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1. INTRODUCTION 

T h i s working paper examines the e f f e c t i v e n e s s o f monetary p o l i c y 
i n c o n t r o l l i n g monetary aggregates and the impact of monetary 
p o l i c y upon the I v o r i a n economy, l o o k i n g i n p a r t i c u l a r a t the 
impact and e f f e c t i v e n e s s of the e x i s t i n g a r r a y of monetary 
inst r u m e n t s a v a i l a b l e t o the monetary a u t h o r i t i e s . 

Monetary p o l i c y i n Cote d ' l v o i r e operates i n an i n s t i t u t i o n a l 
environment t h a t i n many r e s p e c t s r e s t r i c t s the range of p o l i c y 
o p t i o n s a v a i l a b l e t o the monetary a u t h o r i t i e s . As the l a r g e s t 
member of a r e g i o n a l monetary union. Cote d ' l v o i r e cannot s e t 
i n t e r e s t r a t e s i n d e p e n d e n t l y of oth e r u n i o n members nor can i t 
u n i l a t e r a l l y change i t s exchange r a t e , which has remained pegged 
t o the French Franc s i n c e 1948. The union a l s o manages i t s 
f o r e i g n r e s e r v e s c o l l e c t i v e l y and c o n t r o l s c r e d i t expansion which 
i n f l u e n c e s the d i r e c t i o n and magnitude of the monetary stance 
t h a t i n d i v i d u a l c o u n t r i e s may f o l l o w . T h i s Working paper l o o k s 
a t the d i s t i n c t i v e f e a t u r e s of the o p e r a t i o n of monetary p o l i c y 
w i t h a f i x e d exchange r a t e and r e g i o n a l involvement i n monetary 
p o l i c y d e c i s i o n s . 

Cote d ' l v o i r e i s a good example of p o l i c y c o n t i n u i t y . Monetary 
p o l i c y i n s t r u m e n t s have remained v i r t u a l l y unchanged s i n c e 1973. 
The economic environment however, has a l t e r e d from r a p i d e x p o r t -
based growth i n the 1970s, t o economic s t a g n a t i o n and prolonged 
adjustment t o i n t e r n a l and e x t e r n a l f i n a n c i a l imbalances d u r i n g 
the 1980s. Access t o commercial f o r e i g n funds has been 
e f f e c t i v e l y c u t s i n c e debt s e r v i c i n g a r r e a r s emerged i n 1983. 
In t h i s p e r s p e c t i v e , the d e c l i n e i n gr o s s n a t i o n a l s a v i n g s t o 
l e s s than 10 per cent of GDP appears as a s e r i o u s problem l i k e l y 
t o r e s t r i c t the growth of c a p i t a l s t o c k , p a r t i c u l a r l y as p r i v a t e 
f o r e i g n investment has a l s o d r a m a t i c a l l y slumped. Domestic 
monetary p o l i c y has t h e r e f o r e become more important than 
p r e v i o u s l y as a p o l i c y t o o l t o Increase the o v e r a l l s a v i n g s r a t e . 

The o r g a n i s a t i o n of the working paper i s as f o l l o w s : S e c t i o n two 
surveys the f i n a n c i a l system, assesses i t s r e c e n t development, 
and p l a c e s the monetary union i n c o n t e x t ; s e c t i o n t h r e e a n a l y s e s 
the scope and e f f e c t i v e n e s s of c r e d i t and i n t e r e s t r a t e p o l i c i e s 
which are the main forms of monetary management; s e c t i o n f o u r 
c o n s i d e r s the d i f f i c u l t i e s i n managing money demand and s u p p l y ; 
s e c t i o n f i v e examines the r e a l economy e f f e c t s o f monetary p o l i c y 
and the problems of i n f l e x i b l e exchange r a t e s ; s e c t i o n s i x 
b r i e f l y e v a l u a t e s the impact of membership of a monetary union 
and i s f o l l o w e d by c o n c l u d i n g remarks upon the p o s s i b i l i t i e s f o r 
and l i m i t a t i o n s of monetary p o l i c y i n Cote d ' l v o i r e . 



2. T H E M O N E T A R Y S Y S T E M IN IVORIAN D E V B . O P M E N T 

A n a l y s i s o f the e f f e c t i v e n e s s of monetary p o l i c y i n Cote d ' l v o i r e 
(or elsewhere f o r t h a t matter) s h o u l d make all o w a n c e f o r the f a c t 
t h a t monetary i n s t i t u t i o n s cannot s o l v e the d i v e r s e problems o f 
underdevelopment a l o n e . As J a k o b e i t (1985) a p t l y comments: 

'they can o n l y f a c i l i t a t e (or i n h i b i t , as the case may be) the 
r e a l i s a t i o n o f r e a l p r o c e s s e s , not engage them.' 

Both p o l i t i c a l and economic f a c t o r s have been i n s t r u m e n t a l i n the 
r a p i d economic growth of Cote d ' l v o i r e from independence up t o 
1980: 

* The p o l i t i c a l environment has remained s t a b l e ; t h e PCDI 
( P a r t i Democratique de l a Cote d ' l v o i r e ) l e d by P r e s i d e n t 
Houphouet-Boigny has been c o n t i n u o u s l y i n power s i n c e 
a c h i e v i n g independence. 

* A p o l i c y of encouraging the long s t a n d i n g p a t t e r n of 
im m i g r a t i o n from n e i g h b o u r i n g s t a t e s has p r o v i d e d a low c o s t 
l a b o u r f o r c e i n c o n s t r u c t i o n , a g r i c u l t u r e and s e r v i c e 
s e c t o r s c o m p r i s i n g about 25 per cent of the w o r k f o r c e . 

Buoyant or booming p r i c e s f o r c o f f e e and cocoa e x p o r t s u n t i l 
the l a t e 1970s, coupled w i t h a s u c c e s s f u l m a r k e t i n g and 
development p o l i c y f o r cash c r o p s , have p r o v i d e d a l a r g e 
s u r p l u s f o r the expansion of the n o n - a g r i c u l t u r a l economy. 

From 198 0 onwards the economy has been i n s t a g n a t i o n ; monetary 
and f i s c a l p o l i c y were t i g h t e n e d t o reduce t h e balance of 
payments and f i s c a l d e f i c i t s which emerged as a r e s u l t of r a p i d 
monetary expansion d u r i n g and a f t e r the commodity boom. 

The I v o r i a n Economy 

The economy of Cote d ' l v o i r e i s r e l a t i v e l y open and c h a r a c t e r i s e d 
by a h i g h l e v e l of dependence upon prim a r y p r o d u c t e x p o r t s . 
About 3 5 per cent of GDP i s expo r t e d ( f o r comparison, Bangladesh 
6 per c e n t , China 13 per c e n t , Ghana 2 0 per c e n t , I n d o n e s i a 2 6 
per cent and Kenya 21 per cent) of which 90 per cent i s composed 
of n o n - f u e l commodities, cocoa and c o f f e e b e i n g -the ,most 
important commodity e x p o r t s . E x p o r t s are s u b j e c t t o c o n s i d e r a b l e 
p r i c e i n s t a b i l i t y which i s r e f l e c t e d i n s i z e a b l e income changes 
from year t o y e a r . 

Cote d ' l v o i r e a l s o had a r a p i d l y growing government s e c t o r u n t i l 
1980 (20-28 per cent of GDP) which c o n t r i b u t e d t o a r e l a t i v e l y 
r a p i d growth of s e r v i c e s i n GDP (see Table 1). Consequently, 
l e a v i n g f a c t o r p r o d u c t i v i t y i s s u e s a s i d e , t h e r e a l and f i n a n c i a l 



p o s i t i o n of t h e economy i s p r i m a r i l y determined by t h e e f f e c t i v e 
terms of t r a d e and the f i s c a l stance of t h e p u b l i c s e c t o r ^ . 

Table 1: Economic Growth i n Cote d'lvoire 

Growth Rates (% per annum) from c o n s t a n t p r i c e d a t a 

1965-73 1973-80 1980-87 
Gross Domestic Product 8.5 7 . 0 2.2 
A g r i c u l t u r e 4.9 3.3 1.6 
I n d u s t r y 12.5 11.7 -2.4 

S e r v i c e s 11.2 6.5 4.2 

Source: (World Bank, 1988:p x v i i i and 
World Bank, 1989 f o r 1980-87 data) 

1960-80 Export-Led Growth 

From independence i n 1960 the I v o r i a n economy grew r a p i d l y 
a v e r a g i n g r e a l GDP growth of 8.5% pa between 1965-73 and 7.0% 
over the 1973-80 p e r i o d . A g r i c u l t u r e , the dominant s e c t o r i n the 
economy employing n e a r l y t h r e e q u a r t e r s of the l a b o u r f o r c e i n 
1973, grew a t a slower r a t e (see Table 1) but was the b a s i s f o r 
s t r o n g e x p o r t growth p a r t i c u l a r l y from cocoa and c o f f e e 
p r o d u c t i o n . 

The a g r i c u l t u r a l s e c t o r , v i a the p u b l i c p r i c e s t a b i l i s a t i o n fund 
{Caisse de S t a b i l i s a t i o n et de Soutien des Productions Agricoles, 
CSSPPA) c o n s i s t e n t l y p r o v i d e d f i n a n c i a l s u r p l u s e s of up t o 15 per 
cent of GDP ( S c h i l l e r , 1988:p3) which c o n s t i t u t e d a l a r g e 
p r o p o r t i o n of government revenue. The expansion of p u b l i c 
e x p e n d i t u r e funded by the a g r i c u l t u r a l f i n a n c i a l s u r p l u s (AFS) 
and from the mid-1970s by f o r e i g n commercial borrowing p e r m i t t e d 
r a p i d growth i n import s u b s t i t u t i n g i n d u s t r i e s , c o n s t r u c t i o n and 
t e r t i a r y s e c t o r s . 

The 1975-78 p e r i o d marked the apex of the c o u n t r y ' s economic 
success w i t h a boom i n c o f f e e and cocoa p r i c e s i mproving the 
terms of t r a d e by 80 per cent and l e a d i n g t o e x c e p t i o n a l l y r a p i d 
income growth. For example gross domestic income (at c o n s t a n t 

For summaries of the I v o i r i a n Economy see: T u i n d e r 
(1978) M i n i s t e r e d'Economie e t Finances (1988a), D u r u f l e 
(1989) R i d d e n ( f o r t h c o m i n g 1990). 



p r i c e s ) r o s e by 14.5 per c e n t i n 1976 and 12.7 per c e n t i n 1977. 

The 1980s - Prolonged Adjustment 

By 1980, severe d i s e q u i l i b r i a were p r e s e n t i n t h e I v o r i a n 
economy. Government borrowing had i n c r e a s e d r a p i d l y from 1976 
t o f i n a n c e an a m b i t i o u s investment programme i n i n f r a s t r u c t u r e 
and a g r o i n d u s t r y w i t h t h e c o n s o l i d a t e d government d e f i c i t 
r e a c h i n g 12 per c e n t of GDP by 1980. The d e c l i n i n g terms of 
t r a d e from 1979 onwards c o n t r i b u t e d t o a c u r r e n t account d e f i c i t 
e q u i v a l e n t t o 17 per cent of GDP (1980) and debt s e r v i c e on 
n e a r l y US$ 6 b i l l i o n f o r e i g n debt accounted f o r n e a r l y 25 per 
cent of e x p o r t proceeds. 

The 1980s have been marked by a p e r i o d of p r o l o n g e d economic 
s t a b i l i s a t i o n and adjustment, n o t a b l y c h a r a c t e r i s e d by World Bank 
S t r u c t u r a l Adjustment Lending programmes i n 1981, 1983 and 1986. 
IMF f i n a n c i n g of balance of payments imbalances has been almost 
c o n t i n u a l s i n c e 1980 . Severe drought and a c o n t r a c t i o n of 
government e x p e n d i t u r e l e d t o a deep r e c e s s i o n d u r i n g 1982-84, 
alth o u g h t e m p o r a r i l y buoyant commodity p r i c e s and a moratorium 
on the s u b s t a n t i a l a c c u m u l a t i o n of f o r e i g n debt improved t h e 
balance of payments and a i d e d a c o n s i d e r a b l e r e c o v e r y i n 1985 and 
1986. 

A steep f a l l i n the terms of t r a d e i n 1987 p r e c i p i t a t e d a new 
r e c e s s i o n and r e a l income f e l l i n 1987 and 1988. By 1989, t h e 
economy was i n a c r i t i c a l p o s i t i o n : i n t e r n a t i o n a l c o f f e e and 
cocoa p r i c e s i n l o c a l c u r r e n c y e q u i v a l e n t (CFA) remained a t h a l f 
the l e v e l p r e v a l e n t i n t h e 1985/6 season f o r the second 
s u c c e s s i v e year, and the government d e f i c i t had i n c r e a s e d t o over 
10 per c e n t of GDP. 

The F i n a n c i a l Svstem 

The development of the monetary system i n Cote d ' l v o i r e and o t h e r 
former French t e r r i t o r i e s i n West A f r i c a was based upon the 
e x t e n s i o n of the French Franc as l e g a l c u r r e n c y . 

Soon a f t e r t h e a b o l i t i o n of s l a v e r y i n 1848 p r i v a t e i s s u i n g banks 
[banques d'emission) were formed i n response t o p l a n t a t i o n 
owners' newfound requirements f o r working c a p i t a l . I n 1901, the 
commercial Banque de I'Afrique Occidentale was formed which 
i s s u e d c u r r e n c y f o r a l l West A f r i c a n c o l o n i e s and a l s o the Congo 
(Kouame, 1988:pp29-32). In 1955, the r i g h t of note issue'was 
t r a n s f e r r e d t o a p u b l i c l y owned i n s t i t u t i o n which became the 
Banque Centrale des Etats de I'Afrique de L'Ouest (BCEAO) i n 

^ E x p o r t F i n a n c i n g F a c i l i t y 1981-83, Standby Arrangements 
1984 and 1986. Standby 1988 approved but not d i s b u r s e d 
f o l l o w i n g Cote d ' l v o i r e d e f a u l t on f o r e i g n debt repayments. 
Compensatory F i n a n c i n g F a c i l i t y , 1988. N e g o t i a t i o n s i n 1989 
f o r new Standby Arrangement of around SDR 150 m i l l i o n . 



19 59. French c d n t r o l o f the c o l o n i a l i s s u i n g banks a l l o w e d no 
t e r r i t o r i a l autonomy or d e c e n t r a l i s a t i o n o f d e c i s i o n making 
{ B o r t o l a n i , 1975:p5) 

C l o s e l y f o l l o w i n g p o l i t i c a l independence f o r French West A f r i c a n 
s t a t e s the Union Monetaire Quest A f r i c a i n e (UMOA) was c r e a t e d i n 
1962 w i t h Benin, Cote d ' l v o i r e . Upper V o l t a , N i g e r , Senegal and 
M a u r i t a n i a as the founding member s t a t e s . A t t h i s t i m e , t h e 
BCEAO took on the u s u a l r e s p o n s i b i l i t i e s o f a c e n t r a l bank such 
as r e s e r v e management, f o r m u l a t i o n o f monetary p o l i c y , c r e d i t 
f a c i l i t i e s t o banks, governments and o t h e r f i n a n c i a l 
i n s t i t u t i o n s , a l t h o u g h the bank i t s e l f was l o c a t e d i n P a r i s w i t h 
a g e n c i e s i n each member s t a t e ( B h a t i a , 1 9 8 5 ) . French p o l i c y 
makers i n t h e Tresorie and the Banque de France e f f e c t i v e l y had 
a power of v e t o i n BCEAO d e c i s i o n s . 

In 1973, UMOA c o n s t i t u e n t agreements were r e n e g o t i a t e d w i t h a 
str e n g t h e n e d r o l e f o r the BCEAO whose headquarters were moved t o 
Dakar, Senegal. France's r e p r e s e n t a t i o n i n UMOA was r e s t r i c t e d 
t o two members of the c e n t r a l Board o f D i r e c t o r s , t h e same as a l l 
UMOA member s t a t e s . 

In terms o f m o n e t i s a t i o n of t h e economy. Cote d ' l v o i r e has 
g e n e r a l l y been one of the most advanced c o u n t r i e s i n sub-Saharan 
A f r i c a . B o r t o l a n i (1975) shows t h a t i n 1966-68 Cote d ' I v o i r e ' s 
Ml/GDP r a t i o was 2nd h i g h e s t o f 30 s e l e c t e d sub-Saharan 
c o u n t r i e s . The r e l a t i v e l y e a r l y m o n e t i s a t i o n o f the economy can 
be a t t r i b u t e d t o the importance o f cash crop a g r i c u l t u r e i n the 
economy combined w i t h t h e e a r l y i n c o r p o r a t i o n o f the i n d i g e n o u s 
r u r a l p o p u l a t i o n i n t o p r o d u c t i o n f o r exchange. 

From independence u n t i l 1977 t h e r e was an i n c r e a s e i n the 
'banking h a b i t ' w i t h a c l e a r l y d e c r e a s i n g r a t i o of cash t o narrow 
money (from .60 t o .36) and r i s i n g r a t i o s of both broad and 
narrow money t o GDP (see F i g u r e 1 ) , as w e l l as a s i z e a b l e 
expansion i n the number of banking o f f i c e s . The peak l e v e l s of 
f i n a n c i a l i n t e r m e d i a t i o n i n t h e mid-1970s were, however, a 
r e f l e c t i o n o f the ex p o r t commodity boom r a t h e r than a more 
developed f i n a n c i a l system. W i n d f a l l income r e c e i p t s t e m p o r a r i l y 
i n c r e a s e d s a v i n g s and lowered the income v e l o c i t y o f money. So 
i t was not s u r p r i s i n g t h a t l e v e l s of m o n e t i s a t i o n s l i p p e d back 
i n the l a t e 1970s pos t boom p e r i o d . I n the 1980s money t o GDP 
r a t i o s s t a y e d f a i r l y c o n s t a n t and t h i s s t a b i l i t y can be 
a t t r i b u t e d t o the r e l a t i v e l y slow growth of income, money and 
p r i c e s as w e l l as a p e r i o d marked by l i t t l e e x pansion, i f any, 
of the banking s e c t o r . 

P e r i o d s o f f i n a n c i a l deepening, p r o x i e d by i n c r e a s e s i n the broad 
money t o GDP r a t i o , a re g e n e r a l l y a s s o c i a t e d w i t h r e a l income 
growth. T h i s i s e v i d e n t from i n c r e a s e s i n t h e l e v e l o f f i n a n c i a l 
i n t e r m e d i a t i o n d u r i n g r a p i d growth 1968-76, and f a l l s i n 1979 and 
1980 as r e a l GDP growth f e l l t o 2.8 per ce n t and then -0.7 per 
cent. T h i s c o n c l u s i o n i s a l s o supported by econometric evidence 
p r e s e n t e d i n s e c t i o n 4, which i d e n t i f i e s an income e l a s t i c i t y o f 
demand f o r money g r e a t e r than one. 



Figure 1: Indicators Of Financial Development 
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There i s however, l i t t l e e vidence t h a t monetary p o l i c y has 
p o s i t i v e l y encouraged f i n a n c i a l deepening. The c o n t i n u i t y of 
monetary p o l i c y , i n terms o f in s t r u m e n t s and approaches, over the 
p a s t two decades has i m p l i e d a more s u p p o r t i v e than i n n o v a t i v e 
r o l e . The subsequent d i s c u s s i o n of the f i n a n c i a l system 
i n d i c a t e s t h a t a l t h o u g h t h e economy has grown s u b s t a n t i a l l y , 
f i n a n c i a l i n s t r u m e n t s o u t s i d e the commercial banking s e c t o r have 
not been developed s i g n i f i c a n t l y . 

Union M o n e t a i r e Quest Africaine(UHOA) 

Membership of the UMOA i s the most important f e a t u r e of the 
I v o r i a n f i n a n c i a l system. I t d e f i n e s the u n i t o f exchange, 
exchange r e l a t i o n s w i t h the r e s t o f the w o r l d , money and banking 
l e g i s l a t i o n and the framework f o r monetary and c r e d i t p o l i c y . 
The t h r e e main f e a t u r e s of the UMOA ar e : 

* Common Monetary Area. A l l s t a t e s i n the UMOA belo n g t o a 
common monetary area i n which the CFA (Communaute Financiere 
Africaine) Franc c i r c u l a t e s f r e e l y as l e g a l c u r r e n c y . 
Commercial banks o r government are c o n f i n e d t o the i s s u e o f 
notes b e a r i n g the l e t t e r o f i d e n t i f i c a t i o n o f the c o u n t r y 
i n q u e s t i o n . T h i s ensures a d i s t i n c t i s s u e zone f o r each 
s t a t e i n the union and a l l o w s a l i m i t e d independent monetary 
p o l i c y a t country l e v e l . W i t h i n the monetary union t h e r e 



i s h a r m o n i s a t i o n o f banking and monetary l e g i s l a t i o n and 
c e n t r a l i s a t i o n o f e x t e r n a l r e s e r v e h o l d i n g s w i t h t h e BCEAO. 

* C o n v e r t i b i l i t y . An agreement between France and the 
member s t a t e s o f t h e UMOA assures f r e e c o n v e r t a b i l i t y o f 
the CFA Franc by means of an o p e r a t i o n s account {compte 
d'operations) a t the French t r e a s u r y . The BCEAO i s 
r e q u i r e d t o d e p o s i t not l e s s than 65 per cent o f i t s poo l e d 
f o r e i g n exchange r e s e r v e s i n French Francs on the 
o p e r a t i o n s account. Although t h e r e i s no s t a t u t o r y l i m i t 
on t h e o v e r d r a f t l e v e l an i n d i v i d u a l UMOA member may have 
on the o p e r a t i o n s account, i t i s c o n s t r a i n e d by the degree 
of monetary c o n t r o l e x e r c i s e d by t h e BCEAO i n each 
i n d i v i d u a l c o u n t r y . 

* F i x e d Rate o f Exchange. The CFA Franc has a f i x e d r a t e o f 
p a r i t y w i t h the French Franc which, s i n c e 1948, has remained 
unchanged a t 50 CFA t o 1 French Franc. Exchange r a t e s w i t h 
o t h e r c u r r e n c i e s are determined a c c o r d i n g t o the market r a t e 
w i t h the French Franc 

O b j e c t i v e s of UMOA Membership 

The 1973 treaty'' e nvisaged t h a t r e g i o n a l monetary union would 
c o n t r i b u t e t o r a p i d economic development and s i m u l t a n e o u s l y 
'harmonise' the economies of member s t a t e s , i m p l y i n g o b j e c t i v e s 
of economic s t a b i l i s a t i o n and i n t e g r a t i o n . The l i n k a g e w i t h the 
French Franc was viewed as i n c r e a s i n g the a v a i l a b i l i t y of 
f i n a n c i a l r e s o u r c e s f o r development (presumably v i a the 
o p e r a t i o n s account and through encouraging f o r e i g n c a p i t a l flows) 
y e t i t a l s o r e f l e c t e d a commitment t o r e t a i n s t r o n g p o l i t i c a l and 
economic l i n k s w i t h i n the Francophone community. The o b j e c t i v e s 
of monetary and c r e d i t p o l i c y were t o assure the v a l u e of the 
common cu r r e n c y and the a b i l i t y t o f i n a n c e economic a c t i v i t y and 
development. 

The c r e a t i o n o f the West A f r i c a n Development Bank (BOAD) i n 1973 
s i g n i f i e d an i n c r e a s e d emphasis on a developmental r o l e f o r t h e 
UMOA. BOAD, p a r t l y f i n a n c e d by the BCEAO, has c o n c e n t r a t e d on 
re d u c i n g r e g i o n a l economic d i s p a r i t i e s . The t h r e e l a r g e s t 
r e c i p i e n t s of investment b e i n g low-income Senegal, Benin and 
Burkina Faso. Cote d ' l v o i r e has r e c e i v e d 12 per cent ($34 
m i l l i o n ) of t o t a l c u m u l a t i v e investment t o date (BOAD,1988). 

Organisation of the UMOA 

The s t a t u t o r y arrangements are d e s c r i b e d i n BCEAO 1973a, 
BCEAO 1973b and BCEAO 1973c. 

' For a d e t a i l e d d i s c u s s i o n of the changed emphasis of the 
r e v i s e d 1973 UMOA s t a t u t e s see B h a t i a (1985); A l l e c h i (1989) 
reviews s p e c i f i c changes. 



The h i g h e s t a u t h o r i t y i n t h e UMOA i s the i n t e r - s t a t e C o u n c i l of 
Heads of S t a t e f o l l o w e d by the C o u n c i l of M i n i s t e r s (2 from each 
s t a t e ) . These b o d i e s by unanimous d e c i s i o n accept o r exclude 
c o u n t r i e s from t h e union and s e t the v a l u e o f the CFA Franc. 

The a d m i n i s t r a t i o n and management of Union wide monetary p o l i c y 
i s c a r r i e d out by the Board o f D i r e c t o r s o f the BCEAO (Conseil 
d'Administration) c o m p r i s i n g two members from each s t a t e and two 
from France. Most i m p o r t a n t l y t h e Conseil d'Administration s e t s 
the amount of t o t a l a s s i s t a n c e (concours globale) accorded by the 
BCEAO t o member s t a t e s each y e a r , s e t s the d i s c o u n t r a t e and 
de c i d e s the a p p r o p r i a t e p o l i c y changes t o be made when BCEAO 
f o r e i g n a s s e t s f a l l s below the 20 per cent coverage l e v e l . 

Monetary p o l i c y i n each UMOA coun t r y i s implemented by a l o c a l 
BCEAO agency (country c e n t r a l bank) and i s a d m i n i s t e r e d by a 
N a t i o n a l C r e d i t Committee {Comite National du C r e d i t ) . T h i s 
committee, c h a i r e d by the M i n i s t e r o f Fin a n c e , d e c i d e s the 
d i v i s i o n o f the c r e d i t a l l o c a t i o n from the BCEAO ( w i t h i n the 
concours g l o b a l e s e t by the C o n s e i l d ' A d m i n i s t r a t i o n ) and 
implements s e c t o r a l c r e d i t p o l i c y . 

Importance of Cote d'lvoire in the UMOA. 

Cote d ' l v o i r e i s by f a r the l a r g e s t economy i n t h e UMOA, w i t h 
output more than t w i c e t h a t o f the second l a r g e s t economy, 
Senegal. I n terms of monetary aggregates i t comprises n e a r l y 50 
per cent of UMOA broad money, more than h a l f of t o t a l domestic 
c r e d i t , and i s the p r i n c i p a l u s e r o f pooled UMOA r e s e r v e s . More 
than 80 per cent of the o f f i c i a l UMOA net f o r e i g n a s s e t d e f i c i t 
of CFA 600 b i l l i o n i n 1987 was accounted f o r by Cote d ' l v o i r e 
alone^. Although a l l UMOA c o u n t r i e s are e q u a l l y r e p r e s e n t e d i n 
d e c i s i o n making b o d i e s , the economic weight and indebtedness of 
Cote d ' l v o i r e a r g u a b l y p l a c e s i t i n a p o s i t i o n o f primus i n t e r 
pares, but none t h e l e s s i t s s o v e r e i g n t y i n monetary p o l i c y 
f o r m u l a t i o n i s c o n s i d e r a b l y d i m i n i s h e d . 

The Commercial Banking Svstem 

I v o r i a n f i n a n c i a l a s s e t s are predominantly h e l d i n commercial 
and s a v i n g s banks, a l t h o u g h the C e n t r a l Bank has a s i z e a b l e r o l e 
i n t h e f i n a n c i a l system. Table 2 h i g h l i g h t s t h e e x t e n t o f 
dependence upon the banking s e c t o r w i t h over 90 per ce n t of 1987 
f i n a n c i a l a s s e t s h e l d i n the banking system*. Of o t h e r types of 
f i n a n c i a l a s s e t s the h o l d i n g s of bonds and e q u i t i e s are the most 
s i g n i f i c a n t . The c o n c e n t r a t i o n o f f i n a n c i a l a s s e t s i n the banking 
system i s g r e a t e r than i n most d e v e l o p i n g c o u n t r i e s where' the 

^ The I v o i r i a n f o r e i g n d e f i c i t has e s s e n t i a l l y two 
components, the o v e r d r a f t a t the compte d ' o p e r a t i o n s and 
drawdowns of IMF borrowings. 

* There i s l i k e l y t o be some double c o u n t i n g from 
commercial banks o n - l e n d i n g c e n t r a l bank l o a n s . 



average share f i n a n c i a l a s s e t s h e l d by the C e n t r a l Bank i s 20 per 
cent and d e p o s i t banks 48 per cent ( f o r 1985)''. 

Table 2; Major Financial System Assets 1987 
(CFA B i l l i o n ) 

Commercial and Savings Banks 1546.2 60.3 % 
C e n t r a l Bank a 802.5 31.3 % 
Bonds 95.1 3.7 % 
E q u i t y 122.0 4.7 % 
Mutual Funds, U n i t T r u s t s 0.0 0.0 % 

T o t a l 2565.8 100.0 % 
Notes: a E x c l u d e s some a s s e t s h e l d by BCEAO not a l l o c a t e d by 
c o u n t r y . 
Source: BCEAO, S t a t i s t i q u e s Econowiques et Monetaires; World Bank 
(1988) . 

We c o n s i d e r f i r s t t h e i n s t i t u t i o n a l b a s i s and f u n c t i o n i n g o f the 
major h o l d e r s of f i n a n c i a l a s s e t s i n Cote d ' l v o i r e , the 
e f f i c i e n c y of i n t e r m e d i a t i o n and the r a m i f i c a t i o n s f o r monetary 
p o l i c y i mplementation. 

Commercial Banks 

Table 3 shows the number of banking i n s t i t u t i o n s has i n c r e a s e d 
s u b s t a n t i a l l y from the immediate post independence p e r i o d , 
n o t a b l y from the e n t r y o f overseas banks and r e p r e s e n t a t i v e 
agencies (non-deposit t a k i n g ) i n the p e r i o d f o l l o w i n g banking 
reforms i n 1975. The s t r u c t u r e of the banking system however 
remains r a t h e r l e s s a l t e r e d . Four commercial banks BIAO-CI, B I C I -
CI, SGBCI and SIB (see g l o s s a r y of a b b r e v i a t i o n s f o r f u l l t i t l e s ) 
dominate commercial banking w i t h n e a r l y 95 per c e n t of t o t a l 
commercial bank a s s e t s and 69 per cent of t o t a l b anking s e c t o r 
a s s e t s i n 1987. Each of the " b i g f o u r " has a p a r e n t French bank 
as the p r i n c i p a l s h a r e h o l d e r ° w i t h r e m a i n i n g h o l d i n g s 
d i s t r i b u t e d m a i n l y amongst o t h e r f o r e i g n banks and the I v o r i a n 
s t a t e . French p a r e n t banks t y p i c a l l y s upply c r e d i t l i n e s t o t h e i r 
c o u n t e r p a r t I v o r i a n banks which can s i g n i f i c a n t l y supplement 
domestic l e n d i n g r e s o u r c e s p a r t i c u l a r l y i n s i t u a t i o n s of t i g h t 
domestic l i q u i d i t y . 

World Bank f i g u r e s reproduced i n The Economist 12/8/89. 

* P a r e n t : I v o i r i a n s u b s i d i a r i e s are as f o l l o w s ; BIAO: 
BIAO-CI, Banque N a t i o n a l e de P a r i s : B ICI-CI, S o c i e t e 
Generale:SGBCI, C r e d i t Lyonnais:SIB. 



Table 3: Growth of Banking and Financial System 

Bank Type 1965 1973 
Numbers I n 

1980 
P l a c e 

1987 % T o t a l 
1987 
A s s e t s 

Commercial 3 5 9 10 70.6 % 

Development-type ^ 3 4 6 4'> 21.4 % 

Overseas I n c o r p o r a t e d 0 0 5 5 4.6 % 

R e p r e s e n t a t i v e O f f i c e s 0 0 7 7 -

Other F i n a n c i a l 2 3 11 13 3.5 % 
I n s t i t u t i o n s 
a I n c l u d i n g the C a i s s e Autonome d'Amortissement, CAA. 
b Not i n c l u d i n g 2 l i q u i d a t i o n s , i n c l u d i n g 2 o p e r a t i o n s w i t h 
f r o z e n c r e d i t l i q u i d a t e d i n 1989. 
c E x c l u d i n g 4 i n s t i t u t i o n s w i t h no p u b l i s h e d a c c o u n t s . 

Source: F i c h i e r Des Banques (1988) and Banks Annual Reports 
( V a r i o u s ) . 

Development-type Banks 

The l e g a l d i s t i n c t i o n between development banks and commercial 
banks was a b o l i s h e d i n 1975 a l t h o u g h the d i s t i n c t i o n i s r e t a i n e d 
here t o i n d i c a t e s p e c i a l i s e d l e n d i n g f u n c t i o n s and s u b s t a n t i a l 
s t a t e involvement. Development banks were c r e a t e d , from 
independence onwards, w i t h d u a l g o a l s of a c c e l e r a t i n g s e c t o r a l 
economic development and e x e r t i n g government i n f l u e n c e over 
investment p a t t e r n s through d i r e c t i n t e r v e n t i o n and c r e d i t 
p o l i c y . Development-type banks are g e n e r a l l y not d e p o s i t t a k e r s . 
C a p i t a l funds are r a i s e d from government as w e l l as from f o r e i g n 
donor and commercial agencies. I n f o r m a t i o n upon development-
type banks a c t i v i t i e s i n Cote d ' l v o i r e i s e x t r e m e l y s c a r c e 
because they operate i n a h i g h l y p o l i t i c i s e d environment and 
because of a poor t r a c k r e c o r d i n terms of a c c o u n t a b i l i t y and 
e f f i c i e n c y . 

Development-type banks have e x p e r i e n c e d severe d i f f i c u l t i e s i n 
the 1980s owing t o a h i g h p r o p o r t i o n of non-performing l o a n s and 
poor management. Four of the s i x development-type banks e x i s t i n g 
i n 1980 have s i n c e been put i n t o l i q u i d a t i o n . The housing and 
p u b l i c works l e n d i n g agencies (BNEC and BICT r e s p e c t i v e l y ) were 
l i q u i d a t e d i n the 1986/87 f i n a n c i a l y e a r . A f t e r a two-year 
e n q u i r y , accompanied by b l o c k e d d e p o s i t s and f r o z e n c r e d i t 
o p e r a t i o n s , the i n d u s t r i a l development banks CCI, once the f i f t h 



l a r g e s t bank i n Cote d ' l v o i r e , and BIDI have a l s o been put i n t o 
l i q u i d a t i o n 

BIDI and CCI accounted f o r 5.7 per cent of banking a s s e t s i n 
1987, w h i l s t BNEC and BICT pr o b a b l y accounted f o r about 5 per 
cent of 1985 banking a s s e t s . The t o t a l a s s e t s l i q u i d a t e d are 
e q u i v a l e n t t o US$ 540 m i l l i o n a t 1987 exchanqe r a t e s o r 5.3 per 
cent of 1987 GDP. The p r o p o r t i o n of bank lo a n s r e c o v e r a b l e i s not 
known. 

The a g r i c u l t u r a l development bank (BNDA) w i t h 5 per cent of t o t a l 
banking s e c t o r a s s e t s c o n t i n u e s t o operate but i s plagued by 
problems s i m i l a r t o those of the o t h e r now d e f u n c t development 
banks. BNDA has r e l i e d on 'temporary' BCEAO ( C e n t r a l Bank) 
o v e r d r a f t s a t p u n i t i v e r a t e s of i n t e r e s t t o keep a f l o a t and i t s 
accounts are not p u b l i c l y a v a i l a b l e s u g g e s t i n g s e r i o u s balance 
sheet problems. 

The f i n a l development-type bank i s the Compte de Gestion des 
Depots of the Compte Autonome d'Amortissement (CAA) a p u b l i c 
s e c t o r agency which a c c e p t s d e p o s i t s from the p u b l i c s e c t o r , 
i s s u e s bonds and on-lends t o s t a t e a g e n c i e s , s t a t e owned banks 
or the C e n t r a l Bank (World Bank,1988:plOl). During p e r i o d s of 
export boom the CAA can be a source of r a p i d l y i n c r e a s i n g 
l i q u i d i t y i n the banking system, as the s u r p l u s from the 
a g r i c u l t u r a l p r i c e s t a b i l i s a t i o n fund (CSSPPA) e n t e r s as d e p o s i t s 
i n t o the banking system. 

Foreign Incorporated Banks 

The f i v e f o r e i g n i n c o r p o r a t e d banks p r o v i d e normal d e p o s i t money 
s e r v i c e s a l t h o u g h access t o accounts i s r e s t r i c t e d t o h i g h income 
and e x p a t r i a t e workers by i n t e r n a l bank p o l i c y . Lending 
o p e r a t i o n s tend t o be more s p e c i a l i s e d than l o c a l banks and are 
p a r t i c u l a r l y c o n c e n t r a t e d on export and import f i n a n c i n g . 
R e p r e s e n t a t i v e banks are l e g a l l y not p e r m i t t e d t o accept d e p o s i t s 
and a c t m a i n l y t o a d v i s e on t r a d e or conduct b u s i n e s s w i t h 
overseas bank branches. 

D e t e r i o r a t i o n of Banking Svstem 

The d e t a i l e d reasons f o r development type banking f a i l u r e s are 
not y e t known but the i n t e r t w i n i n g of p o l i t i c s and s t a t e banking 
a t the h i g h e s t l e v e l s are l i k e l y t o have c o n t r i b u t e d t o p o o r l y 
p e r f o r m i n g l o a n p o r t f o l i o s . I t i s i n d i c a t i v e t h a t more than 25 
per cent of t o t a l bank c r e d i t s i n the West A f r i c a n Monetary Union 
(which i s dominated by Cote d ' l v o i r e ) are r e p o r t e d t o be non-
performing (World Bank,1989b:p72) and l i k e l y t h a t these c r e d i t s 
have been c o n c e n t r a t e d i n s t a t e c o n t r o l l e d banks. The l i q u i d a t i o n 
of f o u r development-type banks has been a c h i e v e d w i t h o u t f u r t h e r 
bank runs f o r o t h e r t r o u b l e d i n s t i t u t i o n s but has r e s u l t e d i n a 

See West A f r i c a 24 J u l y 1989 pl222. 



s u b s t a n t i a l l o s s of banking l i q u i d i t y and has had a c o n t r i b u t o r y 
impact on the banking s e c t o r l i q u i d i t y s h o r tage i n 1987. 

A secondary f a c t o r i s t h a t Governments i n t h e UMOA are unable t o 
monetise d e f e c t s , so the pr o s p e c t of f o r c e d (and p r o b a b l y 
uncommercial) l e n d i n g from s t a t e c o n t r o l l e d banks i s a p o t e n t i a l 
s u b s t i t u t e f o r government e x p e n d i t u r e . A r e c e n t r e p o r t (World 
Bank 1989c:pl70) goes f u r t h e r and argues t h a t CFA c o u n t r i e s 
governments 

" . . . f o r c e d t h e commercial banks t o f i n a n c e 
e x p e n d i t u r e s t h a t would n o r m a l l y have been met by 
government s u b s i d i e s . That l e d t o the c o l l a p s e of t h e 
banking system i n Benin and has put the s y s t e m i n 
o t h e r CFA c o u n t r i e s under s t r a i n . " 

The macroeconomic impact of development bank c o l l a p s e s i s not 
c o n f i n e d t o the d e f l a t i o n a r y impact of l i q u i d a t i o n . The d i r e c t i o n 
of c r e d i t t o l e s s p r o d u c t i v e e n t e r p r i s e s or towards consumption 
e x p e n d i t u r e has lowered t h e e f f i c i e n c y of i n t e r m e d i a t i o n of t h e 
banking s e c t o r , and by i m p l i c a t i o n r e s t r i c t e d c r e d i t t o more 
p r o d u c t i v e e n t e r p r i s e s 

The 'crowding o u t ' " argument i s e s p e c i a l l y v a l i d f o r banks 
h e a v i l y exposed t o a few near bankrupt borrowers where i n c e n t i v e s 
are to l e n d more funds r a t h e r than demand repayment o r s e r v i c i n g 
of e x i s t i n g debts which c o u l d t h r e a t e n the borrowers s u r v i v a l . 
Crowding out i n these c i r c u m s t a n c e s g i v e s f a v o u r t o many of l e a s t 
c r e d i t w o r t h y borrowers, whose i n t e r e s t payments are e f f e c t i v e l y 
c a p i t a l i s e d by a d d i t i o n a l l e n d i n g . The e x t e n t of l i q u i d a t i o n s o f 
development-type banks d u r i n g the 1980s suggests the 
d e t e r i o r a t i o n o f t h e q u a l i t y of the banks a s s e t p o r t f o l i o may 
have been covered up by such l e n d i n g p r a c t i c e s . 

The dominance of s t a t e ownership and support f o r development-
type banks has i n v o l v e d s u b s t a n t i a l l o s s e s of p u b l i c funds, which 
i n t u r n , have r e t a r d e d the process of f i s c a l adjustment d u r i n g 
the 19B0S. To the e x t e n t t h a t p r i v a t e o r commercial d e p o s i t s have 
been l o s t o r b l o c k e d by development-type banks, f l i g h t o f c a p i t a l 
may be encouraged t o f o r e i g n banks where the r i s k o f banking 
i n s o l v e n c y i s p e r c e i v e d as lower. 

Other F i n a n c i a l I n s t i t u t i o n s 

Some r e p o r t s a l l e g e widespread widespread f r a u d and 
embezzlement o c c u r i n g i n development banks e.g. West A f r i c a 1 
May 89 p677. 

" Crowding out r e f e r s t o t h e e f f e c t s o f g i v i n g p r e f e r e n c e 
t o l e n d i n g p a r t i c u l a r borrowers c r e a t i n g s h o r t a g e s f o r o t h e r 
( n o n - p r i v i l e g e d ) borrowers. I t i s u s u a l l y a p p l i e d t o 
governments borrowing behaviour i n r e l a t i o n t o t h e p r i v a t e 
s e c t o r . 



The non-bank f i n a n c i a l i n s t i t u t i o n s (3.5 per cent of t o t a l 
f i n a n c i a l s e c t o r a s s e t s i n 1987) a r e , b r o a d l y , l e a s i n g and 
f i n a n c i n g o p e r a t i o n s (most s i g n i f i c a n t l y f o r v e h i c l e f i n a n c e ) and 
are f r e q u e n t l y c o n t r o l l e d by commercial banks. Monetary p o l i c y 
w i l l have i n d i r e c t r e p e r c u s s i o n s upon these i n s t i t u t i o n s as two 
t h i r d s of d e p o s i t s come d i r e c t l y from commercial banks. 
C o n t r a c t i o n a r y c r e d i t p o l i c y w i l l have o v e r s p i l l e f f e c t s i n 
r a i s i n g the c o s t and a v a i l a b i l i t y o f the s p e c i a l i s e d l e n d i n g 
undertaken by these f i n a n c i a l i n s t i t u t i o n s . 

Insurance Markets 

Insurance markets are a more impo r t a n t source of domestic s a v i n g s 
m o b i l i z a t i o n w i t h t e c h n i c a l r e s e r v e s (provisions techniques) of 
6-7 per c e n t of t h e t o t a l a s s e t s of t h e banking system. For the 
32 companies o p e r a t i n g i n 1982, n e a r l y h a l f of premium t u r n o v e r 
was accounted f o r by compulsory c a r i n s u r a n c e . A l t h o u g h growing 
r a p i d l y , l i f e assurance accounted f o r o n l y 4 per c e n t of the 
market and d i d not r e c e i v e t a x c o n c e s s i o n s t o encourage t h i s 
s a v i n g c h a n n e l . C o n s i d e r i n g t h e r e l a t i v e l y i n f o r m a l c o l l e c t i o n 
procedures a t t r a c t i v e t o s m a l l s a v e r s i n the i n s u r a n c e market 
t h e r e would appear t o be s i g n i f i c a n t p o t e n t i a l f o r m o b i l i s i n g 
a d d i t i o n a l s a v i n g s as shown by t h e Zimbabwean example where l i f e 
a ssurance premiums are a major source of s a v i n g s f o r low and 
m iddle income e a r n e r s and an i m p o r t a n t source of funds f o r the 
banking system, (see Financial Gazette (Zimbabwe), Focus On 
Finance Supplement 8 September 1989). 

T e c h n i c a l r e s e r v e s must l e g a l l y be h e l d i n f i x e d p r o p o r t i o n s of 
domestic f i n a n c i a l a s s e t s of v a r y i n g l i q u i d i t y . T h i s ensures no 
c a p i t a l leakage frOm the domestic f i n a n c i a l system. Insurance 
companies a r e , f o r example, a c a p t i v e market f o r CAA l o n g term 
bonds w i t h n e a r l y h a l f of t h e i r r e s e r v e s i n v e s t e d i n t h i s 
i n s t r u m e n t i n s t r u m e n t (World Bank,1988 show t h a t 85 per c e n t of 
CAA i s s u e s 1984-87 were accounted f o r by i n s t i t u t i o n a l 
i n v e s t o r s ) . 

The Stock Exchange 

In 1976, the A b i d j a n s t o c k exchange was opened t o r e g u l a t e and 
encourage an emerging f i n a n c i a l market. A review of the f i r s t few 
y e a r s ' t r a d i n g emphasised t h a t t h e Bourse des Valeurs was 
c r e a t e d as a way of m o b i l i s i n g domestic s a v i n g s , and t h a t the 
government wished t o broaden s h a r e h o l d i n g amongst I v o r i a n s and 
hence t o i n c r e a s e l o c a l ownership of f o r e i g n f i r m s . 

The CAA i s s u e s bonds t w i c e - y e a r l y but net i s s u e s r a r e l y exceed 
h a l f a per cent of GDP. T h i s i n d i c a t e s t h a t non-bank f i n a n c i n g 

T h i s paragraph draws p r i n c i p a l l y on Revue Economique et 
Financiere Ivoirienne No 18 Jan 1986. 

See Revue Economique (1980) Rapport de synthese s u r 
I ' a c t i v i t e de l a Bourse des q u a t r e d e r n i e r e s annees, pp56-63 . 



of t h e government d e f i c i t i s l i m i t e d i n q u a n t i t y . These bonds are 
g e n e r a l l y purchased by i n s u r a n c e companies and i n s t i t u t i o n a l 
i n v e s t o r s as a r e q u i r e d a s s e t and not by p r i v a t e i n d i v i d u a l s , 
a l t h o u g h p r i v a t e purchases have i n c r e a s e d s i n c e 1984 when 
a d v e r t i s i n g was i n c r e a s e d . T r a d i n g volumes are low (<3% t o t a l 
t r a d e d 1980-87 average) and p r i c e s move s l o w l y w i t h t h e r e s u l t 
t h a t the y i e l d curve i s u n f a v o u r a b l e f o r l o n g e r term bonds. CAA 
bonds g e n e r a l l y have a t e n y e a r m a t u r i t y r e p a y a b l e i n t e n equal 
i n s t a l l m e n t s . FNI (Fond National d'Investissement) bonds are 
i s s u e d a g a i n s t FNI c e r t i f i c a t e s which a r e purchased c o m p u l s o r i l y 
from p r o f i t s as an i n c e n t i v e t o i n c r e a s e investment. The FNI 
bonds are p a r t of a complex t a x - r e b a t e system which o n l y 
p a r t i a l l y augment s a v i n g s by r e q u i r i n g one t h i r d of the bond 
p r i c e i n cash and two t h i r d s i n FNI c e r t i f i c a t e s . RCI bonds are 
long term (40 year) m a t u r i t i e s when FNI c e r t i f i c a t e s are 
t r a n s f e r r e d i n t o bonds w i t h o u t a d d i t i o n a l cash i n j e c t i o n s as i n 
the case of FNI bonds. In both the l a t t e r cases t h e bonds do not 
r e p r e s e n t new s a v i n g s but a r e c y c l i n g of p r e v i o u s t a x p a i d . There 
i s no s i g n i f i c a n t s h o r t term t r e a s u r y b i l l market nor does t h e r e 
appear t o have been a c o n c e r t e d e f f o r t t o d e v e l o p one. 

In the l o n g run t h e development of a s e c u r i t i e s market c o u l d l e a d 
t o open market o p e r a t i o n s t o c o n t r o l l i q u i d i t y i n the economy, 
but a t p r e s e n t s e v e r a l f a c t o r s r e s t r i c t the development of such 
a market. F i r s t l y , t r a d i n g r e s t r i c t i o n s i n the Bourse l i m i t bond 
p r i c e movements t o 3 per c e n t and e q u i t y p r i c e s t o 5 per c e n t i n 
a t r a d i n g s e s s i o n and q u o t a t i o n b r a c k e t s are narrow. P r i c e 
movements are l i m i t e d and t h e r e i s a wide range of p o s t e d 
e f f e c t i v e y i e l d s . Secondly, most p a r t i c i p a n t s i n t h e bond market 
i n v e s t i n s e c u r i t i e s f o r t a x reasons o r because of s t a t u t o r y 
r e g u l a t i o n s r e q u i r i n g them t o do so. 

I f t h e se r e s t r i c t i o n s c o u l d be removed, which would i n c r e a s e the 
l i q u i d i t y of government s e c u r i t i e s , an i n v i g o r a t e d t r a d i n g market 
i n s h o r t e r term s e c u r i t i e s c o u l d encourage a d d i t i o n a l domestic 
s a v i n g , p a r t i c u l a r l y from funds p r e s e n t l y f l o w i n g abroad. 
Furthermore open market o p e r a t i o n s c o u l d s u b s t i t u t e f o r the 
p r e s e n t r e d i s c o u n t i n g system as a method of monetary c o n t r o l 
( r e d i s c o u n t i n g i s d i s c u s s e d i n s e c t i o n 3 ) . 

The number of f i r m s quoted on the Bourse r o s e from 6 t o 24 
between 1976 and 1988 w h i l s t s t o c k exchange c a p i t a l i s a t i o n has 
i n c r e a s e d from 2 per cent of GDP 1976 t o 4 per cent by 1987. 
I v o r i a n branches of f o r e i g n firms'^ were persuaded t o make 
a v a i l a b l e up t o 20 per c e n t o f e q u i t y t o be purchased l a r g e l y by 
I v o r i a n s t o f u r t h e r a p o l i c y of I v o r i a n ownership of the economy. 
In p r a c t i c e I v o r i a n h o l d i n g s of shares have not i n c r e a s e d ' as a 
p r o p o r t i o n of t o t a l h o l d i n g s and i n the decade t o 1986 averaged 
c l o s e t o 30 per c e n t . S p e c u l a t i o n was t o be d i s c o u r a g e d by the 
aforementioned l i m i t s on d a i l y p r i c e movements and a l s o w i t h 
r e s t r i c t i o n s upon n o n - n a t i o n a l s purchase of s h a r e s . As a r e s u l t 
t r a d i n g l e v e l s of l e s s than 1 per c e n t s t o c k market 

The most important s e c t o r s were banking, commerce and 
d i s t r i b u t i o n , and food/beverages. 



c a p i t a l i s a t i o n are u s u a l l y r e c o r d e d . U n t i l the s t o c k exchange 
becomes c o n s i d e r a b l y more s o p h i s t i c a t e d i n i t s o p e r a t i o n s i t 
would seem t h a t i t i s u n l i k e l y t o b e n e f i t the s m a l l p r i v a t e 
s a v e r , who does not have access t o u n i t - t r u s t (mutual fund) type 
investments or t o the s m a l l / medium e n t e r p r i s e as a source of 
funds. We s h a l l see i n s e c t i o n 3 t h a t access t o e q u i t y f i n a n c e 
has many s i m i l a r i t i e s t o the c r e d i t market, the r e c i p i e n t s of 
e q u i t y f i n a n c e are predominantly l a r g e f i r m s , w i t h a l a r g e 
f o r e i g n i n t e r e s t . 

Although a f u n c t i o n i n g s t o c k market i s not e s s e n t i a l f o r an 
e f f i c i e n t p r o c e s s of f i n a n c i a l i n t e r m e d i a t i o n , as a s p e c i a l i s e d 
agency p r o v i d i n g l o n g term f i n a n c e f o r the b u s i n e s s s e c t o r i t 
f i l l s a p a r t i c u l a r r o l e i n the f i n a n c i a l system which no o t h e r 
i n s t i t u t i o n has taken up i n Cote d ' l v o i r e . Development-type banks 
which had s p e c i a l i s e d i n l o n g term l e n d i n g , i n r e t r o s p e c t do not 
appear t o have been the b e s t i n s t i t u t i o n a l v e h i c l e f o r l o n g term 
i n d u s t r i a l f i n a n c e although more evidence i s r e q u i r e d t o 
demonstrate t h i s c o n c l u s i v e l y . 

I n f o r m a l Money Markets 

Unorganised money markets, d e f i n e d by Tun Wai (1977) as i n f o r m a l 
c r e d i t s u p p l i e d by money l e n d e r s and r u r a l i n s t i t u t i o n a l c r e d i t , 
are c e r t a i n l y p r e v a l e n t i n Cote d ' l v o i r e a l t h o u g h l i t t l e 
i n f o r m a t i o n e x i s t s as t o the r e l a t i v e s i z e s of i n f o r m a l and 
i n s t i t u t i o n a l c r e d i t . 

R o t a t i n g s a v i n g s o r g a n i s a t i o n s , known as tontines i n Francophone 
A f r i c a , a r e operated by i n d i v i d u a l s making r e g u l a r f i x e d s a v i n g s 
and borrowing from the accumulated pool i n t u r n . A l l e c h i (1988) 
r e p o r t s survey dat a from f i v e FZ c o u n t r i e s i n c l u d i n g Cote 
d ' l v o i r e which show p a r t i c i p a t i o n of 28.6 per cent of the 
( a c t i v e ) p o p u l a t i o n i n t o n t i n e s compared w i t h 13.2 per cent 
h o l d i n g a bank account and 13.4 per cent w i t h a s a v i n g s account. 
(Toure,1985:pp234-246) r e p o r t s a s i m i l a r type of system o p e r a t i n g 
i n urban areas where s m a l l d a i l y s a v i n g s , from t r a d e r s i n 
p a r t i c u l a r , are banked by an i n t e r m e d i a r y i n the formal s e c t o r 
and r e t u r n e d l e s s a commission charge at the month end. The 
i n t e r m e d i a r y a l s o p r o v i d e s c r e d i t arrangements as a m u l t i p l e of 
t o t a l monthly d e p o s i t s . 

Interviews'^ w i t h cocoa and c o f f e e farmers r e p r e s e n t a t i v e s i n the 
Gagnoa r e g i o n of Cote d ' l v o i r e r e v e a l e d t h a t borrowing was 
predominantly undertaken i n between h a r v e s t i n g seasons f o r 
consumption (such as s c h o o l f e e s , f u n e r a l and marriage 
o b l i g a t i o n s ) and f o r a g r i c u l t u r a l i n p u t s . These p r e t s a soudeur 
( b r i d g i n g loans) were made from the formal s e c t o r , from branches 
of the a g r i c u l t u r a l bank BNDA, and from acheteurs, the middlemen 
i n the a g r i c u l t u r a l marketing system. More than h a l f of farmers 

C a r r i e d out by the author on an i n f o r m a l b a s i s 7-8 May 
1989 w i t h v i l l a g e c h i e f s , PCDI l e a d e r s and farmers c o u n c i l s of 
t h r e e v i l l a g e s . 



i n d i c a t e d , d u r i n g i n t e r v i e w s w i t h t h e author t h a t i n t h e 1988/89 
season l o a n s were not a v a i l a b l e from e i t h e r formal o r i n f o r m a l 
sources which c o i n c i d e d w i t h acute l i q u i d i t y s h o r t a g e s i n the 
I v o r i a n banking system. T h i s a n e c d o t a l evidence suggests t h a t 
the a v a i l a b i l i t y of r u r a l i n f o r m a l c r e d i t i s s i g n i f i c a n t l y 
r e l a t e d t o fo r m a l c r e d i t a v a i l a b i l i t y p a r t i c u l a r l y i n cases where 
i n f o r m a l l o a n s are not the c o u n t e r p a r t t o i n f o r m a l s a v i n g s . 

I t appears t h a t a s u b s t a n t i a l p r o p o r t i o n of i n f o r m a l c r e d i t i s 
i n f a c t f ormal c r e d i t o b t a i n e d through an i n t e r m e d i a r y , which 
suggests t h a t t h e e f f e c t s o f monetary c o n t r o l w i l l f i l t e r through 
t o i n f o r m a l markets. The e x i s t e n c e of i n t e r m e d i a r i e s i s a d i r e c t 
r e s u l t of f o r m a l i t i e s and r e g u l a t i o n s c o n c e r n i n g opening a bank 
account. To o b t a i n a demand d e p o s i t account {compte a depots) a 
statement o f r e g u l a r income must be produced which i n i t s e l f 
e x c l u d e s t h e g r e a t m a j o r i t y of the I v o r i a n p o p u l a t i o n A 
sa v i n g s account (compte d'epargne) i n one of the b i g f o u r banks 
r e q u i r e s a minimum d e p o s i t of 25,000 CFA o r 11 per c e n t o f p e r 
c a p i t a GDP (1988), a s u b s t a n t i a l sum t o those w i t h o u t a r e g u l a r 
income. A l t h o u g h major banks have branch networks e x t e n d i n g t o 
a l l major towns i n the co u n t r y , banking remains a s e r v i c e f o r the 
urban community w i t h a p p r o x i m a t e l y 70 per cent o f p e r s o n a l 
accounts h e l d i n A b i d j a n . Thus the e x i s t e n c e of i n f o r m a l c r e d i t 
markets s h o u l d not be seen as a major impediment t o t h e conduct 
of monetary p o l i c y but a consequence of the d i f f i c u l t i e s o f 
p r o v i d i n g banking s e r v i c e s t o low or i n t e r m i t t e n t income e a r n e r s . 

The e x i s t e n c e of i n f o r m a l money markets as a s u b s t i t u t e f o r 
s a v i n g and borrowing from commercial or development banks has the 
e f f e c t of m a i n t a i n i n g the cash r a t i o a t a h i g h e r l e v e l than i t 
would be o t h e r w i s e . T h i s reduces t h e s i z e of the money 
m u l t i p l i e r . For the use of r e s e r v e base t a r g e t i n g of the money 
supply the e x i s t e n c e of s u b s t a n t i a l i n f o r m a l money markets c o u l d 
reduce the e f f e c t i v e n e s s of monetary c o n t r o l by i n c r e a s i n g t h e 
i n s t a b i l i t y o f the cash r a t i o , as cash i s h e l d f o r non-
t r a n s a c t i o n a r y purposes, and i n c r e a s e s money m u l t i p l i e r 
i n s t a b i l i t y . However the observed s t a b i l i t y o f the cash r a t i o t o 
t o t a l money supply, a p a r t from adjustments t o p r i c e i n s t a b i l i t y , 
suggests t h a t i n f o r m a l markets do not s t r o n g l y i n f l u e n c e t h e 
conduct of monetary p o l i c y . 

Savings M o b i l i z a t i o n 

F i g u r e 2 r e v e a l s c o n s i d e r a b l e f l u c t u a t i o n over the twenty year 
p e r i o d t o 1987 i n the r a t i o of gross domestic s a v i n g s (GDP l e s s 
government and p r i v a t e consumption) t o GDP. Sharp i n c r e a s e s i n 
gross s a v i n g s occured d u r i n g t h e b r i e f commodity e x p o r t boom 
p e r i o d s of 1977 and 1985. In p e r i o d s subsequent t o the booms 
gross domestic s a v i n g has tended t o d e c l i n e , f a l l i n g t o a r e c o r d 
low of 19 per cent GDP d u r i n g 1987 which i s i n d i c a t i v e of a 
s e c u l a r d e c l i n e i n s a v i n g s r a t e s . 

On the ot h e r hand banks are l e g a l l y o b l i g e d t o p r o v i d e 
d e p o s i t f a c i l i t i e s f o r government and p a r a s t a t a l employees. 



Figure 2 

GROSS SAVINGS RATES 

1967-87 

I I I I I I I I I I I I I I I I I I I I I 
1 9 5 7 1 9 6 9 1 3 7 1 1 3 7 3 1 9 7 5 1 3 7 7 1 9 7 9 1 9 B 1 1383 19B5 1 9 8 7 

1 9 6 8 1 9 7 0 1 9 7 2 1 9 7 4 1 3 7 B 1 9 7 8 1 9 8 0 1 9 8 2 1 9 8 4 1 9 8 6 

S o u r c e W o r l d B a n k , * o r I d T a b l e s 

Changes i n the l e v e l o f p u b l i c s a v i n g s are the pri m a r y source of 
aggregate s a v i n g s changes owing t o the o p e r a t i o n s of the 
p u b l i c commodity p r i c e s t a b i l i s a t i o n fund (CSSPPA). The magnitude 
of the changes are i n d i c a t i v e of the importance of commodity 
e x p o r t s . The fund guarantees e x p o r t e r s a f i x e d p r i c e f o r cocoa, 
c o f f e e , c o t t o n , sugar and r i c e , based upon an a d m i n i s t r a t i v e l y 
s e t producer p r i c e , t r a n s p o r t c o s t s and a p r o f i t markup. Any 
d i f f e r e n c e between t h e w o r l d market p r i c e and t h e guaranteed 
p r i c e a c c r u e s t o the s t a b i l i s a t i o n fund. I n p r a c t i c e e x p o r t 
p r i c e s have been w e l l above t h e c . i . f . c o s t p r i c e and the 
s t a b i l i s a t i o n fund has generated s u r p l u s e s which averaged 7 per 
cent of GDP d u r i n g 1975-85 and peaked a t 15.5 per cent of GDP i n 
1977 ( S c h i l l e r , 1 9 8 8 ) . The s u r p l u s e s d i d not accumulate as a 
s t a b i l i s a t i o n fund but were t r a n s f e r r e d t o f i n a n c e o t h e r 
government e x p e n d i t u r e , i n p a r t i c u l a r a l a r g e i n f r a s t r u c t u r a l 
e xpansion programme. 

The more r e c e n t commodity p r i c e f a l l s have r e v e r s e d t h e s i t u a t i o n 
and the CSSPPA has operated a t a l o s s i n 1988 and 1989, t e d u c i n g 
g r o s s domestic s a v i n g , r e s u l t i n g i n s u b s t a n t i a l b orrowing from 
the domestic banking system t o f i n a n c e purchases. I n J u l y 1989, 
the CSSPPA announced a r e d u c t i o n of producer p r i c e s f o r the 
1989/90 season w i t h cocoa p r i c e s , f o r example, f a l l i n g from 400 
CFA/Kg t o 250 CFA/Kg l a r g e l y i n response t o the f a l l i n g w o r l d 



cocoa p r i c e . A lthough t h i s was c o n t r a r y t o p r e v i o u s Government 
p o l i c y which had s t r e s s e d t he importance of s t a b l e producer 
p r i c e s , t he domestic f i n a n c i n g requirements of the marketing 
board were h a v i n g the e f f e c t of crowding out p r i v a t e f i r m s from 
access t o c r e d i t ( t h i s i s d i s c u s s e d l a t e r i n d e t a i l ) . A lthough 
commodity e x p o r t booms tend t o i n c r e a s e domestic s a v i n g s t h i s 
e f f e c t i s g e n e r a l l y o n l y temporary. In Cote d ' l v o i r e i n the l a t e 
197 0s, consumption e x p e n d i t u r e i n c r e a s e s r a p i d l y f o l l o w e d 
i n c r e a s e s i n e x p o r t income so t h a t expanded s a v i n g s were a 
temporary phenomenon ( s e c t i o n 4 ) . 

By a d j u s t i n g g r o s s domestic s a v i n g s f o r r e s o u r c e s which are 
t r a n s f e r r e d abroad, gross n a t i o n a l s a v i n g i s o b t a i n e d which more 
a c c u r a t e l y r e p r e s e n t s the r e s o u r c e s a v a i l a b l e f o r growth. From 
F i g u r e 2 the e f f e c t of removing net f a c t o r income ( p r o f i t s , 
d i v i d e n d s , i n t e r e s t ) and net t r a n s f e r s ( l a r g e l y e x p a t r i a t e 
s a v i n g s and I v o r i a n s a v i n g s i n f o r e i g n accounts) from domestic 
s a v i n g i s u n i f o r m l y n e g a t i v e . Gross n a t i o n a l s a v i n g s have a l s o 
f a l l e n markedly, from n e a r l y 15 per cent d u r i n g the 1970-78 
p e r i o d t o 9 per cent of GDP i n the 1979-87 p e r i o d . 

The i n c r e a s e s i n f a c t o r payments made t o the r e s t of the w o r l d 
(Table 4) are a t t r i b u t a b l e t o i n c r e a s e s i n f o r e i g n debt i n t e r e s t 
payments d u r i n g the 1980s. Apart from debt r e p u d i a t i o n and 
repayment m o r a t o r i a t h e r e are no domestic f i n a n c i a l p o l i c i e s 
which c o u l d immediately reduce these outward f l o w s . The 
p o s s i b i l i t y of f u t u r e debt r e d u c t i o n may however reduce net 
outward f l o w s . 

Table 4: Elements of Domestic Saving 
( i n per cent of GDP) 

P e r i o d 7 2 - - 7 5 7 6 - 7 9 80-S n 8 4 - 8 7 

Gross Domestic Saving 2 5 , . 8 29 . 0 2 0 . . 0 2 2 . 5 

Net F a c t o r Income - 3 , . 5 - 3 . 9 - 6 . . 4 - 8 . 0 

Net T r a n s f e r s - 4 . 7 - 6 . 0 - 5 , . 6 - 4 . 2 

Gross N a t i o n a l Saving 1 3 , . 0 1 3 . 4 8 . . 0 1 0 . 4 

Note: Gross Domestic Saving l e s s T r a n s f e r s l e s s Factor Incomes equals Gross N a t i o n a l Saving. 
Source: World Bank, World Tables 1988/89. 

Net t r a n s f e r s , which v a r y between 4 and 6 per cent of GDP 
(outward), may be more r e a d i l y i n f l u e n c e d by p o l i c y . T r a n s f e r s 
by e x p a t r i a t e s (European) c o u l d be d i m i n i s h e d by more a t t r a c t i v e 
s a v i n g s i n s t r u m e n t s , as would be the case f o r I v o r i a n s a v i n g s 
c h a n n e l l e d i n t o f o r e i g n accounts. T r a n s f e r s of migrant worker 



s a v i n g s t o n e i g h b o u r i n g c o u n t r i e s ( B u r k i n a , M a l i i n p a r t i c u l a r ) 
are a l s o known t o be s u b s t a n t i a l from a n a l y s i s of movements of 
banknotes between c o u n t r i e s i s s u i n g CFA notes. A l t h o u g h t he 
breakdown of net t r a n s f e r s i s not a v a i l a b l e i t i s c l e a r t h a t they 
remain a s i z e a b l e f r a c t i o n of domestic s a v i n g s t h a t i s not 
a v a i l a b l e f o r investment purposes 

I f f o r e i g n f i n a n c e i s not a v a i l a b l e t o supplement low domestic 
s a v i n g s , investment l e v e l s and f u t u r e economic p r o s p e c t s may be 
a f f e c t e d . I n t e r e s t r a t e p o l i c y may a c t t o i n c r e a s e the g r o s s 
domestic s a v i n g s r a t e by g i v i n g a h i g h e r r e t u r n on d e p o s i t s and 
may a l s o reduce t r a n s f e r s abroad by n a t i o n a l s and e x p a t r i a t e s 
thereby i n c r e a s i n g t h e n a t i o n a l s a v i n g s r a t e . These p o l i c y 
reforms a r e d i s c u s s e d i n more d e t a i l i n s e c t i o n 3, monetary 
p o l i c y i n s t r u m e n t s . 



3. I N S T R U M E N T S OF M O N E T A R Y POLICY 

For c o n t r o l of the l e v e l o f g l o b a l l i q u i d i t y i n the economy, the 
C e n t r a l Bank has the f o l l o w i n g d i r e c t i n s t r u m e n t s t o i n f l u e n c e 
the a v a i l a b i l i t y of c r e d i t : 

* C e n t r a l Bank R e f i n a n c i n g C r e d i t L i m i t s (concours globaux) 
* Reserve requirements 
* P r i o r A u t h o r i s a t i o n s 

I n d i r e c t c o n t r o l of l i q u i d i t y i n the banking system v i a changes 
i n money demand are e f f e c t e d through i n t e r e s t r a t e adjustments, 
although i n t e r e s t r a t e p o l i c y i s more c l o s e l y connected w i t h 
s e c t o r a l a l l o c a t i o n of c r e d i t . 

The BCEAO a l s o has a s e c t o r a l c r e d i t p o l i c y which i s based upon: 

* P r i o r i t y s e c t o r s 
* S e c t o r a l c o e f f i c i e n t s 
* P r e f e r e n t i a l i n t e r e s t r a t e s . 

T h i s s e c t i o n c o n s i d e r s the scope and e f f e c t i v e n e s s of these 
i n s t r u m e n t s i n t u r n . 

C e n t r a l Bank R e f i n a n c i n g 

The BCEAO d i f f e r s c r u c i a l l y from many o t h e r c e n t r a l banks as i t 
a c t s not o n l y as a l e n d e r of l a s t r e s o r t but i t i s an important 
source of r e f i n a n c i n g ( t e c h n i c a l l y r e d i s c o u n t i n g ) f o r the 
domestic banking s e c t o r through i t s l o c a l agencies i n each UMOA 
cou n t r y . T a b l e 5 shows the p r o p o r t i o n of c r e d i t t o the economy 
which i s r e f i n a n c e d by the C e n t r a l Bank, which has averaged c l o s e 
t o 40 per cent s i n c e 1982. 

R e f i n a n c i n g o p e r a t i o n s , which a f f e c t the s i z e of the monetary 
base, have been the p r i n c i p a l instrument u t i l i s e d t o i n f l u e n c e 
the l e v e l and, t o a l e s s e r e x t e n t , the c o m p o s i t i o n o f c r e d i t i n 
the economy. C e n t r a l Bank c r e d i t t a k e s the form of s h o r t term 
money market advances, r e d i s c o u n t s a t e i t h e r p r e f e r e n t i a l or 
normal d i s c o u n t r a t e and c o m p a r a t i v e l y few f i x e d r a t e l o a n s of 
up t o t e n ye a r s m a t u r i t y . These c r e d i t s are backed by d i s c o u n t 
b i l l s d e p o s i t e d a t the C e n t r a l Bank. The maximum p r o p o r t i o n of 
a medium t o lo n g term l o a n r e f i n a n c e a b l e by the C e n t r a l Bank 
v a r i e s a c c o r d i n g t o the l e v e l of p r i o r i t y accorded t o the 
a c t i v i t y f i n a n c e d . T h i s ranges from 90 per cent of l o a n v a l u e s 
f o r s m a l l and medium b u s i n e s s e s and s o c i a l i n f r a s t r u c t u r e 
investment, t o 50 per cent f o r most types of n o n - p r i o r i t y 
investment. 

O f f i c i a l p u b l i c a t i o n s summarising monetary and c r e d i t 
p o l i c y are BCEAO 1976a, 1976b and 1987a. 



Table 5: C r e d i t and R e f i n a n c i n g 
(CFA B i l l i o n s ) 

Short-term: Medium & 
Year Non A g r i c A g r i c Long Term 

1979 436.3 91.0 264.5 

1980 434.1 126.1 328.8 

1981 424.9 187.2 354.3 

1982 491.7 172.5 357.1 

1983 581.0 153.6 356.7 

1984 591.5 160.7 330.6 

1985 587.0 179.3 332.4 

1986 601.5 182.8 331.6 

198 7 677.0 231.0 302.5 

1988 607.9 302.8 289.3 

Per Cent 
Total C r e d i t / Refinanced 

GDP By BCEAO 

791.7 40.7% 25.8% 

889.0 40.0% 30.6% 

966.5 42.2% 38.5% 

1021.3 41.1% 40.4% 

1101.3 42.7% 43.1% 

1082.8 37.7% 40.8% 

1098.7 35.0% 36.6% 

1115.9 34.4% 38.0% 

1210.5 39.6% 42.5% 

1199.9 na 42.5% 

Notes: C r e d i t t o economy c o n s t i t u t e s : - c r e d i t from commercial banks, 
c r e d i t from f i n a n c i a l i n s t i t u t i o n s r e f i n a n c e d by the c e n t r a l bank, 
obligations cautionees and bad debts from Oct 1985. 

Source: BCEAO, S t a t i s t i q u e s Economiques et Monetaires. 

Refinancing and Monetary Stance 

A n n u a l l y a c o u n t r y c e i l i n g {concours global) f o r t o t a l c e n t r a l 
bank c r e d i t ( a l l types) i s j o i n t l y determined by t h e N a t i o n a l 
C r e d i t C o u n c i l and t h e BCEAO Conseil d'administration. Because 
of the s i g n i f i c a n c e o f c e n t r a l bank r e f i n a n c i n g o p e r a t i o n s i n t h e 
c r e d i t market, the change i n the l e v e l of the c o u n t r y c e i l i n g 
u s u a l l y d e f i n e s the g e n e r a l monetary stance f o r the year i n 
q u e s t i o n . 



D e t e r m i n a t i o n o f a s p e c i f i c c o u n t r y c e i l i n g i s t a k e n w i t h i n the 
framework of the o v e r a l l o f f i c i a l g r o s s f o r e i g n a s s e t p o s i t i o n 
of t h e u n i o n which, a c c o r d i n g t o a r u l e i n BCEAO s t a t u t e s , s h o u l d 
not f a l l below 20 per cent of i t s s i g h t l i a b i l i t i e s ' ' f o r more 
than t h r e e c o n s e c u t i v e months w i t h o u t s t e p s b e i n g t a k e n t o remedy 
the p o s i t i o n (BCEAO,1973e) . T h i s coverage r u l e i s a s t r o n g 
c o n s t r a i n t upon money c r e a t i o n i f e f f e c t i v e l y a p p l i e d , as s i g h t 
l i a b i l i t i e s comprise v i r t u a l l y a l l l i a b i l i t i e s which the BCEAO 
agency has d i s c r e t i o n a r y powers t o a d j u s t i n the s h o r t term. So, 
when the 20 per cent r a t i o i s breached, r e d u c t i o n s of c e n t r a l 
bank r e f i n a n c i n g s h o u l d feed through t o r e d u c t i o n s i n bank c r e d i t 
t h ereby c o n s t r a i n i n g the r a t e o f money i s s u e . 

S i n c e September 1985, the UMOA l e v e l o f f o r e i g n a s s e t s has been 
c o n s i s t e n t l y below 20 per cent of s i g h t l i a b i l i t i e s . During 1988 
alo n e , i t d e c l i n e d from a coverage of 12.6 per cent t o 7.1 per 
cent. T h i s development was a r e f l e c t i o n of a d e t e r i o r a t i n g 
t r a d i n g environment and a l s o , a c e r t a i n r e l u c t a n c e t o impose a 
c o n t r a c t i o n a r y monetary p o l i c y i n a l l UMOA s t a t e s r e g a r d l e s s of 
t h e i r i n d i v i d u a l f o r e i g n a s s e t p o s i t i o n as w e l l as a c e r t a i n 
d i s a b i l i t y t o impose e f f e c t i v e r e s t r i c t i v e p o l i c y . 

The 20 per cent coverage requirement i s breached c o n s i s t e n t l y a t 
a c o u n t r y l e v e l as w e l l as a t the UMOA l e v e l . Cote d ' l v o i r e f o r 
example has operated a t l e s s than 2 per cent coverage f o r most 
of the 1980s. However i t would appear t h a t the aggregate stance 
w i l l r e f l e c t the o v e r a l l UMOA f o r e i g n a s s e t coverage and t h a t 
c o u n t r i e s w i t h low or n e g a t i v e growth of r e f i n a n c i n g are those 
w i t h coverage s u b s t a n t i a l l y l e s s than 20 per cent. 
For example, p r i o r t o 1987 UMOA f o r e i g n a s s e t coverage was l e s s 
than 20 per cent (18.5% December 1986) and a somewhat r e s t r i c t i v e 
r e f i n a n c i n g p o l i c y was r e q u i r e d . I n d i v i d u a l c o u n t r y r e f i n a n c i n g 
t a r g e t s a re s e t w i t h r e f e r e n c e t o l o c a l coverage l e v e l s (see 
Table 6) . 

C o u n t r i e s such as Cote d ' l v o i r e , Benin and Senegal w i t h low 
coverage are programmed t o have a c o n t r a c t i o n a r y r e f i n a n c i n g 
p o l i c y , w h i l s t c o u n t r i e s c o n t r i b u t i n g t o t h e pooled r e s e r v e s have 
a more expansionary s t a n c e . Thus the comb i n a t i o n o f d i s t i n c t 
c o u n t r y i s s u e zones and d i f f e r i n g r e f i n a n c i n g p o l i c i e s a l l o w s a 
c o n s i d e r a b l e degree of v a r i a t i o n i n announced monetary p o l i c y and 
hence i n p o t e n t i a l p r i c e and output developments i n UMOA 
c o u n t r i e s . 

I t i s a l s o c l e a r from Table 6 t h a t c o u n t r i e s which o v e r s h o t 
r e f i n a n c i n g c e i l i n g s were those a c t u a l l y programmed t o implement 
a c o n t r a c t i o n a r y r e f i n a n c i n g p o l i c y . Thus monetary p o l i c y was 

Gross f o r e i g n a s s e t p o s i t i o n c o n s i s t s o f h o l d i n g s of 
g o l d , IMF a s s e t s and h o l d i n g s of f o r e i g n c u r r e n c y . 

" The major s i g h t l i a b i l i t i e s of the C e n t r a l Bank c o n s i s t 
of : notes and c o i n s , s i g h t d e p o s i t s from banks and f i n a n c i a l 
i n s t i t u t i o n s and f o r e i g n c u r r e n c y l i a b i l i t i e s . 



Table 6: UMOA Monetary Policy Stance 1986 and 1987 

C e n t r a l Bank Lending To The Economy 
(CFA B i l l i o n s ) 

1986 1987 Change i n 1986 Year 
End O f f i c i a 

Country Cei1ing Outcome C e i l i n g Outcome C e i l i n g % Net Foreign Country 
Assets 

Ben 1 r 55.4 58.5 56.4 63.0 1.8 -29.9 
Burkina 19.5 19.0 24.5 24.7 25.6 54.0 
Cote d' I v o i r e 524.3 543.2 506.7 632.8 -3.4 -318.3 
Mali 30.2 52.5 33.7 53.5 11.6 -46.9 
Niger 37.6 38.3 39.5 42.5 5.1 17.1 
Senegal 187.6 202.7 181.1 200.7 -3.5 -197.0 
Togo 25.0 22.2 26.6 23.9 6.4 67.3 

Total 879.6 936.5 868.5 1041.0 -1.3 -454.0 

Notes: Total net f o r e i g n assets does not include an a d d i t i o n a l 95.5 CFA bn 
assets j o i n t l y h e l d and adjustments. 
Global C e i l i n g represents t o t a l c e n t r a l bank c r e d i t to p u b l i c and p r i v a t e s e c t o r s . 

Source: Zone Franc Rapport 19B7. 

l e a s t e f f e c t i v e where i t was supposed t o be most e f f e c t i v e . T h i s 
l a c k of e f f e c t i v e n e s s e x p l a i n s the p e r s i s t e n c e of low f o r e i g n 
a s s e t coverage by c o u n t r i e s such as Cote d ' l v o i r e . I n t h e next 
s e c t i o n we c o n s i d e r the components of r e f i n a n c i n g and the reasons 
f o r o v e r s h o o t i n g the r e f i n a n c i n g c e i l i n g s i n Cote d ' l v o i r e . 

Breaking the Refinancing C e i l i n g s 

Table 7 breaks down the BCEAO r e f i n a n c i n g c e i l i n g s i n t o t h r e e 
main c a t e g o r i e s : o r d i n a r y c r e d i t , r u r a l c r e d i t and c r e d i t t o the 
Treasury. Corresponding t o each ca t e g o r y c e i l i n g are t h e end year 
outcomes. R e f i n a n c i n g c e i l i n g s are e f f e c t i v e l y the monetary 
t a r g e t s of the c e n t r a l Bank and the performance of outcomes 
a g a i n s t c e i l i n g s i s a f i r m i n d i c a t i o n of the e f f e c t i v e n e s s of 
monetary p o l i c y i n a t t a i n i n g predetermined t a r g e t s . 

From Table 7 i t i s e v i d e n t t h a t the main area of t a r g e t 
o v e r s h o o t i n g i s f o r r u r a l c r e d i t ( c o n s i d e r e d i n the next s e c t i o n 
i n more d e t a i l ) . C r e d i t t o government adhered c l o s e l y t o the 
t a r g e t s h i g h l i g h t i n g the important and e f f e c t i v e r e s t r a i n t on 



Table 7: Central Bank Refinancing - Ceilings S Results 

B i l l i o n s of CFA Francs 

Year C r e d i t To Banks and F I ' s 
Treasury 

C r e d i t To 

O r d i n a r y R u r a l 
C e i l i n g R e s u l t C e i l i n g * R e s u l t C e i l i n g R e s u l t 

147.7 139.6 7.0 125.6 37.0 75.0 
188.9 177.4 163.0 193.9 87 . 7 65.0 
na 239.9e na 172.5e na 90.0 

289.2 291.4 153.7 180.5 106.5 95.2 
311.0 295.3 150.0 147.5 115. 0 107.4 
325.8 254.8 142.0 148.1 120.5 111.6 
255. 0 243.5 145.0 180.4 124. 3 119.5 
216.0 279.3 161.0 231.0 129 .7 122.5 
na 198. 5 na 302.8 na 138.2 

1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
Notes: * i n d i c a t i v e , na not a v a i l a b l e , e breakdown e s t i m a t e d 
from t o t a l . 
Source: BCEAO. 

d i r e c t c r e d i t t o government. O r d i n a r y c r e d i t ( c r e d i t t o the r e s t 
of t h e economy) exceeded t a r g e t i n 1987 but o t h e r w i s e was more 
l i k e l y t o be s i g n i f i c a n t l y below t a r g e t , as was t h e case i n 1985. 

R u r a l C r e d i t 

R e f i n a n c i n g of r u r a l c r e d i t f o r the t h r e e stages of p r o d u c t i o n 
of purchase, s t o c k s and e x p o r t i s regarded as p r i o r i t y c r e d i t 
both i n terms of a v a i l a b i l i t y and the d i s c o u n t r a t e a p p l i c a b l e , 
and has an i n d i c a t i v e c e i l i n g based upon e s t i m a t e d requirements. 
Requirements i n excess of the c e i l i n g f o r r u r a l r e f i n a n c i n g are 
c o r r e s p o n d i n g l y met whenever p o s s i b l e , c o n s e q u e n t l y the 
i n d i c a t i v e c e i l i n g i s f r e q u e n t l y exceeded. In the 1980s, the 
i n d i c a t i v e c e i l i n g was breached i n every year but one t o 1988. 

In t h e o r y r u r a l c r e d i t r e f i n a n c i n g i s s h o r t term, and c r e d i t 
advanced d u r i n g or a f t e r the h a r v e s t p e r i o d i s r e p a i d f o l l o w i n g 
e x p o r t a t i o n . F i g u r e 3 shows a marked c y c l i c a l p eaking of 
a g r i c u l t u r a l c r e d i t i n the f i r s t q u a r t e r of every year. Because 
t o t a l r u r a l c r e d i t r a r e l y d i p s below CFA 120 b i l l i o n , i t i s 
l i k e l y t h a t a c o n s i d e r a b l e p o r t i o n i s r o l l e d over a n n u a l l y , and, 
more i m p o r t a n t l y , t h a t t h i s p r o p o r t i o n i s r i s i n g as 1988 base 
l e v e l has r i s e n s u b s t a n t i a l l y t o more than 170 CFA bn. T h i s i s 
a s t r o n g i n d i c a t i o n of s t o c k p i l i n g p o l i c i e s . 

The l a c k of e f f e c t i v e r e s t r i c t i o n upon the l e v e l of r u r a l c r e d i t 
r e f i n a n c i n g has been e x p l o i t e d by the I v o r i a n government w i t h a 
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p o l i c y o f s t o c k p i l i n g o f a g r i c u l t u r a l e x p o r t s d u r i n g t h e r e c e n t 
commodity p r i c e slump. As a p r o p o r t i o n of t o t a l domestic c r e d i t 
( e x c l u d i n g c r e d i t t o government), r e f i n a n c i n g f o r s t o c k p i l i n g 
alone has doubled i n the two years t o December 1988 (see Table 
8) . W h i l s t r e f i n a n c i n g t y p i c a l l y peaks i n March f o l l o w i n g the end 
of the c o f f e e and cocoa season, BCEAO f i g u r e s show t h a t the 
p r o p o r t i o n of t o t a l c r e d i t a l l o c a t e d t o r e f i n a n c i n g has c o n t i n u e d 
t o r i s e i n 1989. BCEAO notes on the 1988 monetary s i t u a t i o n 
d e s c r i b e r u r a l c r e d i t growth as 'explosive'^". 

R u r a l R e f i n a n c i n g and The CSSPPA 

From t h e e a r l i e r d i s c u s s i o n of s a v i n g s m o b i l i z a t i o n , i t i s c l e a r 
t h a t the i n c r e a s e d demand f o r r u r a l r e f i n a n c i n g i s a r e s u l t of 
the commodity s t a b i l i s a t i o n scheme operated by t h e CSSPPA 
designed t o i n s u l a t e farmers from commodity p r i c e f l u c t u a t i o n s . 
With a d e c l i n e i n the w o r l d cocoa p r i c e (and c o f f e e p r i c e s i n 
1989) the CSSPPA c r e d i t requirements have r a p i d l y i n c r e a s e d t o 
meet the d i f f e r e n c e between t h e wo r l d and producer p r i c e s and t o 
fund s t o c k p i l i n g . Owing t o t h e importance of ex p o r t a g r i c u l t u r e 

See BCEAO, Banques et Monnaies No 381 A p r i l 1989. 



i n the I v o r i a n economy i t i s important t o a n a l y s e t h e monetary 
e f f e c t s of the s t a b i l i s a t i o n fund. 
S t a b i l i s a t i o n s u r p l u s e s accrue t o government by t r a n s f e r through 
the investment budget of the CAA (which i s o u t s i d e t h e formal 
budgetary framework of government) . The e f f e c t o f f i n a n c i a l 
t r a n s f e r s t o t h e CAA i s an expansionary f i s c a l i mpulse. S c h i l l e r 
( 1 9 8 8 : p l l ) notes t h a t s t a b i l i s a t i o n s u r p l u s e s r e s u l t i n g from the 
d e p r e c i a t i o n of t h e CFA a g a i n s t the US d o l l a r d u r i n g 1983-85 were 
l a r g e l y t r a n s f e r r e d t o the CAA f o r debt s e r v i c i n g : 

'...the t r a n s f e r s from t h e CSSPPA t o t h e CAA r e p r e s e n t e d . . . . a 
r e d i s t r i b u t i o n of w i n d f a l l g a i n s from those who b e n e f i t t e d from 
the temporary weakening of the l o c a l c u r r e n c y t o t h o s e who 
s u f f e r e d from i t . ' 
More g e n e r a l l y , s t a b i l i s a t i o n s u r p l u s e s were a form of t a x a t i o n 
of the r u r a l economy t o develop the i n d u s t r i a l and 
i n f r a s t r u c t u r a l base. 

S t a b i l i s a t i o n d e f i c i t s are f i n a n c e d by the domestic banking 
system u s i n g access t o c e n t r a l bank r e f i n a n c i n g f a c i l i t i e s , hence 
d i r e c t l y i n c r e a s i n g the monetary base. As crop f i n a n c i n g 
( i n c l u d i n g s t o c k p i l i n g ) i s e f f e c t i v e l y w i t h o u t a c e i l i n g and a 
p r i o r i t y c r e d i t a r e a , i n c r e a s e s e i t h e r d i s p l a c e r e f i n a n c i n g of 
o t h e r a c t i v i t i e s or expand domestic c r e d i t o v e r a l l . I n p r a c t i c e , 
t h e r e appears t o be a combination of both monetary expansion and 
displacement of o r d i n a r y r e f i n a n c i n g . In 1987, f o r example, the 
b r e a c h i n g of the r u r a l r e f i n a n c i n g c e i l i n g d i d not r e s u l t i n an 
under achievement of the o r d i n a r y c r e d i t c e i l i n g , i n f a c t q u i t e 
the r e v e r s e . But o v e r s h o o t i n g r u r a l c r e d i t i n 1985 and 1986 was 
accompanied by low l e v e l s of o r d i n a r y r e f i n a n c i n g . D u r i n g 1988 
however the crowding out argument i s s t r o n g e r . An expansion of 
r u r a l r e f i n a n c i n g by CFA 71 b i l l i o n accompanied an o r d i n a r y 
r e f i n a n c i n g c o n t r a c t i o n of n e a r l y CFA 81 b i l l i o n . The l i k e l i h o o d 
of crowding out of n o n - r u r a l borrowers d u r i n g 1988 was a l s o 
confirmed i n d i s c u s s i o n s w i t h commercial bank o f f i c i a l s . 

A l though the o p e r a t i o n of the CSSPPA has e l i m i n a t e d the e f f e c t s 
of f l u c t u a t i n g beverage p r i c e s and exchange r a t e changes from 
producer p r i c e s a t the c o s t of e i t h e r f i s c a l expansion ( s u r p l u s ) 
of domestic c r e d i t expansion ( d e f i c i t ) , i n c r e a s e d p r i c e 
f l e x i b i l i t y c o u l d smooth the a c t u a l income f l o w t o farmers from 
export proceeds and reduce monetary and f i s c a l f l u c t u a t i o n s . 

Cote d ' l v o i r e has a s u f f i c i e n t share of w o r l d cocoa output t h a t 
domestic output shocks w i l l a f f e c t w o r l d p r i c e s ( t h i s i s t r u e t o 
a l e s s e r e x t e n t f o r c o f f e e as w e l l ) . Thus a poor I v o r i a n h a r v e s t 
would be p a r t l y compensated f o r by i n c r e a s e d w o r l d p r i c e s but the 
f i x e d producer p r i c e e l i m i n a t e s t h i s o f f s e t t i n g p r i c e movement 
t o the producer. The r e c e n t announcement of reduced producer 
p r i c e s f o r the 1989/90 season marks a s t e p towards i n c r e a s e d 
p r i c e f l e x i b i l i t y and s h o u l d reduce the amount of c r e d i t 
a l l o c a t e d as p r i o r i t y r u r a l r e f i n a n c i n g , but i t i s l i k e l y t o 
have o c c u r r e d because of the u n s u s t a i n a b l e c r e d i t requirements 
of s t o c k p i l i n g a t t h e p r e v i o u s producer p r i c e s . 



Table 8: Recent Rural Credit Refinancing 

R e f i n a n c i n g o f : C o f f e e , Cocoa, R i c e , Cotton and 
Maize S t o c k p i l i n g 

CFA Bns % T o t a l C r e d i t 

Dec 1985 113.5 10. 3 

Dec 1986 113.7 10.2 

Dec 1987 175.9 14 . 5 

Dec 1988 247.4 20.6 

J a n 1989 278.0 na 

Feb 1989 299.6 na 

Mar 1989 313.2 na 

Notes: T o t a l C r e d i t = Non government c r e d i t from 
monetary system 

Source; BCEAO 

In summary a c c o r d i n g a h i g h p r i o r i t y t o r u r a l r e f i n a n c i n g i s the 
main cause of o v e r s h o o t i n g the l i m i t s announced f o r c e n t r a l bank 
i n t e r v e n t i o n . As a r e s u l t g r o ss f o r e i g n a s s e t coverage remains 
f a r below the r e q u i r e d minimum (and net f o r e i g n a s s e t s t e n d t o 
f a l l ) and monetary p o l i c y i s r a r e l y as c o n t r a c t i o n a r y as had been 
int e n d e d . In extreme cases, such as 1988, t h i s system can crowd 
out o t h e r t y p e s of borrowing. However r e c e n t changes i n 
a g r i c u l t u r a l p r i c i n g and s a l e s p o l i c i e s would appear t o reduce 
r e f i n a n c i n g requirements below t h e i r 1989 peak. 

Government C r e d i t 

C r e d i t t o Government i s s t r i c t l y l i m i t e d by A r t i c l e 16 of BCEAO 
s t a t u t e s t o 20 per cent of the p r e v i o u s y e a r ' s f i s c a l r e c e i p t s . 
In p r a c t i c e , t h i s i s t r e a t e d as an automatic e n t i t l e m e n t . 
However, as shown i n Table 7, the i m p o s i t i o n of a l i m i t i s an 
e f f e c t i v e means i n c u r t a i l i n g d i r e c t c e n t r a l bank c r e d i t t o 
government. In the absence of s p e c i f i c c o o r d i n a t i o n of f i s c a l and 
monetary p o l i c y , t h e c r e d i t l i m i t t o government may be 



i n s u f f i c i e n t t o fund borrowing requirements p a r t i c u l a r l y as 
sources of new f o r e i g n borrowing are extremely l i m i t e d by debt 
repayment m o r a t o r i a . There are s e v e r a l r o u t e s by which a d d i t i o n a l 
c r e d i t can be ob t a i n e d hence r e n d e r i n g the c e i l i n g i n e f f e c t i v e : 

* The c e i l i n g does not i n c l u d e the f i n a n c i n g of p a r a s t a t a l 
b o d i e s . By r e d u c i n g government net l e n d i n g t o p a r a s t a t a l s 
the government d i r e c t borrowing requirement i s reduced and 
the p r i v a t e s e c t o r must compete w i t h p a r a s t a t a l s f o r c r e d i t . 

* D e l a y i n g payment t o the p r i v a t e s e c t o r which c r e a t e s 
i n c r e a s e d p r i v a t e s e c t o r c r e d i t demand. 

* F o r e i g n Borrowing. L i m i t i n g domestic bank c r e d i t t o 
government d i d not r e s t r i c t o v e r a l l borrowing. With the 
advantage of a c o n v e r t i b l e c u r r e n c y and booming e x p o r t s Cote 
d ' l v o i r e borrowed h e a v i l y d u r i n g the 197 0s and e n t e r e d the 
1980s w i t h what t u r n e d out t o be a severe f o r e i g n debt 
s e r v i c i n g problem. 

Other C r e d i t 

The f i n a l component of the g l o b a l c r e d i t a l l o c a t i o n i s the 
r e f i n a n c i n g o f o r d i n a r y c r e d i t from commercial banks and 
f i n a n c i a l i n s t i t u t i o n s . T h i s operates on the C e n t r a l Bank balance 
sheet as a b a l a n c i n g item, p a r t i c u l a r l y i n s i t u a t i o n s of 
l i q u i d i t y s h o r t a g e . 

With a lower p r i o r i t y than r u r a l r e f i n a n c i n g and c r e d i t t o 
government ( w i t h i n the c e i l i n g ) , and a lower l e v e l of f o r e i g n 
a s s e t s than a n t i c i p a t e d , an i n c r e a s e i n o r d i n a r y r e f i n a n c i n g 
r e q u i r e s e i t h e r an i n c r e a s e i n d e p o s i t s a t the C e n t r a l Bank or 
new money issue^'. 

With money i s s u e pre-determined by the BCEAO and not s u b j e c t t o 
the d i s c r e t i o n of the l o c a l agency a f t e r the i s s u e t a r g e t i s s e t , 
the m a r g i n a l o r d i n a r y r e f i n a n c i n g d e c i s i o n i s dependent upon the 
amount of funds p l a c e d on the o v e r n i g h t money market and the 
amount of c r e d i t a v a i l a b l e t o the Cote d ' l v o i r e agency from the 
BCEAO^^. 

T h i s can be seen from 
the c e n t r a l bank: 

ASSETS 
F o r e i g n A s s e t s + 
C r e d i t To Government + 
R u r a l C r e d i t R e f i n a n c i n g + 
O r d i n a r y C r e d i t R e f i n a n c i n g 

a s i m p l i f i e d b alance sheet of 

LIABILITIES 
Notes & Coins + 
Banks & Other D e p o s i t s + 
F o r e i g n L i a b i l i t i e s 

T h i s i s because s h o r t term r e f i n a n c i n g i s c a r r i e d out 
on the i n t e r b a n k money market which i s s u p e r v i s e d by the 
agency of the BCEAO. 



Commercial banks know i n advance t h a t t h e amount of o r d i n a r y 
r e f i n a n c i n g a v a i l a b l e i s dependent on the l i q u i d i t y of the l o c a l 
agency of the c e n t r a l bank. I f the c e n t r a l bank has s u f f i c i e n t 
l i q u i d i t y , the i n d i v i d u a l commercial bank can expect r e f i n a n c i n g 
up t o i t s p o r t i o n o f the c e i l i n g . I n p o s i t i o n s o f t i g h t l i q u i d i t y 
i t s a l l o c a t i o n can o n l y be known on a day t o day b a s i s . As shown 
i n T able 7 the s t r e n g t h e n i n g o f the r e f i n a n c i n g c e i l i n g from 1980 
by removal of i t s " i n d i c a t i v e " n a t u r e has r e s u l t e d i n a f a i r l y 
c l o s e adherence t o the r e f i n a n c i n g c e i l i n g s . However i n 1987, the 
i n d i c a t i o n s are t h a t the c r e d i t c e i l i n g was exceeded by n e a r l y 
30 per c e n t , and t h a t t h e C e n t r a l Bank had s e r i o u s d i f f i c u l t i e s 
i n c a r r y i n g through s e r i o u s c r e d i t r e s t r i c t i o n s d e s p i t e having 
the i n s t r u m e n t s t o so. 

From 1980, c e n t r a l bank c o n t r o l was extended by s t i p u l a t i o n of 
maximum monthly o r d i n a r y c r e d i t i n c r e a s e s ( i e c r e d i t e l i g i b l e f o r 
r e d i s c o u n t i n g a t the C e n t r a l Bank) which operate c o u n t e r -
c y c l i c a l l y t o the l e v e l o f r u r a l c r e d i t . P e n a l t i e s f o r non­
compliance i n c l u d e n o n - i n t e r e s t b e a r i n g d e p o s i t s a t the C e n t r a l 
Bank, a l t h o u g h i n p r a c t i c e t h i s has not o c c u r r e d . E v a l u a t i o n o f 
monthly c r e d i t t a r g e t compliance i s hampered by BCEAO s e c r e c y f o r 
both t a r g e t s and outcomes^'. L o c a l banks r e p o r t e d g e n e r a l 
compliance t o the t a r g e t s w i t h the e x c e p t i o n of d u r i n g t h e f i r s t 
q u a r t e r due t o d e l a y s i n r e l e a s i n g c r e d i t t a r g e t s . 

T o t a l C r e d i t C e i l i n g s 
From 1976, the BCEAO has s e t comprehensive annual i n d i c a t i v e 
t a r g e t s f o r monetary aggregates a l t h o u g h t h e o p e r a t i o n a l p o l i c y 
was c o n f i n e d t o a c h i e v i n g the narrower C e n t r a l Bank r e f i n a n c i n g 
t a r g e t s . T a r g e t s f o r o v e r a l l net f o r e i g n a s s e t s , domestic c r e d i t 
components and t o t a l domestic l i q u i d i t y a re not p u b l i s h e d and 
appear t o r e s u l t from the framework u t i l i s e d t o determine the 
monetary stance i n each UMOA c o u n t r y which i s b a s i c a l l y an IMF 
d e r i v e d e x e r c i s e of f i n a n c i a l programming. B h a t i a (1985) produced 
data f o r years 1976-80 on t a r g e t s and a c t u a l s showing a 
s u b s t a n t i a l overshoot i n UMOA domestic c r e d i t a n n u a l l y t o 1979, 
p r i n c i p a l l y due t o r a p i d p r i v a t e c r e d i t growth i n Cote d ' l v o i r e 
d u r i n g 1976-79 (reproduced i n Table 9 ) . 

The income from the commodity p r i c e boom 197 5-78 o n l y p e r m i t t e d 
a v e r y s l i g h t improvement i n the net f o r e i g n a s s e t p o s i t i o n and 
a somewhat more s i g n i f i c a n t i n c r e a s e i n government deposits^* but 
a l l o w e d v e r y s u b s t a n t i a l i n c r e a s e s i n domestic c r e d i t . Thus 
monetary p o l i c y o n l y p a r t i a l l y s t e r i l i s e d t h e f o r e i g n exchange 
i n f l o w s . The tendency f o r p r i v a t e c r e d i t t o i n c r e a s e appeared t o 

C r e d i t d a t a i s g i v e n by type of i s s u i n g i n s t i t u t i o n and 
by purpose i n BCEAO, Notes et S t a t i s t i q u e s but not 
s p e c i f i c a l l y by type of c r e d i t . 

M a i n l y through a v o l u n t a r y d e p o s i t scheme a t the 
c e n t r a l bank f o r CSSPPA. 



Table 9: Cote d'lvoire Monetary Survey - Targets and 
Actuals 

(CFA b i l l i o n s ) 

Year 

Net Foreign Assets 

Target Actual 

Net C r e d i t To 
Government 
Target A c t u a l 

Net C r e d i t To 
P r i v a t e Sector 
Target Act u a l 

Broad Money 

Target A c t u a l 

1976 -17.1 -18.0 -19.6 -2.2 322.9 391.9 282.5 350.0 

1977 12.5 17.4 -21.2 -76.0 413.6 605.1 398.6 524.5 

1978 40.0 24.3 -59.3 -107.5 577.5 696.3 548.7 581.6 

1979 41.0 -69.0 -59.4 -114.0 740.0 791.7 670.0 566.2 

1980 -28.3 -243.6 -60.7 -55.7 938.0 890.8 783.0 581.8 

Notes: * Net f o r e i g n a s s e t s i n c l u d e long term l i a b i l i t i e s but exclude a l l o c a t i o n s of SDK's which 
are i n c l u d e d i n other items net. (not shown) 

Source : p54 B h a t i a , 1985, p54. 

have developeca i t s own momentum by the l a t e 197 0s and t r a n s l a t e d 
i n t o a r a p i d d e c l i n e of f o r e i g n a s s s e t s as domestic a b s o r b t i o n 
exceeded income. The f a c t t h a t broad money s u p p l y was expected 
t o i n c r e a s e i n 1979 and 1980 y e t a c t u a l l y f e l l o r remained 
c o n s t a n t demonstrates t h a t monetary o f f i c i a l s had, wrongly, 
a n t i c i p a t e d t h a t the boom y e a r s f o r e i g n exchange r e c e i p t s were 
s u s t a i n a b l e i n t o the 1980s. 

Reserve Requirements 

The C e n t r a l Bank can r e q u i r e t h e d e p o s i t of funds from banks and 
f i n a n c i a l i n s t i t u t i o n s t o r e s t r i c t c r e d i t c r e a t i o n when d e p o s i t s 
i n c r e a s e r a p i d l y o r t o ensure a c e r t a i n minimum l e v e l of 
l i q u i d i t y . In p r a c t i c e , however r e s e r v e requirements have not 
been an important method of c r e d i t c o n t r o l and i n p r e f e r e n c e the 
r e f i n a n c i n g system has been used f o r r e s t r i c t i n g c r e d i t growth. 
To recap from the p r e v i o u s s e c t i o n t h i s i s a c h i e v e d by a 
r e d u c t i o n of o v e r n i g h t r e f i n a n c i n g of o r d i n a r y c r e d i t . By v i e w i n g 
r e f i n a n c i n g as borrowed r e s e r v e s , the BCEAO can be s a i d t o be 
c a r r y i n g out an approach t o r e s e r v e s management. 

The weaknesses i n s e v e r a l of the development-type banks d i s c u s s e d 
i n the review of the f i n a n c i a l s e c t o r , w i t h t h e b e n e f i t of 
h i n d s i g h t does suggest t h a t a c l o s e r s u r v e i l l a n c e of banking 
l i q u i d i t y would have been b e n e f i c i a l . The C e n t r a l Bank has two 
i n s t r u m e n t s w i t h which t o s u p e r v i s e commercial bank l e n d i n g 
o p e r a t i o n s which do not appear t o be e x t e n s i v e l y employed. A 
minimum r a t i o between the s h o r t - t e r m l i q u i d a s s e t s and s i g h t 
l i a b i l i t i e s can be imposed { c o e f f i c i e n t de t r e s o r i e ) as w e l l as 
a maximum r a t i o between non-guaranteed l o a n s t o a s i n g l e 
e n t e r p r i s e and the banks own c a p i t a l and r e s e r v e s { c o e f f i c i e n t 



de d i v i s i o n des risques). The t h r u s t of c e n t r a l bank r e g u l a t o r y 
a c t i v i t y appears t o be d i r e c t e d a t e n s u r i n g t h a t banks comply 
w i t h complex r e g u l a t i o n s on the growth and d i s t r i b u t i o n of 
c r e d i t , r a t h e r than m o n i t o r i n g p r u d e n t i a l r e g u l a t i o n of banking 
l i q u i d i t y and o v e r s e e i n g the q u a l i t y of a s s e t p o r t f o l i o s . 

P r i o r A u t h o r i s a t i o n s {Autorisations Prealables) 

Loans i n excess of 100 m i l l i o n CFA (US$ 0.3m ) r e q u i r e an 
a u t o r i s a t i o n prealable (AP) from the N a t i o n a l C r e d i t Committee 
of the C e n t r a l Bank which e n t i t l e s a l o a n t o be r e f i n a n c e d up t o 
a c e r t a i n percentage a c c o r d i n g t o s e c t o r of use. As made c l e a r 
i n BCEAO (197 6a) t h i s i n s t rument i s i n t e n d e d both t o c o n t r o l the 
amount of c r e d i t t o the p r i v a t e s e c t o r and t o augment the 
s e c t o r a l c r e d i t p o l i c y . The g r a n t i n g of APs i s a f a i r l y s t a n d a r d 
procedure and depends upon the i n t e n d e d use of c r e d i t . I n 
p r a c t i c e , the AP system may have some e f f e c t i n r e s t r i c t i n g l o a n s 
t o low p r i o r i t y s e c t o r s such as p r o p e r t y , import f i n a n c i n g and 
d i s t r i b u t i o n by denying access t o r e f i n a n c i n g . However, 
a p p l i c a t i o n s may be s c a l e d up f o r low p r i o r i t y s e c t o r 
a p p l i c a t i o n s . APs are not, however, a primary c o n t r o l i n s t r u m e n t ; 
d e s p i t e the requirement of c e n t r a l bank a s s e n t f o r l a r g e l o a n s 
i t s l e v e l of i n t e r v e n t i o n does not appear t o be s i g n i f i c a n t . T h i s 
c o n c l u s i o n i s u n d e r l i n e d by the weakness of s e c t o r a l c r e d i t 
p o l i c y . I t i s q u i t e p o s s i b l e t h a t the s u p e r v i s o r y powers of the 
C e n t r a l Bank are i n s u f f i c i e n t t o monitor the AP system 
e f f e c t i v e l y . 

The e f f e c t i v e n e s s of the AP system i s decreased by two main 
f a c t o r s : 

* Time d e l a y s i n p r o c e s s i n g APs can r e s u l t i n l e n d i n g b e f o r e 
n o t i f i c a t i o n . A u t h o r i s a t i o n t y p i c a l l y t a k e s s i x months but 
i t i s not unknown f o r a p p l i c a t i o n s t o take one o r two y e a r s , 
p a r t i c u l a r l y i n the case of new or f o r e i g n f i r m s . In 1987 
the C e n t r a l Bank r a i s e d the problem of non-compliance n o t i n g 
i n s t a n c e s of l o a n s g r a n t e d i n excess of the AP. 

* The l i m i t e d amount of r e f i n a n c i n g a v a i l a b l e a t the C e n t r a l 
Bank, which has been s u b s t a n t i a l l y reduced i n r e c e n t y e a r s . 
S e v e r a l bankers have p o i n t e d out t h a t o t h e r sources of 
f i n a n c e c o u l d be found f o r a l o a n r e f u s e d an AP. 

S e c t o r a l C o e f f i c i e n t s 

Although APs can be seen as p a r t of a s e c t o r a l a l l o c a t i o n p o l i c y 
the s e c t o r a l c o e f f i c i e n t s are more d i r e c t i n t h e i r approach t o 
a l l o c a t i n g c r e d i t t o d i f f e r e n t uses. 

The BCEAO u n i f o r m l y a p p l i e s t o each banking i n s t i t u t i o n minimum 
p r o p o r t i o n s of t o t a l c r e d i t t o the economy t o be a l l o c a t e d t o 
p r i o r i t y s e c t o r s and maxima f o r non p r i o r i t y s e c t o r s . The system 
of autorisations prealables i s i n t h e o r y a p p l i e d t o s h i f t c r e d i t 
a l l o c a t i o n towards the p r i o r i t y s e c t o r s . C o e f f i c i e n t s are r e v i s e d 



Table 10: S e c t o r a l C r e d i t - O b j e c t i v e s and Outcomes 

Sector 

Objective= minimum 

Primary Industry 

O b j e c t i v e = maximum 

Property T e r t i a r y Other* 

1980 O b j e c t i v e 5.0% 37.3% 11.5% 22.0% 24.2% 
Outcome 5.9% 33.9% 12.1% 20.7% 27.4% 

1981 O b j e c t i v e 5.0% 37.3% 11.5% 22.0% 24.2% 
Outcome 5.5% 26.5% 10.9% 22.0% 25.1% 

1982 O b j e c t i v e 
Outcome 5.6% 36.4% 10.2% 20.3% 27.4% 

1983 O b j e c t i v e 5.3% 36.4% 11.1% 
Outcome 5.5% 34.3% 9.6% 22.4% 28.0% 

1984 Ob j e c t i v e 5.3% 36.4% 11.1% 
Outcome 5.3% 34.4% 10.7% 20.7% 28.9% 

1985 O b j e c t i v e 6.0% 35.0% 10.0% 22.1% 26.9% 
Outcome 5.0% 31.1% 9.3% 21.7% 32.9% 

1986 O b j e c t i v e 7.5% 37.0% 9.0% 21.1% 25.4% 
Outcome 4.3% 28.1% 8.2% 26.7% 32.7% 

1987 O b j e c t i v e 7.5% 37.0% 9.5% 21.7% 24.3% 
Outcome 3.0% 25.5% 8.0% 32.6% 30.9% 

1988 O b j e c t i v e 7.5% 37.0% 9.5% 21.7% 24.3% 
Outcome 3.4% 26.7% 6.3% 35.6% 28.0% 

Note: Other comprises: energy, water, t r a n s p o r t , communications, 
a d m i n i s t r a t i o n and households. Primary: a g r i c u l t u r e , f i s h i n g . 

Source; BCEAO, C e n t r a l e des Risques. 

a n n u a l l y . Table 10 shows t h a t t h e minimum t a r g e t s f o r prima r y 
p r o d u c t i o n and i n d u s t r y have not been met i n any of the l a s t 
f i v e y e a r s , w h i l s t maximum t a r g e t s f o r s e r v i c e s and o t h e r 
t e r t i a r y s e c t o r s are r e g u l a r l y exceeded by s u b s t a n t i a l amounts. 
The a c t u a l s e c t o r a l d i s t r i b u t i o n has d e t e r i o r a t e d s u b s t a n t i a l l y 
i n terms of the p r i o r i t i e s o u t l i n e d by the BCEAO. For example, 
the o b j e c t i v e f o r c r e d i t t o t h e primary s e c t o r r o s e from 5.0 per 
cent t o t a l c r e d i t t o the economy i n 1980 t o 7.5 per cent i n 1988, 
but a c t u a l c r e d i t f e l l from 5.9 per cent t o 3.4 per cent ; 
s i m i l a r l y the p r o p o r t i o n of c r e d i t t o i n d u s t r y f e l l from n e a r l y 
34 per cent t o 26.7 per cent . 



BCEAO c i r c u l a r s i n d i c a t e t h a t b r e a c h i n g the s e c t o r a l c o e f f i c i e n t s 
w i l l r e s u l t i n the i m p o s i t i o n o f n o n - i n t e r e s t b e a r i n g d e p o s i t s 
a t t h e C e n t r a l Bank. There i s , however, no evidence t h a t t h i s 
s a n c t i o n has ever been a p p l i e d and the c o e f f i c i e n t s can be seen 
as p a r t o f the C e n t r a l Bank's 'moral s u a s i o n " . 

I n c r e a s i n g d e v i a t i o n s froiti t h e s e c t o r a l c o e f f i c i e n t s have been 
caused p r i m a r i l y from s t a g n a t i n g macroeconoraic growth, which has 
reduced t h e demand f o r c r e d i t and i n c r e a s e d t h e r i s k i n e s s o f 
long-term d i r e c t l y p r o d u c t i v e investment i n p r i m a r y and secondary 
s e c t o r s . The f o l l o w i n g s e c t i o n c o n s i d e r s the r e a l economy e f f e c t s 
of c r e d i t p o l i c y . 

A r e c e n t BCEAO meeting i n August 1989 suggested t h a t the s e c t o r a l 
c o e f f i c i e n t system w i l l be abandoned as i t c l e a r l y f a i l s i n i t s 
own s t a t e d o b j e c t i v e s . The comb i n a t i o n o f c r e d i t a l l o c a t i o n 
d i r e c t i v e s and a c o n t r o l l e d i n t e r e s t r a t e p o l i c y (see next 
s e c t i o n ) does not a l l o w banks t o a d j u s t t h e i r l e n d i n g terms t o 
the p e r c e i v e d r i s k i n e s s o f t h e l o a n . I f the pr e s e n t system o f 
e f f e c t i v e c o n t r o l s on l e n d i n g terms but i n e f f e c t i v e c o n t r o l s on 
c r e d i t volume does not r e s u l t i n i n c r e a s e d l e n d i n g t o p r i o r i t y 
s e c t o r s , then when t h e s e c t o r a l p o l i c y i s abandoned, s i g n i f i c a n t 
changes i n c r e d i t a l l o c a t i o n would appear u n l i k e l y w i t h o u t 
i n t e r e s t r a t e l i b e r a l i s a t i o n . 

I n t e r e s t Rate P o l i c y 

Base i n t e r e s t r a t e s i n the UMOA are s e t u n i f o r m l y throughout the 
Union; t h e r e f o r e a t a co u n t r y l e v e l t h e r e i s no f l e x i b i l i t y f o r 
i n t e r e s t r a t e d e t e r m i n a t i o n . Lending r a t e s are d e f i n e d i n 
r e l a t i o n t o the p r e f e r e n t i a l d i s c o u n t r a t e (TEP) o r t o the normal 
d i s c o u n t r a t e (TEN), depending upon the s e c t o r a l use of c r e d i t . 
The TEP and TEN are s e t by th e UMOA C o u n c i l o f M i n i s t e r s and are 
not u s u a l l y a d j u s t e d more than once a year. Most r e f i n a n c i n g by 
the BCEAO ( e x c l u d i n g money market advances) i s a t the 
p r e f e r e n t i a l r a t e , n o t a b l y r u r a l c r e d i t . 

In December 1988 and A p r i l 1989, t h e d i s c o u n t r a t e s were r a i s e d 
as p a r t o f an announced a c t i v e i n t e r e s t r a t e p o l i c y and the 
spread between the normal and p r e f e r e n t i a l r a t e s was narrowed 
from 2.5 t o 1 per cent p o i n t (see F i g 4 ) . The i n c r e a s e i n the 
p r e f e r e n t i a l r a t e from 6 t o 9 per cent r e p r e s e n t s a s i g n i f i c a n t 
t i g h t e n i n g o f monetary p o l i c y and may s i g n a l an abandonment of 
the p r e f e r e n t i a l r e f i n a n c i n g r o l e o f the BCEAO. 

The money market r a t e f o r funds d e p o s i t e d a t t h e BCEAO 
( o v e r n i g h t , 1 or 3 months) i s a d j u s t e d s e v e r a l times a n n u a l l y a t 
the d i s c r e t i o n o f t h e BCEAO governor. I n p a r t i c u l a r i t i s s e t 
w i t h r e f e r e n c e t o the French i n t e r - b a n k i n t e r e s t r a t e ( F i g u r e 4) 

" The new i n t e r e s t p o l i c y c o i n c i d e d w i t h and i s 
g e n e r a l l y a t t r i b u t e d t o the appointment of a new BCEAO 
governor A l a s s a n e O u a t t a r a d u r i n g 1988. 



Figure 4: 
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t o p r e v e n t the o u t f l o w of s u r p l u s funds from the UMOA, r e f l e c t i n g 
the ease w i t h which funds can be t r a n s f e r r e d t o and from France. 
The o v e r n i g h t money market r a t e r e p r e s e n t s the m a r g i n a l c o s t o f 
funds f o r the commercial banks. D e p o s i t r a t e s a r e c o n t r o l l e d , 
a g a i n on a UMOA wide b a s i s . Most time d e p o s i t s have f i x e d r a t e s 
except f o r l a r g e d e p o s i t s and d e p o s i t s o f over one year where a 
minimum r a t e o n l y i s p r e s c r i b e d (see Table 11). 

The UMOA i n t e r e s t r a t e p o l i c y r e f l e c t s the t e n s i o n between 
m a i n t a i n i n g i n t e r e s t r a t e s a t l e v e l s comparable t o i n t e r n a t i o n a l 
r a t e s t o preven t l o d g i n g of s u r p l u s funds i n overseas accounts 
and r e d u c i n g the c o s t o f borrowing t o domestic borrowers as an 
i n c e n t i v e t o investment Lending r a t e s a r e s e t i n r e l a t i o n t o 
the a d m i n i s t r a t i v e l y determined d i s c o u n t r a t e s w h i l s t m a r g i n a l 
funds are p r i c e d a t the more market o r i e n t a t e d money market r a t e . 

The d i s c u s s i o n of s e c t o r a l c o e f f i c i e n t s noted the p r i o r i t y 
i n t e r e s t r a t e s c a l e and t h a t moral s u a s i o n of the C e n t r a l Bank 
has not succeeded a l t e r i n g t h e c r e d i t d i s t r i b u t i o n towards medium 

See f o r example Fadiga M A, L'Experience De La 
P o l i t i q u e Monetaire Commune Dans L'UMOA, BCEAO Symposium 25' 
a n n i v e r s a r y of the UMOA October 1987. 



Table 11: Interest Rates and Restrictions 

Lending Rates: 

P r i o r i t y S e c t o r s - P r e f e r e n t i a l D i s c ount Rate (TEP) p l u s 

R u r a l F i n a n c i n g C r e d i t - TEP + 1-2 per cent 

Small & medium b u s i n e s s e s - TEP + 1-3 per cent 

& S o c i a l I n f r a s t r u c t u r e 

Other C r e d i t s - Normal Discount Rate (TEN) + 0-5 per cent 

Time De p o s i t Rates - 5 . 5 0 - 9 . 5 0 per cent (March 
1989) 

S i g h t D e p o s i t s - From January 1985 the requirement t o pay 
i n t e r e s t on s i g h t d e p o s i t s 

was removed. 

Source: BCEAO, Banques et Monnaies No 381 A p r i l 1989. 

term l e n d i n g t o p r i o r i t y a c t i v i t i e s . A p a r t from the r e l a t i v e l y 
r i s k - f r e e f i n a n c i n g of a g r i c u l t u r a l e x p o r t c r o p s , where the crop 
a c t s as c o l l a t e r a l , f i x e d margins do not appear t o be s u f f i c i e n t 
t o induce banks t o l e n d more t o s e c t o r s such as s m a l l and medium 
b u s i n e s s e s . For o r d i n a r y c r e d i t i n 1988 the maximum banking 
margin f o r l e n d i n g (maximum o r d i n a r y c r e d i t r a t e l e s s t he money 
market r a t e ) was 4.25 per cent i n c r e a s i n g t o 5.50 per cent i n 
A p r i l 1989 which compares t o a d e f a u l t r a t e of 8 per cent minimum 
^ . On the l a t t e r f i g u r e s a requirement of c o l l a t e r a l of about 
50 per cent of the o r i g i n a l l o a n would be r e q u i r e d t o break even, 
a s u b s t a n t i a l requirement f o r most s m a l l borrowers. 

The d e f a u l t r a t e i s g i v e n by percentage of bad debts i n 
the banking s e c t o r l o a n p o r t f o l i o , which i s l i k e l y t o be a low 
e s t i m a t e as balance sheets p r o b a b l y do not r e f l e c t f u l l e x t e n t 
of non-performing l o a n s . C a p i t a l i s a t i o n of unpaid i n t e r e s t on 
the balance sheet obscures the q u a l i t y of l o a n p o r t f o l i o s . 
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Real Interest Rate 

W h i l s t s t u d i e s such as World Bank (1988) have some m e r i t i n 
ar g u i n g f o r more f l e x i b i l i t y i n d e p o s i t and l e n d i n g r a t e s , t o 
i n c r e a s e c o m p e t i t i o n f o r d e p o s i t s and t o i n c r e a s e l e n d i n g 
i n c e n t i v e s t o h i g h e r r i s k borrowers (or a l t e r n a t i v e l y reduce 
c o l l a t e r a l requirements) s e v e r a l o t h e r f a c t o r s suggest t h a t 
l i b e r a l i s a t i o n s h o u l d be c a u t i o u s : 

* S i n c e 1982 r e a l d e p o s i t i n t e r e s t r a t e s have been p o s i t i v e , 
or m a r g i n a l l y n e g a t i v e i n 1987 and 1988 (see F i g u r e 5) . 
These are l i k e l y t o be minimum r e a l i n t e r e s t r a t e s as 
c a l c u l a t i o n s are made on the minimum d e p o s i t r a t e , not the 
ma r g i n a l r a t e . Recent r e s e a r c h i n d i c a t e s , a l t h o u g h the 
debate i s not y e t s e t t l e d , t h a t the i n t e r e s t e l a s t i c i t y o f 
s a v i n g s i n d e v e l o p i n g (and developed) c o u n t r i e s i s not 
p a r t i c u l a r l y h i g h , but s e v e r e l y n e g a t i v e r e a l i n t e r e s t r a t e s 
do reduce f i n a n c i a l i n t e r m e d i a t i o n [ f o r example F r y (1988) 
and Khatkhate (1988)]. Thus t he l e v e l of d e p o s i t r a t e s i n 
Cote d ' l v o i r e cannot be seen as a s t r o n g h i n d r a n c e t o 
s a v i n g s m o b i l i s a t i o n . The s e c u l a r d e c l i n e of s a v i n g s r a t e s 
i n Cote d ' l v o i r e i s i n c o n t r a s t w i t h improving r e a l i n t e r e s t 
r a t e s . 

* The e f f o r t made by banks t o m o b i l i s e s a v i n g s i s l i k e l y t o 
i n f l u e n c e d e p o s i t l e v e l s . U n t i l r e c e n t l y t h e d i f f e r e n c e 
between t he c o s t of funds from the C e n t r a l Bank a t the 
p r e f e r e n t i a l d i s c o u n t r a t e and r e t a i l d e p o s i t s was not 
s i g n i f i c a n t : r a t e s f o r l a r g e d e p o s i t s were h i g h e r than the 



p r e f e r e n t i a l r a t e and were l i k e l y t o i n v o l v e h i g h e r 
c o l l e c t i o n c o s t s 

* R e l i a n c e upon t he C e n t r a l Bank as a source of low c o s t funds 
i s l i k e l y t o have d i m i n i s h e d i n c e n t i v e s t o a t t r a c t p r i v a t e 
d e p o s i t s and r a t i o n a l i s e s t h e e x t e n s i v e take-up o f c e n t r a l 
bank r e f i n a n c i n g as p r o f i t maximising b e h a v i o u r f o r 
commercial banks. I n d i c a t i v e o f low i n c e n t i v e s f o r d e p o s i t 
m o b i l i z a t i o n have been widespread queuing a t bank o f f i c e s . 
In t h i s r e s p e c t t h e r e c e n t r a i s i n g of t h e d i f f e r e n c e between 
the p r e f e r e n t i a l d i s c o u n t r a t e (TEP) and the d e p o s i t r a t e 
i s l i k e l y t o improve s a v i n g s c o l l e c t i o n e f f o r t s . 

W h i l s t s a v i n g s i n aggregate do not respond t o the r e a l i n t e r e s t 
r a t e , a l l o c a t i o n of s a v i n g s among f i n a n c i a l a s s e t s i n Cote 
d ' l v o i r e do respond t o i n t e r e s t r a t e d i f f e r e n t i a l s . R e a l i n t e r e s t 
r a t e s were s h a r p l y n e g a t i v e d u r i n g t h e commodity boom of 1977 and 
the demand f o r cash c o n t r a c t e d s h a r p l y a l t h o u g h broad money 
measures t o GDP remained r e l a t i v e l y u n a f f e c t e d . I n 1985 the 
removal of i n t e r e s t payments on s i g h t d e p o s i t s appeared t o induce 
a s i g n i f i c a n t s h i f t i n g of d e p o s i t s t o i n t e r e s t b e a r i n g time 
d e p o s i t s . A l s o t h e i n t e r e s t r a t e d i f f e r e n t i a l w i t h France remains 
important (see demand f o r money s e c t i o n ) . Thus p o l i c y reforms 
s h o u l d f o c u s upon t he i n t e r e s t r a t e d i f f e r e n t i a l s r a t h e r than 
l e v e l s , p a y i n g p a r t i c u l a r a t t e n t i o n t o French i n t e r e s t r a t e s , 
r e f i n a n c i n g r a t e s , the e f f e c t of r e g u l a t i n g r a t e s and l e n d i n g -
borrowing r a t e d i f f e r e n t i a l s upon banks l e n d i n g p o l i c i e s . 

The average d e p o s i t r a t e i s lowered as a p p r o x i m a t e l y 
one t h i r d of a l l banking d e p o s i t s do not pay i n t e r e s t b e i n g 
s i g h t d e p o s i t s or time d e p o s i t s below the minimum d e p o s i t 
l e v e l . 



4. P R O B . E M S O F M O N E T A R Y C O N T R O L 

The p r e v i o u s s e c t i o n examined the i n s t i t u t i o n a l environment f o r 
monetary p o l i c y , how the l a c k of i n s t i t u t i o n a l development c o u l d 
l i m i t monetary p o l i c y e f f e c t i v e n e s s , and the weakness of some of 
the C e n t r a l Bank i n s t r u m e n t s . I n t h i s s e c t i o n , we c o n s i d e r t h e 
i n t e r r e l a t i o n s h i p between t he o p e r a t i o n s of the C e n t r a l Bank and 
the monetary system as a whole. 

The monetary a u t h o r i t i e s i n Cote d ' l v o i r e cannot c o n t r o l the 
t o t a l money s u p p l y . The f i x e d nominal exchange r a t e a g a i n s t the 
Franc, absence of c o n t r o l s on c a p i t a l movements and l i m i t e d scope 
f o r open market o p e r a t i o n s s e v e r e l y l i m i t t h e C e n t r a l Bank's 
a b i l i t y t o c o n t r o l many of the c o u n t e r p a r t s of the money s u p p l y . 
F o l l o w i n g t h e monetary approach t o the balance of payments 
a n a l y s i s (Khan and Knight,1981), w i t h a f i x e d exchange r a t e , the 
p u b l i c may h o l d excess r e a l money balances as a r e s u l t of an 
i n c r e a s e i n domestic c r e d i t (supply shock) or a money income 
shock (demand). The r e s u l t a n t excess r e a l money ba l a n c e s i n c r e a s e 
e x p e n d i t u r e which i n t u r n r e s u l t s i n i n c r e a s e d i m p o r t s . Without 
o f f s e t t i n g c a p i t a l movements, the i n c r e a s e d c u r r e n t account 
d e f i c i t must t h e r e f o r e be f i n a n c e d by a l o w e r i n g of r e s e r v e s . 

In extreme cases an i n c r e a s e i n domestic money su p p l y i s 
co m p l e t e l y o f f s e t by r e d u c t i o n s i n r e s e r v e s l e a v i n g the t o t a l 
money su p p l y unchanged. T h i s c o n c l u s i o n assumes t h a t monetary 
a u t h o r i t i e s a r e u n w i l l i n g or unable t o s t e r i l i s e t h e e f f e c t s on 
the money s u p p l y of f l o w s a c r o s s f o r e i g n exchanges. The 
expansionary monetary e f f e c t of an exp o r t revenues boom c o u l d be 
o f f s e t by a c e n t r a l bank open market s a l e of government bonds. 
Open market o p e r a t i o n s i n the Franc zone would r a i s e i n t e r e s t 
r a t e s and a t t r a c t a d d i t i o n a l o f f s e t t i n g c a p i t a l i n f l o w s n e g a t i n g 
the e f f e c t o f i n i t i a l s t e r i l i s a t i o n e f f o r t s u n l e s s exchange r a t e 
changes c o u l d be made. Cote d ' l v o i r e i s faced by a sho r t a g e of 
ins t r u m e n t s t o i n f l u e n c e t o t a l money su p p l y , s p e c i f i c a l l y l i m i t e d 
scope f o r open market o p e r a t i o n s by s a l e and purchase of 
government s e c u r i t i e s , and no independent i n t e r e s t r a t e or 
exchange r a t e p o l i c y . 

Flow of Funds A n a l y s i s 

From the c o n s o l i d a t e d balance sheet i d e n t i t y of the banking 
system we d e r i v e t h e f l o w of funds i d e n t i t y : 

1) M = NFA + DCG + DCP - OIN 

M = Broad Money NFA = Net F o r e i g n A s s e t s 
DCG = Domestic C r e d i t To Government DCP = Domestic C r e d i t To 
P r i v a t e S e c t o r 
OIN = Other Items Net 

Which can be r e w r i t t e n as : 

M, = (Xj - Ij) + CMj + NDCj + OINj + NFA^., 



= E x p o r t s goods and s e r v i c e s 
I, = Imports Goods and S e r v i c e s 
CMj = C a p i t a l Movements net 

Net f o r e i g n a s s e t s i n t h e p r e v i o u s time p e r i o d as w e l l as o t h e r 
items net are predetermined v a r i a b l e s , w h i l s t c a p i t a l movements 
are not s u b j e c t t o d i r e c t c e n t r a l bank c o n t r o l under t h e UMOA 
s t a t u t e s . C a p i t a l movements ar e amenable t o i n d i r e c t management 
v i a i n t e r e s t r a t e changes, on the assumption t h a t t h e r e i s some 
s e n s i t i v i t y t o d i f f e r e n c e s w i t h i n t e r n a t i o n a l r a t e s . However 
i n t e r e s t r a t e c o n t r o l i s c e n t r a l i s e d i n the UMOA l e a v i n g 
i n d i v i d u a l c o u n t r i e s no e f f e c t i v e d i s c r e t i o n . C e n t r a l bank 
c o n t r o l i s c l e a r l y f o cussed upon management of net domestic 
c r e d i t . 

Thus a l t h o u g h the f l o w o f funds approach i s u s e f u l f o r a n a l y s i n g 
changes i n money supply i t i s not much o f a guide as t o t h e 
e f f e c t i v e n e s s of monetary p o l i c y . 

Monetary C o n t r o l - R e f i n a n c i n g and T o t a l C r e d i t 

Coats and Khatkhate (1980) suggest t h a t the l i m i t a t i o n s of t h e 
r e f i n a n c i n g i n s trument upon monetary c o n t r o l a r e : 

* Asymmetry, the maximum c r e d i t r e s t r i c t i o n b e i n g a r e d u c t i o n 
of t o t a l r e f i n a n c i n g t o ze r o . 

* R e l i a n c e upon banks t o respond t o the l e v e l o f the d i s c o u n t 
r a t e when expansion i s r e q u i r e d . 

* The u n p r e d i c t a b l e r e l a t i o n o f the volume of r e f i n a n c i n g t o 
broader c r e d i t aggregates. 

In Cote d ' l v o i r e t h e r e i s c e r t a i n l y p l e n t y o f scope t o employ the 
r e f i n a n c i n g i n s t r u m e n t i n e i t h e r an expansionary or 
c o n t r a c t i o n a r y manner, because over 4 0 per c e n t of t o t a l c r e d i t 
i s r e f i n a n c e d by the C e n t r a l Bank (Table 5 ) . The p r e v i o u s s e c t i o n 
of t h i s Working Paper proposed t h a t commercial bank's l e n d i n g 
p o l i c y c o u l d not be expected t o respond v e r y s t r o n g l y t o changes 
i n the d i s c o u n t r a t e , because of the importance o f d i f f e r e n t i a l s 
w i t h o t h e r d e p o s i t and l e n d i n g r a t e s . 

The r a t i o between changes i n p r i v a t e c r e d i t and changes i n 
r e f i n a n c i n g i s shown i n Table 12 as a guide t o the impact o f 
changes i n the volume of r e f i n a n c i n g . T h i s shows a d i f f e r e n t type 
of assymetry t o t h a t suggested by Coats and Khatkhate. When the 
economy i s bouyant and c r e d i t growth i s r a p i d , r e f i n a n c i n g i s 
q u a n t i t a t i v e l y an unimportant f a c t o r i n fu n d i n g c r e d i t growth, 
t h e r e f o r e i t s i n f l u e n c e i s low. The r e f i n a n c i n g i n s t r u m e n t i s 
more e f f e c t i v e when t o t a l c r e d i t growth i s slow. 



Table 12: Changes i n Private Sector credit and Refinancing 

Change i n 
Change i n C r e d i t V R e f i n a n c i n g 

Year Change i n R e f i n a n c i n g ^ Bn CFA 

1976 6.4 15.5 
1977 3.4 63.6 
1978 9.4 9.6 
1979 4.0 25.0 

1980 1.4 67.8 
1981 0.8 100.4 
1982 1.4 39.8 
1983 1.3 62.5 
1984 0.6 -32.8 
1985 -0.4 -39.8 
1986 0.8 21.9 
1987 1.0 90.4 
1988 2.1 -4.9 

Notes: " I n c l u d e s r e d i s c o u n t e d c r e d i t from NBFI's. 
^ Money market and r e d i s c o u n t s . 

Source: BCEAO, S t a t i s t i q u e s Bconomiques et Monetaires. 

In the l a t e 1970s, a u n i t i n c r e a s e i n r e f i n a n c i n g c o u l d be 
a s s o c i a t e d w i t h a t o t a l c r e d i t i n c r e a s e which was l a r g e r by a 
f a c t o r o f between 3 t o 9. The r a t i o v a r i e d s u b s t a n t i a l l y because 
r e f i n a n c i n g was not the o n l y , or even t h e most i m p o r t a n t , source 
of funds f o r new l e n d i n g . Rapid c r e d i t expansion i n t h e l a t e 
1970s c o u l d t a ke p l a c e w i t h o u t any c e n t r a l bank encouragement (or 
d e s p i t e discouragement) because of t h e i n c r e a s e d demand f o r 
d e p o s i t l i a b i l i t i e s which had a r i s e n as a r e s u l t of r a p i d 
i n c r e a s e s i n income from the commodity p r i c e boom. 

In the 1980s, some s t a b i l i t y was r e s t o r e d - t o , the 
c r e d i t / r e f i n a n c i n g r a t i o which v a r i e d i n a lower range between -
0.4 and 2.1. With r e f i n a n c i n g a more impo r t a n t source of funds 
f o r c r e d i t expansion, i t s i n f l u e n c e upon t o t a l c r e d i t became more 
p r e d i c t a b l e . 

In t h e two c o n s e c u t i v e y e ars when r e f i n a n c i n g f e l l (1984 and 
1985) the induced change i n t o t a l c r e d i t was low ( t o t a l c r e d i t 
a c t u a l l y i n c r e a s e d i n 1985), g i v i n g some support t o t h e weakness 
of r e f i n a n c i n g o p e r a t i o n s i n c r e d i t c o n t r a c t i o n and u n d e r l i n i n g 



the importance of o t h e r balance sheet items which ar e not 
amenable t o c e n t r a l bank c o n t r o l ^ ' . 

The p r e d i c t a b i l i t y of c r e d i t expansion f o r a g i v e n amount of 
r e f i n a n c i n g i s determined by the r a t e of growth of banks' 
l i a b i l i t i e s and h o l d i n g s of l i q u i d a s s e t s . A p a r t from r e f i n a n c i n g 
funds, t h i s i n c l u d e s the a v a i l a b i l i t y of o b t a i n i n g f o r e i g n 
f i n a n c e from pa r e n t bank l i n k s , t he w i l l i n g n e s s of the p u b l i c and 
p r i v a t e s e c t o r t o h o l d d e p o s i t l i a b i l i t i e s i n commercial banks 
and cash h o l d i n g s . 

The u n p r e d i c t a b l e v a r i a t i o n of the c r e d i t / r e f i n a n c i n g r a t i o i s 
b e s t e x p l a i n e d as a r e s u l t of l i m i t e d o f f i c i a l c o n t r o l over these 
o t h e r b a l a n c e sheet items. Only government d e p o s i t s and cash 
h o l d i n g s a r e d i r e c t l y c o n t r o l l a b l e . 

The l e v e l o f government d e p o s i t s w i t h commercial banks between 
1976-1987 d a t a was c o n s i s t e n t l y p o s i t i v e and remarkably s t a b l e , 
r a n g i n g between 8 and 13 per cent of t o t a l d e p o s i t s ( a p a r t from 
a p o s i t i v e b l i p d u r i n g 1980-82). D e s p i t e t h i s s t a b i l i t y , the 
C e n t r a l Bank has no d i r e c t c o n t r o l over t r e a s u r y d e p o s i t s a p a r t 
from the s t a t u t o r y c o n s t r a i n t upon government borrowing. However 
t r e a s u r y d e p o s i t s c o u l d be used more a c t i v e l y t o c o n t r o l banking 
l i q u i d i t y . The t i l l cash r a t i o ( r a t i o of cash t o d e p o s i t s which 
reduces r e s o u r c e s a v a i l a b l e f o r l e n d i n g ) can be s t a t u t o r i l y 
c o n t r o l l e d ( c o e f f i c i e n t de t r e s o r i e ) , but the p r e v a l e n t 2-3 per 
cent coverage i s u n l i k e l y t o be lowered by c o n s i d e r a t i o n s of 
banking prudence ' " w h i l s t i n c r e a s i n g the r a t e reduces the 
e f f i c i e n c y of f i n a n c i a l i n t e r m e d i a t i o n (see Fry 1988). 

The improved s t a b i l i t y of the t o t a l c r e d i t r e f i n a n c i n g r a t i o from 
1980 does r e p r e s e n t an improved e f f e c t i v e n e s s of the r e f i n a n c i n g 
instrument i n the sense t h a t the e f f e c t of a change i n 
r e f i n a n c i n g i s more p r e d i c t a b l e . T h i s s t a b i l i t y cannot be 
a t t r i b u t e d t o b e t t e r t a r g e t i n g of r e f i n a n c i n g , which does not 
seem t o have improved markedly d u r i n g the 1980s. More p l a u s i b l y , 
macroeconomic s t a g n a t i o n has meant the growth of d e p o s i t s was 
slower than r e f i n a n c i n g , which c o r r e s p o n d i n g l y had a g r e a t e r 
i n f l u e n c e on t o t a l c r e d i t f i n a n c e ( f o r example, the 
r e f i n a n c i n g : t o t a l d e p o s i t s r a t i o rose above 50 per cent i n 1980). 
An important f a c t o r i n slow d e p o s i t growth was the steady f a l l 
i n government d e p o s i t s from 34 per cent t o 7 per cent of t o t a l 

The c r e d i t m u l t i p l i e r r e l a t i o n s h i p : CR = m.BA + OFRL 
which r e l a t e s the net domestic l i a b i l i t i e s of the c e n t r a l bank 
(cash l e s s r e f i n a n c i n g ) and o t h e r f i n a n c i a l and r e a l 
l i a b i l i t i e s t o t o t a l c r e d i t , where m i s the c r e d i t m u l t i p l i e r , 
has l i t t l e o p e r a t i o n a l meaning i n the case of Cote d ' l v o i r e . 
Because BA, net domestic l i a b i l i t i e s of c e n t r a l bank, 
f l u c t u a t e s j u s t above and below zero, c r e d i t m u l t i p l i e r s s i g n 
and magnitude v a r y w i t h o u t any r e a l s i g n i f i c a n c e . 

In March 1989, a major A b i d j a n commercial bank had i t s 
f r o n t g a t e s d e s t r o y e d by customers a f t e r r e f u s i n g t o open them 
due t o cash s h o r t a g e s . 



d e p o s i t s i n the p e r i o d 1980-86. The e f f e c t s of o t h e r net 
l i a b i l i t i e s were mixed, a l t h o u g h i n aggregate over t h e s i x y e a r s 
t o 1986 they imparted a n e g a t i v e e f f e c t on c r e d i t . 

O v e r a l l , t h e r e f i n a n c i n g instrument appears t o be l e a s t e f f e c t i v e 
when i t i s most needed i . e . when c r e d i t i s growing r a p i d l y and 
monetary r e s t r a i n t may be r e q u i r e d t o a v o i d i n f l a t i o n and b u i l d 
up r e s e r v e s . 

Monetary Base C o n t r o l 

The review of r e f i n a n c i n g mechanisms has demonstrated some o f the 
d i f f i c u l t i e s and asymmetries of c e n t r a l i s e d c o n t r o l of c r e d i t . 
Changes i n p r i v a t e r e f i n a n c i n g , however, r e p r e s e n t o n l y a p a r t i a l 
e x p l a n a t i o n of changes i n c o u n t e r p a r t s t o the monetary base. I n 
Table 13 below the changes i n the monetary base ( l i a b i l i t i e s o f 
the C e n t r a l Bank) are r e l a t e d t o a s s e t changes. 

Table 13: Changes i n Counterparts To Monetary Base 1976 - 87 

CFA b i l l i o n s 
Year 

dMB dCBp dCBg dR 

1976-80 133.4 176.2 93.3 -136.1 

1981-87 180.5 213.6 168.0 -201.1 

Notes: 
MB = cash i s s u e d p l u s banks d e p o s i t s 
CBp= c e n t r a l bank c r e d i t s t o p r i v a t e s e c t o r 
CBg= c e n t r a l bank c r e d i t t o government (net) 
R = net f o r e i g n a s s e t s 

Source:IFS Yearbook 1988. 

That t he monetary base d i d not i n c r e a s e as f a s t as c e n t r a l bank 
c r e d i t t o the p r i v a t e s e c t o r i n e i t h e r the 197 6-80 (boom) phase 
or 1981-87 (adjustment) phase i s due p r i m a r i l y t o the f i n a n c i n g 
requirements o f balance of payments d e f i c i t s , which have r e s u l t e d 
i n a f a i r l y c o n t i n u a l d e c l i n e i n the l e v e l of o f f i c i a l f o r e i g n 
r e s e r v e s . C r e d i t t o government has two components, t he l a r g e s t 
(about two t h i r d s of g r o s s c r e d i t ) r e p r e s e n t s funds from t h e IMF 
o n l e n t t o government which are c o m p l e t e l y s t e r i l i s e d a d d i t i o n s 
t o money su p p l y ( a d d i t i o n s t o f o r e i g n r e s e r v e s are d e p l e t e d on 
f o r e i g n c u r r e n c y expenditure) . The second p o r t i o n of government 
borrowing i s t h a t s t a t u t o r i l y a l l o w e d by the BCEAO up t o 20 per 
cent of the p r e v i o u s y e a r ' s f i s c a l revenues. 



W h i l s t balance o f payments c o n s i d e r a t i o n s reduce the 
e f f e c t i v e n e s s o f c o n t r o l o f t h e monetary base, i t can s t i l l be 
concluded t h a t a c o n s i d e r a b l e degree of i n f l u e n c e i s p o t e n t i a l l y 
a v a i l a b l e i n t h e C e n t r a l Bank through c o n t r o l o f l e n d i n g t o 
government and t h e p r i v a t e s e c t o r . The e f f e c t i v e n e s s of t h i s 
depends upon t h e s t a b i l i t y of t h e money m u l t i p l i e r . 

Money M u l t i p l i e r 

The money m u l t i p l i e r r e l a t i o n s h i p , which r e l a t e s t h e monetary 
base t o the money s u p p l y , i s determined by s i m i l a r c o n s i d e r a t i o n s 
t o those d e f i n i n g the r e l a t i o n s h i p between r e f i n a n c i n g and t o t a l 
c r e d i t . The money m u l t i p l i e r i s dependent upon p r i v a t e agents' 
and banks' w i l l i n g n e s s t o h o l d cash, d e p o s i t s and r e s e r v e s i n 
d i f f e r i n g amounts and p r o p o r t i o n s . 

From the i d e n t i t i e s : 

1. MB = Cp + Res 
2. M = Cp + DEP 

MB = Monetary base 
re s = commercial banks h o l d i n g s o f cash and d e p o s i t s a t the 

c e n t r a l bank. 
Cp = cash w i t h p u b l i c 
DEP = demand and time d e p o s i t s 

we o b t a i n : 

3. MS = 1/ [ r ( l - c ) + c ] .MB 

where 
r = r e s e r v e r a t i o 
c = cash r a t i o 

The broad money'^ m u l t i p l i e r e x h i b i t s a s u r p r i s i n g s t a b i l i t y w i t h 
an average percentage v a r i a t i o n of 7 per cent per annum between 
1975 and 1987 (see Table 14) and has been d e c l i n i n g a n n u a l l y 
s i n c e 1977 w i t h an e x c e p t i o n i n 1982. During a p a r t i c u l a r y e a r 
the cash r a t i o r i s e s d u r i n g the h a r v e s t season as farmers and 
i n t e r m e d i a r i e s h o l d i n c r e a s e d cash b a l a n c e s e i t h e r f o r 
t r a n s a c t i o n s purposes or because they do not have 

C o n c e p t u a l l y , m u l t i p l i e r s r e l a t e the a s s e t s and 
l i a b i l i t i e s of t h e c e n t r a l bank t o broader c l a s s e s o f monetary 
a s s e t s and l i a b i l i t i e s r e s p e c t i v e l y . 

The broad money measure was p r e f e r a b l e t o a narrower 
d e f i n i t i o n . I n 1985 the removal of banks'requirement t o pay 
i n t e r e s t on s i g h t d e p o s i t s l e a d t o s h i f t s towards s a v i n g s and 
time d e p o s i t s . T h i s c r e a t e d i n s t a b i l i t y i n the narrow money 
m u l t i p l i e r but not the broad m u l t i p l i e r . 



r a p i d access t o fo r m a l s a v i n g s markets. The decrease i n the 
m u l t i p l i e r (from t h e cash r a t i o r i s i n g ) i s l a r g e l y o f f s e t by the 
i n c r e a s e i n t h e monetary base from t h e C e n t r a l Bank's r o l e i n 
f i n a n c i n g the h a r v e s t . During the yea r t h e r e i s no marked t r e n d 
t o the money m u l t i p l i e r . I n Table 14 the i n d i v i d u a l e f f e c t s o f 
changes i n the monetary base and changes i n the m u l t i p l i e r upon 
money s u p p l y are shown. They are o b t a i n e d from t h e a p p r o x i m a t i o n : 

3. dM = dMB.m̂ ., + dm.MBj., 

d = d i f f e r e n c e o p e r a t o r m = m u l t i p l i e r 

T a b le 14: Money Mu l t i p l i e r and Changes i n Money Supply 
B i l l i o n s o f CFA 

Source of Change: 
M u l t i p l i e r Base Combined 

Note 1 Note 2 Note 3 
Change 

Money Money 
Year M u l t i p l i e r Supply 

1975 2.44 22 
1976 2.89 106 
1977 3.12 174 
1978 2.62 57 
1979 2.46 -13 
1980 2 .50 16 
1981 2.51 58 
1982 2.74 18 
1983 2.67 32 
1984 2.65 132 
1985 2.41 117 
1986 2.29 -11 
1987 2.25 1 

T o t a l 708 

-7 
44 
28 

-84 
-35 
9 
1 

60 
-16 
-5 
-76 
-48 
-16 

-143 

30 
52 

135 
167 
24 
6 

57 
-39 
49 

138 
212 
39 
17 

888 

-1 
10 
11 

-27 
-1 
0 
0 

-4 
-1 
-1 

-20 
-2 
-0 

-36 

Notes: Sources of change d e f i n e d as product o f : 
1 Change i n m u l t i p l i e r and monetary base 
2 Change i n base and m u l t i p l i e r 
3 Change i n base and change i n m u l t i p l i e r 

Source:IFS Yearbook. 

Changes i n the monetary base predominate as e x p l a n a t i o n s f o r 
monetary expansion over the l o n g e r term, but i n p a r t i c u l a r y e a r s 
the m u l t i p l i e r can be dominant, as o c c u r r e d i n 1932 and 1986. 
These years are a s s o c i a t e d w i t h i n c r e a s e d r e s e r v e h o l d i n g s a t the 



C e n t r a l Bank, from d e p o s i t s and i n c r e a s e d l i q u i d i t y . I n most of 
the y e a r s c o n s i d e r e d , the m u l t i p l i e r has an o p p o s i t e e f f e c t t o 
t h a t of the monetary base upon money supply. Thus i f t h e monetary 
a u t h o r i t i e s pursue an expansionary monetary p o l i c y , agents' 
p r e f e r e n c e s tend t o reduce the m u l t i p l i e r , and t h e impact upon 
money s u p p l y , by f o r example h o l d i n g more money i n cash form. 

Although t h e importance of the C e n t r a l Bank's r o l e i n c o n t r o l l i n g 
the monetary base l e v e l i s emphasised i n the l o n g run, i t remains 
c l e a r t h a t f a c t o r s o t h e r than changes i n the monetary base a f f e c t 
s h o r t run money supply behaviour. T h i s h e l p s t o e x p l a i n t h e 
u n p r e d i c t a b i l i t y of the r e f i n a n c i n g instrument i n c o n t r o l l i n g 
l i q u i d i t y . 

I t i s d i f f i c u l t t o i s o l a t e the proximate causes of o t h e r s h o r t 
term f a c t o r s which a f f e c t the s i z e of the m u l t i p l i e r . By 
d e f i n i t i o n , the m u l t i p l i e r changes i f the r e s e r v e : d e p o s i t s r a t i o 
or c a s h : d e p o s i t s r a t i o change. D e t a i l e d e m p i r i c a l s t u d i e s c o u l d 
i n p r i n c i p l e determine p r i v a t e agents' s h o r t run p r e f e r e n c e s over 
h o l d i n g cash and d i f f e r e n t types of d e p o s i t s , u t i l i s i n g monthly 
data where a v a i l a b l e . A l i m i t e d d i s c u s s i o n of money demand 
f u n c t i o n s f o l l o w s l a t e r i n t h i s paper, and i n common w i t h o t h e r 
r e s e a r c h f i n d s money demand f u n c t i o n s s t a b l e and w e l l behaved. 
S i m i l a r l y , f a c t o r s which a f f e c t the l e v e l of commercial bank 
h o l d i n g s of r e s e r v e s c o u l d be looked a t . These i s s u e s a r e not 
addressed f o r l a c k of space. 

S t a b i l i t y of A s s e t and L i a b i l i t y M u l t i p l i e r s 

The s t a b i l i t y of the money ( l i a b i l i t y ) m u l t i p l i e r c o n t r a s t s q u i t e 
s h a r p l y w i t h the p r e v i o u s d i s c u s s i o n of the a s s e t ( c r e d i t ) 
m u l t i p l i e r and the weakness of the r e l a t i o n s h i p between 
r e f i n a n c i n g and c r e d i t . The p r i n c i p a l reason f o r t h i s apparent 
anomaly i s t h a t the a s s e t s approach i s r a t h e r p a r t i a l i n 
a p p l i c a t i o n ; i t does not c o n s i d e r the net f o r e i g n a s s e t p o s i t i o n 
of the c e n t r a l or commercial banks. Both can f l u c t u a t e w i d e l y 
(and i n d e p e n d e n t l y because t h e r e are no r e s t r i c t i o n s upon c a p i t a l 
movements) and t h i s may break the l i n k between r e f i n a n c i n g and 
c r e d i t . 

At the C e n t r a l Bank, r e f i n a n c i n g l e v e l s are a f f e c t e d by the l e v e l 
of f o r e i g n r e s e r v e s (or endogenously determined), t o the e x t e n t 
t h a t t h e r e i s a c o n s t r a i n t upon how f a r r e s e r v e s can r i s e or 
f a l l . T h i s c o n s t r a i n t a p p l i e s somewhat a s s y m e t r i c a l l y , as t h e r e 
i s a r e s e r v e " f l o o r " ( d i s c u s s e d i n the s e c t i o n on monetary 
stance) a t which r e f i n a n c i n g expansion becomes r e s t r i c t e d ^ ' . So 

I t i s not c l e a r i f these d e p o s i t s o r i g i n a t e d d i r e c t l y 
from commercial banks or o t h e r d e p o s i t o r s . 

'̂̂  In theory the r e s e r v e f l o o r i s a t 20 per cent g r o s s 
f o r e i g n a s s e t coverage of s i g h t l i a b i l i t i e s , i n p r a c t i c e 
r a t h e r lower. 



r e s e r v e s h o r t a g e s can reduce the l e v e l of r e f i n a n c i n g 
i n d e p e n d e n t l y of f a c t o r s i n f l u e n c i n g commercial bank l e n d i n g , 
w h i l s t abundant r e s e r v e s (or e x p o r t boom) may have the o p p o s i t e 
e f f e c t . 

In a s i m i l a r way, r e d u c t i o n s i n commercial banks' net f o r e i g n 
a s s e t p o s i t i o n s ( f u n d i n g i n c r e a s e d domestic l e n d i n g from a p a r e n t 
bank) may be unconnected t o the C e n t r a l Bank's r e f i n a n c i n g p o l i c y 
a t t h a t t ime. In t h i s case, domestic c r e d i t can move 
in d e p e n d e n t l y of the l e v e l of r e f i n a n c i n g . 

In summary, the money m u l t i p l i e r a n a l y s i s i s a u s e f u l t o o l f o r 
medium term monetary management. The r e l a t i o n s h i p between the 
monetary base and broad money appears t o be s t a b l e over time. 
Changes i n money supply over the medium term are p r e d o m i n a n t l y 
a r e s u l t of changes i n the monetary base. Changes i n the 
m u l t i p l i e r u s u a l l y p a r t i a l l y o f f s e t changes i n the base, and are 
t r e n d e d . I f money demand i s s t a b l e (as argued l a t e r ) , the 
m u l t i p l i e r approach i s a u s e f u l guide t o e s t i m a t i n g the r e q u i r e d 
monetary stance of the monetary a u t h o r i t i e s . A l t hough the l e v e l 
of f o r e i g n a s s e t s and d e s i r e d domestic r e f i n a n c i n g can be 
programmed t o be c o n s i s t e n t w i t h the growth i n the monetary base, 
the a c t u a l outcomes w i l l be determined by the outcome on the 
b alance of payments. 

C r e d i t t o Government 

Table 15 shows components of t o t a l c o n s o l i d a t e d p u b l i c s e c t o r 
borrowing from a l l s o u r c e s . C o n s o l i d a t e d p u b l i c s e c t o r accounts 
are a broad measure of the p u b l i c s e c t o r i n c l u d i n g s u r p l u s e s of 
p u b l i c e n t e r p r i s e s and s t a b i l i s a t i o n o p e r a t i o n s , s o c i a l s e c u r i t y 
o p e r a t i o n s and p u b l i c e n t e r p r i s e e x p e n d i t u r e as w e l l as c e n t r a l 
and l o c a l government. 

With c e n t r a l government the key economic p o l i c y maker i n Cote 
d ' l v o i r e , the c o n s o l i d a t e d p u b l i c s e c t o r g r o u p i n g a l l o w s 
government a g r e a t e r degree of freedom i n b y p a s s i n g l i m i t s s e t 
on borrowing by the C e n t r a l Bank. Between 1980 and 1987, the 
C e n t r a l Bank was the source of about h a l f of government's 
domestic borrowing, and o n l y 15 per cent of t o t a l f i n a n c i n g . 
P u b l i c s e c t o r borrowing from domestic banks i s as important as 
c e n t r a l bank f i n a n c i n g , and has become more so i n 1988 and 1989. 
W h i l s t t r a d i n g accounts and o t h e r s i m i l a r c u r r e n t t r a n s a c t i o n s 
accounts w i l l account f o r a p o r t i o n of t h i s b orrowing, two 
s i d e s t e p p i n g borrowing s t r a t e g i e s are p o s s i b l e v i a t h e commercial 
banks: f i r s t l y r u r a l r e f i n a n c i n g , eg f o r a s t a b i l i s a t i o n fund 
which a l s o has a food s u b s i d y p o l i c y , which d i r e c t l y i n c r e a s e s 
the monetary base, or s econdly, and more i n d i r e c t l y by p a r a s t a t a l 
borrowing t o cover t r a n s f e r s h o r t f a l l s . In both cases the e f f e c t 
c o u l d be t o crowd out the p r i v a t e s e c t o r access t o c r e d i t . 



Table 15: Financing sources for Government D e f i c i t 1980-87 

C o n s o l i d a t e d P u b l i c S e c t o r CFA B i l l i o n s 

Year 
T o t a l 

D e f i c i t 

F i n a n c i n g 

F o r e i g n BCEAO 
Domestic 

Banks Nonbank 

1980 272 .0 176.0 73.4 42.6 -20.0 
1981 267.0 152.0 74.7 28.3 12.0 
1982 379 . 0 282 . 0 -4.8 125.8 -24.0 
1983 242.0 32,0 120.4 25.6 64.0 
1984 108.0 187 . 0 35.1 -42.1 -72 . 0 
1985 58 . 0 92.0 -11.4 -36.6 14 . 0 
1986 56.0 64.0 -2.8 1.8 -7 . 0 
1987 139 . 0 76.0 -43.2 64.2 42.0 

Percent of T o t a l 

1980 64.7 27.0 15.7 -7.4 
1981 56.9 28.0 10.6 4.5 
1982 74.4 -1.3 33.2 -6.3 
1983 13.2 49.8 10.6 26.4 
1984 173.1 32.5 -39.0 -66.7 
1985 158.6 -19.7 -63.1 24 . 1 
1986 114.3 -5.0 3.2 -12.5 
1987 54.7 -31.1 46.2 30.2 

Note: F o r e i g n f i n a n c i n g on cash b a s i s . 

Source: World Bank (1988). 

E s t i m a t i n g Demand For Money 

The q u a l i t y of a v a i l a b l e macroeconomic data r e q u i r e d f o r 
econometric e s t i m a t i o n of money demand i n Cote d ' l v o i r e i s h i g h l y 
u n s a t i s f a c t o r y i n s e v e r a l r e s p e c t s , which b r i n g i n t o q u e s t i o n the 
v a l i d i t y of almost any econometric r e s u l t s : 

* Q u a r t e r l y macroeconomic data s e r i e s are not r e a d i l y 
o b t a i n a b l e . To circumvent t h i s problem Medhora (1987b) 
c o n s t r u c t s a p r o x i e d q u a r t e r l y GDP i n d e x f o r a s h o r t p e r i o d , 
but t h i s does not d e a l w i t h s e a s o n a l i t y i n the s e r i e s . The 
M i n i s t r y of Economy and Finance i n Cote d ' l v o i r e u t i l i s e s 
power consumption as a proxy f o r s h o r t term macroeconomic 

The t e c h n i c a l p a r t s of t h i s s e c t i o n , and e s t i m a t e d 
e q u a t i o n s a r e i n the appendix. 



movements i n output, a l t h o u g h t h i s i s not n e c e s s a r i l y 
c o v a r i a n t w i t h output (except p o s s i b l y i n m a n u f a c t u r i n g ) . 

Data a r e s u b j e c t t o wide margins of e r r o r . The r e t a i l p r i c e 
index, f o r example, i s based upon a 1960 consumption b a s k e t . 

* Time d e l a y s i n pr o d u c i n g r e c e n t y e a r s ' d a t a . Data f o r up t o 
f i v e o r s i x years p a s t a r e f r e q u e n t l y e s t i m a t e s . 

* A d d i t i o n a l d i f f i c u l t i e s f o r demand f o r money e s t i m a t i o n s are 
the l i m i t e d number of annual s e r i e s s t r e t c h i n g more than 20 
yea r s and the a n t i c i p a t e d low i n f l u e n c e of i n t e r e s t r a t e s 
i n t h e l i g h t o f e x t e n s i v e a d m i n i s t r a t i v e i n t e r v e n t i o n and 
r e g u l a t i o n of money and c r e d i t markets. 

To summarise the r e s u l t s shown i n the appendix (on annual d a t a ) : 
* R e a l narrow and broad money aggregates were s i g n i f i c a n t 

p o s i t i v e f u n c t i o n s of r e a l income. Broad money demand a l s o 
responded p o s i t i v e l y t o the r a t e of income growth. 

* G e n e r a l l y broad money demand was s e n s i t i v e t o i n t e r e s t 
r a t e s . I n c r e a s e s i n r e a l and nominal r a t e s r e s u l t e d i n 
reduced money demand. I n c l u s i o n of a time t r e n d v a r i a b l e 
tended t o s u b s t a n t i a l l y lower t h e s i g n i f i c a n c e of the 
i n t e r e s t r a t e v a r i a b l e . As the d i s c o u n t r a t e i s 
a d m i n i s t r a t i v e l y s e t and r a r e l y changed, i t s impact upon 
money demand was l i k e l y t o be low. In World Bank (1988) 
money demand i s shown t o be s e n s i t i v e t o d i f f e r e n c e s between 
French and I v o r i a n money market r a t e s . 

* A p a r t i a l adjustment mechanism d i d not g r e a t l y improve the 
e q u a t i o n performance, s u g g e s t i n g t h a t money demand responds 
r a p i d l y t o changes i n the economy. 

Equa t i o n 4 i n the appendix i s the "best f i t " e q u a t i o n , showing 
t h a t r e a l money demand i s a f u n c t i o n of lagged money, c u r r e n t 
r e a l income and r e a l income growth. The r e a l r a t e of i n t e r e s t 
( d i s c o u n t r a t e ) has a n e g a t i v e (but i n s i g n i f i c a n t ) e f f e c t upon 
money demand. The i n c l u s i o n of the income growth v a r i a b l e 
suggests t h a t ( u n a n t i c i p a t e d ) income shocks have s u b s t a n t i a l 
e f f e c t s upon r e a l money demand. O v e r a l l , t h e r e was no evidence 
t o suggest t h a t money demand was p a r t i c u l a r l y u n s t a b l e over time 
and t h a t income was the most important d e t e r m i n i n g v a r i a b l e . 
Money demand p r o j e c t i o n s c o u l d t h e r e f o r e be made on the b a s i s of 
income growth e s t i m a t e s . 

The F o r e i g n S e c t o r 

To the e x t e n t t h a t c u r r e n t account d e f i c i t s can be f i n a n c e d 
e x t e r n a l l y , as had been case f o r Cote d ' l v o i r e w h i l e i t was 
c o n s i d e r e d a c r e d i t - w o r t h y c o u n t r y , they are not r e a l l y our 
concern here as they do not d i r e c t l y i n f l u e n c e the money su p p l y . 



But the mechanism by which changes i n primary e x p o r t s p r i c e s and 
volumes a f f e c t monetary v a r i a b l e s i s of i n t e r e s t , as i s the 
u n f i n a n c e d ( e x t e r n a l l y ) p a r t o f the c u r r e n t account d e f i c i t . 
These two i s s u e s l i n k up i n the 1980s as commodity p r i c e s have 
f a l l e n and c u r r e n t account d e f i c i t s have not been f i n a n c e d by 
f o r e i g n c a p i t a l , a p a r t from 1984-86, c a u s i n g a r e d u c t i o n i n 
r e s e r v e s and an o v e r a l l c o n t r a c t i o n i n money su p p l y . 

A source o f c o n s i d e r a b l e i n s t a b i l i t y i n the monetary system i s 
from changes i n the terms of t r a d e . In p a r t i c u l a r the f l u c t u a t i n g 
p r i c e of e x p o r t s , more than 80 per cent of which ar e n o n - f u e l 
primary p r o d u c t s . 

F i g u r e 6 shows the r e l a t i v e p r i c e e f f e c t s on merchandise t r a d e 
w i t h the s t r o n g improvement i n terms of t r a d e over the 1976-79 
l a r g e l y r e s u l t i n g from h i g h e r cocoa and c o f f e e p r i c e s . These 
" w i n d f a l l g a i n s " i n e x p o r t e a r n i n g s as d e s c r i b e d by Davis (1983) 
d i d not, however, t r a n s l a t e i n t o an a c c u m u l a t i o n of f o r e i g n 
r e s e r v e s . Rather, they a l l o w e d a r a p i d i n c r e a s e i n the volume 
(see F i g u r e 7) and v a l u e o f imports from 1977 t o 1981. B h a t i a 
(1985:p31) notes t h a t a v o l u n t a r y r e s e r v e d e p o s i t arrangement 
between the BCEAO and CAA operated d u r i n g 1977-79 t o p a r t i a l l y 
s t e r i l i s e t h e r a p i d l y r i s i n g l i q u i d i t y of the banking system a t 
t h i s time. D e s p i t e the v o l u n t a r y d e p o s i t scheme f o r e x p o r t 
proceeds, domestic c r e d i t t o both government and the p r i v a t e 
s e c t o r i n c r e a s e d r a p i d l y d u r i n g t h i s p e r i o d p e r m i t t i n g the 
r e s u l t a n t r a p i d import growth. 

F i g u r e 6: 

Do I Iar Pr i ces and 

Terms Of Trade 

' V . i i r r P Wnr- i n T ^ i n l o Q 



1980 = 100 

The f o r e i g n s e c t o r a l s o a f f e c t s c a p i t a l account t r a n s a c t i o n s v i a 
the e x t e n s i v e l i n k s of the major domestic banks and f o r e i g n 
banking s e c t o r w i t h banks i n France, t o g e t h e r w i t h t h e r e l a t i v e 
ease of e f f e c t i n g c a p i t a l t r a n s a c t i o n s . The p r e v i o u s d i s c u s s i o n 
of p r i v a t e t r a n s f e r s , concluded t h a t t h e r e was a d i v e r s i o n o f 
sa v i n g away from the domestic market. Many employees i n the 
f i n a n c i a l s e c t o r r e p o r t e d t h a t such c a p i t a l movements were a w e l l 
e s t a b l i s h e d phenomenon. The l i k e l y i n c e n t i v e s f o r outward c a p i t a l 
movement, a p a r t from p o r t f o l i o d i v e r s i f i c a t i o n , i n c l u d e the 
u s u a l l y n e g a t i v e i n t e r e s t r a t e d i f f e r e n t i a l between French and 
Cote d ' l v o i r e d e p o s i t r a t e s and u n c e r t a i n t y over the f u t u r e o f 
the pegged CFA Franc exchange r a t e ( i e a n t i c i p a t e d d e v a l u a t i o n s ) . 

The p r e v i o u s s e c t i o n noted the s e n s i t i v i t y of money demand t o the 
Cote d ' l v o i r e : F r e n c h money market r a t e d i f f e r e n t i a l r a t h e r than 
the l e v e l of Cote d ' l v o i r e r a t e s . T r a n s f e r s abroad can be 
de s c r i b e d as c a p i t a l f l i g h t i f they evade the system of 
a u t h o r i s a t i o n operated a department of the M i n i s t r y of Finance 
on t r a n s f e r s over CFA 175,000, or le a v e by abuse of systems f o r 
payments of imports such as o v e r - i n v o i c i n g . A s i g n i f i c a n t p o r t i o n 
of the leakage of domestic s a v i n g s i n t o f o r e i g n exchange i s 
however l i k e l y t o be e n t i r e l y l e g i t i m a t e . 
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Table 16: Foreign Sector - Summary Data 
Bn CFA 

Year 1980 1981 1982 1983 1984 1985 
1986 87 

Net E x t e r n a l -131 -162 -30 -142 41 105 8 
33 
A s s e t s 

Trade Balance 84 100 183 164 497 548 545 
337 
E x p o r t s 636 662 771 787 1146 1229 1108 
841 
Imports 552 562 588 623 650 681 563 
504 

E x port V a l u e s : 

C o f f e e 136 121 152 159 183 278 231 
na 
Cocoa 167 200 163 163 397 398 385 
na 

Source: World Bank 1988. 

Real Exchange Rates 
Some of the c o m p l e x i t i e s of the many i n f l u e n c e s upon the f o r e i g n 
s e c t o r can be c l a r i f i e d by an a n a l y s i s of r e a l e f f e c t i v e exchange 
r a t e s (REERs). These are shown t o g e t h e r w i t h nominal e f f e c t i v e 
r a t e s i n F i g u r e 8 f o r the p e r i o d 1973 t o 1988. An i n c r e a s e i n the 
index r e p r e s e n t s an a p p r e c i a t i o n . 

The r e a l e f f e c t i v e r a t e i s a t r a d e weighted basket of 
exchange r a t e s which are c o r r e c t e d f o r d i f f e r e n c e s i n domestic 
and f o r e i g n c o s t or p r i c e i n f l a t i o n r a t e s . A r i s e i n the REER can 
be i n t e r p r e t e d as an decrease i n i n t e r n a t i o n a l c o m p e t i t i v e n e s s 
(see Dornbusch and Helmers (1988) f o r a more d e t a i l e d d i s c u s s i o n 
of the s i g n i f i c a n c e of the r e a l exchange r a t e ) . 

D e s p i t e the f i x e d exchange r a t e w i t h France, between 1980 and 
1985 t h e r e was a f a i r l y s i z e a b l e nominal d e p r e c i a t i o n of the CFA 
( l a r g e l y a g a i n s t the d o l l a r ) . Real r a t e s a l s o d e p r e c i a t e d as 
domestic p r i c e i n f l a t i o n was comparable t o t h a t i n t r a d i n g 
p a r t n e r s . The r e a l d e p r e c i a t i o n enabled an improvement o f the 
t r a d e b a l a n c e , p a r t i c u l a r l y from 1981, l a r g e l y as a r e s u l t of 
import compression. The r e a l a p p r e c i a t i o n of the CFA i n 1986 and 



Figure 8: Cote d'lvoire Real and Nominal Effective Exchange 
Rates. 
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1987 was c l o s e l y matched by a d e t e r i o r a t i n g b a l a n c e o f t r a d e ^ . 
An a p p r e c i a t i o n of the r e a l exchange r a t e , can occu r i f the 
r e l a t i v e p r i c e of n o n t r a d a b l e s t o t r a d a b l e s i n c r e a s e s , which 
s t r e n g t h e n s t h e home demand f o r t r a d a b l e p r o d u c t s . With a f i x e d 
exchange r a t e , the REER can o n l y be devalued by e n g i n e e r i n g 
r e l a t i v e r e d u c t i o n s i n non - t r a d a b l e p r i c e s . I n p r a c t i c e t h i s can 
be ac h i e v e d by i n d i r e c t l y a f f e c t i n g the p r i c e s of imp o r t s and 
e x p o r t s v i a t a r i f f s and s u b s i d i e s , or by m a i n t a i n i n g a lower r a t e 
of domestic t o f o r e i g n i n f l a t i o n ''. 

Krumm (1987) p o i n t s t o the d i f f i c u l t i e s of an 
ove r v a l u e d exchange r a t e and the o b s t a c l e s c r e a t e d by the l a c k 
of a d i r e c t i n s t r u m e n t t o change domestic p r i c e s r e l a t i v e t o 
i n t e r n a t i o n a l p r i c e s . 

These r e l a t i o n s h i p s are d i s c u s s e d i n more d e t a i l i n a 
for t h c o m i n g paper on monetary p o l i c y and exchange r a t e 
d e t e r m i n a t i o n . 



Government p o l i c y f o r the 1986-1990 p e r i o d s t r e s s e d the need t o 
change the terms of exchange between t r a d a b l e and n o n - t r a d a b l e 
s e c t o r s and t o r e o r i e n t r e s o u r c e s t o e x p o r t s e c t o r s . 

A lthough Cote d ' l v o i r e does not have a d i r e c t instrument t o a l t e r 
the r e a l exchange r a t e , two p o l i c i e s have been f o l l o w e d i n 
pursuance o f these o b j e c t i v e s : 

* From 1986, a scheme which emulated exchange r a t e changes by 
the import t a r i f f s and e x p o r t s u b s i d i e s method was 
i n t r o d u c e d on the a d v i c e of the World Bank. The a c t u a l 
a d m i n i s t r a t i o n of the scheme has h i g h l i g h t e d s e r i o u s 
d i f f i c u l t i e s of r e a l exchange r a t e changes under a f i x e d 
r a t e , most n o t a b l y i n e n f o r c i n g import t a r i f f s and f i n a n c i n g 
e x p o r t s u b s i d i e s . The r e a l a p p r e c i a t i o n of the CFA Franc 
from 1986 ( u s i n g an index t h a t t a k e s account o f t r a d a b l e : 
non t r a d a b l e p r i c e s ) i s an i n d i c a t i o n t h a t the scheme has 
not a l t e r e d the e f f e c t i v e exchange r a t e s u b s t a n t i a l l y . One 
p a r t i c u l a r problem has been t h a t e x p o r t e r s have not r e c e i v e d 
the e x p o r t premium, due t o the p r e c a r i o u s f i s c a l p o s i t i o n 
of the government. 

* The second s t r a n d of r e a l exchange r a t e management has been 
r e s t r i c t i v e monetary p o l i c y t o r e s t r a i n domestic p r i c e s , 
which was f o l l o w e d from 1985 onwards. Although p r i c e 
i n f l a t i o n i n Cote d ' l v o i r e was modest and the monetary 
stance was i n g e n e r a l c o n t r a c t i o n a r y , i n f l a t i o n i n t r a d i n g 
c o u n t r i e s f e l l c o n s i d e r a b l y over the same p e r i o d , w h i l s t the 
French Franc a p p r e c i a t e d a g a i n s t the US$, the key 
i n t e r n a t i o n a l t r a d i n g c u r r e n c y i n which most primary product 
e x p o r t s are denominated. 

P o l i c y m a k e r s i n Cote d ' l v o i r e have found themselves w i t h o u t an 
i nstrument t o a l t e r the r e a l e f f e c t i v e exchange r a t e , p r i m a r i l y 
due t o the f i x e d nominal r a t e regime of the West A f r i c a n Monetary 
Union. That s u b s t a n t i a l r e a l exchange r a t e changes can t a k e p l a c e 
i n an open economy w i t h few c o n t r o l s upon c a p i t a l movements i s 
m a inly because of t o the e x i s t e n c e of the compte d'operations 
which a l l o w s p e r s i s t e n t o v e r v a l u a t i o n of the exchange r a t e 
accompanied by an i n c r e a s i n g o v e r d r a f t a t the French T r e a s u r y . 
The b e n e f i t s of t h i s mechanism are d i s c u s s e d i n the f i n a l 
s e c t i o n . Without t h i s mechanism. Cote d ' l v o i r e would have been 
f o r c e d t o devalue due t o e x h a u s t i o n of f o r e i g n r e s e r v e s , or t o 
impose exchange r e s t r i c t i o n s t o r a t i o n f o r e i g n exchange. 

See Cote d ' l v o i r e Selection, 1988. 



5. REAL E C O N O M Y E F F E C T S OF M O N E T A R Y POLICY 
As a f i r s t s t e p towards a s s e s s i n g the r e a l s e c t o r e f f e c t s of 
monetary p o l i c y , t h i s paper has t e s t e d the h y p o t h e s i s t h a t bank 
c r e d i t t o the p r i v a t e s e c t o r i s used t o f i n a n c e working c a p i t a l . 
There are some s u b s t i t u t e s f o r domestic bank c r e d i t such as 
borrowing from an overseas pa r e n t company and i n t e r n a l funds but 
these are l i m i t e d . There i s no s h o r t term company paper market, 
w h i l s t access t o f i n a n c e from the s t o c k market i s r e s t r i c t e d t o 
w e l l c a p i t a l i s e d l a r g e f i r m s . Consequently we can assume t h a t 
f i r m s are h e a v i l y dependent upon bank c r e d i t , such t h a t c r e d i t 
r e s t r i c t i o n s c o u l d have r e a l e f f e c t s upon output by r e d u c i n g the 
a v a i l a b i l i t y of working c a p i t a l and r e d u c i n g the l e v e l of 
c a p a c i t y o p e r a t i o n . 

D i s c u s s i o n s w i t h bank o f f i c i a l s " i n 1989 i n d i c a t e d the heavy 
r e l i a n c e of commercial f i r m s upon bank o v e r d r a f t c r e d i t i n 
s i t u a t i o n s of t i g h t banking s e c t o r l i q u i d i t y . To i l l u s t r a t e the 
l e v e l of c r e d i t demand by commercial concerns, i t i s i n t e r e s t i n g 
t o note t h a t p e r s o n a l o v e r d r a f t f a c i l i t i e s had been c o m p l e t e l y 
withdrawn i n s e v e r a l banks t o c r e a t e a d d i t i o n a l l i q u i d i t y . 

Q u a r t e r l y c o n s t a n t p r i c e p r o d u c t i o n i n d i c e s f o r e i g h t i n d u s t r i a l 
s u b - s e c t o r s i n the p e r i o d 1982-87 '" were employed as i n d i c a t o r s 
of output w i t h c o r r e s p o n d i n g q u a r t e r l y c r e d i t data as r e p o r t e d 
t o the Central des Risques''^ a t the C e n t r a l Bank. The p r o d u c t i o n 
index was s p e c i f i e d as a f u n c t i o n of s h o r t - t e r m c r e d i t lagged by 
one q u a r t e r , and medium and l o n g term c r e d i t by one t o t h r e e 
q u a r t e r s lagged. 

R e g r e s s i o n s on both a s e c t o r and pooled t i m e - s e r i e s b a s i s f o r any 
of the i n d u s t r i a l s u b - s e c t o r s d i d not show a s i g n i f i c a n t 
r e l a t i o n s h i p between lagged c r e d i t , whether s h o r t , medium or 
long-term o r t o t a l c r e d i t , and output as s p e c i f i e d above. The 
weakness of these c o n c l u s i o n s a l l o w s s e v e r a l a l t e r n a t i v e 
assumptions t o be p o s t u l a t e d : 

* Bank c r e d i t may not be an important p a r t of working c a p i t a l . 
Company r e s u l t s f o r 1984 from the f i f t y l a r g e s t companies 
i n Cote d ' l v o i r e (Bulletin de I'Afrique Noire, 1988) show 
t h a t t o t a l net l o s s e s of CFA 97 b i l l i o n were f i n a n c e d by a 

'' D i s c u s s i o n s were h e l d by the author w i t h s e n i o r bank 
management s t a f f of s e v e r a l major commercial banks and 
overseas bank's agencies based i n A b i d j a n . 

The s u b - s e c t o r s were: Food, d r i n k , tobacco p r o c e s s i n g ; 
t e x t i l e s and l e a t h e r ; wood p r o d u c t s ; c h e m i c a l s ; n o n - m e t a l l i c 
m i n e r a l p r o d u c t s ; base metal p r o d u c t s ; o t h e r manufacturing 
i n d u s t r y ; w a t e r , g a s , e l e c t r i c i t y . 

These data are r e p o r t e d t o the C e n t r a l Bank by 
commercial banks f o r a l l loans of over CFA 10 m i l l i o n . 
Coverage i s g e n e r a l l y around 90 per cent. 



drawdown of cash r e s e r v e s ( d e t e r i o r a t i o n of cashflow) r a t h e r 
than by debt i n c r e a s i n g s u b s t a n t i a l l y . 

* The marked slowdown of c r e d i t growth 1984-86 (and 
c o n t r a c t i o n i n 1984) was a r e s u l t of both s u p p l y and demand 
f a c t o r s , not adequately e x p l a i n e d by s u p p l y s i d e c r e d i t 
c o n s t r a i n t s . W h i l s t the banking system's l i q u i d i t y s hortage 
was c l e a r , as shown by a low cash r a t i o and h i g h l o a n s t o 
d e p o s i t s r a t i o , extended r e c e s s i o n and drought has reduced 
the number of c r e d i t w o r t h y borrowers. In 1984, e l e c t r i c i t y 
s h o r t a g e s c o u l d a l s o have c o n t r i b u t e d t o c r e d i t demand 
r e d u c t i o n s , but as p r o d u c t i o n would a l s o have been a f f e c t e d , 
the c r e d i t t o output r e l a t i o n s h i p i s u n l i k e l y t o have been 
a f f e c t e d . 

As Table 17 shows, changes i n c r e d i t have not always corresponded 
w i t h o u t p ut. For primary, secondary and t e r t i a r y s e c t o r s , changes 
i n the p r o p o r t i o n of t o t a l c r e d i t a l l o c a t e d and changes i n the 
share of GDP d i d not v a r y s i g n i f i c a n t l y when comparing 1980-82 
w i t h 1983-85. Changes d u r i n g the 1986-88 p e r i o d show t h a t c r e d i t 
and output shares g e n e r a l l y moved i n o p p o s i t e d i r e c t i o n s . The 
i n c r e a s e i n the share of t e r t i a r y c r e d i t (58.1 t o 65.8 per cent) 
accompanied by a f a l l i n the share of output, can l a r g e l y be 
a t t r i b u t e d t o the i n c r e a s e i n c r o p - f i n a n c i n g c r e d i t r e q u i r e d f o r 
s t o c k p i l i n g , d e s p i t e the sharp c o n t r a c t i o n of the s e c t o r d u r i n g 
1987. 

Table 17: Sectoral Credit and Output Shares 

Per Cent 1980-82 1983-85 1986-88 
S e c t o r of : Average Average Average 

Primary C r e d i t 6.9% 6.4% 3.9% 
GDP 32.7% 31.5% 32 . 7% 

Secondary C r e d i t 34.9% 35.5% 30. 3% 
GDP 21.2% 20.1% 22.4% 

T e r t i a r y C r e d i t 58.2% 58.1% 65.8% 
GDP 46. 1% 48.5% 44.9% 

Note: Shares of GDP a d j u s t e d t o exclude non-marketed s e c t o r . 

Sources: Ministere de I'Economie et Finances (1988) and BCEAO, 
Notes et S t a t i s t i q u e s ( v a r i o u s ) . 

In the secondary s e c t o r s , a c r e d i t c o n t r a c t i o n ( p a r t i c u l a r l y t o 
manufacturing) was accompanied by a s l i g h t improvement i n GDP 
share, a l t h o u g h l i t t l e r e a l improvement i n the output share. 



One f e a t u r e which may e x p l a i n the o p p o s i t e movement o f c r e d i t and 
output shares i s t h a t c r e d i t c o n t r a c t i o n has been p r e d o m i n a n t l y 
i n medium and l o n g term c r e d i t s . Between 1980 and 1988, medium-
term c r e d i t f e l l CFA 224 b i l l i o n t o CFA 187 b i l l i o n (31 t o 20 p e r 
cent of t o t a l c r e d i t ) and long-term c r e d i t f e l l from CFA 45 
b i l l i o n t o CFA 37 b i l l i o n (7 t o 4 per cent of t o t a l c r e d i t ) . 

T h i s r e d u c t i o n of l o n g e r term f i n a n c i n g i n s t r u m e n t s has been a 
r e f l e c t i o n of changing C e n t r a l Bank p o l i c y on t h e type of 
r e d i s c o u n t i n g made a v a i l a b l e . During the 1980s, i t has reduced 
access t o the long term r e d i s c o u n t window and r e p l a c e d i t by 
s h o r t - t e r m borrowing from the money market. The e f f e c t s of c r e d i t 
c o n t r a c t i o n c o u l d be expected t o be a maintenance of o u t p u t owing 
t o the c o n t i n u e d a v a i a b i l i t y of s h o r t term working c a p i t a l , but 
more prominent output e f f e c t s i n the l o n g e r term as growth 
p r o s p e c t s a r e reduced by lowered access t o development c a p i t a l . 

At the s e c t o r a l l e v e l an i n t e r e s t i n g f e a t u r e of c r e d i t a l l o c a t i o n 
i s t h a t c r e d i t t o the primary s e c t o r (80 per cent t o a g r i c u l t u r e ) 
has d e c l i n e d s u b s t a n t i a l l y (from CFA 43 t o CFA 32 b i l l i o n ) 
between 1980 and 1988 y e t the share of a g r i c u l t u r e i n GDP has 
remained f a i r l y c o n s t a n t . Between 1983 and 1988 c r e d i t t o the 
p r i m a r y s e c t o r h a l v e d i n nominal terms yet i t s GDP share 
i n c r e a s e d from 30.6 per cent t o 34.0 per cent. 

Although c r o p f i n a n c i n g i s excluded from primary s e c t o r c r e d i t , 
the low l e v e l and d e c l i n e i n the p r o p o r t i o n of c r e d i t t o the 
primary s e c t o r w i t h o u t a c o r r e s p o n d i n g f a l l i n output i s evidence 
of a c o n s i d e r a b l e degree of autonomy from the o p e r a t i o n s of 
formal c r e d i t markets. The presumed access t o i n f o r m a l f i n a n c e , 
or more p l a u s i b l y i n view of the e a r l i e r c o n c l u s i o n s , auto-
f i n a n c e , has enabled a r e d u c t i o n i n formal c r e d i t and a h e a l t h y 
i n s u l a t i o n from monetary p o l i c y a c t i o n s . 

P u b l i c and P r i v a t e S e c t o r s 

The d i s t r i b u t i o n of c r e d i t between p u b l i c and p r i v a t e s e c t o r s has 
f l u c t u a t e d w i d e l y beween 1980 and 1988. In 1980, o u t s t a n d i n g 
c r e d i t t o p u b l i c e n t e r p r i s e s was CFA 226 b i l l i o n (31.5 per cent 
of t o t a l r e p o r t e d c r e d i t ) . Over the next f o u r y e a r s , o u t s t a n d i n g 
c r e d i t f e l l s h a r p l y t o CFA 70 b i l l i o n , r e f l e c t i n g the i n i t i a t i v e s 
taken under adjustment programmes t o address f i n a n c i a l problems 
i n the most important p a r a t s t a t a l s . By 1988, t h i s c r e d i t had 
r i s e n a g a i n t o CFA 209.8 b i l l i o n (22.5 per cent of t o t a l c r e d i t ) , 
at l e a s t i n p a r t r e f l e c t i n g the renewed d e t e r i o r i a t i o n o f the 
f i s c a l d e f i c i t c r e a t i n g p r e s s u r e s on the l e v e l of t r a n s f e r s t o , 
or p r o f i t s r e m i t t e d from p u b l i c e n t e r p r i s e s . 

A weakly n e g a t i v e c o r r e l a t i o n i s observed between the l e v e l of 
c r e d i t t o government (net domestic bank f i n a n c i n g ) and net c r e d i t 
t o p u b l i c e n t e r p r i s e s s u g g e s t i n g a c e r t a i n degree of 
s u b s t i t u t a b i l i t y between the two types of c r e d i t . T h e r e f o r e the 
r a p i d s h i f t s i n the a l l o c a t i o n of c r e d i t t o p u b l i c e n t e r p r i s e s 
may have been o f f s e t t o some e x t e n t by a more d i r e c t f i n a n c i n g 
r o l e f o r the c e n t r a l government. 



6. E V A L U A T I N G SWEiyiBERSHlP OF T H E U M O A 

P a r t i c i p a t i n g i n the UMOA i s a p o l i t i c a l d e c i s i o n , and, as 
A l l e c h i and Mamadou (1989) note, the f a c t t h a t the compte 
d'operations i s l o c a t e d a t the French Treasury and not the Banque 
de France u n d e r l i n e s t h e p o l i t i c a l n a t u r e of the mainstay of 
c o n v e r t i b i l i t y i n the UMOA. W h i l s t the m e r i t s and d e m e r i t s of 
French p o l i t i c a l and economic l i n k s are l a r g e l y beyond the scope 
of t h i s working paper t h e r e are c e r t a i n a s p e c t s of the UMOA by 
which Cote d ' l v o i r e undoubtedly g a i n s and o t h e r s where the 
b e n e f i t s a r e l e s s c l e a r . During the 1980s the b e n e f i t s o f UMOA 
membership which had been p r e v i o u s l y i d e n t i f i e d were l e s s r e a d i l y 
obvious. 

Costs and B e n e f i t s 

U n t i l t h e e a r l y 1980s, the p r e v a i l i n g view has been t h a t Cote 
d ' l v o i r e was an economic success s t o r y . T h e r e f o r e i t was not 
s u r p r i s i n g t h a t r e s e a r c h concluded t h a t the d i s t i n c t i v e monetary 
arrangements of the UMOA had a p a r t i n t h i s s u c c e s s , o r , a t l e a s t 
t h a t the monetary arrangements had not h i n d e r e d development. 

P r e v i o u s r e s e a r c h on the c o s t s and b e n e f i t s of b e l o n g i n g t o the 
Franc Zone or t o the UMOA and s t u d i e s of Cote d ' l v o i r e have 
g e n e r a l l y concluded t h a t o v e r a l l the arrangements p r o v i d e a net 
economic g a i n . However the economic s t a g n a t i o n i n Cote d ' l v o i r e 
s i n c e 1980, t o g e t h e r w i t h the more r e c e n t c u r r e n c y o v e r - v a l u a t i o n 
r e s u l t i n g , i n p a r t , from commodity exp o r t p r i c e f a l l s , s h o u l d 
r a i s e doubts about t h i s r e c e i v e d wisdom. 

J a k o b e i t (1985) argues t h a t i t i s d i f f i c u l t t o q u a n t i f y the 
b e n e f i t s o f Franc Zone membership o r t o i s o l a t e them from o t h e r 
economic f a c t o r s . However he suggests t h a t the eagerness of 
nei g h b o u r i n g c o u n t r i e s ( f o r example N i g e r i a and Ghana a t 
d i f f e r e n t t i m e s ) , t o j o i n one of the French-speaking monetary 
unions i n d i c a t e s the net p e r c e i v e d b e n e f i t s of membership. The 
most e v i d e n t b e n e f i t of membership t o many n e i g h b o u r i n g A f r i c a n 
c o u n t r i e s , whose c u r r e n c i e s are i n c o n v e r t i b l e and s u b j e c t t o 
e x t e n s i v e exchange r e s t r i c t i o n s , would prob a b l y be t h a t of 
exchange c o n v e r t i b i l i t y . I t i s not s u f f i c i e n t however, t o judge 
the UMOA arrangements as somehow ' b e t t e r ' or more conducive t o 
development on the b a s i s of nei g h b o u r i n g c o u n t r i e s p e r c e p t i o n s . 
T h i s i s because t h e i r p e r c e p t i o n s may be misguided o r s e l e c t i v e 
and a l s o because the e f f e c t s of UMOA membership a r e not 
n e c e s s a r i l y the same f o r each country member, p a r t i c u l a r l y as 
openness, t r a d e d e s t i n a t i o n and co m p o s i t i o n can v a r y w i d e l y 
amongst UMOA members''^. 

One example of country d i f f e r e n c e s i s s i g n i f i c a n t l y 
d i v e r g e n t r e a l exchange r a t e s . Macedo (1989:p357) shows the 
c o n s i d e r a b l y d i f f e r e n t t r e n d s i n Senegalese and I v o i r i a n r e a l 
exchange r a t e s . 



Growth Performance 

G u i l l a u m o n t , G u i l l a u m o n t and Plane (1988) u t i l i s i n g p o oled c r o s s 
s e c t i o n a l d a t a f o r sub-Saharan A f r i c a n (SSA) c o u n t r i e s argue t h a t 
Franc Zone membership has a s i g n i f i c a n t p o s i t i v e e f f e c t upon a 
'catch a l l ' economic p o l i c y v a r i a b l e . Consequently they conclude 
t h a t Franc Zone membership has r e s u l t e d i n h i g h e r GNP growth 
r a t e s a f t e r t a k i n g account of exogenous growth c r e a t i n g or 
i n h i b i t i n g f a c t o r s . T h i s c o n c l u s i o n i s p a r t i c u l a r l y s t r o n g when 
comparing the GNP weighted mean of Franc Zone c o u n t r i e s w i t h 
o t h e r SSA c o u n t r i e s i n the p e r i o d 1970-81. F a c t o r s which they 
a t t r i b u t e t o the p o l i c y induced h i g h e r growth performance a r e : 
guaranteed exchange c o n v e r t i b i l i t y ; monetary d i s c i p l i n e and a 
l e s s o v e r v a l u e d exchange r a t e d u r i n g t h i s p e r i o d . These v a r i a b l e s 
are not used as independent v a r i a b l e s i n the e s t i m a t i o n s c a r r i e d 
out. 

Devarajan and de Melo (1987) a l s o demonstrate s i g n i f i c a n t l y 
h i g h e r CFA-zone growth r a t e s than i n o t h e r SSA c o u n t r i e s d u r i n g 
the p e r i o d 1960-82 w i t h o u t c o n t r o l l i n g f o r exogenous e f f e c t s . 
There i s a s i g n i f i c a n t improvement i n the growth performance of 
CFA-zone c o u n t r i e s a g a i n s t most comparator groups of LDCs when 
comparing the 1973-82 and 1960-73 s u b - p e r i o d s . T h i s r e s u l t 
suggests t h a t the 1973 monetary reforms i n the CFA-zone were 
h e l p f u l i n m i n i m i s i n g the c o s t s of r a p i d l y changing o i l p r i c e s . 

S i n c e 1981 however, the s i t u a t i o n f o r Cote d ' l v o i r e has changed 
c o n s i d e r a b l y ; economic growth slowed down ( r e a l growth was 
n e g a t i v e i n 1983, 1984 and 1987), from 1983 r e s t r i c t i v e c r e d i t 
p o l i c i e s were r e q u i r e d t o prevent d e t e r i o r a t i o n i n the f o r e i g n 
a s s e t p o s i t i o n , and sharp import compression o c c u r r e d t o reduce 
the c u r r e n t account d e f i c i t which c o u l d no l o n g e r be supported 
by inward c a p i t a l f l o w s . Although t h i s b a lance of payments 
adjustment p r o c e s s was supported by a d e p r e c i a t i n g r e a l exchange 
r a t e between 1980 and 1985, the l a c k of c o n t r o l of the exchange 
r a t e i n s t r u m e n t became n o t i c e a b l e once more as the r a t e 
a p p r e c i a t e d from 1985 onwards ( F i g u r e 8) and began t o p l a c e 
p r e s s u r e upon the l e v e l of r e s e r v e s and the c u r r e n t account 
b a l a n c e . 

Table 18 shows how s i g n i f i c a n t l y Cote d ' I v o i r e ' s r e l a t i v e growth 
performance has changed d u r i n g t he 1967-1987 p e r i o d . W h i l s t a 
more s o p h i s t i c a t e d a n a l y s i s i s r e q u i r e d t o i s o l a t e t h e e f f e c t s 
of monetary p o l i c y regime v a r i a b l e s upon growth c e r t a i n 
n o t i c e a b l e changes have ta k e n p l a c e : 

* The data are c o n s i s t e n t w i t h the h y p o t h e s i s t h a t growth- i n 
Cote d ' l v o i r e up t o 1980 compared f a v o u r a b l y w i t h o t h e r 
d e v e l o p i n g c o u n t r y groupings over s u b s t a n t i a l p e r i o d s of 
time. I v o r i a n growth i n the 1967-73 and 1973-80 p e r i o d s was 
c l e a r l y h i g h e r than the low-income A f r i c a , sub-Saharan 
A f r i c a and a l l d e v e l o p i n g c o u n t r i e s weighted averages. 
Favourable comparisons can a l s o be made a g a i n s t bouyant o i l 
e x p o r t e r s such as N i g e r i a . 



Comparison o f Cote d ' l v o i r e and Senegal, t h e two l a r g e s t 
economies i n the UMOA, d i s p e l s t h e n o t i o n t h a t t h e r e i s 
n e c e s s a r i l y a p r o c e s s of convergent growth r a t e s w i t h i n t he 
monetary u n i o n . 

From 1980, Cote d ' I v o i r e ' s growth performance d e c l i n e d 
markedly, and more r a p i d l y than i n low income a f r i c a , sub-
Saharan A f r i c a o r the d e v e l o p i n g c o u n t r y average. I v o r i a n 
performance i s c e r t a i n l y not markedly b e t t e r than those of 
the d i s p l a y e d c o u n t r y groupings, as had p r e v i o u s l y been the 
case. 

Sable 18: Cote d'lvoire and Country Groupings GDP Growth 

Country/Group 

GDP Growth pa 

1967-73 1973-80 1980-86 1987 

Cote d ' l v o i r e 8 . 5 a 7.0 1.2 -3.9 

Senegal (UMOA) -0.3 2.1 3.2 6.2 

N i g e r i a 6.9 9.6 -3.2 -3.6 

Low Income A f r i c a 3.2 1.2 1.4 2.9 

Sub-Saharan A f r i c a 5.6 3.3 0.4 -1.3 

A l l d e v e l o p i n g 6.5 5.1 3.1 4.4 
economies 
Notes: a 1965-73. 

b Group f i g u r e s a r e GDP weighted averages. 
c P e r i o d Growth r a t e s computed by l e a s t squares method. 

Sources: World Bank, World Tables (1989) and World Bank, World 
Development Report ( v a r i o u s ) . 

I n f l a t i o n 

In r e s p e c t of Cote d ' l v o i r e t he World Bank (1988:pl4) summarise 
the p r e v a i l i n g o p i n i o n : 

" UMOA membership seems t o have s e r v e d Cote d ' l v o i r e w e l l . 
As a r e s u l t o f monetary d i s c i p l i n e , the I v o r i a n economy d i d not 
s u f f e r from the major upheavals and h y p e r - i n f l a t i o n observed i n 
oth e r A f r i c a n c o u n t r i e s as w e l l as i n some L a t i n American 
c o u n t r i e s whose economies resemble t h a t o f Cote d ' I v o i r e i n many 
r e s p e c t s . " 



I n f l a t i o n has indeed been moderate, o n l y r i s i n g once above 20 p e r 
cent s i n c e independence, and i n s i n g l e d i g i t s s i n c e 1981. 
Although membership of a monetary union i s l i k e l y t o be an 
important f a c t o r i n m a i n t a i n i n g low i n f l a t i o n r a t e s , i t i s a 
sep a r a t e i s s u e whether t h i s n e c e s s a r i l y c o n f e r s c o n s i d e r a b l e 
b e n e f i t s . We c o n s i d e r these i s s u e s i n t u r n , a r g u i n g t h a t 
i n f l a t i o n i s l i k e l y t o be lower than o t h e r w i s e would be the case, 
but t h a t nominal exchange r a t e r i g i d i t y can reduce t h e b e n e f i t s 
of low i n f l a t i o n . 

The b u l k o f t h i s working paper has been concerned w i t h t h e 
working of t h e r u l e s o f t h e UMOA. The most important r u l e s a r e : 
the s i z e o f the concours globaux ( r e f i n a n c i n g ) , t h e l e v e l o f 
c r e d i t t o the t r e a s u r y and maintainance of a t a r g e t l e v e l o f 
f o r e i g n r e s e r v e coverage a t the l o c a l agency of the BCEAO. 
De s p i t e some shortcomings, the b a s i c t h r u s t of BCEAO monetary 
p o l i c y i s c o u n t e r - i n f l a t i o n a r y , and the r u l e s o f the BCEAO are 
designed w i t h t h i s o b j e c t i v e i n mind. I t i s c l e a r t h a t t h e s e 
r u l e s have not always f u n c t i o n e d i d e a l l y . For example, t h e 
announcement d u r i n g 1989 of the abandonment of s e c t o r a l c r e d i t 
a l l o c a t i o n i s o f f i c i a l r e c o g n i t i o n t h a t p o l i c y i n s t r u m e n t s can 
be i n e f f e c t i v e . 

In t h e l e x i c o n of the " r u l e s v e r s u s d i s c r e t i o n " l i t e r a t u r e on t h e 
th e o r y of economic p o l i c y [see, f o r example, Kydland and P r e s c o t t 
(1976) and Bar r o and Gordon (1983)], t h e a n t i - i n f l a t i o n a r y p o l i c y 
f o l l o w e d by t h e BCEAO has been both r u l e - b a s e d and a c r e d i b l e 
monetary policy'*'. 

The r u l e f o l l o w e d i s t h a t money su p p l y s h o u l d be expanded w i t h 
r e f e r e n c e t o the l e v e l of f o r e i g n r e s e r v e coverage (see s e c t i o n 
3 ) . There are two reasons why t h i s i s a b r o a d l y c r e d i b l e non-
i n f l a t i o n a r y p o l i c y , d e s p i t e the obvious d i f f i c u l t i e s e x p e r i e n c e d 
i n the at t a i n m e n t of monetary o b j e c t i v e s : 

* The BCEAO agency has no p a r t i c u l a r i n c e n t i v e or s t a t u t o r y 
a u t h o r i t y d u r i n g t h e course of the year t o d e v i a t e 
i n t e n t i o n a l l y from i t s p o l i c y . 

* Government cannot r e s o r t t o r o l l i n g the p r i n t i n g p r e s s e s 
t o a u t o m a t i c a l l y monetise f i s c a l d e f i c i t s . 

Three f a c e t s o f the UMOA have been important i n s u s t a i n i n g t h i s 
c r e d i b i l i t y . F i r s t l y , the s u p r a n a t i o n a l a u t h o r i t y o f the UMOA, 
where im p o r t a n t d e c i s i o n s are made by s i m p l e m a j o r i t y o r 
unan i m i t y of o p i n i o n i n member s t a t e s . Secondly, t h e l e g a l r i g h t 
of r e f u s a l o f c r e d i t t o government. T h i r d l y , the f i x e d exchange 
r a t e t o the French Franc. A l l these f e a t u r e s are imp o r t a n t i n 

A c r e d i b l e monetary p o l i c y i s d e f i n e d as one i n which 
the monetary a u t h o r i t i e s are p e r c e i v e d not t o have an 
i n c e n t i v e t o d e v i a t e from announced p o l i c y o b j e c t i v e s ( i e t o 
make i n f l a t i o n s u r p r i s e s , r e a l wage f a l l s and employment 
i n c r e a s e s ) . 



p r e v e n t i n g the emergence of i n f l a t i o n a r y p r e s s u r e s . By way of 
example, Sargent (1981) i d e n t i f i e s the same t h r e e f a c t o r s o f : an 
independent c e n t r a l bank, t h e r i g h t of r e f u s a l of c r e d i t t o 
government and a g o l d s t a n d a r d or f i x e d exchange r a t e , as be i n g 
i n s t r u m e n t a l i n s t o p p i n g f o u r major h y p e r i n f l a t i o n s i n o t h e r 
c o u n t r i e s . 

D e s p i t e low i n f l a t i o n , p a r t i c u l a r l y d u r i n g the 1980s, Cote 
d ' l v o i r e has e x p e r i e n c e d s u b s t a n t i a l v a r i a t i o n o f i t s r e a l 
exchange r a t e ( F i g u r e 8 ) , n o t i c e a b l y a sharp a p p r e c i a t i o n s i n c e 
1985. A French M i n i s t r y of Co o p e r a t i o n r e p o r t ( T h i l l , 1 9 8 9 ) argues 
t h a t o v e r v a l u a t i o n o f the CFA r e l a t i v e t o o t h e r n e i g h b o u r i n g 
c u r r e n c i e s , p a r t i c u l a r l y those of N i g e r i a and Ghana, i s 
undermining CFA c o u n t r y economies. T h i s o c c u r s through i l l e g a l 
c r o s s - b o r d e r t r a d e i n t o CFA c o u n t r i e s , and p r i c e u n d e r c u t t i n g 
on w o r l d markets. As an i n d i c a t i o n of how f a r the exchange r a t e 
had moved from p u r c h a s i n g power p a r i t y by 1988, farm l a b o u r e r s 
wages p a i d i n Cote d ' l v o i r e are more than t h r e e t i m e s g r e a t e r 
than the Ghanaian e q u i v a l e n t i n d o l l a r terms'''^. S i m i l a r l y , U n i t e d 
N a t i o n s i n t e r n a t i o n a l comparisons of l i v i n g c o s t s f o r UN 
o f f i c i a l s i n US d o l l a r s " ' show t h e c o s t s i n A b i d j a n , Cote 
d ' l v o i r e t o be h i g h e r than i n P a r i s , and more than t w i c e the 
l e v e l i n A c c r a , and Lagos. 

The two main reasons f o r the more r e c e n t exchange r a t e 
a p p r e c i a t i o n are a p p r e c i a t i o n of the pegged c u r r e n c y , the French 
Franc a g a i n s t the US d o l l a r , and a f a l l i n i n t e r n a t i o n a l c u r r e n c y 
p r i c e s of the major commodity e x p o r t s , cocoa and c o f f e e , which 
has not been r e f l e c t e d i n the domestic p r i c e l e v e l . Because 
cu r r e n c y a p p r e c i a t i o n has o c c u r r e d d e s p i t e low i n f l a t i o n and 
f a i r l y e f f e c t i v e c r e d i t r e s t r a i n t , i t i s r e l a t i v e l y 
s t r a i g h t f o r w a r d t o conclude t h a t monetary p o l i c y i s u n l i k e l y t o 
be a complete s u b s t i t u t e f o r exchange r a t e f l e x i b i l i t y . 

The reason t h a t UMOA does not r e q u i r e exchange r a t e f l e x i b i l i t y , 
i e independent a l t e r a t i o n o f r a t e s a g a i n s t major w o r l d 
c u r r e n c i e s , i s t h a t the r e s e r v e support g i v e n by the compte 
d'operations, which, by m a i n t a i n i n g c o n v e r t i b i l i t y o b v i a t e s the 
need f o r exchange c o n t r o l or a l t e r a t i o n of the exchange r a t e . The 
need f o r exchange r a t e f l e x i b i l i t y w i l l t h e r e f o r e become both 
obvious and apparent a t the time t h a t the compte d'operations 
f a i l s t o d e l i v e r c o n v e r t i b i l i t y , n o t w i t h s t a n d i n g the d i f f i c u l t i e s 
mentioned p r e v i o u s l y . P r i o r t o t h i s , the CFA c o u l d move away from 
a f i x e d o f f i c i a l r a t e w i t h the Franc ( i e a p a r a l l e l market r a t e 
c o u l d emerge), i f d i f f i c u l t i e s a re e x p e r i e n c e d w i t h 
c o n v e r t i b i l i t y . 

See The Economist,6 August 1988:pl5. 

These are g i v e n i n the March and September i s s u e s o f 
the UN Monthly B u l l e t i n of S t a t i s t i c s . 



P o o l i n g Reserves 

One of the major b e n e f i t s o f t h e uni o n , access t o po o l e d 
r e s e r v e s , has been e l i m i n a t e d i n t h e l a t e 1980s. Reserve 
requirements f o r a p a r t i c u l a r c o u n t r y f o r coverage o f a 
p a r t i c u l a r l e v e l o f imports are lowered as long as the c o v a r i a n c e 
i n (pooled) r e s e r v e s o f d i f f e r e n t c o u n t r i e s i s not z e r o . That i s , 
i f a l l c o u n t r i e s ' r e s e r v e s move i n s t e p , t h e r e i s no g a i n from 
p o o l i n g . World-wide economic s t a g n a t i o n has l e a d most of the 
UMOA t o draw upon pooled r e s e r v e s s i m u l t a n e o u s l y , e x h a u s t i n g them 
and furthermore overdrawing s i g n i f i c a n t l y a t the compte 
d ' o p e r a t i o n s . During t h e 1980s Cote d ' l v o i r e has been by f a r t h e 
most s u b s t a n t i a l borrower. Without a c r e d i b l e r e s t r i c t i v e p o l i c y 
t o r e v e r s e r e s e r v e l o s s , t h e French T r e a s u r y i s unde r s t a n d a b l y 
concerned a t the c o n t i n u e d draw down of the compte d'operations. 
W h i l s t o f f i c i a l l y o v e r d r a f t borrowing pays i n t e r e s t , t h e r e s t i l l 
remain prudent l i m i t s t o access . T h i s i s p a r t i c u l a r l y the case 
when Cote d ' l v o i r e commercial debt t r a d e s on the secondary market 
a t around 10 per cent o f fac e v a l u e . 

Trade and Investment 

The v a l u a t i o n o f the t r a d e and investment b e n e f i t s o f monetary 
unions [see Mundell (1961), Kenen (1969)] need not n e c e s s a r i l y 
be p o s i t i v e o r c o n s t a n t over time. During the s t a g n a t i o n o f the 
1980s i n Cote d ' l v o i r e , the b e n e f i t s are l e s s e v i d e n t . I t i s 
p o s s i b l e t h a t monetary union p r o v i d e s i n c e n t i v e s which lower 
f o r e i g n investment and entre n c h i n e f f i c i e n t t r a d i n g p a t t e r n s . 

O b j e c t i v e s such as a t t r a c t i n g f o r e i g n c a p i t a l are fundamentally 
concerned w i t h r e a l f a c t o r s such as l a b o u r r e l a t i o n s , 
p r o d u c t i v i t y and growth p r o s p e c t s and c u r r e n t b u s i n e s s 
c o n f i d e n c e . The monetary regime can f a c i l i t a t e such f l o w s but not 
d e l i v e r . For example i n Cote d ' l v o i r e , p r i v a t e c a p i t a l f l o w s have 
c e r t a i n l y been n e g a t i v e s i n c e 1985 w i t h o u t any marked change i n 
Franc Zone arrangements. W h i l s t t h i s i s not c o n c l u s i v e evidence, 
a f i x e d exchange r a t e and r e l a t i v e l y s t a b l e monetary p o l i c y do 
not a u t o m a t i c a l l y imply net inward f o r e i g n investment. The l a c k 
of exchange r e s t r i c t i o n s has been seen as a c o n s i d e r a b l e 
i n c e n t i v e t o a t t r a c t i n g f o r e i g n investment, but a t the same time 
as b u s i n e s s c o n f i d e n c e slumps i n Cote d ' l v o i r e , t h e l a c k of 
exchange r e s t r i c t i o n s can work i n the o p p o s i t e d i r e c t i o n , not i n 
the host c o u n t r y ' s favour. 

The i n c r e a s e of i n t r a - u n i o n t r a d e has long been regarded as a 
probable development and b e n e f i t from the UMOA, d e s p i t e the f a c t 
t h a t monetary union i s n e i t h e r necessary nor s u f f i c i e n t f o r 
economic i n t e g r a t i o n . O u a t t a r a argues (1987:p6) : 
" The e x i s t e n c e of a common currenc y and the consequent absence 
of any exchange r i s k i n t r a n s a c t i o n s w i t h i n t h e unio n has 
c e r t a i n l y f a c i l i t a t e d border t r a d e among the member c o u n t r i e s , 
but i t i s a l s o u n l i k e l y t h a t the share o f border t r a d e w i t h i n the 
Union has i n c r e a s e d r e l a t i v e t o border t r a d e w i t h non-union 
c o u n t r i e s . " 



Trade f l o w s (Table 19) show t h a t Cote d ' l v o i r e t r a d e w i t h o t h e r 
members of the Franc Zone expanded s l o w l y between 1972 and 1986. 
E x p o r t s t o o t h e r UMOA c o u n t r i e s i n c r e a s e d from 5.5 per cent t o 
8.4 per c e n t o f t o t a l e x p o r t s but lagged behind the expansion o f 
ex p o r t s t o o t h e r A f r i c a n c o u n t r i e s . C o n v e r s e l y , t h e share of 
ex p o r t s t o the e n t i r e Franc Zone (France, the UMOA and the 
C e n t r a l A f r i c a n Monetary Union) has f a l l e n s i n c e 1972. 

Imports from UMOA have r i s e n more s u b s t a n t i a l l y from a 2.2 per 
cent share i n 1972 t o 7.3 per cent i n 1986. A l s o t h e s o u r c i n g o f 
imports from t h e Franc Zone has d e c l i n e d l e s s r a p i d l y than 
e x p o r t s t o the Zone. 

Trade w i t h France has d e c l i n e d s u b s t a n t i a l l y , the share of 
ex p o r t s t o France has h a l v e d w h i l s t o n l y 31 per cent o f imports 
as a g a i n s t 47 per ce n t i n 1972 are sourced from France. However 
t r a d e t o c o u n t r i e s whose exchange r a t e s are pegged t o the Franc 

or move w i t h i n c l o s e margins t o i t ( i n c l u d i n g exchange r a t e 
mechanism (ERM) c o u n t r i e s from 1979) has i n c r e a s e d s i n c e 1981. 
Although t h e r e i s a s l o w l y r i s i n g t r e n d w i t h i n UMOA, the r a p i d i t y 
o f the d e c l i n e o f t r a d e w i t h France, which commenced w e l l b e f o r e 
the f o r m a t i o n of the ERM mechanism, makes i t d i f f i c u l t t o come 
t o f i r m c o n c l u s i o n s on whether UMOA membership i s s u f f i c i e n t t o 
s t i m u l a t e i n t r a - U n i o n t r a d e . The World Bank (1989c) argue t h a t 
c o n v e r t i b i l i t y i s not a s u f f i c i e n t c a t a l y s t f o r promoting 
r e g i o n a l t r a d e , c i t i n g the poor performance i n the n e i g h b o u r i n g 
customs u n i o n a s s o c i a t e d w i t h c o u n t r i e s i n the c e n t r a l A f r i c a 
Monetary Union. Other r e l e v a n t f a c t o r s would i n c l u d e f a c t o r 
m o b i l i t y and exchange r a t e f l e x i b i l i t y . We d i s c u s s t h e s e i s s u e s 
i n t u r n . 

F a c t o r m o b i l i t y 
F o l l o w i n g Mundell (1961), an important i s s u e i n d e f i n i n g whether 
a c o u n t r y i s i n an optimum c u r r e n c y a r e a , i s t h a t f a c t o r s of 
p r o d u c t i o n s h o u l d be mobile w i t h i n the area but immobile 
i n t e r n a t i o n a l l y . T h i s may a l l o w more r a p i d n o n - i n f l a t i o n a r y 
growth by e a s i n g f a c t o r s h o r t a g e s . 

Cote d ' l v o i r e i s an important r e g i o n a l l a b o u r market and 
app r o x i m a t e l y 2 5 per cent o f the p o p u l a t i o n are immigrants, 
l a r g e l y from B u r k i n a Faso, Ghan and M a l i . There are a l s o French 
s k i l l e d workers and Lebanese t r a d e r s . S i g n i f i c a n t amounts of cash 
f l o w as r e m i t t a n c e s t o o t h e r UMOA and non-UMOA c o u n t r i e s , as can 
be determined from i n t e r - a g e n c y movements of banknotes w i t h i n the 
UMOA. Whether i t i s p a r t of an optimum c u r r e n c y area however i s 
more d i f f i c u l t t o a s c e r t a i n as the West A f r i c a n r e g i o n has a 
t r a d i t i o n o f l a r g e s c a l e movement of people. As UMOA i s not a 
u n i f i e d g eographic b l o c k , and l a b o u r movement t a k e s p l a c e w i t h 
non-UMOA c o u n t r i e s such as Ghana, i t appears t h a t the 
g e o g r a p h i c a l e x t e n t o f UMOA i s determined, not by f a c t o r 
m o b i l i t y , but common h i s t o r i c a l l i n k s . The e x t e n t o f monetary 
t r a n s f e r s between UMOA s t a t e s f o r t r a d e and workers' r e m i t t a n c e s 
(the f a c t o r m o b i l i t y argument f o r union) a l s o suggests t h a t t h e r e 



Table 19: Cote d'lvoire - Trade Shares 

E x p o r t s 1972 1976 1981 1986 
EEC 63.4 61.3 54 . 7 59.3 
of which FRANCE 29.1 25.4 18.6 14.2 
AFRICA 11.2 11.9 17.2 15.6 
of which UMOA 5.6 5.0 7.3 8.4 
US 13.9 10.5 11.5 10.5 
OTHER 11.4 16.3 16. 6 14.6 
TOTAL 100.0 100. 0 100.0 100.0 

Imports 1972 1976 1981 19S 
EEC 73.2 61.3 59. 1 54 . 7 
of which FRANCE 47.1 38.4 31.1 31.0 
AFRICA 8.8 11.9 7.8 17.2 
of which UMOA 2.2 5.0 1.6 7.3 
US 6.1 10.5 7.4 11.5 
OTHER 11.9 16. 3 25.7 16.6 
TOTAL 100.0 100.0 100.0 100.0 

Memorandum: Franc Zone and ERM (*) 

Expor t s 34.7 30.5 56.4 59.5 
Imports 49.3 43.4 47 . 0 57 . 3 

Note: (*) EMS c o u n t r i e s from 1981 
Source: BCEAO,Notes et S t a t i s t a q u e s . 



are c o n s i d e r a b l e b e n e f i t s from a r e g i o n a l c u r r e n c y , but not 
n e c e s s a r i l y a t the c u r r e n t pegged r a t e t o the French Franc. 

Exchanqe Rate Arrangements 
In the l o n g run a p o l i t i c a l d e c i s i o n may be made t o i n c r e a s e the 
c o m p e t i t i v e n e s s o f the CFA Franc, and so l i m i t the d r a i n on the 
compte d'operations, by i n c r e a s i n g the f l e x i b i l i t y of t h e 
exchange r a t e . T h i s would r e q u i r e r e n e g o t i a t i o n o f the UMOA 
s t a t u t e s and unanimous agreement from UMOA s t a t e s and France. 
S e v e r a l o p t i o n s a r e a v a i l a b l e : 

* A new devalued f i x e d r a t e a g a i n s t the French Franc, e i t h e r 
f o r t h e UMOA as a whole or f o r i n d i v i d u a l c o u n t r i e s a t 
d i f f e r e n t r a t e s . D i f f e r i n g exchange r a t e s would i n c r e a s e 
the i n c e n t i v e s f o r monetary expansion i n i n d i v i d u a l 
c o u n t r i e s t o maximise t h e i r use of pooled r e s e r v e . T h i s i s 
l i k e l y t o remove the p o t e n t i a l f o r the b e n e f i t s of pooled 
r e s e r v e s , as the c e n t r a l banking agency would have l e s s 
c o n t r o l on i n d i v i d u a l c o u n t r y monetary p o l i c y and a f r e e 
r i d e r problem c o u l d emerge. There i s now an emerging 
concensus on the importance of an a p p r o p r i a t e exchange r a t e 
s t r u c t u r e . The World Bank (1989c: pl60) o b l i q u e l y r e f e r s t o 
t h i s by s t a t i n g "Currency c o n v e r t i b i l i t y and c a p i t l a 
m o b i l i t y are important f o r s u s t a i n a b l e i n c r e a s e s i n r e g i o n a l 
t r a d e but are not s u f f i c i e n t . " 

* An a l t e r n a t i v e would be t o i n t r o d u c e a new type of peg. As 
the French Franc i s a l r e a d y a member of t h e European 
Exchange Rate Mechanism, where r e a l i g n m e n t s t o o t h e r member 
c u r r e n c i e s are i n c r e a s i n g l y i n f r e g u e n t , the CFA Franc i s 
a l r e a d y n e a r l y de facto pegged t o the ECU. A s w i t c h t o an 
ECU peg c o u l d be c a r r i e d out s i m u l t a n e o u s l y w i t h a 
d e v a l u a t i o n . The problems w i t h an ECU peg i n the l o n g e r run 
w i l l be s i m i l a r t o the p r e s e n t Franc peg. Monetary r e s t r a i n t 
w i l l be e s s e n t i a l t o a v o i d i n f l a t i o n and hence o v e r v a l u a t i o n 
of the exchange r a t e . A secondary problem would be 
d i s t a n c i n g the agreement of non-France EMS members t o 
support ECU-CRA c o n v e r t a b i l i t y . 

I f the European Monetary Union i s achieved i n the 1990s, European 
i n f l a t i o n c o u l d f a l l even lower, which w i l l r e q u i r e g r e a t e r CFA 
monetary d i s c i p l i n e . The pr e s e n t monetary i n s t r u m e n t s i n Cote 
d ' l v o i r e do not appear t o be ab l e t o ach i e v e t h a t l e v e l of 
c o n t r o l , p a r t i c u l a r l y i n the face of primary product p r i c e 
f l u c t u a t i o n s . A l t e r n a t i v e pegs c o u l d take account o f t r a d e 
c o m p o s i t i o n and p r i c e s , or cur r e n c y c o m p o s i t i o n of t r a d e . Both 
measures would r e s u l t i n an i n c r e a s e d w e i g h t i n g f o r the US d o l l a r 
and r e g u l a r exchange r a t e changes. 

* Given the r e l u c t a n c e of many p a r t i e s t o move away from a 
French Franc peg, the p o s s i b i l i t y of independent f l o a t i n g 
f o r the CFA seems remote. There are a l s o no d e v e l o p i n g 
c o u n t r y precedents of movement from a s i n g l e f i x e d r a t e t o 



s u s t a i n e d f r e e f l o a t i n g . There are however, examples of 
changes t o a c r a w l i n g peg. 



7. CONCLUSIONS 

For n e a r l y twenty y e a r s a f t e r independence the monetary 
arrangements i n Cote d ' l v o i r e f u n c t i o n e d w e l l , p e r m i t t i n g low 
i n f l a t i o n and s t a b l e economic growth. Membership of the West 
A f r i c a n Monetary Union was an important f a c t o r i n a c h i e v i n g these 
o b j e c t i v e s . Confidence i n the v a l u e of the domestic c u r r e n c y was 
encouraged by t h e f i x e d exchange r a t e and guaranteed 
c o n v e r t i b i l i t y w i t h t h e French Franc. 

S e v e r a l f a c t o r s combined t o g i v e an i m p r e s s i o n of f a i r l y 
e f f e c t i v e monetary management. F i r s t l y , r a p i d economic growth 
a l l o w e d a c o r r e s p o n d i n g i n c r e a s e i n money s u p p l y , w i t h o u t 
c r e a t i n g excess demand f o r demand f o r goods and accompanying 
i n f l a t i o n a r y i m p u l s e s . Secondly, c r e d i t t o government from the 
domestic banking system was e f f e c t i v e l y l i m i t e d by UMOA s t a t u t e s , 
which e l i m i n a t e d a s i g n i f i c a n t source of money c r e a t i o n . T h i r d l y , 
f i n a n c e was r e a d i l y a v a i l a b l e i n f o r e i g n c u r r e n c y , i n p a r t due 
t o t h e c o n v e r t i b i l i t y of the CFA, which a l s o reduced t h e p r e s s u r e 
on domestic c r e d i t expansion. 

By the l a t e 1970s, as economic growth slowed, some o f the 
shortcomings of monetary p o l i c y i n s t r u m e n t s were more apparent. 
I n e f f e c t i v e use of monetary c o n t r o l i n s t r u m e n t s c o i n c i d e n t w i t h 
r a p i d e x p o r t - b a s ed economic growth had p e r m i t t e d a c c e l e r a t e d 
monetary growth, i n c r e a s e d p r i c e i n s t a b i l i t y , an o v e r - v a l u e d r e a l 
e f f e c t i v e exchange r a t e and the emergence of l a r g e f i n a n c i a l 
imbalances i n t h e b a l a n c e of payments and government o p e r a t i o n s . 

Although the r a p i d monetary expansion i n the 1970s had an 
e x t e r n a l o r i g i n , owing t o the dependence of the economy upon 
ex p o r t e d a g r i c u l t u r a l p r o d u c t s (cocoa, c o f f e e ) whose p r i c e s 
f l u c t u a t e d w i d e l y , i t i s c l e a r t h a t the monetary i n s t r u m e n t s of 
the C e n t r a l Bank c o u l d not have been as e f f e c t i v e i n c u r t a i l i n g 
demand as they were t o be i n the 1980s. T h i s was because the most 
impor t a n t c o n t r o l i n s t r u m e n t , the r e f i n a n c i n g o p e r a t i o n of t h e 
C e n t r a l Bank, i s not v e r y e f f e c t i v e a t t i m e s of r a p i d l i q u i d i t y 
growth because of c o n c u r r e n t s h i f t s i n the p r o p o r t i o n s of 
f i n a n c i a l a s s e t s h e l d towards l e s s l i q u i d a s s e t s . I n d i v i d u a l s and 
f i r m s moved from h o l d i n g cash towards bank d e p o s i t s , which 
p e r m i t t e d commercial banks t o expand c r e d i t r a p i d l y and reduced 
t h e i r r e l i a n c e upon C e n t r a l Bank f i n a n c i n g . Commercial banks a l s o 
have access t o borrowing from f o r e i g n parent banks, which i s 
beyond the c o n t r o l of the C e n t r a l Bank i n the absence of exchange 
c o n t r o l s . 

The renewed a p p l i c a t i o n of r e s t r i c t i v e monetary p o l i c y , d u r i n g 
a prolonged p e r i o d of adjustment i n the 1980s, has c o n t r i b u t e d 
t o p r i c e s t a b i l i t y and a r e d u c t i o n i n the f i s c a l and t r a d e 
d e f i c i t s . C r e d i t p o l i c y has been more r e s t r i c t i v e and c l o s e r t o 
C e n t r a l Bank o b j e c t i v e s . However, the p r o v i s i o n of s u b s i d i s e d 
c r e d i t t o f i n a n c e e x p o r t c r o p s , e f f e c t i v e l y w i t h o u t l i m i t , has 
always meant t h a t c r e d i t p o l i c y has not been as r e s t r i c t i v e as 
i n t e n d e d . 



There i s l i t t l e evidence t o s e p a r a t e t h e e f f e c t s of g e n e r a l 
economic s t a g n a t i o n from those of r e s t r i c t i v e c r e d i t p o l i c i e s . 
A l t h ough t h e r e have been s u b s t a n t i a l movements i n c r e d i t 
a l l o c a t i o n towards f i n a n c i n g a g r i c u l t u r a l e x p o r t s and 
s t o c k p i l i n g , and away from medium and l o n g term c r e d i t t o s h o r t 
term r e f i n a n c i n g , t h e r e i s l i t t l e observed c o r r e l a t i o n w i t h 
output movements. The a g r i c u l t u r a l s e c t o r i n p a r t i c u l a r appears 
t o be more i n s u l a t e d than o t h e r s e c t o r s from the g e n e r a l s t a n c e 
of money and c r e d i t p o l i c i e s . T h i s o b s e r v a t i o n i s somewhat 
c o n t r a d i c t o r y t o the evidence p r e s e n t e d t h a t i n f o r m a l r u r a l 
f i n a n c e performs e s s e n t i a l l y an i n t e r m e d i a r y r o l e f o r f o r m a l 
i n s t i t u t i o n s , u n l e s s r u r a l c r e d i t i s used f o r consumption 
purposes o n l y . The i m p l i c a t i o n i s t h a t much of the r u r a l s e c t o r 
i s s e l f - f i n a n c e d , and not r e l i a n t upon for m a l or i n f o r m a l l e n d e r s 
to f i n a n c e p r o d u c t i v e a c t i v i t i e s . 

Access t o i n t e r n a t i o n a l f i n a n c i a l markets i s u n l i k e l y t o open up 
f o r t h e f o r e s e e a b l e f u t u r e f o l l o w i n g a debt moratorium announced 
i n 1985 and more r e c e n t payment d e l a y s , thus the emphasis of 
monetary p o l i c y i n the 1990s i s l i k e l y t o be upon improving 
domestic s a v i n g s m o b i l i z a t i o n . T h i s i s p a r t i c u l a r l y t h e case as 
the banking system has not been i n s t r u m e n t a l i n i n c r e a s i n g 
domestic s a v i n g s m o b i l i s a t i o n . Domestic and n a t i o n a l s a v i n g s 
r a t e s have f a l l e n and t h e r e i s evidence of c o n t i n u e d outward 
flo w s of p r i v a t e s a v i n g s . In p a r t , t h i s i s due t o the l a c k of 
i n c e n t i v e s t o m o b i l i s e d e p o s i t s which r e s u l t from generous 
c e n t r a l bank p r o v i s i o n of r e f i n a n c i n g f a c i l i t i e s w i t h guaranteed 
p r o f i t margins. A l s o t h e r e i s l i t t l e e vidence t h a t commercial 
banks have made a s i g n i f i c a n t e f f o r t t o m o b i l i s e r u r a l s a v i n g s 
or p r o v i d e s a v i n g s i n s t r u m e n t s t o s m a l l s a v e r s . Improving 
i n c e n t i v e s t o m o b i l i s e d e p o s i t s , by f o r example t y i n g r e f i n a n c i n g 
t o d e p o s i t m o b i l i z a t i o n , would improve the l i k e l i h o o d of more 
d i f f e r e n t i a t e d i n s t r u m e n t s and b e t t e r s e r v i c e p r o v i s i o n . 

There i s l i t t l e e vidence t o suggest t h a t monetary and f i n a n c i a l 
p o l i c y has s t i m u l a t e d f i n a n c i a l development, because the prime 
concern has been t o m a i n t a i n s t a b i l i t y . I n c r e a s e s i n f i n a n c i a l 
deepening have been c l o s e l y a s s o c i a t e d w i t h income growth and not 
f i n a n c i a l reform. I f the p r i v a t e f i n a n c i a l s e c t o r i s t o o f f e r a 
wide range of f i n a n c i a l s e r v i c e s and i n s t r u m e n t s , some 
d i v e r s i f i c a t i o n from the p r e s e n t c o n c e n t r a t i o n of f i n a n c i a l 
a s s e t s i n t h e commercial and c e n t r a l bank s e c t o r would be 
b e n e f i c i a l . W h i l s t t h e r e are a number of emerging bank and 
non-bank i n s t i t u t i o n s , t h e i r development c o u l d be a c c e l e r a t e d by 
l e g i s l a t i v e changes. F i n a n c i a l i n n o v a t i o n c o u l d occur a t b o t h 
ends of the spectrum of s o p h i s t i c a t i o n : There i s c o n s i d e r a b l e 
scope f o r m o b i l i s i n g i n f o r m a l s a v i n g s i n the t r a d i t i o n a l s e c t o r . 
The s i z e a b l e modern s e c t o r i n the I v o r i a n economy does not have 
access t o sources of f i n a n c i n g / s a v i n g such as s h o r t term 
government and commercial paper w h i l s t e q u i t y f i n a n c i n g c o u l d be 
developed w i t h reforms of the c u r r e n t l y r e s t r i c t i v e s t o c k market. 
In the l o n g e r term, the development of s e c u r i t y markets c o u l d 
a l s o supplement the r e f i n a n c i n g instrument of monetary c o n t r o l . 



S e v e r a l a s p e c t s of C e n t r a l Bank i n t e r v e n t i o n i n c r e d i t markets 
appear l e s s than e f f e c t i v e . R e f i n a n c i n g o p e r a t i o n s have 
l i m i t a t i o n s i n c o n t r o l l i n g broad money aggregates, as mentioned 
above, and di s c o u r a g e s a v i n g . The l i q u i d a t i o n of many 
development-type banks d u r i n g t h e 1980s a l s o suggests t h a t 
r e f i n a n c i n g o p e r a t i o n s may have a l l o w e d p o l i t i c a l l e n d i n g 
c o n s i d e r a t i o n s t o o v e r r i d e commercial concerns of l o a n repayment. 
S e c t o r a l c r e d i t a l l o c a t i o n p o l i c i e s , such as s e c t o r a l l e n d i n g 
c o e f f i c i e n t s and p r i o r a u t h o r i s a t i o n have not worked. P r i o r i t y 
s e c t o r s have low and f a l l i n g l e v e l s o f c r e d i t . The most obvious 
reform of the c u r r e n t system would be t o i n t r o d u c e more 
f l e x i b i l i t y i n i n t e r e s t r a t e s e t t i n g t o r e p l a c e a d m i n i s t r a t i v e 
d e c i s i o n . T h i s c o u l d be achie v e d by a l l o w i n g commercial banks t o 
tr a d e d i r e c t l y w i t h each o t h e r i n the i n t e r - b a n k money market. 
UMOA r u l e s however prevent i n c r e a s e d f l e x i b i l i t y f o r i n t e r e s t 
r a t e s e t t i n g , u n l e s s the agreement of p a r t n e r c o u n t r i e s i s 
ob t a i n e d , so the BCEAO c o u l d p l a y a c o o r d i n a t i n g f u n c t i o n a t an 
i n t e r n a t i o n a l l e v e l . 

The net b e n e f i t s of UMOA membership are now no l o n g e r as c l e a r 
as they were i n the 1960s or 1970s. Cote d ' l v o i r e i s caught i n 
a low growth, t i g h t monetary p o l i c y environment due t o an adverse 
e x t e r n a l c i r c u m s t a n c e s , and the evidence p o i n t s t o an ov e r v a l u e d 
r e a l exchange r a t e which s t r e n g t h e n s t h e argument f o r a 
r e s t r i c t i v e monetary p o l i c y . 

Abandoning the f i x e d exchange r a t e peg w i l l not be an easy 
d e c i s i o n t o t a k e , owing t o the h i s t o r i c a l a s s o c i a t i o n s of 
s t a b i l i t y connected t o the arrangement and the u n c e r t a i n t y which 
change may c r e a t e . A l s o , as w i t h a l l d e v a l u a t i o n s , t h e r e w i l l be 
g a i n e r s and l o s e r s from a change i n the exchange r a t e i n the 
sh o r t t o medium term. Although monetary p o l i c y can be re a s o n a b l y 
e f f e c t i v e i n a c h i e v i n g c r e d i t r e s t r i c t i o n t o reduce i n f l a t i o n , 
e x t e r n a l l y determined exchange r a t e changes or i n t e r n a t i o n a l 
p r i c e changes can have a f a r g r e a t e r economic impact than 
domestic monetary p o l i c y responses can ach i e v e . With i n c r e a s e d 
exchange r a t e f l e x i b i l i t y Cote d ' l v o i r e c o u l d respond t o 
fundamental exchange r a t e misalignment c r e a t e d by d i f f e r e n t i a l 
p r i c e movements, and, t o a c e r t a i n e x t e n t o f f s e t these 
developments. 



Appendix : Estimating Money Demand 

A si m p l e p a r t i a l adjustment f u n c t i o n i s u t i l i s e d which minimises 
the number of v a r i a b l e s and the number of tran s f o r m e d v a a r i a b l e s . 

R e a l money demand i s g i v e n as: 

M/P, = f ( Y/P^, M/P̂ .,, r,) + u^ 

where l o n g run d e s i r e d money h o l d i n g s : 

M/P^ = a„ + a^ Y/P, + aj r^ + v, 

and w i t h an adjustment mechanism 

M/P^ = b M/P'' + (1-b) M/P,., 

R e t a i l P r i c e Index i s used as d e f l a t o r , Y = GDP , M = cash + 
demand + time d e p o s i t s . 
r - i n t e r e s t ( d i s c o u n t , TEN) r a t e . 
Real income (Y/P,) r e p r e s e n t s a s c a l e v a r i a b l e f o r t r a n s a c t i o n s 
money demand w h i l s t the i n t e r e s t r a t e r e p r e s e n t s t h e o p p o r t u n i t y 
c o s t of h o l d i n g money. Being a d m i n i s t r a t i v e l y s e t , the i n t e r e s t 
r a t e i s u n l i k e l y t o be an a c c u r a t e r e f l e c t o r of t h e r e t u r n on 
n o n - f i n a n c i a l a s s e t s . However no a l t e r n a t i v e s e r i e s was a v a i l a b l e 
f o r the r e a l r a t e of r e t u r n , so C e n t r a l Bank d i s c o u n t r a t e s were 
u t i l i s e d . 

A s i m p l e o r d i n a r y l e a s t squares r e g r e s s i o n r e l a t i n g money demand 
t o c u r r e n t income and lagged money v i a a p a r t i a l adjustment 
mechanism (not shown) p r o v i d e s a s h o r t run demand e l a s t i c i t y o f 
1.15 and l o n g run demand e l a s t i c i t y o f 1.37 w i t h r e s p e c t t o 
income. The c o e f f i c i e n t on income i s d i f f e r e n t from zero a t the 
99 per cent c o n f i d e n c e l e v e l w h i l e the c o e f f i c i e n t on lagged 
money i s not s i g n i f i c a n t l y d i f f e r e n t from zero a t any meaningful 
c o n f i d e n c e i n t e r v a l . The presence of a lagged dependent v a r i a b l e 
i s l i k e l y t o induce s e r i a l c o r r e l a t i o n , which appeared t o be 
pres e n t from a n a l y s i s of the r e s i d u a l s and o v e r e s t i m a t e the 
s i g n i f i c a n c e o f c o e f f i c i e n t s ' * . 

T h i s e q u a t i o n suggests a c o n s i d e r a b l e i n f l u e n c e upon money demand 
of an income shock i n the i n i t i a l year, w i t h minor e f f e c t s i n 
subsequent p e r i o d s . To t e s t the h y p o t h e s i s t h a t a h i g h income 
e l a s t i c i t y r e f l e c t s the process of m o n e t i s a t i o n and f i n a n c i a l 
deepening undergone i n Cote d ' l v o i r e a time t r e n d v a r i a b l e was 
added ( e q u a t i o n 1). The t r e n d v a r i a b l e t u r n e d out t o be 
s i g n i f i c a n t l y ( at 95 % confidence) n e g a t i v e . T h i s r e s u l t c o u l d 

The presence of s e r i a l c o r r e l a t i o n and a lagged 
dependent v a r i a b l e i s s u f f i c i e n t t o render the o r d i n a r y l e a s t 
squares e s t i m a t i o n process b i a s s e d and i n c o n s i s t e n t (Pindyck 
and R u b i n f e l d 1976 p l 4 7 ) . 



be e x p l a i n e d by t h e sharp f a l l , and then s t a g n a t i o n , of r e a l 
money demand i n t h e 1980s. A p r e f e r a b l e proxy v a r i a b l e f o r 
m o n e t i s a t i o n would be the number of banking o f f i c e s , which would 
r e f l e c t the l i q u i d a t i o n s i n t h e banking s e c t o r i n t h e 1980s and 
the c o n c u r r e n t r a p i d growth o f banking o f f i c e s and money demand 
i n the two p r e v i o u s decades. 

I n c o r p o r a t i n g p r i c e e x p e c t a t i o n s as: P = P,_, had no s i g n i f i c a n t 
e f f e c t upon r e a l money demand p o s s i b l y showing i t s l o n g term 
s t a b i l i t y . 

The c o e f f i c i e n t s on both r e a l ' ^ and nominal i n t e r e s t r a t e s a r e 
c l e a r l y s i g n i f i c a n t l y d i f f e r e n t from zero ( at 95 % conf i d e n c e ) 
i n s e v e r a l e s t i m a t i o n s ( e q u a t i o n s 2 and 3 ) , and more so than i n 
e s t i m a t i o n s by A l l e c h i (1987). The c o e f f i c i e n t s are n e g a t i v e l y 
s i g n e d , a p p a r e n t l y r e f l e c t i n g t h e o p p o r t u n i t y c o s t of o t h e r 
a s s e t s . As t h e d i s c u s s i o n of f i n a n c i a l markets made c l e a r . Cote 
d ' l v o i r e i s c h a r a c t e r i s e d by few a l t e r n a t e f i n a n c i a l a s s e t s so 
i n t e r e s t r a t e s i n the banking s e c t o r s h o u l d not be competing w i t h 
c l o s e l y s u b s t i t u t a b l e a s s e t s (which c o u l d make d e p o s i t s 
i n s e n s i t i v e t o i n t e r e s t r a t e changes). Indeed i f i n t e r e s t r a t e s 
are h e l d below t h e market c l e a r i n g r a t e , i n c r e a s e s i n the r a t e 
s h o u l d have a p e r v e r s e e f f e c t and i n c r e a s e r e a l money h o l d i n g s . 

OLS Broad Money Demand R e g r e s s i o n Equations 1962-1987 

c o n s t a n t 
1. -7.26 

SEE = 
2 . 

.05 

c o n s t a n t 
-3.64 

SEE = 

3. 
c o n s t a n t 

-4.67 

SEE = .066 

4 . 

c o n s t a n t 

-1. 82 

mt-1 y t Nominal Discount Rate 
0.03 1.68 -.26 
(.26) (9.39) (5.11) 

RSQUARE = .991 F STAT = 337 .2 

mt-1 y t Real D i s c o u n t Rate 
.10 1.23 -.60 

(.80) (6.26) (-2.41) 

.065 RSQUARE = .985 

mt-1 y t 

F STAT = 473.3 

Time Trend 

.19 1.32 
(1.47) (6.28) 

RSQUARE = .985 

-0.01 
(-2.25) 
F STAT = 459.6 

DW= 1.29 

DW= 0.90 

DW= .79 

mt-1 

.57 
(3.10) 

y t 
.60 

(2.30) 

Real Rate Real Income Growth 

-.28 
(-1.19) 

0.86 
(3.14) 

Real d i s c o u n t r a t e ( l + r ) / ( l + p ) -1. 



SEE = .05 RSQUARE = .99 F STAT = 507.09 DW= 1.56 

OLS Narrow Money R e g r e s s i o n s 

c o n s t a n t 
-4.33 

SEE = .054 

y t Time Trend Real D i s c o u n t Rate 
1.39 -.01 -.04 
(12.93) (-2.46) (-1.65) 

RSQUARE = .988 F STAT = 593.1 DW= 1.03 

6. con s t a n t 
-1.59 

y t 
.73 

(3.29) 

m t - 1 
.343 

(2.01) 

SEE = .075 RSQUARE = .971 F STAT = 374.0 DW= .62 

The i n t e r b a n k money market r a t e cannot be u t i l i s e d as t h e s e r i e s 
does not extend b e f o r e 1974, the nominal d i s c o u n t r a t e (TEN) i s 
a d m i n i s t r a t i v e l y l i n k e d t o most l e n d i n g r a t e s and some d e p o s i t 
r a t e s . In view of the f a c t t h a t the d i s c o u n t r a t e o n l y changed 
f i v e t i m e s b e f o r e 1986, and t h a t i t p redominantly s e t s l e n d i n g 
r a t e s r a t h e r than d e p o s i t / s a v i n g s r a t e s , t h e h i g h s i g n i f i c a n c e 
of i n c r e a s e s i n d i s c o u n t r a t e s upon decreases i n the money supply 
seems s p u r i o u s . I n t e r e s t r a t e s are a l s o s e t u n i f o r m l y a c r o s s the 
UMOA such t h a t i n t e r e s t r a t e changes w i l l not always d i r e c t l y 
r e f l e c t developments i n the I v o r i a n economy. 

I n s e r t i o n of a t r e n d v a r i a b l e w i t h i n t e r e s t r a t e s i n each 
e q u a t i o n had t h e e f f e c t o f removing s i g n i f i c a n c e from the r e a l 
d i s c o u n t r a t e , but r e t a i n i n g 95 per cent s i g n i f i c a n c e f o r the 
nominal r a t e . One p o s s i b l e e x p l a n a t i o n i s t h a t changes 
( i n c r e a s e s ) i n the d i s c o u n t r a t e , when they o c c u r , are a t times 
of extremely s h o r t l i q u i d i t y and t h e r e f o r e low r e a l money 
bal a n c e s , thus the a d m i n i s t r a t i v e r u l e b r i n g s the a s s o c i a t i o n 
r a t h e r than 'market f o r c e s ' . 

Dropping the p a r t i a l adjustment mechanism had l i t t l e s u b s t a n t i a l 
e f f e c t upon c o e f f i c i e n t e s t i m a t e s i n broad money e s t i m a t i o n s 
l e n d i n g weight t o the argument t h a t adjustment t o d e s i r e d money 
h o l d i n g s i s a f a i r l y r a p i d p r o c e s s . E l a s t i c i t y o f money demand 
t o income was 1.42 i n t h i s case and s i g n i f i c a n t a t 99 per cent 
c o n f i d e n c e . The Durbin-Watson s t a t i s t i c s t i l l showed evidence of 
s e r i a l c o r r e l a t i o n . P l o t s of r e s i d u a l s f o r t h e d i f f e r e n t 
r e g r e s s i o n s were remarkably s i m i l a r , showing under p r e d i c t i o n 
of money demand between 1969 and 1978, f o l l o w e d by o v e r p r e d i c t i o n 
up t o 1985. 

Taking s e r i a l c o r r e l a t i o n as evidence of m i s p e c i f i c a t i o n , a r e a l 
income growth v a r i a b l e was added (e q u a t i o n 4) and a s u b s t a n t i a l 
improvement i n e q u a t i o n performance was found. Both r e a l income 
growth and lagged money were s i g n i f i c a n t a t the 99 per cent 
c o n f i d n e c l e v e l , r e a l income a t the 95 per cent l e v e l , w h i l s t 



r e a l i n t e r e s t l o s e s s i g n i f i c a n c e . The Durbin-Watson s t a t i s t i c i s 
i n the i n d e t e r m i n a t e r e g i o n , a l s o demonstrated by t h e more 
d i s p e r s e d p l o t of r e s i d u a l s . The s h o r t run income e l a s t i c i t y o f 
demand i s 0.6 w h i l s t l o n g run e l a s t i c i t y i s 1.39, c l o s e t o t h a t 
of p r e v i o u s e s t i m a t i o n s . The r e a l growth v a r i a b l e suggests t h a t 
r e a l income shocks have a s u b s t a n t i a l e f f e c t upon money demand, 
not a d e q u a t e l y i n c o r p o r a t e d i n the p a r t i a l adjustment mechanism. 
When shocks are l a r g e , money h o l d i n g s appear t o a d j u s t v e r y 
r a p i d l y . T h i s f e a t u r e may r e s u l t from the f i x e d r a t e regime 
whereby t h e e f f e c t of r e a l shocks ( i f e x t e r n a l i n o r i g i n , o r i n 
tr a d e d goods s e c t o r ) w i l l r a p i d l y have a monetary e f f e c t v i a 
changes i n r e s e r v e h o l d i n g s . 

A lthough t h e French bond r a t e a l s o had a s i g n i f i c a n t n e g a t i v e 
e f f e c t upon money demand, f o r more p l a u s i b l e reasons of c a p i t a l 
f l i g h t , a s i g n i f i c a n t l i n k between French-Cote d ' l v o i r e i n t e r e s t 
r a t e d i f f e r e n t i a l s and r e a l money demand c o u l d not be found on 
annual d a t a . World Bank (1988) show a demand f u n c t i o n f o r M2 (as 
above) on monthly data as f o l l o w s : 

dM = 0.0401 - 0.03 dM-1 +.567 R d i f f - 1.954 Time + dummies. 

(3.16) (3.92) (1.93) (1-93) 

R^=.941 SEE= .0262 DW= 1.81 

dM = monthly l o g a r i t h m i c change M2 
R d i f f = money market r a t e s Cote d ' l v o i r e - France 
Dummies = t o handle s e a s o n a l i t y of money demand from h a r v e s t 
Here i n c r e a s e s i n the money market r a t e above the French 
e g u i v a l e n t are a s s o c i a t e d w i t h expanding money demand as c a p i t a l 
i s a t t r a c t e d , or outg o i n g c a p i t a l reduced. T h i s r e f l e c t s one 
mechanism i n the p o s i t i v e r e a l balance e f f e c t s of i n t e r e s t r a t e 
r i s e s . 

E quations 5 and 6 f o r narrow money demand d e t e r m i n a t i o n do not 
d i f f e r s u b s t a n t i a l l y from the broad money e s t i m a t i o n s . 
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