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Three big developments regarding

monetary unions in the last 10 yrs.

i. Although most proclamations by political
leaders of plans fior fiull economic or
moenetary union had turned out empty,
there are now seme genuine successtul
examples.

2, Although economists had previously: made
little distinction; Between fixing the
exchangde rate; and joringl al monetary:
URion|, there turns eut tofbe al big
diffiErENCE.

5. RoOsg (2000) the erfiect off monetary, Unionm
ON trade amoengr MEMIDERS ISt statistically,
Signiiicant ancdieconemicalliVmportant.




1. Successful examples of MU

Most importantly: EMU. Now a model to others
elsewhere.

Also CFA zone, ECCA, and the rand zone (CMA).

On the one hand, current plans in some regions
seem unlikely to be met when constraintsiare

confironted:
1 GCC union planned for 2010, But Oman dropped out (Dec 06).
2. Afffica’si own multiple plans for currency unions — within SADC, COMESA, and W.Africa —
could be stepping stones to AMU (Yehoug, 2003)), but sound suspiciously impractical.
1, Some; countriesi belong tor moere thamn ene; prospective monetary, Union

2. Nigerial & 4 other Anglophoene countries: in WEATFICa missed their 2003 & 2005 target dates! fior creating
Eco, castingl deubt on plans to then join with: CEA.

On the ether hana, EUropE; toe WeNTE thirotigh'a
Iong PIrOCESS:

A sUccession of arrandements (Snake, ERM, EMU)), and missed dates.

2. IR thermeantine, the gradual process, oif convergence), a requirement o MU membership,
IS nrany, casera Usefulbinstitutionallfiramework to I PrOVE; MaCrOECONOMIC POlICIES IR
participatinarCOURtHESY
1 Infilation
2. Exchange rate
3. Bludget defiicits and debit:



2. Monetary union >>

Fixed exchange rate

TThere turns out to be a big difference
petween fixing your exchangde rate and
joining a monetary: union.

A Ped cani be changed, and frequently: is.

EVER| al CUrrency. board isinet permanent
(Argenting).
BUt getting out off a menetary: Union; s hard.

Seme ltalian peliticians teday, WeuldHike to)
UL can 't Iegally o economicallys  Gora?

15 IR theory, => a more credible commitment,

25 e experience o Ecuador with dellarization
(pricesy/inflation/interest rates: have failed to
converge tor USHevels) stiggests thie credibilicy
CHEGR/AWaS OVERGONE:



3. Monetary union turns out to have
a significant effect on trade

¢ Andrew RoSe (e roicy, 2000y Showed for the first time,
using bilateral gravity data for 200 countries anad
regions), that the effiect on trade among MU
mMEmBErs Is statistically significant and
economically important.

o After all the critigues, the basic findingl ofi a
significant effect remains.

—  Empirical implausibility: (but something has te explain home bias)
—  Small countries, (in any: case, for Africa, we are talking small)
—  Endogeneity, off MU decision (but: 1 Rese controls; 2 Chirongal,2006)

¢ Also, evidence sugdests nos diversion of trade

away/. iir-em! NON-MEMIYENS:

— 50 MU soests grewith
= e,d,, Frankelr &t Rose! (QUE, 2002)

/" Baldwin (2005)) surveys: critiguest oif Rose; Erankel (2005) responds.



Summary of Pros and Cons of MU

For anchor country alone

& Pros
— Possible gain off seignorage
— [Development off econemic backyard
— Reining in of irresponsible policies: by
MEIgNboKS
» Cons
— PESSIDIlty, Gl aVInGE) to) miake) transiers
— POSSIDIlty el pelitical resentment By REIgIeKS



Summary of Pros and Cons of MU

For all members:

¢ Pros
— Promotion of trade and investment

— Nominal anchoer (esp. for histerically less
staple members)

+» Cons
— 0SS off Monetary, INdEPENCHENCE

—LosSsI Ol abiliity teradjustatitomatically te
ldiesyNEratic SHEKS



Is Southern Africa fundamentally
well-suited for monetary integration?

Tiraditional Optimum Currency Area criteria:
¢ Small size and dependence on trade?

yes, esp. the other CMA members
¢ Symmetric shocks?

— SADC Macro) Convergence Workshop, Glenburn Lodge, 2001 ;
Moz. & Lesotho most correlated with SA..

— Nel (Z2006): Swazl., Botswana, & Moz. among topr S
/I3l CO-moVEmERLS With: SA for botl GPDP & prices.

— = Others stch) as Zimbabwe & Congo)y but
thelRilation and: debt CUrrentiy: disqualiiy: theni:

— Khamiitlar & Huizinge (Z005):
aaa: aiserNamipia, Matrcius, Malawi:

¢ High Iabor mobility? VES), BEtWeen: SyAL & s NEIghborS
(LG ebVieUsly Roet High eEnoUghrter eqgualizencomies: == Mcbonald), etial, 1998

¢ Fiscal transier system to; CUshien: SHeEKS?
[10), UHIESSYoUI cCOUHE CUStOIIS talsterssWithiny SACU



What about high mineral export share?

¢ Some confusion:

— On the one hand, cited criteria for OCA include
¢ high tradeaple/GDP share (McKinnoen, 1964) and
¢ diversification, according te Kenen (19695)

— On| the other hand, textboeok theory: says high
terms off trade velatility: — which minerals
Create — require floating Currency: te
dccommodate externall snecks.

¢ Resolution:

= SOUthErMPATRCa S CERMS Ol thade VeIatilicy,
CENGES) te) DEe shHaredl == SslppPoKtS
¢ COMMON CURrEREY, aMONG MEMDENS) DU
¢ one that floats vs. $ and €



A criterion | want to add to OCA list:
Emigrants’ remittances

¢ In some countries, remittances are a major component

off balance of payments
—  QOutward: Gulff countries, S.Africa...

—  Inward: S.Asia, Phil., SADC neighbors...
& Remittances received by developing countries grew! 73%, 2001-05,
reaching a total off $167 b. — WB (2006).
& 26% off GDP in Lesotho in 2004: (>100%: in early: 80s — Petersson, 1998)

o Evidence remittances respond torincome differential

(hest vs. country: of originy
— Clarke suWallstein (Z004)), Kapuir ((20035)), andl Lake (Z005)
— BUE net Sayan (2006)

¢ Counter-cyclicality:=>

fEmitbances anerimpoltant stapilizer alloWineF cotRtHES
te  give uprnaividualimoenetary, PelICIES

o [ Want torcompuite cyclicalr correlation fivr Seuth Africa.

=V here cantirgetbllateraliremittance data?
= Correlationtwoetldrstuppoert-MUNR seUitheErn Al Ca



VWhat about macroeconomic

convergence?

¢ Infilation & debt are far too high in' Angola,
Congo, Zambia, & esp. Zimbabwe to join MU.

o All the more reason to include them in a (leng)
transitionall framework where they agree to
PUrSUE CONVErgEeNnCE Criteria.

— Even iff they: never get there, the institution will help
provide some much-needed discipline in the meantime

— Jihe institutional rules must be written flexibly: enough te
allow countries te delay: joining, or even te) difopr out, as
apPprepriate;

— Political links cant be ar metiVation (as they Were in

Elrepe); but makingr political selidarty the actlal
CrtErRoN o jeInng woetld deem MUNGe  certaln allure:



But will SADC countries attain
macro targets set (in MoU' Aug.
2002) for MU in 20187

Criterion 2008 2012 2018
¢ Inflation CORE 9% 5% 3%
¢ BDeficit/GDP <50 3+/1% 3+/-1%
¢ Govt debt < 60% GDP

¢ Current Acct/GDP 3-9% 3-9% 3%
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