : World Bank, Global Economic Monitor, http://data.worldbank.org/data-catalog/global-

economic-monitor 

 

N.B.: Due to the quotation of the indirect rate, a drop signifies an appreciation against the US 

dollar. 

 

http://data.worldbank.org/data-catalog/global-economic-monitor
http://data.worldbank.org/data-catalog/global-economic-monitor
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However, this competitiveness also depends on the price level because if prices are much 

lower in CFA member countries, export products will perhaps remain competitive. This 

analysis then uses the inflation differential to calculate the real exchange rate. Because of the 

fixed real exchange rates between the CFAF and the Euro, the evolution of the real exchange 

rate with the Euro depends solely on the inflation differential between CFA member countries 

and the Euro.  Thus, Graph 4 shows that the real exchange rate tended to drop over the period 

1999-2011 in Cameroon and Cote d'Ivoire. This drop indicates that the price index in the Euro 

Zone increased much slower than the price index of CFA member countries. Therefore, terms 

of trade do not play in favour of CFA member countries.  

 

 
Graph 4 

 Evolution of the Nominal Exchange Rate, of the Real Exchange Rate relative to the Euro, of the 

Inflation Differential with the Euro zone from 1999-2011 

 

Cameroon     Côte d'Ivoire 

 

 
  Source: Authors’ calculation based on March 2012 AfDB data  

 

3.2 Real Effective Exchange Rates 

 

It is relatively easy to calculate the real effective exchange rate, the only restriction being the 

availability of external trade statistics and prices, both local and external. The International 

Financial Statistics (IFS) of the International Monetary Fund (IMF) only provides an index of 

the real effective exchange rate at base 100 for 2005 for six CFA member countries
9
. The real 

effective exchange rate was thus calculated following the method described in Appendix 6, 

using the trade share of each CFA country against: (i) the Euro zone, and (ii) the rest of the 

world to weight the real exchange rate with the Euro and the real exchange rate with the 

dollar, respectively.  Depending on the volume of bilateral trade, each real exchange rate does 

not have the same weight in the calculation of the real effective exchange rate. Graph 5 shows 

that for Cameroon and Cote d’Ivoire, a comparative evolution of the real effective exchange 

rate calculated by us and by the IMF.  The real effective exchange rate that we calculated 

follows a trend similar to that of the IMF. The differences between the two curves come from 

the fact that we used two commercial parameters (Euro zone and dollar zone) while the IMF 

used more parameters.  

 

                                                 
9  Cameroon, Côte d’Ivoire, Gabon, Equatorial Guinea, the Central African Republic and Togo. 
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Graph 5 

 Comparative Evolution of the real effective exchange rates based on the calculation  

method used 
 

Cameroon      Côte d'Ivoire 

 
 Source: IMF and the authors’ calculation using the AfDB data, March 2012. 
 

Graph 6 shows the comparative evolution of the real exchange rates relative to the Euro and 

the real effective exchange rates of Cameroon and Côte d'Ivoire.  The relative position of the 

two curves has changed since 2003, the year the US dollar dropped below one Euro. 
 

Graph 6: 

The evolution of the real exchange rate (relative to the Euro) and the real effective exchange rate 

 

Cameroon       Côte d'Ivoire 

 

 
 Source:  Authors’ calculation based on March 2012 AfDB data. 

 

4. The CFAF misalignment 

 

As a first step, the calculation of the CFAF misalignment calls for an estimate of the real 

theoretical equilibrium exchange rate. Once this has been determined, it is then compared to 

the real effective exchange rate observed. The difference, positive or negative, reveals the 

significance of the misalignment or the degree of overvaluation or undervaluation of the 

currency.  
 

4.1 Factors determining the real effective equilibrium exchange rate 
 

The real effective equilibrium exchange rate, sometimes called "equilibrium exchange rates”, 

depends on the theoretical analysis used. For Driver and Westaway (2004), there is no one 

definition of the equilibrium exchange rate.  The theoretical analysis of the real effective 

equilibrium exchange rate was made using different approaches. The first is based on the 

hypothesis of the purchasing power parity or the law of a single price according to which, at 

equilibrium, “a given sum of the national currency should buy the same basket of goods and 

services on the local market and on the foreign market.” This approach has, however, shown 

its limits because of the difficulties in making empirical verifications of the forecasts (Rogoff, 
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1996 and MacDonald (2000). Recent theories have focused more on econometric or dynamic 

approaches (see Table 2).  

 

Based on the most frequently used approaches in literature, the real effective equilibrium 

exchange rate depends on a number of variables or fundamentals that play an important role 

in determining the equilibrium state. In the macro-economic approach, the real effective 

equilibrium exchange rate is defined as the real effective equilibrium exchange rate value that 

is compatible with the simultaneous attainment of the internal equilibrium and the medium-

term external equilibrium (Yamb, 2007). The internal equilibrium coincides with the 

attainment of the potential level of production, which is a sign of full employment. The 

external equilibrium is defined by the equality of the current account to an 'equilibrium value', 

allowing for external payments to be honoured. The current account balance depends on a 

country’s economic activity (represented by the GDP), the economic activity of other 

countries, the real effective equilibrium exchange rate and other external variables. The 

equilibrium value of the current account is obtained when the economic activity (local or 

foreign) and the real effective equilibrium exchange rates attain their equilibrium level. The 

fluctuation of the real effective equilibrium exchange rate around the equilibrium value 

depends on the differences in productivity (which explain the difference between production 

and the potential production level), and the gap between the current account and its target 

value. 

 
Table 2 

Some equilibrium exchange rate theories  
Approach Title Remarks Authors 

Macro-economic 

Approach  

Fundamental 

Equilibrium 

Exchange Rate 

(FEER). 

Medium term, descriptive and normative 

approach. For each period, a misalignment is 

identified. 

Edward (1989) ; 

Williamson 

(1994) ; Wren-

Lewis (1992) 

Desired  

Equilibrium 

Exchange Rate 

(DEER). 

Depending on the desired levels of employment 

and current account 

Artis et Taylor 

(1993) 

Econometric or 

Empirical 

Approach 

Fundamental 

Equilibrium 

Exchange Rate 

(FEER). 

Static models for error correction. Co-integration 

relationship between the exchange rate and 

certain fundamental variables. Misalignment is a 

retracting force.  

Clark et 

MacDonald 

(1998) 

Behavioural 

Equilibrium 

Exchange Rate 

(BEER). 

The authors use econometric techniques to 

distinguish between the permanent equilibrium 

exchange rate (PEER) and the current (BEER) but 

the economic meaning is difficult to understand.  

Clark et 

MacDonald 

(2000) 

Dynamic 

Approach 

Natural Real 

Exchange Rate 

(NATREX) 

Short, medium and long-term dynamic model.  

The NATREX ensures the equilibrium of the 

balance of payments in the absence of cyclical 

factors of speculative capital flows and variation 

of the exchange reserve.  

Stein (1994) 

Stein et Allen 

(1997) 

Source: Authors used data from Bouveret and Sterdyniak (2005) 

 

The macro-economic models used, differ depending on the conditions in determining the 

sustainability of external payments, by which the target value of the current account is 

defined. For Montiel (1999), external equilibrium depends on the net external position, trade 

balance, net transfers, cost of transactions associated with private expenses and real interests 

relative to the net external position.  For developing countries, Elbadawi and Soto (1997) 

show that fluctuations of international capital, exchange rates, trade policies and public 

spending should be taken into account in determining the external balance and in estimating 

the real effective equilibrium exchange rate. Elbadawi et al (2009) have linked external aid 

(net of international reserves) to these variables, explaining the evolution of the real effective 

equilibrium exchange rates.  
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4.2 Methodology and data analysis 

 

In order to calculate the theoretical equilibrium exchange rate, we used a model that has been 

applied to developing countries, especially those of the CFAF zone (Combes and Plane, 2007 

and Couharde et al., 2011) in which the real effective equilibrium exchange rates depend on 

the following economic factors: degree of openness (TRADE), terms of trade (TOT), per 

capita productivity (PROD), public spending (PUBEXP), and external debt (DEBT). . 

 

  (1) 

 

We used a linear regression model with fixed individual effects
10

. The Hausman test (1978)
11

, 

which is used to determine if the fixed and variable estimate are effective, revealed the 

presence of individual fixed effects generally observed in data panels where statistic units 

apply to countries. The LTRADE and LPROD series are static up to a certain level while the 

other series are integrated in Order 1. The co-integration tests conducted by Pedroni (1999, 

2004) and Kao (1999)
12

 show that the data are co-integrated
13

. All the variables are in the 

Neperian logarithm.  The relative productivity variable is measured by the GDP per inhabitant 

(in constant value 2000). The trade terms variable is calculated from the price indices at 

export and import (base 100: 2000). The public spending variable, the degree of openness 

variable (the sum of exports and imports) and the external debt variable are all a percentage of 

GDP. The data is from the March 2012 socio-economic base of the African Development 

Bank (AfDB) and covers the period 2001-2011 (a cylinder panel of 14 countries over 10 

years).   

 

Trade liberalization, which is translated by a drop in import duties and by export subsidies, is 

expected to usher in a real depreciation (an increase of the real effective equilibrium exchange 

rate), which shows that a positive sign is expected for the coefficient associated with the 

TRADE variable.  The impact of the increase for terms of trade (TOT) is ambiguous because 

it depends on the scale of the effects of revenue and the effects of substitution. The relative 

productivity effect (PROD) should be positive because an increase in productivity boosts 

economic competitiveness, which should lead to a real depreciation. There is also an 

ambiguity on the expected sign for public spending (PUBEXP), which depends on the 

composition of such spending in either tradable or non-tradable goods. A strong composition 

of non-tradable goods is expected to cause a real appreciation (negative sign). The increase in 

debt (DEBT) is a source of real depreciation of the equilibrium (positive sign). 

 

  

  

 

                                                 
10

  See Baltagi, B.H. (2008) Econometric Analysis of Panel Data, 4th edition, New York: John Wiley, Chapter 2 and Wooldridge (2009) 

Introductory Econometrics: A Modern Approach, 4th Edition, Singapore: South-Western Cengage Learning, Chapter 14 for an insight on 

fixed or variable models.  
11  Hausman, J. A. (1978) “Specification Tests in Econometrics”, Econometrica, 46 (6), pp. 1251–1271. 
12  Pedroni, P. (1999) “Critical Values for Cointegration Tests in Heterogeneous Panels with Multiple Regressors”, Oxford Bulletin of 

Economics and Statistics, 61, pp. 653-670.  

 Pedroni, P. (2004) “Panel Cointegration, Asymptotic and Finite Sample Properties of Pooled Time Series Tests with an Application to 
the PPP Hhypothesis”, Econometric Theory, 20, pp. 597-625. 

 Kao, C. (1999) “Spurious Regression and Residual-Based Tests for Cointegration in Panel Data”, Journal of Econometrics, 90. 
13  Even if the variables are co-integrated, it is the results of the long term model that serve as a basis for calculating the misalignment of the 

effective real exchange rate relative to the equilibrium value. 
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Table 3 

 Long term factors of the real effective equilibrium exchange rates of CFA member countries 

Fixed-effects (within) regression  Number of obs = 154  

Group variable: id   Number of obs = 14  

R-sq: within = 0.6291  Obs per group: min = 11 

 between = 0.0167    avg = 11 

 overall =  0.0084    max = 11 

    F(5,135) = 45.79  

Corr (u_i, Xb) = -0.9458   Prob > F = 0.0000  

              

lreer Coef. Std. Err. t P>|t| [95% Conf. Interval] 

        

ltrade -0.0294137 .0421129 -0.70 0.486 -.1127001 .0538727 

ltot -0.0302516 .0230991 -1.31 0.193 -.0759346 .0154314 

lprod 0.299482*** .0424438 7.06 0.000 .2155411 .3834228 

lpubexp -0.1541841*** .0270295 -5.70 0.000 -.2076401 -.1007281 

ldebt 0.050556*** .0087364 5.79 0.000 .0332781 .0678339 

_cons 3.175567*** .5531609 5.74 0.000 2.081585 4.269549 

        

sigma_u .31498932       

sigma_e .0611095       

rho .96372729 (fraction of variance due to u_i)     

       

F test that all u_i=0: F(13 ,135) = 12,92 Prob > F = 0.0000  

 

N.B.: All variables are in logarithm (***:  Significant at 1%) 

Source: Econometric estimates made by the authors 

 

Table 3 gives the results of the real effective equilibrium exchange rates. The F-statistic 

indicates that the coefficients, taken together, are not equal to zero. On the contrary, the 

estimated results of the long term relationship with the real effective equilibrium exchange 

rates show that the coefficients associated with the degree of openness and the terms of trade 

are not significant. If this situation is the result of the temporal weak dimension of the panel 

data used, it can also be explained by the rigidity of the international trade for CFA member 

countries whose imports are almost incompressible, while exports depend on external factors 

such as international demand, climatic conditions (e.g. rainfall for agricultural products) and 

effort to extract crude oil and minerals.  

 

4.3 Under-valuation and real overvaluation of the CFAF  

 

From the results of the econometric estimates, we obtain the estimated real effective 

equilibrium exchange rates. The difference between the real effective equilibrium exchange 

rates and the observed real effective equilibrium exchange rates allows us to appreciate the 

misalignment of the CFAF in 2011 calculated for each CFA country following the Elbadawi 

and Soto method (1997) (Table 4) as well as the fluctuations of the misalignment of the CFAF 

over the period 2001/11 (Graph 7).  
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Table 4 

Misalignment of the CFAF in 2011 (in %) 
WAEMU 

Benin 
Burkina 

Faso 

Côte 

d'Ivoire 

Guinea 

Bissau 
Mali Niger Senegal Togo 

-0.40 -8.07 6.71 -2.53 -3.49 -1.78 5.84 2.56 

CEMAC 

Cameroon Gabon 
Equatorial 

Guinea 
Congo 

Central 

African 

Republic 

Chad 

6.31 7.94 -14.99 -7.99 3.62 0.72 

  Source: Authors’ calculation  

 

The calculated percentage of the 2011 misalignment is low, varying in absolute terms 

between approximately 0.4% and 15%.  Furthermore, they are not all the same sign - meaning 

that certain countries have real effective equilibrium exchange rates that are overvalued while 

others have under-valued real effective equilibrium exchange rates. In 2011, half of the 

countries of the zone (Benin, Burkina Faso, Congo, Guinea Bissau, Equatorial Guinea, Mali 

and Niger) were in a state of real overvaluation, while others namely Cameroon, Côte 

d’Ivoire, Gabon, Central African Republic, Senegal, Chad and Togo were under-valued. This 

result should be taken with much caution when a similar exchange policy is used for all CFA 

member countries.  The conditions differ considerably, even within the same CEMAC or 

WAEMU zone, and thus a different policy should be adopted.  However, over the period 

2001/11, all countries experienced many years of overvaluation.   

 

Graph 7 shows that many of the CFA member countries experienced a real appreciation (drop 

in the misalignment curve) to the point of finding themselves in an overvaluation situation 

(misalignment decreased till negative) from 2004, for some, and from 2007, for others. A 

review of the fluctuation over time shows that the misalignment curve tends to follow the 

CFAF/dollar exchange rate curve, except for the time when the price of the main export 

commodity is high.  The 2008 international economic and financial crisis led to a real 

appreciation relative to 2007 in just about all countries of the zone. Generally, the 

appreciation of the CFAF follows the appreciation of the Euro relative to the US dollar. Such 

appreciation drops when the prices of basic commodities exported by CFA member countries 

are high.   Specifically, in some countries like Cameroon and Cote d’Ivoire, the fluctuation of 

the misalignment curve follows the price curves of the main commodity products exported 

rather than the curve of the Euro/dollar exchange rate. 
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Graph 7 

Misalignment of the CFAF (right axis), exchange rate of the Euro for US$ 1 and the price of the 

main export products (reference 2005) 

 

 

Benin (cotton) 

 
Burkina Faso (cotton) 

 
Côte d'Ivoire (cocoa) 

 
Guinea Bissau (cashew*) 

 
 

 

 

 

 

 

* 

 

 

 

Mali (cotton) 

 
Niger (Uranium) 

 
Senegal (phosphoric acid)*** 

 
Togo (cocoa) 
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Cameroon (crude oil) 

 
Gabon (crude oil) 

 
Equatorial Guinea (crude oil) 

 
 

 

 

 

 

 

Congo (petroleum) 

 
Central African Republic (timber) 

 
Chad (crude oil) 

 
Sources: The AfDB data base; IMF, World Bank (Global Economic Monitor - Commodities), The econometric estimates are 

by the authors 

 (*price index of oleaginous agricultural products, **price of phosphates). 

 

5. Towards a new exchange rate in the franc zone 

 

Rumours of an overvaluation of the CFAF that circulated towards the end of 2011 were 

mainly based on the near continual appreciation of the CFAF relative to the dollar and the 

drop in prices of basic commodities recorded from the second half of 2011. If previous 

estimates led to the conclusion that misalignment was within “reasonable” limits, and that it 

was not necessary to immediately devalue the CFAF, the issue remains topical in the medium 

and long term, at a time when the European crisis is increasingly weighing down on the world 

economy and on sub-Saharan trade partners. Should conditions continue to deteriorate, 

devaluation, which had been totally rejected in December 2011, will become inevitable.  

Therefore, it  would be regrettable for CFA member countries not to draw lessons from what 

happened in 1994 and give some thought to a new exchange system that is more flexible than 

the present fixed exchange rate regime that could likely face a brutal and sudden new 

adjustment.   
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5.1 The appreciation of the CFAF relative to the dollar 

  

The appreciation of the Euro relative to the US dollar led to a real appreciation in CFA 

member countries because of the fixed parity between the Euro and the CFAF. This near 

continual appreciation of the Euro relative to the US dollar which had been observed since 

2002, led to a gradual appreciation of the Franc, which weighed down on the exchange rate 

regimes of all countries in the Franc zone into real overvaluation, dating from 2004 in some 

countries, and from 2007 in others.  Graph 8 shows the nominal depreciation/appreciation of 

the CFAF against the nominal exchange rate in 1999, the year it was pegged to the Euro. With 

regard to 1999, the CFAF depreciated against the US dollar from then up until 2002. From 

2003, we saw a gradual appreciation that rose above -15% from 2006 before hitting the -20% 

mark during the period 2007-11. Therefore, it is urgent for CFA member countries to develop 

a strategy to adjust the CFAF parity relative to the Euro in the face of the continual 

appreciation of the latter currency relative to the US dollar. The increase in prices of basic 

commodities has tended to mitigate or temporarily bring some countries of the CFAF zone 

out of this real overvaluation situation. However, the ongoing European crisis threatens to 

weaken the demand for commodities and cause a drop in world prices.  

 

 
Graph 8 

 Nominal appreciation/depreciation of the CFAF relative to the US dollar as compared to the 

1999 exchange rate 

 
Source: Wolrd Bank (Global Economic Monitor) 

Note : * annual average exchange rate   

N.B.: A negative value shows an appreciation relative to the US dollar. 

 

5.2 The threat of the European crisis 

 

The sovereign debt crisis in Europe and in the United States is expected to lead to a recession 

or even a stagnation of the world economy, resulting in a fall in global demand and a drop in 

basic commodity prices.  According to IMF estimates (2011), world growth was expected to 

slow down in 2012, with a stable growth rate of around 4% for 2011, down 1% from 2010’s 

5% growth rate. However, the IMF indicates that “the risks of a downward revision of the 

forecasts are weighing down on prospects because of budgetary uncertainties.” While 

exchange rates are expected to remain relatively stable in 2012, the prices of basic 

commodities are expected to drop by 3.1% for crude oil and 7.5% for basic agricultural 

products, after experiencing respective increases of 30.6% and 26.1% in 2011. Should the 

prices of basic commodities decline and the Euro appreciate or stagnate against the dollar, real 

overvaluation of the CFAF zone will continue, and this will most likely have an adverse effect 

on the competitiveness of CFA member countries.   
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A market diversification process is already underway in CFA member countries. Trade with 

emerging countries has also steadily risen in recent years.  According to the Bank of France, 

trade between CFA member countries and the BRICS (Brazil, Russia, India, China and South 

Africa) grew sevenfold between 2002 and 2008, from 2.6 billion dollars to 18.7 billion 

dollars. This trend, which is expected to increase further, is another argument in favour of the 

adoption of a more flexible exchange rate regime. While the dollar remains the invoicing 

currency for many international exchanges outside the Euro zone, products from the Franc 

zone are losing their competitive edge.    

 

5.3 Toward a system of fixed but adjustable exchange rates 

 

The choice of a better exchange rate regime has often been discussed in economic literature 

but a definitive solution has not been found thus far. However, priorities are changing with 

time and exchange rate regimes will have to adapt. It is in the interest of CFA member 

countries to be less dependent on the Euro zone as was revealed by the real overvaluation of 

the CFAF, with the likelihood of the phenomenon deteriorating. Instead of maintaining the 

fixed nominal exchange rate over a certain period and then carrying out a strong devaluation 

of the CFAF, as was the case in 1994, it would be preferable to establish a real 

over/undervaluation range beyond which it would be necessary to readjust the CFAF/Euro 

exchange rate parity. For that reason, it will be necessary to adopt an approach that will no 

longer be in terms of nominal pegging but in terms of real targets. The real overvaluation that 

results in the loss of external competitiveness also adversely affects the local industry by 

reducing the cost of imports, especially Chinese goods.   

 

The elements that can be used to determine this range are as follows: the Euro/US dollar
14

 

exchange rate, changes in the price of export products from CFA member countries and an 

evolution in the share of trade from these countries with trade partners outside the Euro zone. 

In this regard, we propose that the monetary authorities define the fluctuation range beyond 

which the CFAF parity should be readjusted. This entails defining and maintaining the fixed 

parity between the Euro and the CFAF with a proviso to adjust the parity when the CFAF 

appreciates (or depreciates) in real terms within a specific timeframe. We propose a range 

between +- 20% startingfrom 2005
15,

 which would give a readjustment of +-20%. This +-20% 

limit is based on the fact that the overvaluation was 30% in 1994 (Devarajan, 1997) and that 

the 50% readjustment came too late and was, onaverage, higher than the overvaluation 

observed. However, what is essential here is not the limits of the range but the central banks 

impetus in defining precise, transparent and familiar rules in advance, to ward off the shock of 

a sudden devaluation.  Devaluation always has contradictory and adverse effects. According 

to Alby (2007), the reappearance of inflation, social tensions and a heavy oil bill constitute the 

main costs.  In the case of the Franc zone, the loss of having the guarantee of a lender of last 

resort with the French Treasury is another risk. That notwithstanding, advances from the 

French Treasury are still an exception. The convertibility guarantee and the free transferability 

of capital are still issues that are subject to restrictive conditions (Verdier-Chouchane, 2001, 

p, 50). It would no doubt be necessary to undertake a thorough reform of the banking system 

in CFA member countries, and improve good governance as well as the business climate. 

                                                 
14  The Euro/Yen and Euro/Yuan exchange rate could be used when the market share of CFA member countries with Japan 

and China have attained a significant level. 
15  The last working paper on misalignment by Abdih and Tsangarides (2006) concludes that in late 2005, the real effective 

equilibrium exchange rates of the CEMAC and WAEMU were not misaligned but, on the contrary, were aligned with the 

long term equilibrium value.  
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However, recent events show the importance for CFA member countries to adopt a new 

exchange rate policy that would enable them to adjust to the international context.  

 

6. Conclusion 

 

The Euro zone remains the principal client of  CFA member countries even if some countries 

have reduced their share of exports to the zone. With respect to imports, the Euro zone market 

share has remained almost unchanged over the past decade, and is very high in countries such 

as Cameroon, Côte d'Ivoire, Equatorial Guinea, Mali, the Central African Republic, Senegal 

and Chad.  The Euro zone remains the principal trading partner of all CFA member countries 

making up a high proportion of trade share (over 70%) in half of the 14 countries.  

Membership of this zone has the advantage of encouraging long-term inflation control. The 

common currency has also served as the basis for a regional integration framework that is 

equipped with solid institutions. However, compared to other African countries, CFA member 

countries are less competitive on the international market and seem less equipped to withstand 

certain external shocks. This explains in part their low growth rate.  From 2003, given the 

appreciation of the Euro relative to the dollar, the CFAF gradually appreciated against the 

dollar.  If 1999
16

 can be taken as the base year, the nominal appreciation rate relative to the 

US dollar stood at 24.2% in 2011, after hitting a high of 27.3% in 2008. The 20% mark was 

surpassed in 2007. At the current level, the results of the econometric estimates show that 

CFA member countries experienced a gradual appreciation (decrease of the misalignment 

curve) to the point of attaining an overvaluation (the misalignment became negative)  from 

2004 in some cases, or from 2007 in others.    In 2011, half of the countries of the CFAF zone 

(Benin, Burkina Faso, Congo, Guinea Bissau, Equatorial Guinea, Mali and Niger) were in a 

situation of real overvaluation.  The misalignment of the CFAF curve seems to be closely 

linked to that of the Euro/dollar exchange rate, except in the case of the increase in the price 

of basic commodities exported by each country. 

 

Based on the above observations, we recommend that the authorities responsible for monetary 

policies of CFA member countries set up an over/undervaluation range beyond which a 

readjustment of the CFAF/Euro parity exchange should be envisaged. The CFAF is pegged to 

a currency which, depending on the economic situation, could find itself in a long period of 

overvaluation (which is presently the case), or of undervaluation relative to the dollar.  The 

definition of this range, based on factors affecting the economic situation of CFA member 

countries, should facilitate the correction of an overvaluation, caused by changes in the 

economic performance of the Euro zone and not those of CFA member countries. Overall, it 

is left to the monetary authorities of the CFA zone to define and maintain a fixed nominal 

exchange rate between their currency and the Euro while making room for possible 

adjustments when the reference currency appreciates (or depreciates) beyond the range 

previously set. These authorities should themselves determine what modifications to make to 

the structures governing the monetary institutions of the CFAF zone so as to create an 

adequate institutional framework within which to implement this proposal.  

 

 

 

 

 

 

                                                 
16  1999 saw the creation of the Euro and the attachment of the CFAF to it.  
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APPENDICES  

Appendix 1: Principal Macro-economic Aggregates of the CFA member countries 

  

Growth Rate 
  

Inflation Rate 
  

Budgetary Balance  (% du 

GDP)   
Current Balance  (% du GDP) 

2008 2009 2010 2011(e)   2008 2009 2010 2011(e)   2008 2009 2010 2011(e)   2008 2009 2010 2011(e) 

W
A

E
M

U
 

Benin 5.0 2.7 2.6 3.0 

  

7.9 2.2 2.1 2.7 

  

-1.7 -4.3 -1.6 -0.6 

  

-8.1 -8.9 -6.9 -8.7 

Burkina Faso 5.2 3.2 7.9 5.1 

 

10.7 2.6 -0.6 2.8 

 

-7.7 -7.6 -10.7 -8.1 

 

-11.7 -4.6 -3.2 -0.9 

Côte d'Ivoire 2.3 3.8 2.4 -5.9 

 

6.3 4.7 1.7 4.9 

 

-0.6 -1.6 -2.3 -2.5 

 

1.9 7.4 4.6 3.0 

Guinea Bissau 3.2 3.0 3.5 5.1 

 

10.4 -1.6 2.2 4.6 

 

-0.8 3.6 -0.2 -1.6 

 

-3.4 -4.5 -7.6 -6.7 

Mali 5.0 4.5 5.8 2.7 

 

9.1 2.2 1.4 3.0 

 

-2.2 -4.2 -2.7 -1.0 

 

-12.2 -7.3 -7.5 -5.2 

Niger 9.3 -0.7 8.0 4.2 

 

11.3 4.3 0.9 3.4 

 

1.4 -5.5 -2.5 -4.9 

 

-13.0 -25.0 -20.9 -27.2 

Senegal 3.7 2.1 4.1 4.0 

 

5.7 -2.2 1.2 3.0 

 

-4.8 -5.2 -5.2 -5.3 

 

-14.1 -6.7 -6.1 -8.7 

Togo 2.4 3.4 3.7 3.9 

  

8.7 1.9 1.4 3.7 

  

-0.9 -2.8 -2.8 -3.8 

  

-7.4 -5.6 -7.1 -8.0 
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Growth Rate 
  

Inflation Rate 
  

Budgetary Balance  (% du 

GDP)   
Current Balance  (% du GDP) 

2008 2009 2010 2011(e)   2008 2009 2010 2011(e)   2008 2009 2010 2011(e)   2008 2009 2010 2011(e) 

C
E

M
A

C
 

Cameroon 2.9 2.0 3.2 4.1 

  

5.3 3.0 1.3 2.5 

  

2.2 -0.1 -1.1 -1.3 

  

-4.7 -7.7 -5.8 -6.3 

Gabon 5.3 1.9 6.6 5.8 

 

5.3 1.9 1.5 2.1 

 

11.5 6.6 4.8 7.4 

 

22.0 12.7 8.2 8.8 

Equatorial 

Guinea 
10.7 5.7 -0.8 7.0 

 

4.3 7.2 7.5 7.2 

 

15.4 -7.9 -4.8 -2.3 

 

9.1 -17.1 -23.8 -17.9 

Congo 

(Republic) 
5.6 7.5 8.8 5.3 

 

6.0 4.3 5.0 2.5 

 

26.1 5.2 16.3 22.0 

 

1.1 -9.0 4.7 13.3 

Central African 

Republic 
2.0 1.7 3.3 3.0 

 

9.3 3.5 1.5 1.0 

 

-1.0 -0.1 -1.4 -2.4 

 

-9.9 -8.1 -9.9 -8.4 

Chad 3.4 4.1 14.3 2.8 

  

8.3 10.1 -2.1 -0.6 

  

3.8 -7.8 -3.8 0.4 

  

8.8 -3.2 -0.5 2.3 

(e) Estimates from the AfDB Statistics Department. 

Source : Socio-economic data base from the AfDB (March 2012) 
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Appendix 2: The principal export products of  CFA member countries (and their share of total exports) 

    Product I Product II Product III 

WAEMU 

Benin (64.2%) 
Cashew nuts in husks 

(29.5%) 

Cotton, not framed or combed (28.7%) 

 
Copper, waste and debris (6.0%) 

Burkina Faso (80.8%) 
Cotton, not framed or 

combed (52.1%) 

Gold in a semi-manufactured form for 

non-monetary use (including plated 

gold) (19.6%) 

Sesame grains, crushed (9.1%) 

Côte d'Ivoire (58.9%) 

Cocoa beans, whole or 

crushed, raw or roasted 

(36.3%) 

Crude oil or asphalt mineral (14.6%) Cocoa paste, fat-free (8.0%) 

Guinea Bissau 

(92.2%) 

Cashew nuts with husk 

(92.2%) 
   

Mali 

(59.9%) 

Cotton, not framed or 

combed (39.3%) 

Mineral or chemical fertilizers 

containing three fertilising elements: 

Nitrogen, phosphoric acid (12.5%) 

Sesame grains, crushed (8.1%) 

Niger 

(94.3%) 

Natural uranium and its 

components (70.5%) 
Light oils and preparations (23.8%)   

Senegal 

(38.3%) 

Phosphoric acid and poly 

phosphoric acids (25.5%) 
Fish, fresh/frozen (6.8%) Frozen fish, nda (6.0%) 

Togo 

(63.1%) 

Cocoa beans, full or 

crushed, raw or roasted 

(47.1%) 

Natural calcium phosphates, aluminium 

calcium phosphates and phosphate 

chalk, crushed (8.3%) 

Gold in a semi-manufactured form for non-monetary 

use (7.7%) 
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    Product I Product II Product III 

CEMAC 

Cameroon 

(66.7%) 

Crude oil or asphalt mineral 

(39.6%) 

Cocoa beans, full or crushed, raw or 

roasted (18.7%) 
Bananas including fresh plantains (8.4%) 

Gabon 

(86.7%) 

Crude oil or asphalt mineral 

(69.9%) 

Manganese minerals and concentrates 

(9.8%) 

Timber even without its bark, or roughly squared, nda 

(70%) 

Equatorial Guinea 

(94.9%) 

Crude oil or asphalt mineral 

(72.7%) 
Natural or liquefied gas (22.2%)   

Congo 

(87.8%) 

Crude oil or asphalt mineral 

(87.8%) 
   

Central African Republic (67.9%)  

Crude timber even without 

its bark, or roughly squared, 

nda (25.8%) 

Diamonds, sorted out or uncut (25.4) 

Wood sawed or boned longitudinally, sliced or 

unrolled, planed or not, sand papered, or joined by 

assembling together, weighing 6 mm, nda (16.7%) 

Chad 

(96.5%) 

Crude oil or asphalt mineral 

(90.9%) 
Crude oil or asphalt mineral (5.6%)   

 Source: COMTRADE data base (harmonised system, Rev. 2)- Statistical Division of the United Nations, March 2011. 

 AfDB Statistics Department.   

 

(e) Estimates from the AfDB Statistics Department. 

Source: AfDB socio-economic data base (March 2012). 
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Appendix 3: Share of trade of  CFA member countries with the Euro zone (%) 

    2001 2005 2011 

    Export  Import  Total* Export  Import  Total* 

Trade variation 

(total) relative 

to 2001 Export  Import  Total* 

Trade variation 

(total) relative 

to 2001 W
A

E
M

U
 

Benin 63.5 43.4 51.6 22.1 41.6 34.6 -32.9 22.1 41.6 32.6 -36.8 

Burkina Faso 33.7 35.2 34.8 12.6 29.2 24.5 -29.6 12.6 29.2 24.4 -30.1 

Côte d'Ivoire 85.0 70.0 78.6 85.0 70.0 78.2 -0.5 85.0 70.0 85.0 8.1 

Guinea Bissau 20.0 43.4 40.1 20.0 41.6 33.9 -15.6 20.0 41.6 20.0 -50.2 

Mali 60.0 85.0 75.4 60.0 85.0 75.3 -0.2 60.0 85.0 75.3 -0.2 

Niger 42.6 45.0 44.0 42.6 40.9 41.5 -5.8 42.6 40.9 41.5 -5.8 

Senegal 95.0 80.0 86.1 95.0 80.0 85.2 -1.0 95.0 80.0 95.0 10.3 

Togo 9.3 42.4 29.3 13.2 41.6 30.0 2.4 13.2 41.6 30.0 2.3 

C
E

M
A

C
 

Cameroon 95.0 80.0 87.3 95.0 80.0 87.4 0.1 95.0 80.0 87.1 -0.3 

Gabon 33.0 85.0 51.7 33.0 85.0 49.3 -4.5 33.0 85.0 52.1 0.8 

Equatorial 

Guinea 
80.0 80.0 80.0 80.0 80.0 80.0 0.0 80.0 80.0 80.0 0.0 

Congo 

(Republic of) 
4.0 52.0 23.7 2.0 50.0 19.0 -19.9 10.0 50.0 26.9 13.6 

Central African 

Republic 
95.0 80.0 86.6 95.0 80.0 85.7 -1.1 95.0 80.0 84.5 -2.5 

Chad 85.0 70.0 73.4 85.0 70.0 78.0 6.2 85.0 70.0 70.6 -3.8 

Source: AfDB socio-economic data base (March 2012). *Well-balanced average. 
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Appendix 4 

Evolution of the main agricultural products exported by CFA member countries 

(base 100 : January 2000) 

 
  Source: World Bank (Global Economic Monitor - Commodities) 

 
Appendix 5 

  Trend of the prices of crude oil, copper, gold and phosphate 

(base 100 : January 2000) 

 
  Source: World Bank (Global Economic Monitor – Commodities) 
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Appendix 6 –Exchange rate definitions and concepts  

 

The nominal exchange rate between two currencies facilitates the conversion of prices from one 

currency to another. In this document, we have used an uncertain quotation. In this context, the 

nominal exchange rate is the number of units of the national currency needed to obtain a foreign 

currency unit or hard currency. It is the cost of the hard currency in local currency. The increase 

in the nominal exchange rate (uncertain quotation) corresponds to a depreciation of the national 

currency (or to an appreciation of the foreign currency) since more and more units of the local 

currency are needed for one unit of the foreign currency.  

 

The real exchange rate is the nominal exchange rate deflated by local and foreign prices. In the 

uncertain quotation approach, the real exchange rate is calculated as follows: 

 

   (1) 

 

P* being the price index in the foreign country and P the domestic price index.  Depending on 

the prices used, many types of real exchange rates can be identified. When the price index for the 

prices of goods and services is paid for in foreign currency (p*), a real exchange rate is obtained 

called “internal terms of  trade”. With the price index of foreign currency imports and exports, 

the real exchange rate is called "international exchange rates". The real exchange rate used is 

generally calculated from the foreign price index given both in hard currency and in local 

currency. The general price index includes both the prices of good sold (export or import) and of 

unsold goods.  The real exchange rate relative to the Euro at date t of a CFA country i equals :  

 

   (2) 

 

Because of the fixed nominal exchange rates between the CFAF and the Euro, the real exchange 

rate with the Euro depends on the inflation differential between CFA member countries under 

review and the Euro zone. 

 

The real desired exchange rate is the weighted sum of the real exchange rates with the different 

trading partners.  The real desired exchange rates of CFA member countries were calculated with 

two categories of trade partners in view: the Euro zone and the rest of the world. For the Euro 

zone, the fixed nominal exchange rate relative to the Euro (CFAF 655.957/Euro) was used while 

for the rest of the world the nominal exchange rate relative to the dollar was used. The inflation 

rate in the Euro zone and in the rest of the world was used to determine the price indices (base 

100 for the year 2000). For CFA member countries, the consumer price index (base year 2000) 

was used.  The real desired exchange rate for each country was determined on the basis of the 

market share of the Euro zone as compared to the share of the rest of the world (import and 

export) in the external trade of the country under consideration. 

 

 (3)  

 

 

 

 

 

 



 31 

The real effective equilibrium exchange rate is the real desired exchange rate of country i at the 

date t. TCNt,euro/FCFA is the nominal exchange rate at the date t between the Euro and the CFAF 

(which since 1 January 1999, stands at CFAF 655.957 per Euro). TCNt,dollar/FCFA is the nominal 

exchange rate between the US dollar and the CFAF (see Graph 3). 

 

The trade share with the Euro zone (PCZE) is determined as follows:  

 

 
 

PEZEt,i being the share of the exports of country i towards the Euro zone at date t, and PIZEit the 

share of imports of country i from the Euro zone at date t. The share of trade with the rest of the 

world is also calculated using the same principle.   
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Recent publications of the series. 
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165 2012 Ahmed  Moummi 
The Mobilisation of Fiscal Resources in Niger 

and its Impact on Household Living Standard. 

164 2012 Ousman Gajigo 

Closing the Education Gender Gap: 

Estimating the Impact of Girls’ Scholarship 

Programme in the Gambia.  

163 2012 

Christopher Adam, David 

Kwimbere, Wilfred Mbowe 

and Stephen O’Connell 

Food Prices and Inflation in Tanzania 

162 2012 

 

Evans Osabuohien, Uchenna 

R.  Efobi and Adeleke Salami  

 

Planning to Fail, or Failing to Plan: 
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Development Question Nigeria 

161 2012 
Mthuli Ncube , Eliphas Ndou  

and Nombulelo Gumata 

The Impact of Euro Area Monetary and Bond 

Yield Shocks on the South African Economy: 
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Evidence  

160 2012 
Wolassa L. Kumo 

 

 Infrastructure Investment and Economic 

Growth in South Africa – A Granger 

Causality Analysis  

159 2012 
Ousman Gajigo and Mary 

Hallward-Driemeier 

Why do Some Firms Abandon Formality for 

Informality? Evidence from African Countries  

158 2012 Stijn Broecke 

Tackling Graduate Unemployment through 

Employment Subsidies: An Assessment of the 

SIVP  Programme in Tunisia. 

157 2012 
Mthuli Ncube, Eliphas Ndou 

and Nombulelo Gumata 

How are the US Financial Shocks Transmitted 

into South Africa? Structural  VAR Evidence. 

156 2012 
Albert Mafusire and Zuzana 

Brixiova 

Macroeconomic Shock Synchronisation s in 
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