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Abstract
The progress of regional integration in ECOWAS is leading to the desire to create an optimal monetary zone. This desire 
to create an optimal monetary zone is leading to a wave of divergent views on the effect and exchange rate regime of the 
single currency on trade. On the one hand, WAMZ countries want to adopt it with a flexible exchange rate, while on the 
other hand, WAEMU countries want to adopt it with a fixed exchange rate pegged to the euro. This divergence of views is 
at the heart of our problem. We need to analyze the effect of this currency and its flexible exchange rate regime on regional 
integration, more particularly the market integration of the Economic Community of West African States. Our evaluation 
is based on an augmented gravity model as the basic theoretical model, with the Pseudo Maximum Poisson Likelihood 
with High Dimension Fixed Effects (PPMHDFE) as the estimation method. 

This panel study is based on data from the World Bank (WDI), IMF (DOTS) and CEPII from 2009 to 2018. The question 
addressed by the analysis of the potential effect of sharing a single currency on integration by the ECOWAS market, 
allows us to arrive at two main results. (i) The potential effect of the single currency on trade is significant, robustness 
tests confirm the positive effect of currency sharing on trade. (ii) The flexible exchange rate has positive effects on trade. 
Thus, we therefore call on the political leaders of ECOWAS countries to make efforts to meet the convergence criteria and 
the establishment of this single currency in order to be the foundation of the single African currency, on the one hand. On 
the other hand, we recommend the adoption of a single currency with a variable exchange rate with a gradual approach.
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Introduction
Since the 1960s, African States stated the necessity of regional 
integration in the founding acts of continental community institu-
tions. The Lagos Plan of Action (1980), accelerating the regional 
dynamics of structured development, suggests the consolidation 
of regional economic integration organizations. The establishment 
of the African Economic Community (AEC) in 1991 and the dis-
solution of the Organization of African Unity (OAU) to form the 
African Union (AU) in 2002 result from this rationality. As a re-
sult, since the 2000s, ECOWAS countries have been suggesting 
their desire to accelerate the monetary integration process began 
in the early 1980s, in order to consolidate the regional integration 
and to stimulate the trade. This has taken the form of a plan to cre-

ate a single currency in two stages in West Africa. In its first stage, 
the plan expected the launch of a single currency, the Eco, by the 
member countries of the West African Monetary Zone (WAMZ) 
in January 2015. In a second stage, WAMZ expected to merge 
with the West African Monetary Union (WAMU) to create a single 
currency for all fifteenth ECOWAS member countries by 2020.

Regional integration is a concept that has been discussing through 
many political and socio- economic debates in the world, and even 
more in Africa. Although its definition seems to be unanimous, it 
includes several aspects (economic, social, etc.). Consequent, ac-
cording to Bela, regional economic integration is both a dynamic 
and static phenomenon that must be considered as a process as 
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well as a state of affairs [1]. A process leads to the gradual elim-
ination of different discriminatory practices and a state of affairs 
that is characterized by the absence of such practices. Regional 
integration can be defined as ''measures taken by governments to 
liberalize or facilitate trade within region '' according to the World 
Trade Organization (2015).

Integration involves some sharing of sovereignty through the shar-
ing of established regional institutional procedures. It gives prefer-
ence to the group as a community while pursuing an ultimate goal 
of institutional merger. It may involve various areas of the state, 
including sustainable management of the economic environment, 
also security, human rights, education, health, research and tech-
nology or natural resources management [2]. Money is any asset 
that is generally accepted as payment for goods and services or re-
payment of debts, and is distinct from both wealth and income [3].

It is unique when it shared with several states and replaces the 
national currencies (Bakoup and Ndoye, 2016).
 
The Economic Commission for Africa (2016) assessments of the 
Abuja Treaty in 2015 put ECOWAS in a customs union stage, with 
the occurrence of delays in the implementation of the regional in-
tegration process undertaken and a slowdown in the process. Ac-
cording to UNCTAD (2016), it has low integration indexes, name-
ly the trade integration index (0.442), the regional infrastructure 
index (0.426) and a productive integration index (0.265), com-
pared to the EAC1 and AMU2 whose trade integration indexes are 
respectively (0.780) and (0.631), then the productive integration 
indexes are successively (0.553) and (0.481). These low indexes, 
with regard to the trade component of integration, lead to a weak-
ness in trade within ECOWAS countries, which is mainly based on 
commodities such as cocoa, coffee, oil, cotton, etc.

Indeed, this regional trade accounts for less than 10% of the region's 
total exports and the cumulative value of its imports amounted to 
$98.1 billion, representing about 0.59% of the total value of world 
imports. In sum, the total value of ECOWAS trade in goods (sum 
of exports and imports) estimated at $190 billion, while regional 
trade accounted for only $19.1 billion, or about 10% of total trade 
volume. On a worldwide scale, they only represent 0.7% of world 
exports and 0.5% of imports, deepening the marginalization of the 
continent and the ECOWAS area in particular with respect to world 
trade, over time compared to WAEMU countries. Trade between 
these countries reflect a greater dynamism than intra-ECOWAS 
trade, with 15.2% of total exports and 9.3% of total imports and 
this is due to the difference in currencies (UNCTAD, 2018).

This low level of intra-regional trade is an impediment to the po-
tential gains of a monetary union. This idea debated according to 
two approaches. The first, so-called traditional approach, states 
that the decision to create (or enter) a monetary union depends on 
the expected positive externalities. The second, so-called endoge-
nous approach, argues that monetary union acts as a subsidy to the 

bilateral trade of the countries that have adopted it. Clearly, mone-
tary unification increases the volume of trade [4-7]. While for Rose 
it intensifies market integration, for Santana- Gallego and Jorge 
exchange rate volatility is not a determinant of trade volumes or 
even its volatility has a negative effect on trade [8-10].

Much empirical studies have justified the positive link between 
single currency sharing and trade intensification. Nevertheless, it 
raises doubts about the existence of such link for a future currency 
union, especially when we consider the debates on the feasibility 
of the monetary union with regard to divergence views point on the 
adoption of the exchange regime, security crisis and the failure de 
comply with the convergence criteria. Theoretically, a divergence 
of views between the two countries could be a cause for concern, 
but it is not clear whether it would be possible to achieve a mon-
etary union. From a theoretical standpoint, there is a divergence 
of views between the exogenous paradigm and the endogenous 
paradigm of the theory of optimal currency zones 3(OMZ). For 
the feasibility of a single currency, the former requires compli-
ance with the economic criteria of the OMZs, and a good level of 
convergence of the economies [11-13]. The second raises a debate 
opposing the thesis of the virtuous circle of the OMZs4 (Frankel 
and Rose, 1998; Rose, 2000) and the thesis of the vicious circle of 
the OMZs [14]. Thus, for Tsangarides and Qureshi (2008), endog-
enous mechanisms can cause over time to make sharing a single 
currency beneficial.

The regional integration’s process to which adding the problem of 
several currencies, coupled with the project of adopting the single 
currency such as the ECOWAS zone, as well as the nature of its ex-
change rate regime towards other currencies. It therefore requires 
looking at the potential effects and the exchange rate regime of 
such currency on regional integration in this REC. Indeed, while 
for some, the single currency intensifies trade, for others bilateral 
trade reacts significantly positively to currency parity (Dorn et al., 
2013) or even its volatility has an intuitively significant negative 
effect on trade [15, 16]. What are the effects of a single currency 
on regional integration in the ECOWAS region? The main objec-
tive of this paper is to analyze the effect of the single currency and 
exchange rate variability on regional integration in the ECOWAS 
region.

In the analysis of bilateral trade flows, the gravity model is the 
most widely used. Indeed, it allows us to analyze the effect of 
the model's variables on trade volumes. To achieve this analysis, 
unlike Santos Silva and Tenreyro who recommend using a Pseu-
do- Maximum Likelihood Poisson estimator (PPML), due to high 
dimensional fixed effects panels; we use the new and more robust 
estimation technique developed by Sergio Correia et al.  high-di-
mensional fixed-effects Pseudo-Maximum Likelihood Poisson 
estimator” [17-20]. This work will contribute to the empirical lit-
erature on the effects of a monetary union on trade in general and 
specifically in ECOWAS countries. It will bring out the economic 
policy implications of consolidating the monetary union and in-



   Volume 2 | Issue 2 | 83J Eco Res & Rev, 2022 www.opastonline.com

creasing trade. Following this introduction, the rest of the paper 
structures in four sections. Section 1 concerns the literature’s re-
view. Section 2 presents the stylized facts of ECOWAS trade. Sec-
tion 3 deals with the empirical strategy and Section 4 presents the 
discussion of the results and policy implications

Review of the Literature
Many economists agree that mutual trade and economic open-
ness increase between countries that share a single currency, due 
to lower transaction costs and a stable exchange rate regime. In 
addition, in the empirical literature, there is a broad consensus 
that a monetary union increases the volume of trade between the 
countries involved. Some recent studies find out a significant posi-
tive relationship between a currency union and trade, while others 
find a mixed result. This work has followed two lines of inquiry. 
The first, which follows the logic of Rose (2000), assesses the di-
rect effect of currency unions on integration through trade. Using 
a panel data study covering 186 countries over the period 1970-
1990, she showed that a currency union triples the volume of trade 
on average. According to Glick and Rose, using the gravity mod-
el, although the currency union increases the trade of countries 
involved about 50%; it still has different effects on the trade of 
some countries in the European Union [6]. For Mignamissi, the 
potential effect of the single currency on bilateral trade is positive 
and significant, but it differs across communities because of the 
characteristics of member countries [7]. Thus, for Sadeh, the euro, 
in addition to intensifying trade between the countries of the Euro-
pean Union, would have increased the trade of European countries 
that are not members of the euro zone by 35%. Studies of Qing 
He and al. (2019) using a gravity model, also result in the fact that 
monetary integration increases intra- regional trade. Moreover, the 
relationship between currency and trade varies with the number 
of member countries in the currency union and the differences in 
economic development of member countries [5].
 
The second axis focuses attention on the effect of monetary re-
gimes and policies on trade7through an assessment of the effect 
of change in monetary regime on trade. It also estimates the de-
terminants of bilateral exports. This axis shows that the positive 
and significant effect of monetary integration on bilateral trade 
weakened by the complexity of political regimes, especially as 
the ECOWAS space coupled with a series of elections. Other re-
cent studies have examined the link between the single currency 
and trade according to Anyanwu (2003) [21]. These researches, 
based on an exogenous analysis, show that the African franc zone 
is not optimal, but tend to validate its optimality according to the 
endogenous approach8. Some recent research globally confirms 
the existence of endogenous effects of a single currency Couharde 
and al [22]. To these two axes, another synthesis debate concerns 
the variability of the exchange rate. Indeed, several authors have 
also analyzed the impact of the exchange rate regime on trade. 

We quote among others [15, 16]. For the formers, bilateral trade 
responds significantly and positively to currency parity, but only 
after at least 8 years and remains constant thereafter. As for Miron 
and al, exchange rate volatility has an intuitively significant neg-
ative effect on trade while the common currency has a positive 
effect. Finally, studies of Santana-Gallegos and Perez-Rodríguez 
show that exchange rate volatility is not a determinant of trade 
volumes. Indeed, for them, exchange rate volatility does not posi-
tively influence trade because; it constitutes an important mean for 
the crisis transmissions [9, 16].

The Stylized Facts
According to the literature on currency areas and regional integra-
tion, countries with large trade flows are more likely to form an op-
timal currency union, thanks in part to low transaction costs. Thus, 
regional integration offers unique opportunities to carry out the 
transformation and development of a sub-regional space. This in-
tegration faces certain obstacles. These obstacles limit trade. These 
include tariff and non-tariff barriers of trade, increased competition 
between countries due to low trade complementarity, and obstacles 
to the free movement of factors of production. However, like most 
regional integration mechanisms in Africa, ECOWAS and WAE-
MU have focused primarily on border measures and tariffs that 
have significantly hampered all integration efforts.

Regional integration has several aspects. In the context of our re-
search, the trade component is the one we are interested in be-
cause of the weakness of intra-community trade due to linguistic 
and cultural barriers within ECOWAS countries, the low level 
of diversification of member states' production, and the relative 
weakness of infrastructure (transport, energy) and the non- con-
solidation of the common external tariff. According to the index 
of Regional Integration in Africa (UNCTAD, 2016), SADC has an 
overall score of (0.531) higher than ECOWAS (0.509). As trade 
integration is a regional priority for all RECs, according to UNC-
TAD9 (2016), ECOWAS also has a low score (0.531) in this area. 
ECOWAS also has a low trade integration index score (0.442), be-
low the average of the eight RECs (0.540), compared to the EAC 
(0.780), and AMU (0.631).In addition to this low level of trade 
integration index, there are non-tariff measures (NTMs), includ-
ing domestic measures. These measures, which are more import-
ant than customs duties, also slow down intra-regional trade, as 
they considerably increase the cost of doing business (WTO10, 
2011). The persistence of non-tariff barriers (NTBs) further hinder 
Intra-ECOWAS trade, particularly quantitative restrictions. These 
NTMs disproportionately and negatively affect small countries 
and producers. The total value of ECOWAS trade in goods (sum 
of exports and imports) estimated at $190 billion in 2015, while 
regional trade accounted for only $19.1 billion, or about 10% of 
total trade volume (Figure 1).
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Source: Author, based on UNCTADSTAT data

This trade is essentially dominated by four (04) of the fifteen (15) 
member states (Nigeria, Côte d'Ivoire, Ghana and Senegal), which 
account for a large share of intra-community trade. Indeed, these 
four countries respectively account for 83.3% and 63.6% of in-
tra-community exports and imports. For Mignamissi, ECOWAS 
represents a low weight in trade with 9.15% of intra exports in the 
total, compared to regions such as ASEAN, NAFTA and the EU 
that trade with each other at 34.47%, 51.38% and 65.18% respec-
tively for exports, and 43.48%, 36.01% and 60.17% for imports. 
At the sub regional level, East Africa remains the fastest growing 
sub region, at 6.1% in 2017 and 6.2% in 2018 [7]. West Africa's 
economy grew by 3.2% in 2018, up from 2.4% in 2017. According 
to statistics, the share of ECOWAS exports in global exports was 
only 0.5% in 2017. This figure indicates the marginal role played 
by the region in global trade. According to UNCTAD (2018) re-
port, countries within ECOWAS globally have an export basket 
dominated by primary products that are competitive in the glob-
al market but in little demand by other African countries. Indeed, 
the giant Nigeria exports more petroleum products. This export is 
directed outside the ECOWAS region. Despite, the numerous in-
stitutional measures taken by the regional economic communities 
to promote intra-African trade within the framework of the various 
regional trade agreements that they have signed. Among them, we 
can list the customs unions (WAEMU, UDEAC13 and SACU14). 
It is clear today that official trade between African countries rep-
resents only a small share of their total trade and is tending to 
stagnate or even decline. Intra-regional trade in Africa remains 
insignificant compared to their total exports outside the continent.

As regards the monetary cooperation program in ECOWAS, it is 
set up to accompany a process of monetary integration, the single 

currency is a currency shared by several states and which replaces 
national currencies. It allows for the creation of a large integrated 
market that is conducive to the creation of large companies that can 
then enter the world market. However, the common currency does 
not allow for market integration to the same extent as the single 
currency. Indeed, in terms of monetary sovereignty, in a common 
currency countries retain their monetary sovereignty. This allows 
each country to pursue a monetary policy that meets its needs, if 
it does not harm its partners. The single currency implies a single 
monetary policy.

This policy, determined by the community central bank, takes into 
account the zone as a whole. The monetary geography of ECOW-
AS includes, on the one hand, the WAEMU countries and Cape 
Verde, whose currencies are pegged to the euro and then operate 
according to the principles of the Eco zone, and, on the other hand, 
the English-speaking countries of West Africa and Guinea, which 
have independent currencies. In 1987, the Authority of Heads of 
State and Government met in Abuja to adopt the ECOWAS Mone-
tary Cooperation Programme (EMCP). The main objective was to 
achieve a harmonized monetary system through compliance with a 
set of macroeconomic convergence criteria8 that would lead to the 
homogenization of the economies of member states. After 1999, 
the lack of political will and commitment, the lack of uniformity in 
the adoption of the macroeconomic framework and finally the lack 
of coordination and harmonization of policies between countries, 
led to the proposal of a two-track "fast-track" approach. In the first 
instance, the CMCP envisaged the launch of the WAMZ single 
currency and in the second instance the merger between WAMZ 
and WAEMU to launch the ECOWAS single currency. 

Figure 1



   Volume 2 | Issue 2 | 85J Eco Res & Rev, 2022 www.opastonline.com

After the Bamako summit in 2000, for the creation of WAMZ 
whose mandate was to create a common central bank and launch 
a common currency in 2003, the merger between WAEMU and 
WAMZ planned for 2004. This single currency project, which 
was initiated in December 2009 by the member countries of the 
WAMZ (Ghana, Nigeria, Guinea, Gambia and Sierra Leone) and 
which hopes to eventually include all ECOWAS countries, was 
joined by the countries of the CFA zone (Benin, Burkina Faso, 
Côte d'Ivoire, Guinea-Bissau, Mali, Niger, Senegal and Togo) in 
June 2013. Mainly due to the inability of WAMZ member coun-
tries to meet the convergence criteria, the CFCP has been post-
poned several times (2003, 2005, 2009, 2013 and 2015), although 
a strategy emerged in 2005. This strategy advocates moving to-
wards another option, which is to abandon the intermediate stage 
of the WAMZ single currency by maintaining the creation of a 
single currency in 2020 for those member countries that meet the 
first-tier criteria. However, its implementation is proving difficult, 
as the path to economic convergence is rather complex. Indeed, di-
vergences have arisen due to its peg to the euro, its fixed parity and 
the failure to meet the convergence criteria15. This is why, on 10 
February 2020, Nigeria requested a postponement of the launch of 
the Eco, the single West African currency, theoretically scheduled 
for 1 July 2020 for the formation of an optimal monetary zone. So 
what are the theoretical and empirical foundations of an optimal 
currency area?

Methodology
There are several techniques and methods for assessing region-
al trade (macroeconomic indicators such as growth and inflation, 
trade flows and revealed comparative advantages, etc.). Among 
them, the gravity model is the most suitable to forecast good re-
sults between monetary union and bilateral trade, because of its 
stability and robustness, although it has some criticisms regard-
ing to border effects (common culture, distance, etc.). The gravity 
model proposed in this paper inspired by the empirical literature 
on the subject. Indeed, the gravity model continues to be men-
tioned as a reference model in international economics (Anderson 
et al, 2016; Glick and Rose, 2016). Several specifications of the 
gravity equation exist (see Head and Mayer, 2014).
 
In this paper, we chose the following specification 

Xij: represents the value of bilateral trade between country i and 
country j. 

Yiet Yj are the Gross Domestic Product (GDP) of country i and 
country j ; 

Distij measures the distance between country i and country j.

A, β1 and β2 are coefficients; β1 is assumed negative while β2 is 
assumed positive. 

The gravity model presented in this work takes the following gen-
eral form:

Log(Xijt) = β0 + β1Log(PIBit) + β2Log(PIBjt) + β3Log(POPit) + 
β4Log(POPjt) + β5Logdistij + β6MUij + β7OUVij + β8LCij + β9CE-
DEAOit) + β10FRONTij + β11Colon. Communij + β12NATDEMuij 
+ εijt

 Xijtis the bilateral exports of country i to country j.

GDPit is the nominal GDP of country i in year t. 

GDPjt is the nominal GDP of country j in year t.
 
POPit is the population of country i in year t.

POPij is the population of country j in year t. 

Distij is the distance between countries i and j.
 
Among the dummy variables, MUij is the variable simulating the 
sharing of the single currency, taking the value 1 if countries j and 
i belong to the same monetary union, and 0 otherwise.

OUVij is a dummy variable, which is 1 if the countries have both 
access to the sea, and 0 otherwise.

ECOWASij is the expression of a membership of the trade partners 
i and j to the same sub- regional space. This variable takes the 
value 1 if country i belongs to the ECOWAS space and country j 
does not. In other words, if both countries belong to the ECOWAS 
region the modality is 0.

LCij represents the common official language between the trading 
partners: taking the value 1 if the countries share the same lan-
guage, and 0 otherwise.

FRONTij represents the common border between the countries: 
taking the value 1 if the countries share the same border, and 0 
otherwise.

Uij is the variable simulating the sharing of the single currency, 
taking the value 1 if countries i and j share the same currency, and 
0 otherwise.

NATDEMuij is the variable measuring the exchange rate regime 
between trading partners. It is assumed to be flexible (1) between 
country i and country j, if country i belonging to the ECOWAS 
space has as a trading partner a country j not belonging to this 
space and fixed (0) between country i and country j belonging to 
the ECOWAS space.

εijt is the error term.
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The originality of this study, compared with previous studies, is to 
see with what intensity the future single ECOWAS currency and 
its exchange rate regime could affect the trade of these countries, 
while using a new more robust estimation technique (PPMLHD-
FE) and more recent data.

The Estimation Technique and Data Sources
The management of the problem of zero flows of the dependent 
variable has always been a subject of debate in the gravity model 
literature, as these zero flows lead to a loss of information. The 
inability of log-linear specifications to deal effectively with this 
problem has directed the debate towards non-linear specifications, 
of which Santos-Silva and Tenreyro propose the log-linear form as 
a strategy for overcoming the inconsistency arising from the use of 
OLS. However, due to the presence of heteroskedasticity and zero 
flows in the dependent variable, the assumption of a lognormal 
distribution of the error terms of the log-linear model violated [17].
 
Santos-Silva and Tenreyro recommend the use of the Poisson 
Pseudo Maximum Likelihood (PPML) estimator in this context. 
However, in the context of this work, due to the presence of fixed 
effects, the large number of zero values in the dependent variable 
and the multiple sources of heteroscedasticity with which the pan-
el data are confronted, we use, contrary to the other authors, a new 
estimation technique called the In contrast to other authors, we use 
a new estimation technique known as the Poisson rapid estimation 
technique with high-dimensional fixed effects (PPMLHDFE) [17-

19]. Indeed, this estimator, according to, then (Sergio Correia et 
al., 2019), in addition to taking into account the advantages of the 
Poisson estimator (PPML), it also has the advantage of controlling 
several fixed effects [23]. It implements a new and more robust 
approach to check the existence of (pseudo) maximum likelihood 
estimates. It also allows controlling multiple sources of hetero-
geneity while speeding up compared to existing algorithms for 
non-linear estimation of high-dimensional fixed effects. It also has 
the advantage of leading to a faster calculation of the parameters 
of interest while eliminating some unnecessary steps (number of 
iterations).

The variables used in this work are of two types: quantitative 
variables and dummy variables. Our sample covers the ECOWAS 
countries (exporting countries), plus their partners. These partners 
were choosing according to the trade volume of ECOWAS coun-
tries towards these countries. Since 2015, the structure of ECOW-
AS trade with the rest of the world has been dominated by exports 
to the European Union (23%), whose main partners are France, 
Germany, Italy, Portugal, Spain, Holland, Belgium and the United 
Kingdom. ECOWAS also has a significant trade volume with the 
United States, Canada and Mexico (24%). In addition, there are 
South Africa, China, Japan, Brazil, India and South Korea (UNC-
TAD, 2018). To these potential partners, we add the 15 ECOWAS 
countries to this list, thus making a base with thirty- (30) partner 
countries with the exception of Russia and Belgium due to missing 
data on independent variables for the study period.

Results of The Estimation

Variables of the model Ordinary Least Squares Pseudo Poisson Maximum 
Likelihood (PPML)

Pseudo Poisson Maximum 
Likelihood with high Fixed 
Effects (PPMLHDFE)

Single Currency 2.095*** (0.153) 1.057*** (0.209) 1.057*** (0.209)
Opening to the Sea 0.409*** 0.567*** 0.567***

(0.0959) (0.130) (0.130)
Common Border 0.650*** 0.205 0.205

(0.138) (0.203) (0.203)
Common colonist -1.114*** (0.186) 0.380* (0.199) 0.380* (0.199)
Common Language 0.813*** 0.236 0.236

(0.147) (0.147) (0.147)
Ecowas -0.365 -0.910*** -0.910***

(0.289) (0.319) (0.319)
Single currency’s Natur 0.747*** 2.037*** 2.037***
Ln (PIBi) Ln (POPj) (0.261) (0.276) (0.276)

1.333*** (0.0517) 1.008*** (0.0742) 1.008*** (0.0742)
0.545*** (0.0338) 0.696*** (0.0499) 0.696*** (0.0499)

Ln(PIBj) -0.0111 -0.0530*** -0.0530***
(0.0116) (0.0133) (0.0133)
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Ln(POPi) -0.179*** 0.00624 0.00624
Ln (distance) Constant (0.0438) (0.0827) (0.0827)

-0.953*** (0.0852) -1.226*** (0.111) -1.226*** (0.111)
-28.91*** (1.235) -22.44*** (1.412) -22.44*** (1.412)

Observations 4,497 4,497 4,497
R-squared 0.385 0.622 0.7830
Source: Author, based on Stata 14 software *** p<0.01, ** p<0.05, * p<0.1

Gambia Central Bank of Gambia Dalasi (GMD) Flexible exchange 1 EUR = 55,1372 GMD
Ghana Banque of Ghana Cedi (GHS) Flexible exchange 1 EUR = 6,21704 GHS
Guinea Central Bank of Republic of Guinea Guinea Franc (GNF) Flexible exchange 1 EUR = 10.247,4 GNF
Liberia Central Bank of Liberia Liberian Dollar (LRD) Flexible exchange 1 EUR = 214,676 LRD
Nigeria Central Bank of Nigeria Naira (NGN) Flexible exchange 1 EUR = 419,412 NGN
Sierra Leone Banque of Sierra Leone Leone (SLL) Flexible exchange 1 EUR = 10.382,9 SLL

The best estimator retained is the Pseudo Poisson Maximum Like-
lihood with Large Fixed Effects (PPMLHDFE) due to the signifi-
cance of the variables of interest and the high R- squared.
 
Discussion of Results and Policy Implications
The results of our econometric estimations, presented in the table 
above, show that our model is globally significant (Prob>chi2= 
0.000). Indeed, with the exception of the traditional variable 'com-
mon settler' which is significant at the 10% level, the other vari-
ables are significant at the 1% level, except for the variables 'com-
mon language' and 'common border' which are not significant. All 
estimated coefficients are statistically significant at the 1% level. 
The coefficients of the variables for the exporting country (ECOW-
AS country), the partner country (ECOWAS country) and the part-
ner country (ECOWAS country) are significant and their signs are 
in line with the expected ones. The coefficients associated with the 
variables gross domestic product of the exporting country (ECOW-
AS country), the partner country (ECOWAS country and other 
partners) and distance are elasticities. The coefficient associated 
with the GDP of the exporting country (ECOWAS country) indi-
cates at a significance level of 1%, all other things being equal, that 
a 10% increase in the GDP of this country generates an increase of 
more than 10% in the export trade of ECOWAS. This result is in 
line with many other studies, including [24, 25]. This confirms the 
idea that the higher the per capita income of a country, the great-
er the production capacity and the volume of goods available for 
export. This result also indicates the country's ability to produce 
and export at lower costs, all other things being equal. In contrast, 
the effect of GDP on the importing country's trade is negative and 
significant. Clearly, the higher the GDP of the importing country, 
the lower the elasticity of demand for goods from abroad. Specif-
ically, a 1% increase in the GDP of the importing country leads 
to a decrease of more than 0.050113% in trade. Our results are in 
agreement with those of [26]. For them, when it comes to imports, 
the population of this country is a good indicator of market size 

that can absorb local products at lower cost. Similarly, the pres-
ence of galloping inflation in the country can discourage economic 
operators in importing countries, who fear importing this negative 
shock into their economies. A substitution effect of imported goods 
by domestic goods will take place in the partner countries, even if 
the latter are of inferior quality. Partner countries consume more 
of the local products they import. The analysis of the economet-
ric results shows that, at the 1% threshold, a 1% increase in the 
population of the partner country results in a 0.696% increase in 
trade. Indeed, the larger the population of the destination country, 
the higher the bilateral trade. This positive sign for the population 
of the importing country would mean that the latter is productive 
and oriented towards the consumption of products, thus a factor 
increasing bilateral trade [7].
 
Our hypothesis on distance is true. The effect of distance on trade 
is negative as predicted. Intra- regional trade decreases with in-
creasing distance. Its coefficient is negative and significant at 1%. 
Countries that are far away trade less than those that are closer 
together. Similar to Coulibaly, D. et al. Kothoni, R. et al our results 
show that a 1% increase in distance between two countries leads 
to a decrease in their bilateral trade of about 1.23%. This weakness 
could be because of the facilities offered by the global digital envi-
ronment to modernize trade structures [27, 28].

Similarly, the simultaneous opening to the sea positively affects 
trade between countries as predicted. This dummy variable has a 
positive and significant coefficient at 1%. Like many other authors, 
we find that openness to the sea increases trade between countries 
0.7621 times (𝑒0,5665587 − 1). The single currency, our variable 
of interest (Mu) that captures the use of the same currency positive-
ly and significantly affects trade. This confirms the hypothesis of 
[27, 29]. We obtain that an adoption of the single currency would 
improve ECOWAS bilateral trade flows by about 1.88 times. This 
is very much in line with studies by [5,6,30].
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Regarding to our second variable of interest, on the exchange rate 
regime (flexibility), designed to capture the effect that the flexible 
regime of this single currency would have on trade, if adopted, 
seems to have a positive effect on trade of the countries in the 
zone. In contrast to who finds that exchange rate, variability has 
no significant impact on bilateral trade. We arrive at almost the 
same result as (Senadza and Diaba, 2018). For them, exchange 
rate flexibility has a negative effect on trade in the short run and a 
positive effect in the long run. The result of our study indicates a 
positive and significant coefficient at 1%. The adoption of a flex-
ible exchange rate by ECOWAS countries towards their partner’s 
increases trade by 6.665 times [31].

The Policy Implications
The coefficients associated with the variables of the gravity mod-
el are mostly significant and also show the expected signs. These 
results lead us to formulate the following two main policy impli-
cations:
First, the significant influence of the single currency sharing on 
trade would indicate that a single currency area should, other 
things being equal, increase the intensity of intra-regional
 
trade considerably. This answers our question as to whether or not 
sharing a single currency is a determinant of increased trade within 
the ECOWAS region. In this regard, we recommend that mem-
ber states to accelerate reforms relating to the harmonization of 
macroeconomic policies, presupposing convergence of budgetary 
and monetary policies (compliance with the convergence criteria), 
prior to the monetary union stage.

Finally, one of our recommendations concerns the exchange rate 
of the single currency. We recommend the adoption of a semi-flex-
ible exchange rate regime in the first instance and in the long term 
a flexible exchange rate regime (gradual approach). Indeed, a flex-
ible exchange rate could have positive effects on growth, thus on 
employment and the balance of trade. The evolution of the ex-
change rate remains for the WAEMU countries as well as for spec-
ulators and industrialists, a subject of perplexity, and a source of 
fragility in the future. These countries are indebted and indebted 
enough, and therefore vulnerable. A rise in commodity prices will 
create Dutch disease effects and lead to an appreciation of the real 
effective exchange rate (rise in the prices of tradable compared to 
non-tradable) and to a loss of competitiveness of the economy: 
this amplifies the pessimistic vision of countries in the adoption 
of the flexible exchange rate regime linked to other currencies. To 
this, it must add the sensitivity of household purchasing power to 
unanticipated inflation, which leads to a deterioration of the trade 
balance.
 
Conclusion
The progress of regional integration in ECOWAS has led to the 
desire to create an optimal currency area. This stage of regional 
integration has given rise to a wave of divergent views on its effect 

and exchange rate regime on trade. On the one hand, WAMZ coun-
tries want to adopt it with a flexible exchange rate, while on the 
other hand, WAEMU countries want to adopt a fixed exchange rate 
pegged to the euro. This divergence of views is the central point of 
our problem, especially when we know that its adoption has effects 
on the trade of countries. The question addressed by the evaluation 
of the potential effect that sharing a single currency would have 
had on integration through the ECOWAS market, allowed us to 
identify several factors that influence trade. To achieve this, we 
used a gravity model following the latest developments from Head 
and Mayer (2014). 

The variables of distance, growth domestic product, population, ex-
change rate regime, openness to the sea, common settler, common 
border, common language and community membership, nature of 
the single currency, and single currency simulating the sharing of 
a single currency by REC member countries were selected. The 
present panel study based on data from the World Bank (WDI), 
the IMF (DOTS) and CEPII from 2009 to 2018. We estimate our 
equation by the Pseudo Maximum Poisson with high fixed Effects 
(PPMHDFE). We find out three main results: (i) the potential ef-
fect of the single currency on bilateral trade is significant; robust-
ness tests confirm the positive effect that currency sharing would 
have had on trade; (ii) a flexible exchange rate could have positive 
effects on trade (iii) distance is a factor limiting trade. In the mean-
time, we invite ECOWAS countries to make efforts to meet the 
convergence criteria in order to be the foundation of the single Af-
rican currency. However, our study has some shortcomings, nota-
bly the lack of recent data to better express the reality. In addition, 
several other methods exist to quantify the nature of the exchange 
rate regime of the single currency.
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