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Abstract 

The focus of this paper is on exchange rate regimes in of six West African countries that have formed the 

West African Monetary Zone (WAMZ); a policy domain whose heterogeneous influences are often 

overlooked. This thesis seeks to expand and develop knowledge on the political economy factors that 

influence the choice of exchange rate regimes with a special emphasis on interest group and political 

explanations. Building on a new and unique data set, an ordered logit model is employed to measure how 

business interests, political and economic variables increase the likelihood of a fixed or flexible currency 

regime choice. Evidence is found that business interests and political factors have indeed played a 

significantly more important role than economic considerations. In particular, economies with a stronger 

service sector tend to fix their exchange rates rather than allow them to float. Whereas right-wing 

governments are more prone to promote fixed exchange rates, left-wing governments favor flexible 

arrangements. In situations, in which civil unrest or other insurgencies occur, countries are more likely to 

abandon a peg for more flexible exchange rate systems. At the country level, some more distinct effects 

are detected. Although the empirical models include a vast number of potential predictors and run cross-

checks through different specifications, the study does not argue the findings to be a result of direct 

causation but rather provide evidence for the underlying mechanisms in West Africa. 
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I. Introduction & Motivation 

Currency regimes have historically come in various configurations. Until the early 1970’s, the majority of 

economies sustained a fixed exchange rate as part of the Bretton Woods international financial system. 

With the collapse of the latter arrangement, however, regimes have become more complex. Both fixed as 

well as flexible currencies have been popular but the spectrum contains many more refined systems in 

between. Whilst governments are following different objectives such as halting inflation, stabilizing 

exchange rates or improving competitiveness, no scholarly consensus exists as to what regime awards the 

maximum benefits (Calvo & Mishkin, 2003).  

Most explanations of currency arrangements emphasize monetary and macroeconomic effects. Whilst the 

Mundell-Fleming framework (1960) provides an array of economic variables that theorize the effect of 

exchange rates on economic output, the most well-known benchmark for the feasibility of currency unions 

dates back to the theory of Optimal Currency Areas (Mundell, A Theory of Optimum Currency Areas, 1961). 

The criteria Mundell applies are an often-cited outline of conditions that countries should satisfy in order 

to join a currency union. 

Located in one of the world’s poorest regions, a sub-group within the Economic Community of West African 

States (ECOWAS) consisting of six countries has formed a new bloc in 2000, namely the West African 

Monetary Zone (Modern Ghana, 2009). Although the Euro crisis has called the merits of currency unions 

into question, the WAMZ envisages more integrated economic activity among its member states by means 

of a currency union.  

This paper is an attempt to develop and expand knowledge on the political economy factors that influence 

the exchange rate regimes of the six WAMZ member states. More precisely, it investigates the key 

determinants that affect exchange rates in the region. Building on the assumption that differences in 

political institutions and interest group configurations have an effect on a country’s currency regime, an 

empirical model is built to demonstrate the peculiarities of this relationship. Exchange rates are the 

connecting piece between foreign and domestic prices and as such affect the economic decisions of 

domestic actors in direct ways other than through the general macro-economy. Rather than restricting my 

analysis to economic reasons for exchange rate movements, I seek to answer the research question: Do 

political economy factors affect the exchange rate regime choices of West African economies? 
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On the one hand, macroeconomic factors seemingly play a dominant role in the choice of currency regime. 

By fixing exchange rates, countries expect monetary credibility leading to lower levels of inflation and 

certainty for investments. Similarly, various economic participants prefer a currency peg as it lowers 

transaction costs and thus creates a more effective economy on the whole. On the other hand, however, 

giving up monetary authority through a peg means giving up a key instrument for stimulating economic 

activity.  

This dilemma reveals a policy challenge along the lines of which domestic actors may well be divided. One 

set of actors has a preference for fixed exchange rates that better guarantee investment certainty and 

exchange rate stability while hoping for a stronger regional currency. The other set may favor a successive 

exchange rate depreciation in order for their exports to stay competitive on international markets or 

simply to drive out domestic competition. Another group might not care about exchange rates per se but 

prefers the possibility of government interference to boost economic activity, which requires the 

government to have monetary authority and thus a flexible exchange rate. 

Although wider economic goals are certainly related to the choice of currency regimes, a purely economic 

analysis, predominantly found in the literature, falls short of reality. First of all, it implicitly assumes that 

the government knows how to pick the currency system which maximizes social welfare, missing the fact 

that there are no clear criteria as to what constitutes social welfare under a given exchange rate regime. 

Secondly, there are no academic indications (both empirical as well as theoretical) that justify that 

currency policies are formed less politically, than any other policy domain (Frieden, 2002). In this light, this 

paper presupposes that different interest groups in society are affected by the choice of exchange rate 

regime and thus push for either a stable (fixed) or a weaker (flexible) exchange rates. 

By building an entirely new and thus unique dataset including both economic and political data, this paper 

seeks to follow a more holistic analysis of exchange rate movements that allows for a plurality of theories 

to be tested. With a focus on two lower-middle-income economies (Ghana, Nigeria) as well as four low-

income countries (The Gambia, Guinea, Liberia, Sierra Leone) this thesis sets itself apart by analyzing 

developing countries on the lower end of the economic development spectrum (The World Bank, 2017). 

Empirically, this paper employs an ordered logit regression as well as cross-sectional panel data analysis. 

While deliberately refraining from any claim to direct causation, this paper provides insights into what 

political economy factors are relevant for exchange rate systems in West Africa. 



The Political Economy of Exchange Rates: How Business Interests Shape Exchange Rate Outcomes in West Africa 

Page 7 of 86  MSc IBP – Master Thesis 

 

The following section II provides an introduction into the theoretical underpinnings of this paper. Both 

economic as well as political theories are juxtaposed and a brief history of research about exchange rate 

regimes shows where this paper fits into the wider literature. Section III revolves around the Methodology 

and pins down the philosophical tenets of this paper’s approach. After describing the philosophy of 

science, the identification strategy - including the two empirical models - as well as the data compilation 

approach are explained in detail. Section IV includes a descriptive assessment of the variables at play and 

leads into the results of the empirical analysis. In section V, I discuss the implications of my findings and 

put them into the wider context within West Africa. Here, I also reflect on the limitations of my approach 

and related conclusions. Finally, section VI finishes the paper with some conclusive remarks. 

 

II. Theoretical Background 

Exchange rate regimes have become a subject of academic interest from the early 1960’s onwards. It was 

in 1961 that Robert Mundell (1961) developed his seminal paper “A Theory of Optimal Currency Areas” 

that firstly discussed the benefits of a common currency. Although extensions and countering perspectives 

have been added on top of his theory, research programs that loosely follow Mundell’s economic thinking 

have by and large dominated the field. This section provides an overview of the interplay between 

domestic institutions and the exchange rate regime against the background of key milestones in the 

academic field. Firstly, I zoom in on three perspectives whose theoretical tenets build the cornerstone for 

this paper’s empirical approach (pp. 7). Next, I introduce the “three sequential waves” (Bearce, Domestic 

Institutions and Exchange Rates, 2015)  of literature that sought to explain different aspects of exchange 

rate regimes (pp. 11). Finally. I show what academic tradition this paper is embedded in and how it 

contributes to the overall debates (p. 13). 

 The Key Research Programs 

The three grand theoretical perspectives are the Optimal Currency Area theory, the Mundell-Fleming 

framework and liberal Institutionalism. They have all served as sources of inspiration for various scholars’ 

research while providing different assumptions about domestic institutions and their effects on the 

exchange rate. Whereas Optimal Currency Area theory focuses on the economic conditions under which 
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a monetary union is most optimal, the Mundell-Fleming framework suggests a set of variables that 

influence the exchange rate. In this latter model, certain economic prerequisites in capital markets and 

the exchange rate regime lead governments to have either a more effective fiscal or monetary policy. In 

contrast to the emphasis on economic causes and effects, the theory of liberal institutionalism views policy 

more as an outcome of competing preferences within a state; thereby introducing a more politics-

centered approach.  

This section dives into these three strands of research in an attempt to explain their key theoretical 

contributions. Drawing on insights from both political and economic research, this thesis develops a 

comprehensive model that arguably offers a more wholistic explanation of domestic interests in exchange 

rate regime formation.  

i. Optimal Currency Area Theory  

The pioneering theory of Optimal Currency Areas (OCA) stipulates that for a shared currency to be optimal, 

a region has to satisfy the conditions of capital and labor mobility, price and wage flexibility, similar 

business cycles and a risk-sharing mechanism (Mundell, A Theory of Optimum Currency Areas, 1961). By 

uniting into one currency, countries can expect a range of economic benefits. Economic agents that 

operate across borders will face lower transaction costs, while central banks can conserve foreign reserves 

and expect a lower inflation rate. On the downside, governments lose their command over monetary 

policy, which can be a much-needed tool for spurring economic growth, especially in times of crises. 

Ultimately, however, the prime benefit of a currency union within an OCA is higher economic growth 

through trade integration (Rose A. K., 2000). Shortly after Mundell, McKinnon (1963) tried to corroborate 

the explanatory power of OCA theory suggesting that a higher degree of openness leads to a stronger 

inclination for economies to adopt a fixed exchange rate regime. McKinnon explains that as foreign prices 

of tradable goods influence the domestic price level, the effectiveness of the exchange rate as an 

instrument to increase competitiveness is reduced. As a consequence, giving up monetary policy 

autonomy becomes less problematic.  

Other authors like Tavlas (1993) or Ingram (1962) have taken the original work to either define a broader 

set of criteria that are required for an OCA or focused on the particular importance of specific variables. 

While Tavlas further includes the similarity of inflation rates, a high degree of capital and labor mobility, 
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openness, export diversification, price and wage flexibility, integrated goods markets, integrated fiscal 

policies and sufficient political determination, Ingram places particular emphasis on factor mobility. For 

him, the free movement of both productive capital as well as labor migration serves as a substitute for 

exchange rate adjustments within in OCA. Similarly, Mundell asserts that labor mobility is the foremost 

factor to accommodate asymmetric shocks among members of a currency union. Although academic 

interest in labor movements has been less prominent in recent decades, they remain an important factor 

to absorb shocks to local labor markets in a currency union (Rose A. K., 2006).  

To sum up, the gains from joining a monetary union are greatest for countries that exhibit a high degree 

of openness, have high factor mobility and react to economic shocks symmetrically. In general, the 

literature on Optimal Currency Area theory provides an account for desirable economic prerequisites for 

a currency union. When trying to explain the formation of exchange rate regimes, however, the research 

program appears incomplete. Although the theory can well explain currency unions in the cost/benefit 

lineup, it does not really have strong predictive power to understand the conditions under which nations 

sufficiently engage in a common currency.  

ii. Mundell-Fleming Framework 

As an economic textbook model, the Mundell-Fleming framework (famously known for the simplistic IS-

LM curve) has gained widespread popularity in the academic world but also in policy circles. This 

workhorse model drawing on Mundell (1960) and Fleming (1961) determines the effects of key 

macroeconomic variables on exchange rates and economic growth. Whereas higher inflation usually 

weakens the value of the currency putting pressure on a currency to depreciate, more economic activity 

is associated with a currency appreciation. This stems from the fact that increased demand for a country’s 

goods and services (both from domestic or foreign actors) drive demand for the local currency, too. At a 

fixed amount of currency in the market, the increased demand warrants a price rise, an appreciation. The 

most widely known insight, however, lies in the often-cited policy trilemma: In the presence of open capital 

markets (guaranteeing currency conversion), a government can decide to either fix their exchange rate or 

allow it to float. That choice, in turn, has ramifications for the use of both monetary as well as fiscal policy 

(Mankiw, 2008). In the case of a floating exchange rate regime, an expansive monetary policy leads to 

accelerated economic growth in the short-run. This stems from the fact that the higher monetary supply 

of domestic currency induces its value to drop/depreciate, which boosts exports and, by extension, 
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economic growth. On the other hand, the economic benefits of a fiscal expansion are offset by an 

appreciating currency that depresses growth. Here, the mechanism works in such a way that the increased 

aggregate demand through government spending translates into higher demand of domestic currency, 

which leads to an appreciation, which in turn has a dampening effect on export growth. Conversely, 

monetary policy under a fixed exchange rate regime is essentially not possible as any increase in the 

monetary supply would have to be met by an immediate decrease in order to keep the exchange rate 

stable. In contrast, a fiscal expansion leads to an appreciated currency, which the central bank has to 

accommodate by printing money in order to put downward pressure on the exchange rate. In the end, 

this behavior amplifies the effect of the fiscal intervention and leads to an augmented boost in aggregate 

income.  

In a nutshell, the Mundell-Fleming model posits that governments face a trade-off in the effectiveness of 

either fiscal or monetary policy given the exchange rate regime. Rose (2006) provides some evidence of 

consistency finding that exchange rates tend to be more volatile the more independent central banks are, 

however only at a weak correlation. On the fiscal policy side, some indications show that governments 

occasionally act in accordance with the model (Clark & Hallerberg, 2000). Still, Bearce (2007) finds that 

central banks even when formally independent do not necessarily act consistently; in particular, he 

discovered that under fixed exchange rates, a fiscal expansion by the government is not necessarily 

accommodated by an expansion of monetary supply.  

The policy trilemma also primarily revolves around economic variables assuming that the exchange rate 

regime is an outcome of a preference for either monetary or fiscal policy. Although some evidence points 

in the right direction, the predictive power still stays limited. There appear to be other, potentially more 

latent factors that affect the ultimate choice of the exchange rate regime that lie outside of the realm of 

the framework.  

iii. Liberal Institutionalism 

Cutting across international relations and international political economy theory, liberal institutionalism is 

perhaps most accurately explained by Moravcsik (1997). He sheds light onto the black box of state 

preference formation arguing that society consists of different actors; individuals, and firms but also 

interest organizations, who each have diverse preferences. The various groups can affect state decisions 
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through institutions based on their relative power. Regarding exchange rate policy, this means that states 

derive their respective regime after a bargaining process of competing actors that results in an outcome 

geared towards actors who have applied pressure most resourcefully. As a more general example, Downs 

(1957) argues that democratic institutions tend to require majority decisions, which favor large groups 

over fragmented ones. However, Olson’s collective action argument shows that large groups can also have 

dispersed interests and a free rider problem that effectively hampers their effectivity (Olson, 1971). In a 

policy realm such as exchange rate regimes, the strongest influence could hypothetically be exerted by 

small, well-organized groups who are better able to push through their highly particular interests. In sum, 

liberal institutionalism argues that it is not social welfare maximization nor macroeconomic rationality that 

affect state policies but rather the jockeying of interest groups that determine outcomes. This strand thus 

provides a compelling view of exchange rate policy that takes its point of departure in political bargaining. 

A discussion of the three influencing theories on domestic interests and exchange rate regimes shows 

that no full-fledged model for regime choice exists. The following paragraphs constitute a roadmap of 

recent academic research programs that have sought to analyze various aspects of exchange rate regime 

formation. The developments will explain the different traditions in the literature, which will in turn clarify 

where and how this thesis contributes in the wider debates. 

 

 The Three Waves of Academic Literature 

The first wave of research mainly looked at the de jure exchange rate regime, i.e. the regime that countries 

officially declared they would be following. Although there was a perceived possibility of discrepancies 

between the official exchange rate system and the one actually employed in practice, limited availability 

of data led to the establishment of this type of research. Realizing that some countries were moving 

towards monetary integration after Bretton Woods had been dissolved, scholars sought to explain the 

reasons. Bernhard & Leblang (1999) look at politicians’ incentives, concluding that multi-party political 

systems (with proportional representation) favor fixed exchange rates while single-party governments (in 

majoritarian systems) tend to have a more flexible exchange rate. They also find that the timing of an 

election is relevant as floating exchange rates tend be exploited for boosting the economy as elections 

come closer. Much in the fashion of the Mundell-Fleming framework, Hallerberg (2002) deduces that 
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multi-party governments prefer fixed exchange rates so as to have more effective fiscal policy that can 

cater to the needs of different groups in society. Finally, Broz (2002) looks at the difference in commitment 

between central bank independence, fixed exchange rates and the political system in general. He argues 

that the political system being either autocratic or democratic has different needs for commitments to 

monetary transparency. As such, countries tend to have fixed exchange rates when their political system 

is less democratic (or more autocratic) as the opaque nature of the system requires them to have a more 

credible inflation anchor. 

Critiquing that the actual exchange rate policy could significantly differ from the de jure arrangement, the 

second wave sought to explain the de facto nature of currency regimes. Frieden’s models (1991; 2002) 

seek to disentangle the various preferences across economic sectors in Europe. He finds that exporters 

who focus more on the international arena support fixed exchange rates whilst domestic producers who 

compete with imports from abroad favor flexible exchange rates. Similarly, Bearce and Hallerberg (2011) 

argue that the median voter in the average democratic country tilts to domestically-oriented producers 

who prefer retaining monetary policy as a tool for boosting the economy. In a Mundell-Fleming world, 

they thus deduce that democracies concerned with on the domestic economy will have flexible exchange 

rate systems while the internationally-oriented median voter country prefers fixed exchange rates.  

The third wave investigated why countries depart from their declared currency regime and actually 

undergo a deviating exchange rate policy. Calvo and Reinhart (2002), for instance, discover that an array 

of developing countries formally allows their currency to float but in reality pegs their currencies to a large 

extent, a practice they coin as “fear of floating” (Calvo & Reinhart, Fear of Floating, 2002). They find that 

governments anticipate volatile movements in their currencies in the face of weak domestic institutions 

and thus choose to intervene and strengthen the local exchange rate. In the same way, Alesina and Wagner 

(2006) learn that institutional quality matters for honoring exchange rate commitments. Countries with a 

poor record of institutional quality tend to abandon pegs more often while countries with high quality 

institutions exhibit a fear of floating and manage their currencies more decisively than their initial 

commitment suggests. Bearce (2014), on the other hand, offers a more political explanation of the 

discrepancy between de jure and de facto regimes. He hypothesizes that democratic governments have to 

take into account various actors in society whose preferences can be in conflict. Thus, a country may use 

either the official or actual regime to appease parts of society while still being able to cater to the needs 

of the opposing side.  
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 Contribution and Positioning of Thesis 

The above journey exposed cornerstones of academic contributions on domestic institutions and 

exchange rates. While the Optimal Currency Area theory lay the economic foundation, which the Mundell-

Fleming framework has further extended, liberal institutionalism teaches us that politics and even special 

interest groups may matter in preference formation, too. Additionally, the three waves demonstrate how 

scholars have gone through different research programs with the aim of explaining different matters: 

While the first wave predominantly seeks an understanding of what drives countries to formally adopt a 

certain exchange rate regime, the second wave is more interested in the actual exchange rate policies that 

governments follow de facto. Finally, the third wave looks at the discrepancy between de jure and de facto 

systems trying to explain the reasons for why there may be incongruences.  

This paper by and large follows the second wave in that it tries to determine key determinants of the actual 

exchange rate. In addition, I would like to contribute to bridging the gap dividing political and economic 

explanations for currency regimes. Instead of focusing on either perspective, I seek to include both. A 

special emphasis on business interest variables but also political system covariates provides a more 

nuanced view on the underlying mechanisms. Although there is no consensus on what constitutes the 

social optimum of costs and benefits for a given level of the exchange rate, governments seem to be 

influenced in their view by various domestic actors who either stand to gain or lose from a certain 

outcome. With this proposition in mind, this thesis builds a model that seeks to measure pressures of 

different interest groups on the exchange rate. This study strongly builds on Frieden et al. (2000) who 

firstly defined political pressures for and against fixing exchange rates. As the main points of reference, 

the Mundell-Fleming framework as well as liberal intergovernmentalism will be drawn upon. Although this 

paper does not argue to be uncovering causal mechanisms, the model developed in this paper seeks to 

strike some degree of balance between specificity and generalizability. On the one hand, the goal is to 

capture key variables affecting the exchange rate but I also seek to keep the input variables generalizable 

to be put to use as a base for comparisons across cases. As an additional point, existing theories very often 

focus on Europe and industrialized countries in general. This piece, on the other hand, focuses on West 

Africa seeking to expand knowledge on how some of the world’s low- and middle-income countries form 

their exchange rate outcomes. 
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III. Methodology & Research Design 

The following section takes a closer look at the methodology and research design that this paper employs 

in order to answer the research question if political economy factors affect the exchange rate regime 

choices of West African economies. For this purpose, section A describes the philosophical anchoring of 

this paper as shown in its ontological and epistemological base (pp. 14) before delving further into the 

actual method (p. 17). Next, the analytical framework spells out what causal relationship is tested and 

discusses the general identification strategy including the model specifications and the overall 

assumptions (pp. 18) Finally, I will describe the data compilation process that included both merging 

several data sets from different sources as well as apply a suitable imputation model for filling up the large 

gaps in the data set (pp. 27). 

 Philosophy of Science 

In social science, the philosophy of science serves as the first but often neglected building block of scientific 

inquiry in that it lays the foundation of how the researcher understands and approaches scientific work. 

Yet, the philosophical stance is important to understand as it clarifies what assumptions about the 

production of knowledge are made, which in turn determines what conclusions can be drawn from the 

research at hand. 

The two classical camps that ‘contest’ over the idea of what knowledge is and which methods are suitable 

for obtaining it are naturalism and constructivism. Although these camps are often dichotomized in the 

literature, they should rather be seen as two archetypes that span a continuum of possibilities on which 

authors typically find themselves more or less loosely represented (Moses & Knutson, 2012). Besides these 

two camps, a third tradition known as scientific or critical realism has gained popularity in recent decades. 

Arguably, critical realism is located somewhere in between naturalism and constructivism. However, I will 

show how this tradition departs from the continuum and contains a different viewpoint in its own right.  

As this paper takes root in critical realism, the following few paragraphs describe its ontology – or the 

nature of retrievable knowledge embedded in the world - as well as its epistemology – the process of 

figuring out what we can know. 
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i. Ontology 

In critical realism, the world is perceived to be functioning according to some general laws that are mostly 

discernable although not necessarily known to us. This realist ontology does not prevent that the view of 

our world can be distorted as every individual can perceive reality through their own subjective lens, 

providing ample space for falsifiable conclusions. Reality is composed of different strata that all build on 

top of each other while offering different levels of depth (Buch-Hansen & Nielsen, 2005). Although some 

elements of reality are not accurately measurable, they still include mechanisms that govern the way in 

which actual events are produced. It is therefore the mission of a scientist to carefully discern and analyze 

observed phenomena with the aim of discovering the patterns that reveal general mechanisms behind 

them.  

Critical realism research seeks out causation and structures and tries to understand where the locus of 

agency in observed events lies. In doing this, developed models need to be open to empirical investigations 

though the verification process can never sufficiently and unambiguously guarantee that the prevalent 

cause-and-effect mechanism is fully true. In fact, event A need not always cause event B but only does so 

once contingencies and structures have been accounted for. Thus, instead of simply importing causal 

models from natural sciences- like economists frequently do without much reflection - critical realism 

realizes that the social world has a role to play in shaping the interpretation of events (Archer, et al., 2016).   

In accordance with the critical realist ontological view, I do not claim in this paper that the revealed 

patterns need to hold until eternity. Nevertheless, I do expect that - given the set of countries and time 

period under investigation – the paper isolates key variables in a way that inform us about underlying 

differences in business, economic and political interests and their effect on exchange rate regime 

outcomes. Thus, my findings might well hold for the six countries under investigation and even be inferred 

to other low- to middle-income countries in the region. However, I do not claim that the insights hold  

under all circumstances. Still, I find it very insightful to be able to analyze the West African case and trace 

the mechanisms in the region to further the general understanding and provide new evidence for how 

exchange rate regimes are formed. While the findings do offer a great snapshot assessment, they are not 

necessarily predictive. Rather, the future of exchange rate formation is open-ended and might depend on 

other variables in other contexts. 
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ii. Epistemology 

Next up, epistemology revolves around the question how we can capture the stratified reality that 

surrounds us and make sense of it. This refers to the methods employed but also the deductions that can 

be made from any scientific research. Since critical realists see any knowledge as historically, socially and 

culturally embedded, the epistemology needs to take this into account. This paper seeks to build an 

argument for the key determinants of exchange rates, which is deemed accurate for as long as it has not 

been disproven (Archer, et al., 2016). Much in the fashion of Popper’s falsifiability principle (1983), I 

therefore recognize that the representation of reality that I provide in this account is limited and can be 

pushed over with future research.  

This paper heavily draws on econometric analysis, a method whose use is disputed in critical realist circles.  

Econometrics has traditionally been a key tool for naturalist studies of economic phenomena. Naturalism 

presupposes that the empirical world that economists study has some general truths that can be 

uncovered through experience. This has induced some prominent critical realists like Lawson (1997, 2003) 

to dismiss the use of mathematical and statistical methods altogether as they do not seem fit for an open 

social system. The ontological stance of naturalism clearly breaks with the tenets of critical realism, which 

rather aims at uncovering patterns and structures that are subtle. However, leaning on Olsen and 

Morgan’s (2005) distinction between methodology and methods, I believe the use of econometrics can be 

reconciled with critical realism if it is used as a means to generate and analyze data in order to test theories. 

I ascertain that although I do not strictly limit my technique of analysis, the inferences that can be drawn 

are indeed limited. One limitation stems from the choice of theories that I employ. By focusing on 

economic and political theories, the deductions will be restricted to these fields as well (Downward, 2000). 

Furthermore, the patterns I am discovering may only be valid in the context of the six WAMZ countries 

over the specified time period although there is a possibility that these insights tap into a deeper stratum 

of reality that brings to bear the real mechanisms of exchange rate formation. In either case, I accept this 

limitation hoping that the results will open up further avenues of research and incite an interest in 

expanding knowledge about the political and interest group influences on exchange rates in general and 

in West Africa in particular.   
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 Method 

The critical realist ontology supposes that there are general patterns that govern the social world around 

us although these particular patterns cannot easily be accessed and understood. Epistemologically, this 

means that although I seek to uncover general patterns of how exchange rates are affected by economic, 

political and institutional variables, I cannot be sure to fully grasp a mechanism that is universally at work. 

Finally, methods refer to the actual tools and research techniques that are applied in order to conduct 

research. 

In this paper, I employ cross-country panel data regressions to arrive at conclusions. Although a strong and 

respected tool, quantitative methods also have inherent weaknesses. Compared with more qualitative 

approaches such as a small-N comparison or survey analysis, a quantitative study only manages to distill 

general patterns that countries share – at the expense of the individuality of country cases. A more 

detailed scrutiny of a particular country would allow me to have a look at many more details at once, which 

could also provide a compelling case for analysis. Although I would encourage a more detailed analysis of 

individual cases of West African economies, a small-N approach would limit capturing dynamic effects that 

accrue over time considerably. For this reason, I believe a quantitative analysis allows me to uncover 

patterns that are at play over a considerable time horizon and across countries. By means of opening up 

my empirical model to multi-disciplinary theories, I am trying to bridge gaps and arrive at a more refined 

understanding of how different theories work at the same time (Downward & Mearman, 2006). In 

particular, I am triangulating theories from the realm of economics and politics, which allows me to test 

an amalgamate of variables at once. Finally, my approach opens up a new avenue for research since 

knowledge on West African economies is rather limited (especially in comparison with European, North 

and South American and Asian economies). I do not claim to be making definitive causal relationships that 

allow for predictions in other settings. By showing relationships that hold across countries, however, I do 

hope to be making a valuable contribution to capturing key determinants of exchange rates in West Africa.  
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 Analytical framework 

The previous sections have shed light onto the philosophical underpinnings of this paper’s approach to 

scientific research. After realizing the goals and limitations on a more abstract level, this section explains 

in detail the analytical framework employed in deriving the results. It starts by restating the causal 

relationship that is measured adding a few comments on the perfect conditions under which this 

relationship could be identified in a perfect world. Next, the approach used in this paper is specified that 

needs to work around major limitations by posing realistic assumptions in the absence of a holy grail of 

unbiased and perfect data. 

i. The Causal Relationship 

At the base of this paper lies the hypothesis that factors within the realm of political economy affect the 

choice of exchange rate regime in West Africa much like it does in other parts of the world. As the literature 

review has shown, the field of economics often focuses exclusively on economic factors. However, this 

paper seeks to include political considerations while placing particular emphasis on business interests. The 

various factors and their impact on the exchange rate regime are summarized in figure 1 below: 
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Figure 1: The Causal Relationship with unknown impact 

Political conditions, economic conditions and business interests represent the three levels of influences 

on the exchange rate regime. The levels are further refined by key explanatory variables in the second 

column. The primary independent variables, namely the effect of agricultural, manufacturing and service 

producers on the exchange rate regime are the main focus of this model as they are used to proxy business 

interests. These variables are measured by their relative value-added share of the overall GDP. 

Furthermore, a range of economic as well as political factors is included so as to diminish potential 

endogeneity in the model and ascertain that key explanatory variables are included. The impact column 

shows what effect on the choice of exchange rate regime (and the rate of depreciation as a secondary 
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regression outcome) can be expected a priori. The direction is determined based on the economic and 

political theory touched upon in the literature review, and further stated and explained in section IV on 

(pp. 33). 

ii. Perfect Conditions for Identification 

The art of isolating a causal effect is a rather complicated effort. For a sound comparison, an ideal 

experiment would allow us to test how the various subjects (i.e. countries at a certain point in time) would 

react to a change in the explanatory variable (the share of agriculture, industry and service of GDP) in all 

combinations and instances. This situation describes the fundamental problem of causal inference in 

which an observation cannot be reported with different values in a given country and year (Imbens & 

Rubin, 2015). Thus, the econometric technique needs to mirror this problem and attempt to create a 

suitable counterfactual that allows for causal inferences.  

Experiments have become vastly popular in modern-day economics. Especially household-level analyses 

are very common and are often deployed to inform policy decisions in development (Banerjee & Duflo, 

2012). In the macroeconomic context, experiments are mostly used to test individual-level behavior and 

verify the assumptions used for macroeconomic aggregate theory (Duffy, 2006). An experiment of this 

kind, however, is neither practical nor possible and also morally questionable. Withholding production in 

agriculture, manufacturing or services for the sake of understanding what exchange rate regime is selected 

would be considered highly unethical. Nonetheless, this brief discussion is meant to be informative as it 

illustrates the particular conditions under which the selection bias can be overcome and what further 

sources of bias will be present in a non-experimental set (Berk, 1983). 

If we ran a randomized control experiment for the sake of this paper’s causal relationship, we would 

assume that there are six types of regimes for every observation. The actual outcome is a function of the 

(ordinal categorical variable) exchange rate regime and the (continuous variable) value-added share of 

agriculture, manufacturing and services in the overall economy. To measure the effect of our independent 

variables, we would assign treatment of high and low shares of agriculture, manufacturing and services in 

various configurations. The outcome variable (the particular exchange rate regime) would then be 

uncorrelated with the error term if the randomization succeeds matching every particular combination of 

explanatory variables with a representative counterfactual. No further control variables would be needed 
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and the only difference in outcome between the different combinations of treatment could be attributed 

to the various shares.  

iii. Regression Specifications & Assumptions 

Seeing as this paper draws on observational data, there is a range of assumptions that have to be imposed 

on the model. The goal is to determine an estimator that is unbiased and consistent therefore representing 

the expected value of the real effect in the general population that converges to the real effect with a 

growing sample size (Stock & Watson, 2011).  

In this paper, the primary outcome variable of interest is the type of exchange rate regime; an ordinal 

variable that lists six exchange rate regimes on a spectrum from a fixed exchange rate to a fully floating 

rate (see section IV for an in-depth description). For this outcome variable, an ordered logit estimation 

model is specified (see Ordered Logit Model Specification). In order to further verify the findings, I will 

occasionally reference a different but closely related outcome variable, namely the rate of depreciation. 

For this continuous variable, a fixed effects regression is used (see Fixed Effects Regression Specification). 

In general, however, the rate of depreciation is only used to look at the findings from a different 

perspective. The assumption here is that a higher rate of depreciation makes a currency peg less 

sustainable thereby applying pressure to switch to a more flexible regime. Thus, although the two variables 

are no perfect substitutes an additional cross-check with the rate of depreciation as the dependent 

variable may help uncover weaknesses or inconsistencies in the ordered logit model should the signs be 

reversed. 

Ordered Logit Model Specification 

The ordered response model for the ordinal outcome variable exchange rate regime is the ordered logit 

model: 

Equation 1: Ordered Logit Model; Dependent variable: type of exchange rate regime 

(1) 𝑌 𝑖,𝑡
∗ = 𝜷𝟏 ∗ 𝑰𝑵𝑻𝑬𝑹𝑬𝑺𝑻𝒊,𝒕 + 𝛽2 ∗ 𝐸𝐶𝑂𝑁𝑖,𝑡 + 𝛽3 ∗ 𝑃𝑂𝐿𝑖,𝑡 + 𝜀𝑖,𝑡  

An ordered response model works slightly differently from the typical OLS estimation. Y* describes the 

outcome variable, in this case the type of exchange rate regime. Here, the outcome is modeled as a latent 

variable whose thresholds determine the outcome observed in the dependent variable. The actual latent 
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variable is unknown but estimated (Woolridge, 1960). This means that there are certain cut-off points that 

divide the dependent variable in several sections according to Error! Reference source not found. below:  

Equation 2: Latent Variable Model of Dependent Variable 

(2) 𝑌 𝑖,𝑡
∗  

{
  
 

  
 

𝒚𝒊,𝒕 =  𝟏 𝑖𝑓 𝑟𝑒𝑔𝑖𝑚𝑒 𝑖𝑠 𝑎 𝑑𝑒 𝑓𝑎𝑐𝑡𝑜 𝑝𝑒𝑔, 𝑐𝑢𝑟𝑟𝑒𝑛𝑐𝑦 𝑏𝑜𝑎𝑟𝑑 𝑜𝑟 𝑛𝑎𝑟𝑟𝑜𝑤 𝑏𝑎𝑛𝑑

𝒚𝒊,𝒕 =  𝟐 𝑖𝑓 𝑟𝑒𝑔𝑖𝑚𝑒 𝑖𝑠 𝑎 𝑑𝑒 𝑓𝑎𝑐𝑡𝑜 𝑜𝑟 𝑝𝑟𝑒 − 𝑎𝑛𝑛𝑜𝑢𝑛𝑐𝑒𝑑 𝑐𝑟𝑎𝑤𝑙𝑖𝑛𝑔 𝑝𝑒𝑔

𝒚𝒊,𝒕 =  𝟑 𝑖𝑓 𝑟𝑒𝑔𝑖𝑚𝑒 𝑖𝑠 𝑎 𝑑𝑒 𝑓𝑎𝑐𝑡𝑜 𝑜𝑟 𝑝𝑟𝑒 − 𝑎𝑛𝑛𝑜𝑢𝑛𝑐𝑒𝑑 𝑐𝑟𝑎𝑤𝑙𝑖𝑛𝑔 𝑏𝑎𝑛𝑑 𝑜𝑟 𝑎 𝑛𝑎𝑟𝑟𝑜𝑤 𝑓𝑙𝑜𝑎𝑡

𝒚𝒊,𝒕 =  𝟒 𝑖𝑓 𝑟𝑒𝑔𝑖𝑚𝑒 𝑖𝑠 𝑎 𝑓𝑟𝑒𝑒 𝑓𝑙𝑜𝑎𝑡𝑖𝑛𝑔 𝑐𝑢𝑟𝑟𝑒𝑛𝑐𝑦 

𝒚𝒊,𝒕 =  𝟓 𝑖𝑓 𝑟𝑒𝑔𝑖𝑚𝑒 𝑖𝑠 𝑎 𝑓𝑟𝑒𝑒𝑙𝑦 𝑓𝑎𝑙𝑙𝑖𝑛𝑔 𝑐𝑢𝑟𝑟𝑒𝑛𝑐𝑦

𝒚𝒊,𝒕 =  𝟔 𝑖𝑓 𝑟𝑒𝑔𝑖𝑚𝑒 𝑖𝑠 𝑎 𝑑𝑢𝑎𝑙 𝑚𝑎𝑟𝑘𝑒𝑡 𝑖𝑛 𝑤ℎ𝑖𝑐ℎ 𝑝𝑎𝑟𝑎𝑙𝑙𝑒𝑙 𝑚𝑎𝑟𝑘𝑒𝑡 𝑑𝑎𝑡𝑎 𝑎𝑟𝑒 𝑢𝑛𝑣𝑎𝑖𝑙𝑎𝑏𝑙𝑒

 

 

Thus, Y* is composed of the six types of exchange rates. The subscripts i and t refer to the country and 

time period, respectively. The main explanatory variables are the lagged shares of value added in GDP of 

agriculture, manufacturing, and services – all subsumed under the INTEREST variable. Furthermore, ECON 

summarizes all economic variables that enter with a one-period lag and are used as control variables (refer 

to Figure 1 for a complete list of economic controls). POL describes the host of control variables that are 

related to the political setting.  In contrast to linear regression models, discrete choice models are 

estimated using the maximum likelihood technique (Cameron & Trivedi, 2005). As a consequence, the 

marginal effects, i.e. the coefficients in ordered response models, are not as straightforward as in the 

linear regression case. When explaining the results in section IV, I will list β1, the coefficients of interest as 

well as the remaining coefficient as odds ratios whose interpretation I will provide later on. The odds ratio 

measures how a single-unit increase in the treatment variable changes the odds of landing in a higher 

coded (flexible) or lower coded (fixed) exchange rate regime. 

Fixed Effects Regression Specification 

Next, the simple dynamic model illustrates the causal relationship of interest modeled in a fixed effect 

regression form adapted from a simple linear regression estimation: 

Equation 3: Fixed Effects model with the rate of depreciation as dependent variable 

(3) 𝑌 𝑖,𝑡 =  𝛼 + 𝜷𝟏 ∗ 𝑰𝑵𝑻𝑬𝑹𝑬𝑺𝑻𝒊,𝒕−𝟏 + 𝛽2 ∗ 𝐸𝐶𝑂𝑁𝑖,𝑡−1 + 𝛽3 ∗ 𝑃𝑂𝐿𝑖,𝑡 + 𝜏𝑖 + 𝜑𝑡 + 𝜀𝑖,𝑡 

Whereas Y describes the outcome variable - here the rate of depreciation against the US dollar - the 

subscripts i and t refer to the country and time period, respectively. The main explanatory variables as well 
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as economic and political control variables remain the same (INTEREST, ECON, POLITICAL). Thus, the 

coefficient of interest refers to β1, which measures the effect of varying levels of the three shares to how 

strongly it applies downward pressure on the exchange rate. Finally, τ and ϕ refer to the time and country 

fixed effects, respectively, while ε represents the error term.  

 

Generalized Econometric Assumptions 

For any econometric study that does not draw on experimental data, the major drawback lies in the fact 

that the immediate causal direction cannot be discerned without doubt. Rubin (1977) described the 

‘fundamental problem of causation’ stating that we can never know and simultaneously observe all 

different levels of the treatment variable and the various configurations in which they cause the outcome 

so that a proper counterfactual needs to be constructed that allows for a reasonable comparison. The 

sample consists of six West African countries over the course of 36 years in which they have varying levels 

of agricultural, manufacturing or service activity, which affects the given exchange rates to different 

extents. The existence of omitted variable bias means that there are factors besides business interests that 

affect the currency and exert an impact on the choice of currency regime (Pearl, 2009). In order to weaken 

bias introduced by omitted variables, I introduce a host of economic and political control variables 

presuming that I have identified relevant predictors. In this case, the error term would be conditionally 

uncorrelated with the main regressors of interest and take the expected value of zero. Although this key 

assumption is very strong and can never be verified, the omitted variable bias is at least strongly 

weakened. The interpretation of any model must not be overstated – there might be evidence for causality 

but the lack of studies undergoing the same question about West Africa means that there remains a lot of 

ground to cover. 

Additionally, the problem of reverse causality arises (Angrist & Pischke, Mostly Harmless Econometrics, 

2008). Reversing the causal direction means one could argue that the exchange rate and, accordingly, the 

regime have an effect on the flourishing of the different sectors of business but also macroeconomic 

variables, too. This situation would violate the assumption of conditional exogeneity of all regressors and 

introduce considerable bias into the models. However, I seek to overcome this endogeneity concern by 

using lagged variables. Specifically, I strictly use values of the shares in the economy from every preceding 



The Political Economy of Exchange Rates: How Business Interests Shape Exchange Rate Outcomes in West Africa 

Page 24 of 86  MSc IBP – Master Thesis 

 

period. The same lag applies to all economic variables as their contemporary values can arguably be driven 

by – among others - the exchange rate. 

Another key assumption for econometric models is that the observations are independent and identically 

distributed (i.i.d.). In this context, it means that the levels of agricultural, manufacturing or service output 

are independent from one country to the next. Although there may hypothetically be correlations across 

countries, the six African countries are actually fairly different in terms of their business compositions. 

Thus, a high share of agriculture in one country does not necessarily mean that agriculture grows similarly 

in another WAMZ country (refer to the Appendix A below). In fact, the trajectories of the main explanatory 

variables are quite different across countries indicating that the i.i.d. assumption is fair.  

The next issue is multicollinearity, referring to the extent to which the regressors are correlated with each 

other. In case of high collinearity between variables, it would not be possible to disentangle the different 

effects of these variables as they move together (Maddala & Lahiri, 2009). In order to test this, I employed 

a variance inflation factor test, which returned relatively low variance inflation. This indicates that 

multicollinearity is not a serious source of concern.  

Finally, any inference can only be valid if the standard errors are correctly specified (Drukker, 2003). A 

Woolridge test for autocorrelation in panel data yielded a p-value of 0.73 providing strong evidence for 

the null hypothesis that the data are not autocorrelated (Woolridge, 2002). In addition, I employ robust 

standard errors in order to account for potential heteroscedasticity of the errors. 

Ordered Logit Model Assumptions 

Besides the above generalized assumptions, ordered response models also hinge upon a number of 

idiosyncratic assumptions besides generalized econometric issues. The first assumption is that the 

dependent variable is indeed measured at the ordinal level. Since the dependent variable measures 

different types of exchange rate regimes on an ordered spectrum ranging from fully fixed to highly flexible 

arrangements, the first assumption is satisfied. 

Finally, a key assumption is the parallel regression or proportional odds assumption, which is related to 

the maximum likelihood estimation properties. In essence, this means that all response probabilities of 

the dependent variable are a linear combination of each other. In other words, all response probabilities 
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can be estimated by adding together the specific probabilities. However, the popular tests for the 

proportional odds assumption can be considered ‘anti-conservative’ (Allison, 1999). Performed on the 

original data set, a simple ordered logit regression of the exchange rate regime on the business interest 

variables returned a significant Brant test in Table 1:  

Table 1: Brant Test of Parallel Regression Assumption 

 

A significant test statistic as in the case of agriculture and service provides evidence that the parallel 

regression assumption has been violated. Although this sounds compromising, a violation of the 

assumption is very common. Among others, Long (2012) argues that the test is overly strict and fails for 

reasons that are not actually related to the parallel regression assumption. As such, it almost surely results 

in a rejected assumption in the presence of continuous variables, many covariates and a large sample size 

in the model even though the actual assumption may not be violated. As a remedy, it should be 

contemplated whether or not the dependent variable is actually ordered on an ordinal scale or if outcomes 

are independent from each other. Here, this is definitively the case as it is ordered from fixed to flexible 

outcomes while the results presented in section C (p. 43) are robust to a number of different ways of 

coding the regime options. Similarly, running a multinomial logit helps compare the feasibility of the 

parallel odds assumption if similar results are achieved (Brown, 2016). The results of the multinomial logit 

and ordered logit comparison are shown and discussed in Table 2. The output here is shortened to focus 

on the important sections though the full model is enclosed in the appendix (Table 13): 

 

Table 2: Comparison of Multinomial Results (1-6) and Ordered Logit (7); Dependent Variable: Exchange Rate Regimes 

 Multinomial Logit Ordered Logit 
VARIABLES 1 2 3 4 5 6 7 

        
agric_va 0.960* Base 0.838*** 1.000 0.938** 1.156*** 0.984 

   service_va        76.06      0.000       4

  manufact_va         1.92      0.751       4

     agric_va        80.62      0.000       4

                                             

          All       127.23      0.000      12

                                             

                      chi2     p>chi2      df

Brant test of parallel regression assumption
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 (0.0200)  (0.0308) (0.0374) (0.0280) (0.0457) (0.0147) 
manufact_va 0.874 Base 1.283* 1.418** 1.566*** 1.075 1.270*** 
 (0.100)  (0.182) (0.225) (0.246) (0.209) (0.0798) 
service_va 1.125*** Base 0.916*** 0.883 0.834*** 0.815** 0.948*** 
 (0.0244)  (0.0250) (0.0555) (0.0525) (0.0759) (0.0161) 
        
Observations 161 161 161 161 161 161 161 

Robust se form in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 

The specifications 1-6 describe the multinomial logit output in odds ratios measured against the base form 

of an exchange rate form 2. Specification 7 shows the output for the ordered logit model. The multinomial 

logit measures the odds of choosing the base category against all individual other categories. A value of 1 

describes equal odds, a value below 1 are lower odds and a value above 1 are higher odds of choosing the 

particular category. Agricultural value added is insignificant in the ordered logit model 7 meaning that it is 

unclear what regime is more likely chosen for an increase in the share of agricultural value added. The 

matching probabilities of the multinomial logit outcomes reflect exactly this. Similarly, for an increase in 

manufacturing, the multinomial odds are higher to choose higher coded categories of exchange rate 

regimes, which the odds ratio above 1 also reflects for the ordered logit. The reverse effect can be seen 

for the share of services.  

All in all, the comparison with the multinomial logit shows that the parallel regression assumption may not 

be violated and it is fine to run the ordered logit model assuming that the distances between ordered 

categories are equally-spaced. 

Fixed Effects Regression Assumptions 

A fixed effects model is estimated much in the same fashion as simple linear models. As such, it assumes 

that the independent variable and dependent variable are linearly dependent (Angrist & Pischke, 2015). 

Furthermore, large outliers that potentially exert a disproportionate effect of on the results by skewing 

the distribution. A simple scatterplot shows the relation between all the covariates and the dependent 

variable (see Figure 10 in the Appendix). I find no evidence of non-linearity but it does appear as if there 
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were two outliers. In particular, two depreciation rate observations1 actually seem dramatically higher 

than the overall mean (29%) of the sample. Thus, I chose to drop them from the sample. 

The beauty of fixed effects models is that they allow the elimination of considerable omitted variable bias. 

By including year and country fixed effects, any effect that stays fixed in a given country or in a given year 

is adjusted for. Still, it does not control for effects that vary across time and country. Conclusively, there 

appears no particularly defeating evidence against any of the fixed effects assumptions. 

 

 Description of Data and its Sources 

As this paper seeks to triangulate and test a range of theories, I needed to obtain a large variety of different 

datasets and fuse them into one consolidated set for the analysis. For the purpose of this, I was able to 

identify various sources ranging from large databases such as the World Bank to individual scholar 

contributions in order to build a comprehensive data set. The result is a unique database that covers the 

six WAMZ countries Ghana, Guinea, The Gambia, Liberia, Nigeria and Sierra Leone for a period of 36 years 

(1980-2015). 

i. Data Sources 

Economic Data has been obtained from various sets of the most recent World Bank Development 

Indicators database. As a common source for the type of exchange rate regime, this paper uss Reinhart & 

Rogoff’s (2004) popular database. For central bank independence data, there are several scholarly 

contributions available. For this study, Garriga’s (2016) data set is used for the reason that her indicator is 

most up-to-date and has most countries included. The Inter-American Development Bank maintains a 

great database of political institutions of which I used the most recent 2015 version. Finally, the Uppsala 

Conflict Data Program in Conjunction with the Centre for the Study of Civil Wars allowed me to obtain data 

on armed conflicts for pertinent African conflicts. Table 3 below lists the institutions and authors whose 

                                                           
1 Guinea, 1986 (1270%) & Liberia, 1997 (823%) year-on-year change in the nominal value of the currency against the 
US dollar 
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data sets I drew on categorizing what type of data is represented and listing the final variables retrieved 

from the sources.   

Table 3: Data Sources & Variables Retrieved 

Institution/ Author Type of Data  Obtained Variables 
World Bank 

Development Indicators 

(2016) 

Macroeconomic  Value Added Share of Agriculture, Services & 

Manufacturing, GDP Growth, Current Account 

Balance, Terms of Trade Adjustment, Interest Rate, 

Trade Share, External Debt, Inflation, Money to 

Reserves Ratio, Rate of Exchange Rate Depreciation 

Reinhart & Rogoff (2004) Exchange Rate 

Regime  

Type of Exchange Rate Regime 

Garriga (2016) Central Bank 

Independence  

Central Bank Independence Indicator 

Database of Political 

Institutions (2016) 

Electoral Results 

& Institutional  

Dictatorship, Regime Stability, Proportional 

Representation & Majoritarian System, Political 

Orientation of Government 

UCDP/ PROP Armed 

Conflict Dataset (2002)  

Armed Conflicts  Incidence of Insurgency 

Although the consolidated data base hosts a vast number of countries, years and variables, the complexity 

as well the region for which it was collected means that there are many holes in the data making it an 

unbalanced panel. I thus employed a data imputation process in order to arrive at a complete data set 

without any missing values. The details about the process as well as the theoretical justification are 

outlined in the next section. 

ii. Data Imputation Process 

Since a number of variables had missing observations across several years, the imputation followed a 

process termed multiple imputation chained equations (MICE). This method is statistic rather than 

theoretical in nature but has recently gained widespread popularity in academia as it often provides robust 

results in the face of rampant missing data problems (King, Honaker, Joseph, & Scheve, 2001).  

Missing data is not a problem whenever observations are missing completely at random. In this case, no 

bias is introduced in using the data as the randomness does not change the expect value of outcomes in 

the subsequent data analysis (Humphries, 2013). However, if data is missing not at random (MNAR), the 
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performance of estimation models is more complicated. With regards to this paper, it is prohibitively 

difficult to determine a model that accounts for the ‘missingness’ of data, which could be used to filter out 

potential bias. The data is missing according to Table 4 below. 

Table 4: Missing Values across Variables 

Missing Values 
Variable Missing Total Percent Missing 

xrate 3 216 1.39 

xregime_coa~e 78 216 36.11 

agric_va 7 216 3.24 

manufact_va 20 216 9.26 

service_va 8 216 3.70 

ca_balance 33 216 15.28 

for_reserves 22 216 10.19 

inflation 47 216 21.76 

tot_adj 55 216 25.46 

gdp_growth 7 216 3.24 

Interest rate 57 216 26.39 

trade_share 16 216 7.41 

debt_ext 15 216 6.94 

dictator 0 216 0.00 

regime_sta~y 0 216 0.00 

prop_repre~n 0 216 0.00 

majoritarian 0 216 0.00 

partisanship 0 216 0.00 

legis_elec~n 0 216 0.00 

exec_elect~n 0 216 0.00 

war 0 216 0.00 

insurgency 0 216 0.00 

cbi 96 216 44.44 

TOTAL 464 4968 9.34 

 

However, as Schafer & Graham (2002) argue, the multiple imputation estimation often actually performs 

well for data that is even MNAR. Overall, about 9% of data missing, which is no terrible amount. Table 4 

shows that most variables have manageable shares of missing data. The problematic variables, however, 

are the exchange rate regime (xregime), the exchange rate (xrate), inflation, the current account balance, 
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terms of trade adjustment (tot_adj), the interest rate, foreign reserves as well as central bank 

independence (cbi). I dealt with the various variables as follows: 

- xrate: as the exchange rate was only missing in 3 instances, I decided to extrapolate the data to 

obtain the full set 

- xregime: as the exchange rate regime is the key outcome variable, I tried to research what 

particular regimes were in place in the various missing years adapting the regime appropriately 

where possible; however, the remaining years were then extrapolated assuming that there was 

no change in regime, a fairly plausible assumption seeing as there is a certain inertia in changing 

the actual exchange rate regime2 

- debt_ext: the external debt indicator was extrapolated after realizing that the imputation models 

did not converge, i.e. (did not function) 

- cbi: since the central bank independence was missing in many instances, I decided to also 

extrapolate its values with the same going assumption that the independence would not readily 

be subject to change 

The remainder of the missing variables was imputed using the multiple imputation chained equations 

(MICE) module in STATA®. Multiple imputation is a regression-based method of determining missing data 

that estimates the joint distribution of all the variables that the data set contains (Social Science Computing 

Cooperative, 2015). This means that it predicts values taking into account information of all other variables 

across country and time. Although its performance can never be assessed with full certainty, its results are 

seemingly robust even to non-random missing data cells. The chained equation algorithm was developed 

in a series of contributions by van Buuren & Groothuis-Oudshoorn (2011). It works by performing single-

variable imputations with certain methods (either regressions, predictive mean matching, or others) after 

having drawn random values from the existing data to be placed in the missing value cells. 

A major advantage of this approach is that it does not rely on single point estimates that are used for the 

imputation (like most rudimentary imputation methods) but rather reiterates the above described 

imputation method several times; much in the fashion of a Monte Carlo simulation (Rubin, Multiple 

                                                           
2 Sierra Leone only had data on their exchange rate regime from 2002 onwards (22 missing observations). Since I 
deem this period to be unacceptably short to extrapolate, impute or even speculate on, any analysis including the 
exchange rate regime will be excluding Sierra Leone from the sample. 
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imputation for nonresponse in surveys, 1987). This feature finally generates imputed values that have an 

inherent standard error, which effectively adjusts for the additional uncertainty of imputing an unknown 

real value. I chose to opt for 30 iterations, which well exceeds the minimum viable number of simulations 

typically found in the literature (10-20). Table 5 shows the imputation models of the multiple imputation 

process. 

Table 5: Imputation Method of Remaining Variables 

Imputation Methods 

Variable Imputation Method 

agric_va Truncated Regression 

manufact_va Truncated Regression 

service_va Truncated Regression 

ca_balance Multivariate Regression 

for_reserves Truncated Regression 

inflation Multivariate Regression 

interest rate Multivariate Regression 

tot_adj Predictive Mean Matching 

gdp_growth Multivariate Regression 

trade_share Truncated Regression 

The regression models vary since I had to adjust the methods after running the imputation several times 

looking at the residual plot but also summary statistics of every imputed variable post-imputation. 

Truncated regressions were used for all main explanatory variables (share of value added of agriculture, 

manufacturing, services) but also foreign reserves and the trade share. For those cases, a regular 

multivariate regression created imputed values that were out of the regular range providing evidence of 

a misspecified underlying model3. The terms of trade adjustment variable was imputed using predictive 

mean matching method since all other methods would not converge and finally, the current account 

balance, inflation, GDP growth and the real interest rate were imputed using regular multivariate 

                                                           
3 In all above cases, the truncated regression was used to ascertain that the imputed values would strictly stay within 
the non-negative range 
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regression. In order to gain more precise estimates, I furthermore chose to not only include the six WAMZ 

countries in the imputation process. In addition, the imputation set contained all countries of the ECOWAS 

community on the premise that their shared geographical location and similar economic structure would 

add information that allowed me to gain more realistic and precise predictions. 

At the conclusion of the imputation process, I verified that the distribution, standard deviation and mean 

of the imputed values would by and large match the unimputed counterparts and that all imputed 

distributions would converge (Marchenko & Eddings, 2012) (see figures in the appendix D below). 

IV. Analysis 

This section presents the key results of the econometric analysis. Section A provides the cornerstones of 

today’s West African Monetary Zone with a view to its objectives. By restating the motivations for why the 

countries Ghana, Guinea, Gambia, Liberia, Nigeria and Sierra Leone want to enter a currency union, it 

becomes clear why I have chosen this particular empirical strategy. Section B lists some descriptive 

statistics that serve as a way of illustrating the history and fundamentals of the monetary zone countries. 

Lastly, section C presents the results of the empirical strategy in preparation for the overall discussion. 

A. Information on West African Monetary Zone and their Objectives 

Informed by academic stipulations that economic integration drives growth, a number of West African 

countries convened in 2000 and decided to fast-track integration through the West African Monetary Zone 

(West African Monetary Institute, 2017). In the Accra Declaration, the members firstly set out to undertake 

action with the aim of reaching the conditions for joining a monetary union. In particular, a number of 

primary and secondary convergence criteria were developed (West African Monetary Institute, 2000). As 

the primary goals, it was agreed to attain: 

▪ Single digit inflation rates with a gradual reduction under 5% 

▪ External reserves that would cover at least 3 months of imports 

▪ Seigniorage revenue to be limited to 10% of the previous year’s tax base 

▪ A current account deficit of maximum 5%  
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Although the countries have been struggling to fulfil the terms - repeatedly deferring the phase-in date for 

the past years - there still appears to be an interest in the idea of a currency union. As the WAMZ 

agreement states, the objectives are “stable prices, sound public finances and monetary conditions and a 

sustainable balance of payments for Member States of the Zone” (West African Monetary Institute, 2000). 

Their motivation to enter a common exchange rate regime lies in the expectation of a boost to regional 

trade and improvement of livelihoods through growth in all member states. Focusing on the economic 

narrative is common as the literature review has shown (compare section II - The Three Waves of Academic 

Literature). However, this paper departs from those narrow views trying to discern what kinds of pressures 

– besides economic reasoning – have historically exerted influence on the exchange rate regime in West 

African states. The models from the previous section (refer to Regression Specifications & Assumptions) 

will help shed some light on the relationship between political economy actors and influences on the 

exchange rate. 

 Descriptive Evidence & Prior Hypotheses 

In what follows, I briefly sketch out the primary and secondary dependent variables and the main 

explanatory variable – business interests – while establishing key hypotheses. Next, I describe the 

remaining covariates and their priors with the use of summary statistics before delving into the regression 

output. 

i. Dependent Variable Descriptions 

The following paragraphs describe the choice of outcome variable whereby the exchange rate regime 

serves as the primary outcome of interest whereas the rate of exchange rate depreciation is analyzed for 

supporting purposes.  

Main Outcome Variable: Exchange Rate Regimes 

The main outcome variable is the different exchange rate regimes that are ordered on a 6-point scale 

retrieved from Reinhart & Rogoff (2004). Their data set redefines the currency regime departing from the 

official IMF version introducing the de-facto regime (rather than the de jure regime discussed above). For 

this paper’s analysis, the de facto classification is arguably of more relevance since we will be looking at 
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real business interests. Before, however, we take a closer look at the definition of exchange rate regimes 

in West Africa based on Reinhart & Rogoff’s coding summarized in Table 6: 

Table 6: Coding of Exchange Rate Regimes (Reinhart & Rogoff, 2004) 

Exchange Rate Regime Coding 

Code Broad Category Classification Type 

1 
Pegged/ Fixed 

Regime 

No separate legal tender 

Pre-announced peg or currency board arrangement 

Pre-announced horizontal band that is narrower than or equal to +/-2% 

De-facto peg 

2 

Crawling Peg 

Pre-announced crawling peg 

Pre-announced crawling band that is narrower than or equal to +/-2% 

De-facto crawling peg 

De-facto crawling band that is narrower than or equal to +/-2% 

3 

Crawling Band 

Pre-announced crawling band that is wider than or equal to +/-2% 

De-facto crawling band that is narrower than or equal to +/-5% 

Moving band that is narrower than or equal to +/-2% (i.e., allows for both 

appreciation and depreciation over time) 

Managed floating 

4 Free Float Freely floating 

5 Free Fall  Freely falling 

6 Dual Market Dual market in which parallel market data is missing. 

 

The scale can be read as ranging from a fixed to a very flexible arrangement. The broad categories of the 

second column list the sequence as (1) pegged, (2) crawling peg, (3) crawling band, (4) free float, (5) free 

fall and a (6) dual market. In the West African Monetary Zone, there has been quite some variability, which 

can be exploited for the subsequent analysis. Figure 14 in the appendix shows that the most common 

regimes were either a crawling peg (2) or crawling band (3), both of which countries followed in about 60% 

of cases. That is to say that the countries in the sample tend to keep a peg or band around their currencies 

around which the value of domestic currency is allowed to move. As discussed in the literature review, 

keeping bands could have been pursued to have some leeway over stimulating the economy in the short-

run. At the same time, the fact that there were boundaries, however, certainly was a safeguard to prevent 
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stronger depreciations. Aside from that, there is some heterogeneity with regards to the individual 

regimes the different countries chose (see Figure 15 in the appendix).  

Rate of Exchange Rate Depreciation 

In order to validate or potentially challenge the findings from the ordered logit model, the rate of annual 

depreciation serves as a back-up dependent variable. The reason for this is the supposition that a peg is 

easier to maintain when the rate of depreciation is lower as currency reserves would not have to be sold 

off as swiftly. Thus, the rate of depreciation may be subject to some of the same pressures as the choice 

of exchange rate regime. The depreciation rate is calculated as the percentage change in the nominal 

exchange rate against the US dollar from one year to the next. The mean depreciation rate4 is at around 

16% meaning that all countries depreciated their local currencies on average by 16% every year. However, 

given a high standard deviation of 32%, there has been a lot of variability (see Table 14 in the appendix).  

While Ghana has historically had more volatile depreciation rates, they have started to stabilize at a lower 

level from the mid-2000s onwards. After an episode of hyperinflation in 19865, Guinea has had a rather 

stable exchange rate, much like Gambia that held its currency value fairly steady over the entire period. 

After de-facto abandoning its peg to the US dollar in 1988, Liberia’s currency experienced a few years of 

appreciation after consolidating a continued depreciation at a low level. Nigeria has been able to even out 

its currency swings since the mid-1990s after having protracted years of depreciation spikes. Similarly, 

Sierra Leone’s early depreciation peaks from the 1980s have now steadied at a level of around 6%. In 

summary, the WAMZ countries have managed to contain the immense rates of depreciation their 

currencies experienced in earlier decades maintaining a significantly steadier exchange rate. As notable 

exceptions, Guinea and Gambia have had smoother paths before the millennium turn but still do not have 

dramatic levels of devaluation. 

                                                           
4 Canceling out four hyperinflation points in Ghana (1984 - 307%), Guinea (1986 - 1270%), Liberia (1997 - 823%) and 
Nigeria (1999 - 321%) as they dramatically distort the summary statistic. 
5 Figure 2 also cancels the four outliers for better visibility of the yearly fluctuation in the graph. Refer to the appendix 
(Figure 13) for an unadjusted time series graph. 
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Figure 2: Year-on-Year Depreciation Rate against US Dollar by Country 

 

ii. Explanatory Variables & Prior Hypotheses 

At the base of this paper lies the question whether political economy factors affect exchange rate regimes 

in West Africa. The lengthy list of explanatory variables is partitioned into the areas (1) business interest, 

(2) economic and (3) political variables (compare Figure 1, p. 19).  What follows is a  definition of each 

variable and hypotheses about what the various effects will be on the exchange rate and rate of 

depreciation. 

Key Explanatory Variables: Business Interest  

The key explanatory variables are sectoral interests within the realm of private business. The value-added 

share of agriculture refers to primary sector activities such as land cultivation and livestock production as 

well as hunting and fishing. The valued added share in services consists of wholesale and retail trade, 

financial services, and transport as well as government provisions like schooling or import duties. Table 7 

reflects the fact that these two economic activities have historically been more important for economic 

development in West Africa. More sophisticated activities such as manufacturing, which includes the 

processing of inputs in an industrial fashion, have been much less relevant, which is expressed by the small 

share of just under 6% in overall value-added activity of GDP.  
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Table 7: Business Interests - Summary Statistics 

Variable Unit Name Obs. Mean St. Dev. Min Max 

Business Interest Variables 

Share of Agriculture v.a. % of GDP agric_va 209 .363 .152 .165 .93 

Share of Manufacturing v.a. % of GDP manufact_va 196 .058 .022 .015 .11 

Share of Service v.a. % of GDP service_va 208 .377 .136 .041 .67 

Understanding the preferences of different interest groups is a daunting task as it is difficult to find suitable 

variables that capture the degree of influence that interest groups have on political decision-making. Until 

now, exchange rate policy has not been a focal point of academic interest when it comes to discerning the 

effects of interest groups. This probably stems from the fact that exchange rates are believed to have more 

apparent effects on the general population rather than specific groups. Conversely, trade policy has a long 

history of academic research on its distributional effects (compare for instance (Broda & Weinstein, 2006) 

(di Giovanni, 2014) (Epifani & Gancia, 2008)). Although it may be true that interest groups are more 

prominent in trade policy, there is no justification for why business interests should not affect currency 

policy, too. For this reason, I hypothesize that different business interest groups have assorted preferences 

towards exchange rate policy and that these preferences affect the final choice of exchange rate regime. 

Some scholars point to evidence that this has been the case in a number of Latin American countries 

(Jaramillo, Steiner, & Salazar, 1999) (Pascó-Font & Ghezzi, 2000).  

In theory, tradables producers should be in a position where they favor an exchange rate that does not 

appreciate. This applies to exporters who will be more competitive and have higher domestic currency 

earnings the weaker the exchange rate but also import-competers6. Import-competers tend to supply 

domestic customers and therefore prefer a real depreciation so that consumers substitute towards their 

produce away from imports. Another group is selling to world markets that have one price at which any 

firm (domestic or foreign) may supply their products may likely be indifferent to the exchange rate regime. 

Finally, the price of inputs has a role to play. Firms that are using a high share of imported inputs derive 

less advantage from a depreciation and may well be outright opposed to allowing the exchange rate to 

float heavily so as to gain certainty about their operational margins.  

                                                           
6 Anecdotal evidence corroborates this line of thinking (Kolavalli & Vigneri, 2011) 
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In the empirical tests, the three variables representing the three different business sectors are: agriculture 

(agric_va), manufacturing (manufact_va) and services (service_va). Based on the above discussion, the 

agricultural sector is one of the segments where the direction is unclear. On the one hand, the sector 

traditionally exports intensively, which means a flexible currency arrangement and the possibility of 

depreciation would be in their favor. However, agricultural producers are often constrained in their price-

setting by imported inputs such as fertilizers and increasingly light machinery. Thus, a depreciation would 

immensely impact their production cost. Without certainty as to what effect dominates, I expect there to 

be no discernible significance in either direction in the data. The manufacturing sector being largely driven 

by less technologically complex industries7 is expected to be contributing to diversifying West African 

economies by offering substitution products for imports. Thus, the manufacturing sector should be most 

interested in a flexible exchange rate regime that allows for a boost in competitiveness from time to time. 

Services are typically performed in-country but also include trade and retail services of imported goods. 

Thus, their business interest role in terms of exchange rate policy is expected to be unclear.  

In the absence of a more refined indicator for the dispersion of interests and lobbying power, I assume 

that each sectors’ lobbying power is proportional to their share in value addition of GPD. In summary, the 

following hypotheses shall be tested (see Figure 3: Explanatory Variables and Direction of Impact on 

Exchange Rate RegimeFigure 1): 

(H1) Agricultural producers’ competing interests cancel out preferences for any one system 

(H2) Manufacturers prefer a depreciating currency and a flexible exchange rate system 

(H3) Service suppliers are indifferent to a particular exchange rate regime  

 

 

 

 

                                                           
7 ISIC codes 15-37, including among others the manufacturing of leather, wood, paper, furniture, rubber, basic 
pharmaceuticals and metallics 
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Further Control Variables: Economics 

Table 8: Economic Variables - Summary Statistics 

Variable Unit Name Obs. Mean St. Dev. Min Max 

Economic Variables 

Current Account Balance % of GDP ca_balance 183 -6.13 13.60 -80.05 32.54 

Broad Money / Reserves % for_reserves 194 9.714 37.56 .15 434.3

3 

Real Interest Rate % rir 159 5.131 17.08 -51.61 33.46 

Inflation, logged Log points ln_inflation 166 2.643 .9167 -.16 5.18 

GDP Growth % Δ gdp_growth 209 3.071 11.45 -51.03 106.2

7 

Terms of Trade 

Adjustment 

% of GDP tot_adj 161 .028 6.0 -51.09 93.58 

Share of Trade % of GDP trade_share 200 72.05 47.25 6.32 321.6

3 

External Debt % of GNI debt_ext 216 146.89 216.88 4.13 1380.

8 

Central Bank 

Independence 

Score 0-1 Cbi_raw 216 .537 .120 .341 .802 

In terms of economic variables, the current account balance (ca_balance) measures incoming and 

outgoing transactions with the world including both the current account (goods flow) as well as capital 

and financial account (financial flows). The negative mean suggests that the WAMZ countries have been 

experiencing a net outflow of currency potentially connected with a depreciation. The broad money to 

reserves ratio (for_reserves) quantifies the amount of foreign currency reserves where the reserves are 

typically used to purchase domestic currency on foreign exchange markets. These purchases, in turn, 

stabilize the value of a currency leading to an appreciation (or deterring a depreciation). 

The real interest rate (rir) is the main lending interest rate adjust for inflation. In the Mundell-Fleming 

Framework, the real interest is a decisive variable that impacts the exchange rate. A rise in the rate is 

typically associated with higher demand for domestic currency leading to an appreciation. Inflation 

(ln_inflation) typically has an important effect on exchange rates. High inflation puts a currency under 

enormous pressure leading away from a peg and depreciating the currency. In this paper, inflation is used 

in log-form in case the effects of inflation on depreciation or the regime are non-linear. GDP growth 

(gdp_growth) is the standard indicator for economic activity. Higher growth vis-à-vis other economies 
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usually increases demand for a country’s goods and services and thus currency effectively entailing an 

appreciation. 

The terms of trade adjustment (tot_adj) is the capacity to import minus exports from one year to the next. 

Essentially, this means it measures the gains from trade in terms of how much the national economy can 

consume in imports through its exports. The mean value of terms of trade negative illustrating the net 

importing structure of the WAMZ economies. A negative adjustment means that imports exceeded 

exports, which is associated with a depreciation. The trade share (trade_share) measures the importance 

of international trade through the sum of exports and imports as a share of GDP. As such, higher shares 

likely mean that industries that are exposed to trade prefer a currency peg to have less uncertainty for 

their transactions.  External debt (ext_debt) is any liability holdings denoted in foreign currency. Thus, for 

a rising external debt, a more fixed and non-depreciating currency is more beneficial. Central bank 

independence (cbi_raw) describes a proportional index that incorporates the objectives, legal rights and 

appointment decisions of central bank governors. The effect of the variable may work in both directions. 

A more independent central bank may choose to fix their exchange rates in order to contain inflation. On 

the other hand, independence could be a substitute policy instead of a currency peg, which would give 

governments the freedom to maintain a floating rate. Thus, the overall effect is unclear. 

(H4) A rise in the (i) current account balance, (ii) real interest rate, (iii) growth rate, (iv) terms of trade, 

(v) foreign debt and (vi) trade share are all associated with a more fixed exchange rate regime 

(H5) An increase in the (vii) inflation rate and (viii) money to reserves ratio leads to stronger 

depreciation and incites a move toward more flexible regimes. 

(H6) The direction of (ix) central bank independence is unclear and thus insignificant for the choice of 

any regime. 
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Further Control Variables: Politics 

Table 9: Political Variables - Summary Statistics 

Variable Name Obs. Mean St. Dev. Min Max 

Political Variables 

Autocratic Government dictator 216 .394 .489 0 1 

Regime Stability regime_sta~y 216 .394 .489 0 1 

Proportional Representation prop_repre~n 216 .152 .360 0 1 

Majoritarian majoritarian 216 .569 .496 0 1 

Political Rightist Gov. partisanship 216 .144 .351 0 1 

Political Leftist Gov. partisanship 216 .194 .397 0 1 

Legislative Election legis_elec~n 216 .166 .373 0 1 

Executive Election exec_elect~n 216 .171 .377 0 1 

Min. 25 battle deaths p.a. insurgency 216 .148 .356 0 1 

Among the political variables, the dictatorship (dictator) dummy variable measures whether or not a 

country is led by an autocratic government. This is the case when there is no or an unelected legislature 

or when a single party decides on the candidates. With a history of frequent coup d’états and military 

governments in West Africa, almost 40% of the time the countries were governed by an autocratic regime. 

The regression will allow us to verify whether or not Broz’ (2002) theoretical argument that autocratic 

governments tend to peg their currencies holds true in the WAMZ countries. 

The dummy regime stability (regime_stability) asks the question whether or not the political system has 

changed within the past five years. As such, it proxies the stability of government. The premise here is that 

a more unstable government is less likely to commit to a currency peg and thus experience higher rates of 

depreciation. 

Proportional representation (prop_representation) and majoritarian systems (majoritarian) are dummies 

that show under what rule the legislature is elected while legislative (legis_election) and executive 

elections (exec_election) switch on if there has been a respective election in the given year. Bernhard & 

Leblang (1999) discuss all these political factors and their various effects on the exchange rate in their 

paper “Democratic Institutions and Exchange-rate Commitments” (see also p. 11). Building on their 

theoretical understanding, proportional representation systems typically lead to multi-party governments 

that prefer fixed exchange rates while majoritarian election systems tend to have more autocratic 

government outcomes that are more drawn to flexible arrangements. They further argue that elections 
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are typically associated with floating exchange rates as the government seeks out a short-term boost of 

the economy by depreciating the currency.  

About 15% and 20% of governments could be ranked as either following a rightist or leftist agenda, 

respectively, as the variable partisanship measures. Cruz, Keefer, & Scartascini (2016) rank the 

governments’ orientation according to the self-ascribed economic policy orientation. Right-wing parties 

adopt an economic policy that can be termed as conservative or Christian democratic whereas left-wing 

governments are defined as communist, socialist or social democratic. Whereas rightist governments are 

suspected to be in favor of fixed exchange rates, leftist governments have a tendency to prefer floating 

currency systems. Finally, Gleditsch et al. (2002) define insurgencies (insurgency) as a situation in which 

there are a minimum of 25 battle-related deaths in given year, which happened in 15% of all cases. 

Incidents of insurgency likely lead to an accelerated depreciation and increase the likelihood to abandon 

a peg for a flexible arrangement. This gives rise to the following hypotheses (see Figure 3: Explanatory 

Variables and Direction of Impact on Exchange Rate Regime below): 

(H7) Instable regimes, proportional representation multi-party governments, leftist governments, 

elections and insurgencies are all linked to a higher probability of inducing floating regimes. 

(H8) Majoritarian single-party governments, rightist governments as well as autocratic governments 

favor fixed exchange rates. 
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Figure 3: Explanatory Variables and Direction of Impact on Exchange Rate Regime 

 

 Regression results 

Having established hypotheses 1-8, I report on the regression results and comment on the significance, 

sign and magnitude of the correlations for the main regressors business interests. Whenever informative, 

I also explain the effects of the remaining covariates but refrain from commenting on all the insignificant 

results. Instead, a truncated output model summarizing the variables of interest is depicted (the full 

models can be found in the appendix from page 75 onwards). When referring to significance, variables can 

be weakly significant (10% confidence level), very significant (5% confidence level) or highly significant (1% 

confidence level). 
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When using a multiple imputation chained equations model for the imputation of an array of data points, 

all results are compared with both the original unbalanced panel estimated by list wise deletion as well as 

the full imputed data set. The first set of results looks at models applied to the entire West African 

Monetary Zone and thus includes all six countries. A proceeding discussion on output on the individual 

level provides a better understanding of the particular country dynamics. Noteworthy is that the time-

series dimension for the individual country analysis is very short (35 years). Maximum likelihood models 

are not as easily estimated as ordinary least squares models, which meant that I was unable to estimate 

the full ordered logit models for the individual countries as they would not converge. Consequently, I 

decided to include the covariates besides business interests sequentially keeping only those that showed 

the lowest p-value, i.e. were most significant, so that I end up with a limited model table in all cases (see 

appendix pp. 78). 

i. Consolidated Analysis  

The regression output tables contain a number of different specifications8. Sierra Leone is excluded from 

the sample in all models as it only has 14 observations out of 36 that could seriously bias the results9. All 

specifications furthermore apply robust standard errors to adjust for heteroscedastic errors and allow for 

realistic and true standard errors. The coefficients are expressed as odds ratios. As briefly touched upon 

in the paragraph about Ordered Logit Model Assumptions above, odds ratios (OR) are a more convenient 

way of interpreting the coefficient than the usual log odds output. They represent the odds (inverse 

probability) that an outcome will occur given a particular exposure, compared to the odds of the outcome 

occurring in the absence of that exposure. For our interpretation, a one-unit increase in the explanatory 

variable of interest (which is the above ‘exposure’) either raises or lowers the odds of choosing a higher 

level of the outcome variable. Whenever the odds ratio exactly equals 1, it signals that changing the 

explanatory variable of interest does not have a significant effect on the likelihood of any of the outcomes 

to materializes, i.e. more fixed or more flexible regimes, to occur as they are then equally likely. An odds 

ratio below 0 means that the odds of choosing a more flexible exchange rate regime are significantly lower 

                                                           
8 Due to space considerations, Table 10 tables only show the main explanators as well as significant portions of the 
regression. For the full tables, refer to appendix C Regression results (pp. 39) 
9 Indeed, the regression including Sierra Leone affects the otherwise robust results by rendering all otherwise 
significant variables insignificant with the exception of central bank independence and insurgency 
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(meaning fixed regimes are more likely) whereas an odds ratio above 1 means that the treatment increases 

the likelihood of choosing a flexible regime. Since odds ratios measure cumulative probabilities, the odds 

ratio coefficient informs about whether or not the treatment changes the probability of ending up in lower 

(OR < 1) or higher (OR > 1) categories. 

In  Table 10 below, column 1 shows the most basic ordered logit regression that only includes the key 

explanators drawn from the original data base. The second column includes the full model including all 

variables plus some threshold variables to allow for nonlinear effects of some covariates. Looking at the 

number of observations, it emerges that the first two specifications running on the original data set contain 

lots of missing data points. This becomes especially clear in model 2 where the count drops from 156 to 

only 73 observations. This stems from the fact that Stata® applies list wise deletion, which means that any 

observation for which only a single parameter’s value is missing drops out of the regression. The final two 

columns, equally show the simple and the full model, however, this time the estimations are performed 

on the imputed data set. For all succeeding tables, the bold model is the ‘most advanced’ version meaning 

that it both includes imputed values as well as the least bias due to the having the highest number of 

covariates. 

Table 10: Selected Regression Results, Consolidated Ordered Logit Model; Dependent Variable: Exchange Rate Regime; OR 

 (1) (2) (3) (4) 
VARIABLES Regime Regime Regime Regime 

     
L.agric_va 0.977* 0.962 0.999 1.019 
 (0.0134) (0.0995) (0.0140) (0.0268) 
L.manufact_va 1.227*** 0.451 1.173** 1.096 
 (0.0859) (0.352) (0.0779) (0.156) 
L.service_va 0.951*** 1.055 0.966** 0.884*** 
 (0.0168) (0.148) (0.0135) (0.0268) 

L.gdp_growth  0.921  0.899*** 
  (0.0703)  (0.0319) 
prop_reprentation  262,090  0.309* 
  (2.280e+06)  (0.200) 
Right.partisanship  1.614e+12***  0.227** 
  (1.380e+13)  (0.132) 
Left.partisanship  7.764e+12***  309.4*** 
  (5.508e+13)  (453.9) 
insurgency  2.282  5.283*** 
  (3.082)  (3.107) 
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Constant cut5 7.584***  7.020*** 0.0748 
 (5.604)  (4.946) (0.211) 
Constant cut1 0.0131*** 0.000675 0.0471*** 5.26e-05*** 
 (0.0141) (0.00798) (0.0429) (0.000155) 
Constant cut2 0.219* 0.142 0.571 0.00163** 
 (0.186) (1.642) (0.418) (0.00474) 
Constant cut3 0.963 0.602 2.001 0.0121 
 (0.706) (6.947) (1.351) (0.0346) 
Constant cut4 1.588 6.571 3.009 0.0228 
 (1.219) (75.20) (2.127) (0.0653) 
     
Observations 156 73 175 175 
Robust SE? YES YES YES YES 
Imputation? NO NO YES YES 
Excluding SLE? YES YES YES YES 
Nonlinear Eff.? NO YES NO YES 

Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 

Out of our key explanatory variables, all shares turn out significant in the simple unimputed model 1 but 

then lose their significance in model 2. Moving from the basic imputed model 3 to the final model 4, the 

odds ratio of each variable actually changes dramatically in magnitude. This means that the inclusion of 

the long list of covariates substantially reduces bias in the regression. Finally, the odds ratios of both 

agriculture as well as manufacturing are rendered insignificant while the service share is significant. For 

the agricultural variable, this finding is in line with our hypothesis 1. It seems as if the opposing forces of 

tradable inputs that warrant a fixed regime as well as the competitiveness pressures that would entail a 

flexible system are evenly balanced leaving the coefficient insignificant. A first surprise is found for the 

share of value added in manufacturing. Whilst manufacturers tend to compete with imports, they should 

prefer a flexible exchange rate to become more competitive vis-à-vis foreign producers such that domestic 

consumers would substitute away from imports (see hypothesis 2). Although the point estimates in model 

1,3 & 4 are above 1, which would signal a preference for flexible regimes, this result is insignificant in the 

final model 4. Another point of reference is the high standard error. The variable was missing about 9% of 

data points, which were imputed. Consequently, the standard error on manufacturing is much larger than 

on for both other shares potentially masking significance. 

Contrary to prior expectation, the direction of the odds ratio for services is below 1 and highly significant 

in all specifications except model 2 (compare hypothesis 3). This shows that a rising share of services in 

GDP decreases the probability of entering flexible systems, in other words favoring a flexible exchange 
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rate. The magnitude of the odds ratio is rather small. In particular, a 1% increase in the share of services 

value added implies that the odds of choosing a higher category, i.e. a more flexible exchange arrangement 

are (1-88.4%~) 22.6 percentage points lower than without an increase. At the 99% confidence level, raising 

the share of services in the economy is strongly associated with a decision to fix exchange rates. This result 

is actually robust to a number of specifications as well as different ways of coding the dependent variable 

and the inclusion of various non-linear covariates. 

Besides the main explanatory variables, GDP growth and a number of political covariations turn out 

significant in the full imputed model. Higher growth typically leads to an appreciation, which reduces 

pressure to enter flexible currency arrangements. This fact is represented by the odds ratio below 1, which 

shows that the odds of choosing a peg are higher than a flexible system. Contrary to hypothesis H7, a 

proportional representation electoral system increases the odds of fixing (OR < 1). In line with H7 and H8, 

political partisanship turns out to be important in both specifications. While the odds for a right-wing 

government appear to increase the likelihood of choosing a fixed regime (OR < 1), a leftist government 

strongly tends to gravitate towards a flexible arrangement as expressed by the dramatically high odds 

ratio. Both coefficients are significant at the 90% and 95% confidence level, respectively. Finally, 

insurgency enters the regression highly significant and with an OR greater than 1 in the full imputed model 

as H7 would predict. Thus, a situation in which violent episodes are raging in one of the countries, there 

appears to be a much higher probability to move towards flexible currency arrangements. Besides the 

mentioned variables, the real interest rate and majoritarianism turn out significant only in the full 

unimputed model. Since there are only 73 observations as opposed to 175 in the imputed model, the 

estimation results are almost surely not representative and hence not included in the above table (refer 

to Table 15 in the appendix for the full output).  

Besides the above described cases, however, most of the variables listed in H4-H8 in fact turn out 

insignificant, which is justified only in the case of central bank independence is expectedly insignificant 

(H6). A rise of the current account balance, the real interest rate, the terms of trade, foreign debt and the 

trade share would have favored the odds of fixing in expectation. Equally, an increasing inflation rate 

would typically influence the regime and pull into the direction of a flexible arrangement (H5). However, 

this effect cannot be distilled from the data. According to H7, instable regimes as well as the election cycle 

supposedly provide an impulse for flexible regimes, while majoritarian and autocratic governments favor 
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flexible currency systems (H8). The data does not reveal these forces to be at play in the West African 

Monetary Zone. 

The fixed effects regression output follows the same path as the above ordered logit regression. Models 

1 and 2 are the basic and full model, respectively, on the basis of unimputed original data. Models 3 and 

4, on the other hand, are the same types of models applied to the imputed data set variables (see Table 

16 in the appendix for full output). Table 11 below shows the selected output for the depreciation rate; 

no consistent significance was returned for the business interest variables.  

Table 11: Selected Regression Results – Fixed Effects Model; Dependent Variable: Depreciation Rate 

 (1) (2) (3) (4) 
VARIABLES depreciation_rate depreciation_rate depreciation_rate depreciation_rate 

     
L.agric_va 0.562* 1.270** 0.544* 0.256 
 (0.286) (0.487) (0.301) (0.422) 
L.manufact_va 2.388** 1.462 2.050 0.161 
 (1.191) (1.784) (1.291) (1.534) 
L.service_va 0.541* -0.138 0.667** 0.481 
 (0.305) (0.447) (0.320) (0.392) 

L.for_reserves  2.359***  0.282** 
  (0.341)  (0.129) 
dictator  6.902  17.58** 
  (11.42)  (7.928) 
majoritarian  -3.288  23.14*** 
  (13.93)  (7.429) 
Right.partisanship  -2.638  -39.87*** 
  (24.16)  (12.92) 
     
Observations 188 102 206 206 
R-squared 0.038 0.654   
Country FE? YES YES YES YES 
Year FE? YES YES YES YES 
Imputation? YES YES YES YES 
Nonlinear Eff.? NO YES NO YES 

Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 

 

The reason why no significant results could be detected might again be the side effect of the actual 

strength of the Monte Carlo process used in the multiple imputation. The imputation provides estimates 
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with a given uncertainty as the true value is unknown. By introducing a confidence interval around the 

imputed value, the standard errors may very quickly be significantly widened. Thus, comparing model 2 

and model 4, more than doubling the number of observations only led to a marginal decrease of the 

confidence bands, which effectively returned insignificant results. 

However, the money over foreign reserves ratio is positive and very significant for the economic variables. 

On the political side, dictatorship and majoritarian electoral systems are positively correlated with the rate 

of depreciation whereas right-wing political parties are negatively correlated. Surprisingly, both, a 

majoritarian electoral system as well as dictatorship are associated with a higher rate of depreciation. The 

literature points to the supposition that majoritarian systems and dictatorships prefer a credible inflation 

anchor thereby fixing their exchange rate (which would lower the depreciation rate). Nevertheless, neither 

variable has a significant effect on the exchange rate regime but, surprisingly, a positive association with 

the rate of depreciation. Thus, either these (largely untested) hypotheses do not apply in the West African 

context or the rate of depreciation is an imperfect supplement to the above ordinal analysis of exchange 

rate outcomes. 

Apart from these findings, the remaining variables are well-behaved. The signs of foreign reserves, and 

right-wing governments are plausible. An increase in the broad money to foreign reserves ratio (i.e. 

depletion of reserves, as it is in the denominator) leads to depreciation while right-wing governments favor 

lower depreciation rates as put forth in the literature (compare pp. 11).  

 

ii. Country-specific variation 

The above consolidated model averaged out the effects of business, economic and political factors on the 

choice of exchange rate regime over the entire West African Monetary Zone. Joint results, however, always 

provide the bigger picture at the expense of granularity. In this section, I will comment and discuss results 

on the country-level. For the purpose of this, I only comment on the business interest variables as well as 

other significant covariates from the primary ordered logit model and juxtapose the results with findings 

from the fixed effects regression on the depreciation rate. The careful (and interested) reader is kindly 

referred to the appendix below where all individual-level models are listed in their entirety (see p. 78).  
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Since the time-series dimensions provides a rather short period of 35 years10 of observations for all 

countries, maximum likelihood models often do not converge. To determine which covariates were least 

significant, I used a stepwise inclusion of economic and political covariates. Those variables with the 

highest p-value were dropped, until the ordered logit model eventually converged. The output tables in 

the appendix compare the full models in the unimputed and the imputed specification (pp. 78). For the 

reasons above, I must ascertain that the results need to be treated with caution and should not be 

interpreted as causal effects. 

Ghana 

For Ghana, a comparison of model 1 and 2 in Table 17 looks at the difference in outcomes of the imputed 

and unimputed limited ordered logit regression models. There appears to be no statistically consistent 

effect of any business interest variable in the determination of exchange rates. Indeed, the wide 

confidence bands express the high probability that the null hypothesis – no effect – is true. In all likelihood, 

this stems from the small sample characteristics. However, it is also thinkable that Ghanaian businesses 

do not take a great interest in political jockeying in order to affect the actual exchange rate regime. 

Whilst all the economic variables show no significance, right-wing partisanship turns out significant 

although only at the 10% confidence level. The odds ratio is 0 (more precisely, a very small number close 

to 0), suggesting that the odds are infinitely low to move to a higher category, i.e. a more flexible 

arrangement in the presence of a right-wing government. A quick glance into the data reveals this strong 

finding: Over the horizon of our sample no right-wing government has ever moved away from a crawling 

peg to any more flexible system. In stark contrast, insurgency is highly significant with an extremely high 

odds ratio. Conversely, this result is driven by the fact that whenever an insurgency happened in Ghana 

over the sample period, the currency went into free fall (outcome coded #5). 

The results of the fixed effects regression do not challenge the above outcomes since none of the variables 

show any significance (see models 1-2 of Table 18). 

                                                           
10 The bare minimum according to some econometricians 
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Gambia 

Regarding Gambia, the ordered logit models are fully identified in the unimputed version so a comparison 

of model 3 and 4 in Table 17 shows the same output. The share of agriculture exhibits a very large odds 

ratio that is significant at the 5% level. This stems from the fact that Gambia has strictly had an increasing 

share of agriculture whenever it had a free float, a freely falling rate or parallel currency (regimes coded 

4,5,6). Thus, an increase in the share of agriculture was almost exclusively associated with more flexible 

exchange rates. Besides, the service rate also has an odds ratio that is larger than 1, which is surprising. 

This means that for an increase in services value added, Gambia’s odds to move to a more flexible regime 

increases as well – the exact opposite of the consolidated regression results. The main caveat here, 

however, is the weak significance at the 10% level. 

Moreover, dictatorship has an extremely small and highly significant odds ratio due to the fact that the 

two episodes in which Gambia was ruled by an autocratic system were accompanied by a crawling peg, 

which is a fixed system. Finally, insurgency has a highly positive and very significant effect. This stems from 

the fact that the only time an insurgency broke out in Gambia, the exchange rate system was a parallel 

market. Thus, the simultaneity of insurgency and the high-coded regime does not convincingly show that 

insurgencies in Gambia necessarily lead to more flexible arrangements.  

Looking at the fixed effects regression, it turns out that the share of services value added in GDP is highly 

significant and positive (see models 3-2 in Table 18). For a 1% increase in the service share, the rate of 

depreciation actually jumps up by 2% - supporting evidence that a higher service share indeed increases 

the likelihood of a flexible system. Similarly, whenever the ratio of broad money to reserves increases (and 

foreign currency reserves are sold of), the rate of depreciation increases, which is expected. The level of 

external debt shows up weakly significant at the 10% level with a negative direction that makes sense. An 

increase in external debt stocks evidently leads to a decline in depreciation as the debt payed in a foreign 

currency becomes more expensive to service. In line with Broz’ (2002) prediction, a dictatorship in Gambia 

leads to starkly lower depreciation thus providing supporting evidence for the actual underlying mechanics 

supposing that autocratic governments favor fixed exchange rates. 
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Guinea & Liberia 

Both Guinea and Liberia do not have any significant predictors in their respective ordered logit models 

(see Table 19). This means that neither in Guinea nor in Liberia do there seem to be any clear-cut 

preferences for exchange rate regimes from a business point of view. The only observations worthwhile 

mentioning is that the share of manufacturing and services is significant in Guinea’s 1st model while 

Liberia’s initial model has a significant share of manufacturing. However, the fact that all of these 

significant results disappear as soon as the remaining observations are imputed casts serious doubt on an 

actual association. 

As regards the fixed effects regression model in Table 20, Guinea does not show any significant covariates. 

In contrast, Liberia’s external debt is positively correlated (at the 5% level) with the rate of depreciation, 

which is surprising. This would mean that an increase in foreign-denoted debt would increase the 

devaluation of the currency making debt more expensive. Finally, the money over reserves ratio enters 

positively and significant at the 5% confidence level. Tellingly, this mechanism predicts a rise in 

depreciation when foreign currency reserves shrink. 

Nigeria 

The ordered logit model performed on Nigeria’s type of exchange rate regime returned two weakly 

significant predictors of interest. The share of agriculture has a low odds ratio, signifying that an increase 

in agricultural production relative to GDP increases the odds of ending up in a fixed exchange regime. On 

the contrary, an increasing share of manufacturing immensely raises the odds of choosing a flexible regime 

in Nigeria (see Table 21).  

In terms of the fixed effects regression, the share of manufacturing raises the rate of depreciation while 

there is no effect on agriculture. Whereas both shares of only weakly significant, the significance of 

manufacturing is in fact supported by the fixed effects findings. It appears as though a higher share of 

manufacturing increases the rate of depreciation, which makes a more flexible currency system more 

favorable. Furthermore, the central bank independence score shows up weakly significant providing 

limited evidence that a higher level of independence actually leads to higher depreciation. Similarly, an 

increasing current account balance is weakly associated with a higher depreciation rate. This finding does 
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not seem to be very plausible since an increasing balance is typically achieved through an export surplus, 

which decreases the pressure to depreciate (compare Table 22). 

Summary of Findings 

Unfortunately, Sierra Leone drops out of all ordered logit models due to a lack of observations on 

exchange rate regimes. By the same token, the picture painted by the depreciation rate remains 

inconclusive (see Table 22). The only significant variables are the central bank independence score, 

legislative and executive elections as well as insurgencies. All in all, there is therefore no empirical case for 

a proper judgement of the political economy influences in Sierra Leone. Table 12: Summary of Results; 

author’s creation below lists the main results in a summarized table.  
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Table 12: Summary of Results; author’s creation 

 Level Findings 
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Business 
Interest 

▪ Overall, an increase in services relative to GDP increases the 
likelihood of choosing a fixed exchange rate regime.  

▪ Agriculture and manufacturing shares are without significance 

Economic 
▪ GDP growth decreases the likelihood of a flexible system in favor 

of a peg  
▪ A depletion of currency reserves is associated with depreciation 

Political 
▪ Proportional representation electoral systems increase the odds 

of fixing while majoritarian electoral systems tend to accelerate 
the rate of depreciation 

▪ Right-wing governments tend toward fixed whereas left-wing 
governments strictly prefer flexible systems 

▪ With Insurgencies, governments are more likely to adopt flexible 
exchange rate regimes 
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Ghana 
▪ Business interests exert no conclusive effect 
▪ Right-wing partisanship have only been engaging in crawling 

pegs in the past 
▪ An insurgency has always led to a freely falling exchange rate 

regime 

Gambia 
▪ Agriculture leads to flexible regimes 
▪ Services increase the likelihood of flexible systems 
▪ Dictatorships are associated with a crawling peg (fixed system), 

which is confirmed by a lower rate of depreciation 
▪ Currency reserve depletion is associated with depreciation 

Guinea 
▪ Business interests exert no conclusive effect on regimes or 

depreciation rates 

Liberia 
▪ Business interests exert no conclusive effect 
▪ Higher levels of external debt increase the rate of depreciation 
▪ Currency reserve depletion is associated with depreciation 

Nigeria 
▪ An increasing share of agriculture raises the odds of a fixed 

system 
▪ Higher shares of manufacturing increase the odds of a flexible 

exchange rate system, supported by a higher rate of depreciation  
▪ A more independent central bank and higher current account 

balance tend to raise the rate of depreciation 

Sierra Leone ▪ Not enough data to draw conclusive results 
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V. Discussion of Results 

After the examination of results, it is time to take a step back and evaluate the implications of this paper’s 

findings. There is no convincing argument claiming that exchange rate regimes are a policy domain that is 

left entirely to economic sensibility and technocratic administration. Exchange rates affect the livelihoods 

and profitability of a range of actors in society to a varying degree. So, why should real actors not attempt 

to lobby for one regime or the other? This paper set out to seek evidence that business interests drive the 

establishment of different currency systems. For this reason, I identified three different actors, namely 

agricultural goods producers, manufacturers and service suppliers and tried to proxy their respective 

bargaining power. The analysis hinges upon the assumption that the higher the value-added share in the 

overall economy, the more dominantly a business group can actualize their favored exchange rate regime. 

In this section, I would like to reflect upon the findings and present a narrative of the political economy 

factors that determine exchange rates in West Africa. As mentioned in section III, this paper does not claim 

to have uncovered causal pathways that are set in stone and externally valid. Rather, I understand that 

the knowledge generated is most likely contextually bound to the sample countries in the West African 

Monetary Zone. With this limitation in mind, however, I believe I have identified effects that provide a 

reasonable account of the historic developments in West Africa’s exchange rate establishment. One can 

make the substantiated claim that the business community and political economic factors on the whole 

need to be considered in order to accomplish the phase-in of an ultimately fixed exchange rate. The next 

paragraphs comment on the limitations to this paper’s approach and explain how and where this 

contribution opens up avenues for further research. 

 

 Exchange Rate Regime Choices in West Africa   

The data has shown that there are stark differences in the evolution and importance of agriculture, 

manufacturing and services in the different economies in West Africa. This thesis has taken this finding as 

indicative for an analysis of how a change in bargaining power in a different sector affects the choice of 

exchange rate regimes heterogeneously. Indeed, the overall regression indicates that companies in the 

business of service provision prefer pegged exchange rates. This may be due to a bias for a stronger 
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currency that companies seek in order to better account for input prices as well as reap potential 

investment opportunities. Whilst present on the consolidated level, this finding was not significantly 

confirmed in the country-by-country analysis. Gambia even shows a tendency to adopt flexible regimes 

for an increasing share of services. The result is driven by a few observations that are placed in more 

flexible systems at relatively high shares of services showing that the individual time-series dimension 

seems rather short. Still, this brings to bear that these exact differences on the country-level need to be 

scrutinized more carefully in future. 

Contrariwise, agriculture business interests show no overall effect on the choice of exchange rate regime. 

In Gambia, some evidence points to the fact that agricultural interests prefer flexible regimes, while the 

Nigerian experience provides the exact opposite conclusion. This conundrum may well be explained by a 

variation of the bargaining power across but also within the different countries. In Nigeria, the agricultural 

sector has received negligible attention since the discovery and commercialization of oil whereas 

agriculture is vastly more important in Gambia. Furthermore, agricultural products are increasingly using 

imported tradables as inputs whilst selling to international markets. Thus, in the agriculture sector, 

opposing interests for the type of regime coexist within a country while different lobbies may have 

contrasting levels of bargaining power in different countries.  

By the same token, manufacturing business interests are insignificant in the overall regression. An 

explanation could be that manufacturers are in a similar quandary to agricultural producers; both desiring 

cheaper input imports but having to stay competitive through continuous depreciations. In fact, only 

Nigeria shows evidence of a manufacturing lobby that pushes for flexible exchange rates. This could stem 

from the fact that although Nigeria’s mean share of manufacturing value added remains low, the country 

hosts global players (like the Dangote Group Conglomerate) whose sheer size certainly empower them to 

have a potentially more decisive influence on policy-making than is the case in other West African 

countries.  

In terms of economic influencers, GDP growth is a surprisingly robust indicator for higher odds of fixing. 

An accumulation of currency reserves is likewise associated with a currency appreciation, which the 

experiences of Gambia and Liberia confirm. However, the role of economics seems overstated. Most 

control variables turned out insignificant with little variation on the country-level. In Liberia, higher levels 

of debt actually correlate with a higher depreciation rate, although only with a marginal effect while 
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Nigeria’s depreciation rate is accelerated by a more independent central bank as well as a higher current 

account balance. 

Political factors are shown to account much more strongly for the variation of exchange rate regimes. 

Overall, proportional representation systems are shown to increase the odds of fixing. This finding is 

insofar unexpected as Bernhard & Leblang (1999) predict that multi-party governments – that are the 

typical outcome of a proportionally representative system – prefer flexible exchange rates in order to cater 

to the particular interests of different groups in society. The relationship does not seem to hold in the 

West African context. However, the political orientation of government has a role to play. Right-wing 

governments actually prefer fixed exchange rates as confirmed in the case of Ghana. On the other hand, 

leftist-oriented governments strictly prefer flexible currency arrangements. Similarly, settings of 

insurgency are shown to induce governments to abandon pegged regimes for their flexible counterparts, 

which the case of Ghana also supports. Finally, evidence from Gambia suggests that dictatorships tend to 

rely more on regimes that have a pegged exchange rate in expectation of a lower inflation rate.  

In summary, evidence proliferates that political economy factors besides purely economic considerations 

influence the exchange rate regimes in West Africa. Looking at the WAMZ objective to phase-in the 

common currency, this offers a potential explanation for why the governments have postponed the 

introduction of the “eco” for some time. It is not just macroeconomic interests that have the prerogative 

over policies about the exchange rates. For a successful launch of a monetary union, policy-makers will 

have to make peace and offer compensatory mechanisms to the business community as well. While 

companies in the service business may welcome the common currency, manufacturers as well as 

agricultural producers seemingly have special interest groups in their ranks that would oppose the union 

plans. On the other hand, the political dynamics are decisive, too. Although right-wing governments seem 

to be in favor, left-wing governments will be difficult to win over for the idea of a currency union.  

 

 Limitations & Further Areas of Research 

Conform with the critical realist tradition, it is all the more important to recognize the limitations of the 

implicit and explicit assumptions as well as the contextuality of the produced knowledge. To be indistinctly 
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clear on this matter, this paper does not make any claims as to the causality of the uncovered effects. 

However, it undergoes an attempt to control for as many endogenous circumstances as possible even in 

the absence of complete and high-quality data. With these limitations in mind, this paper uncovers 

evidence that exchange rate regime policy in the West African Monetary Zone is driven by political 

considerations as well as special business interests. Macroeconomic impacts have only played a 

subordinated role.  

Nevertheless, this study is limited in its definition of business interests as it proxies the agricultural, 

manufacturing and service sectors. Potentially strong variation within these sectors have only been 

addressed in a hypothetical way, which is a major shortcoming of this paper’s approach. Remarkably, the 

bargaining power of different interest groups and their effect on exchange rate regimes is a highly 

interesting and relevant subject for future research. In particular, the link between the formulation of their 

policy preferences and the pass-through to government institutions needs to be further fleshed out. That 

way, the strong assumption that each business interest’s lobbying power is proportionately represented 

by their respective share in economic activity, can better be examined. If indeed the assumption 

approximates aggregate effects well, this would be great news for this paper. However, in the event that 

groups from the same business sector actually compete for entirely dichotomized exchange rate regimes, 

the assumption would be rendered invalid.  

Furthermore, the selection bias problem is taken very seriously. By focusing on a selection of countries in 

West Africa, the results only apply to the sample countries over the sample period. Any additional 

generalization would need further research into the effects of political economy factors on exchange rate 

regimes, especially by an expansion of the countries under investigation.  

Another point of concern is most certainly the data imputation method. To date, multiple imputation 

chained equations (MICE) are a yardstick for imputation models. There are no indications that the 

imputation method has failed or even reversed some of the conclusions. However, as knowledge about 

econometrics advances, the MICE may well give way to models that are more theoretically justified rather 

than being based on statistics. In addition, there may be a way of imputing data while still retaining fairly 

tight and correct standard errors allowing for a more refined analysis of treatment effects. 
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Besides, the evidence provided must only be seen as evidence, not causation as these results are only but 

one piece of evidence. In future, any research that seeks to corroborate or challenge these findings will be 

enlightening. There are a number of avenues in the field of political economy that have been left almost 

entirely unexplored. In West Africa and the ECOWAS in particular, a large bloc of former French colonies 

has had a currency union since their independence. From a critical point of view, it could be insightful to 

understand whether or not this regime has made economic sense or if the institution has been a political 

coercion with little benefit. On another note, Helleiner (2003) argues that some economic institutions and 

ideas are more normative than explanatory. As such, it would be appealing to understand how the 

European Monetary Union affected the views of both policymakers as well as the business communities 

with a view towards monetary integration. Whatever the direction of future research, the vast 

opportunities for research are both overwhelming and exciting at the same time.   

VI. Conclusion 

This paper set out to analyze the political economy determinant of exchange rate policy in six countries in 

the ECOWAS whose governments have signed accords to phase-in a currency union in the future. With a 

focus on business interests, I found evidence that political economy factors have indeed played a 

prominent role in shaping exchange rate policies in the region. While the wider literature often focuses on 

economic factors when analyzing exchange rate regime outcomes, this paper was able to triangulate and 

to some extent fuse theories from the realm of economics but also international relations. After merging 

various data sets, the application of a multiple imputation model allowed me to generate a complete and 

unprecedented data base for a number of West African economies. Finally, I was able to apply and test 

these theories in an empirical setting. 

The analysis found that business interests from the agricultural sector favor no particular type of exchange 

rate regime, which is in line with the idea that there are conflicting pressures for both flexible as well as 

fixed regime in the sector. Similarly, manufacturing companies are found not to have a strong preference 

for a particular regime except in the Nigerian case. Here, the bargaining power is supposedly concentrated 

in the hands of some strong players that drive a particular agenda for fixed exchange rates. Organizations 

that are in the service business, however, tend to promote the adoption of fixed currency regimes, which 

may be spurred by a bias against a weak currency and a desire to receive investment finance. Political 

factors are shown to explain a vast amount of the variation in exchange rates. Whereas right-wing 
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governments have a tendency to fix exchange rates, left-wing governments have a strong preference for 

flexible arrangements. Similarly, situations in which civil unrest or otherwise battle-related deaths occur 

the likelihood of abandoning a peg increases significantly. In a nutshell, this thesis concludes that economic 

factors are trumped by political but also business interests that rather form the evolution of fixed vs. 

flexible currency regime. This informs policymakers in West Africa but also in general that political 

economy determinants must be taken seriously when it comes to the choice of exchange rate regime. 
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VIII. Appendix 

 Trajectories of Main Explanatory Variables in time-series (Section III above) 

  
Figure 4: Explanatory Variables series – GHANA 

 
Figure 5: Explanatory Variables series - GUINEA 

 
Figure 6: Explanatory Variables series - GAMBIA 

 
Figure 7: Explanatory Variable series - NIGERIA 

 
Figure 8: Explanatory Variables Series - LIBERIA 

 
Figure 9: Explanatory Variables Series – SIERRA LEONE 
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 Verifying the Parallel Regression Assumption 

Table 13: Comparison of Multinomial Logit and Ordered Logit Results – Full Output 

 Multinomial Logit Ordered Logit 
VARIABLES 1 2 3 4 5 6 Dep. Var: Regime 

        
agric_va 0.960*  0.838*** 1.000 0.938** 1.156*** 0.984 
 (0.0200)  (0.0308) (0.0374) (0.0280) (0.0457) (0.0147) 
manufact_va 0.874  1.283* 1.418** 1.566*** 1.075 1.270*** 
 (0.100)  (0.182) (0.225) (0.246) (0.209) (0.0798) 
service_va 1.125***  0.916*** 0.883 0.834*** 0.815** 0.948*** 
 (0.0244)  (0.0250) (0.0555) (0.0525) (0.0759) (0.0161) 
        
Constant 40.20**  97,110*** 0.0404 117.5* 2.20e-07***  
 (60.05)  (190,533) (0.150) (313.8) (1.04e-06)  
Constant cut1       0.0198*** 
       (0.0210) 
Constant cut2       0.295 
       (0.251) 
Constant cut3       1.325 
       (0.985) 
Constant cut4       2.249 
       (1.736) 
Constant cut5       9.543*** 
       (7.045) 
        
Observations 161 161 161 161 161 161 161 

Robust seeform in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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 Testing for Linear Dependence & Outliers (Section III above) 

 

Figure 10: scatterplot plotting covariates against outcome variable 

The simple scatterplot shows no sign of non-linearity but two outliers (that are consequently removed from 

the regression) 
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 Convergence Graphs for Imputed Data Sets (Imputation Process above)   

 
Figure 11: Mean of Imputed Values 

The Graph shows the mean of different imputations signifying that the mean is indeed converging. 

 
Figure 12: Standard Deviation of Imputed Values 

The Graph shows the mean of different imputations signifying that the standard deviation is indeed 

converging. 
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 Summary Statistics 

 
Figure 13: Rate of Depreciation (including hyperinflation) 

The graphs include four hyperinflation episodes in Ghana (1984,307%), Guinea (1986, 1270%), Liberia 

(1997, 823%) and Nigeria (1999, 321%), which masks the overall volatility 
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Figure 14: Frequencies of Exchange Rate Regimes for all countries in WAMZ (1980-2015) 

 

 
Figure 15: Frequency of Exchange Rate Regime by country* 

*As Sierra Leone only has very few regime observations, it was disregarded in the ordered logit analysis. 
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Table 14: Summary Statistics of Exchange Rates (in Local Currency Unit against USD) & year-on-year Rate of Depreciation (in %) 

Summary Statistics 
Country Variable Obs. Mean Std. Dev. Min. Max. 

Ghana (GHA) Local Exchange Rate 36 0.6 0.7 0.00027 2.3 

Depreciation Rate 36 36.3 61.6 0 307.6 

Guinea (GIN) Local Exchange Rate 36 2361.1 2453.9 19.0 7485.5 

Depreciation Rate 36 45.8 210.4 -18.5 1270.4 

Gambia (GMB) Local Exchange Rate 36 16.5 12.4 1.7 47.5 

Depreciation Rate 36 10.4 16.4 -11.4 77.8 

Liberia (LBR) Local Exchange Rate 36 53.4 14.8 5.5 86.2 

Depreciation Rate 36 22.3 138.3 -89.0 823.2 

Nigeria (NGA) Local Exchange Rate 36 69.4 66.3 0.5 192.4 

Depreciation Rate 36 24.4 58.9 -9.5 321.9 

Sierra Leone 

(SLE) 

Local Exchange Rate 36 1703.3 1649.7 1.0 5080.7 

Depreciation Rate 36 33.0 49.4 -5.1 215.9 
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 Regression Results 

i. Consolidated WAMZ Models 

Table 15: Regression Results for Consolidated Ordered Logit Model; Dependent Variable: Exchange Rate Regime; Odds Ratios 

 (1) (2) (3) (4) 
VARIABLES Regime Regime Regime Regime 

     
L.agric_va 0.977* 0.962 0.999 1.019 
 (0.0134) (0.0995) (0.0140) (0.0268) 
L.manufact_va 1.227*** 0.451 1.173** 1.096 
 (0.0859) (0.352) (0.0779) (0.156) 
L.service_va 0.951*** 1.055 0.966** 0.884*** 
 (0.0168) (0.148) (0.0135) (0.0268) 

L.cbi_raw  0  0.806 
  (0)  (1.903) 
L.ca_balance  0.915  0.991 
  (0.0634)  (0.0243) 
L.pos_ca  1.031  0.898 
  (1.564)  (0.596) 
L.for_reserves  1.312  1.002 
  (0.384)  (0.00973) 
L.rir  1.069**  0.994 
  (0.0311)  (0.0210) 
L.high_rir  omitted  0.532 
    (0.345) 
L.ln_inflation  3.817  0.852 
  (3.428)  (0.349) 
L.hyperinflation  0.473  0.708 
  (0.861)  (0.485) 
L.gdp_growth  0.921  0.899*** 
  (0.0703)  (0.0319) 
L.tot_adjrate  0.921  1.000 
  (0.0788)  (0.000127) 
L.trade_share  0.969  0.991 
  (0.0531)  (0.0102) 
L.high_trade  6.421  0.471 
  (12.76)  (0.300) 
L.debt_ext  1.001  0.998 
  (0.0123)  (0.00264) 
dictator  112,074  0.503 
  (883,888)  (0.420) 
regime_stability  0.131  0.771 
  (0.171)  (0.339) 
prop_reprentation  262,090  0.309* 
  (2.280e+06)  (0.200) 
majoritarian  1.86e-07***  1.547 
  (8.29e-07)  (1.212) 
Right.partisanship  1.614e+12***  0.227** 
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  (1.380e+13)  (0.132) 
Left.partisanship  7.764e+12***  309.4*** 
  (5.508e+13)  (453.9) 
legis_election  77.47  1.155 
  (274.1)  (0.462) 
exec_election  0.0348  0.939 
  (0.117)  (0.359) 
insurgency  2.282  5.283*** 
  (3.082)  (3.107) 
     
Constant cut5 7.584***  7.020*** 0.0748 
 (5.604)  (4.946) (0.211) 
Constant cut1 0.0131*** 0.000675 0.0471*** 5.26e-05*** 
 (0.0141) (0.00798) (0.0429) (0.000155) 
Constant cut2 0.219* 0.142 0.571 0.00163** 
 (0.186) (1.642) (0.418) (0.00474) 
Constant cut3 0.963 0.602 2.001 0.0121 
 (0.706) (6.947) (1.351) (0.0346) 
Constant cut4 1.588 6.571 3.009 0.0228 
 (1.219) (75.20) (2.127) (0.0653) 
     
Observations 156 73 175 175 
Robust SE? YES YES YES YES 
Imputation? NO NO YES YES 
Excluding SLE? YES YES YES YES 
Nonlinear Eff.? NO YES NO YES 

Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 

 

Table 16: Regression Results for Consolidated Fixed Effects Regression; Dependent Variable: Depreciation Rate 

 (1) (2) (3) (4) 
VARIABLES depreciation_rate depreciation_rate depreciation_rate depreciation_rate 

     
L.agric_va 0.562* 1.270** 0.544* 0.256 
 (0.286) (0.487) (0.301) (0.422) 
L.manufact_va 2.388** 1.462 2.050 0.161 
 (1.191) (1.784) (1.291) (1.534) 
L.service_va 0.541* -0.138 0.667** 0.481 
 (0.305) (0.447) (0.320) (0.392) 

L.cbi_raw  -90.19  20.27 
  (132.8)  (41.39) 
L.ca_balance  0.150  0.379 
  (0.235)  (0.267) 
L.pos_ca  21.39***  10.45 
  (6.809)  (8.041) 
L.for_reserves  2.359***  0.282** 
  (0.341)  (0.129) 
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L.rir  0.129  -0.147 
  (0.170)  (0.182) 
oL.high_rir  0   
  (0)   
L.ln_inflation  -13.51***  -1.753 
  (4.392)  (3.511) 
L.hyperinflation  19.47*  -3.885 
  (10.03)  (7.670) 
L.gdp_growth  -0.558  -0.328 
  (0.395)  (0.240) 
L.tot_adjrate  -0.0767  5.28e-05 
  (0.195)  (0.00292) 
L.trade_share  -0.152  -0.00591 
  (0.130)  (0.0889) 
L.high_trade  -5.060  -0.482 
  (8.321)  (7.532) 
L.debt_ext  -0.0206  -0.0103 
  (0.0239)  (0.0191) 
dictator  6.902  17.58** 
  (11.42)  (7.928) 
regime_stability  -3.701  4.151 
  (5.601)  (5.139) 
prop_reprentation  -5.796  2.257 
  (14.65)  (8.986) 
majoritarian  -3.288  23.14*** 
  (13.93)  (7.429) 
Right.partisanship  -2.638  -39.87*** 
  (24.16)  (12.92) 
Left.partisanship  13.35  4.127 
  (9.883)  (9.725) 
legis_election  -9.543  4.101 
  (8.275)  (7.359) 
exec_election  2.274  -3.347 
  (7.944)  (7.169) 
insurgency  15.20*  8.969 
  (7.775)  (7.369) 
L.high_rir    7.577 
    (9.337) 
Constant -38.18* 45.48 -39.72* -38.45 
 (21.94) (72.44) (23.45) (41.92) 
     
Observations 188 102 206 206 
R-squared 0.038 0.654   
Country FE? YES YES YES YES 
Year FE? YES YES YES YES 
Imputation? YES YES YES YES 
Nonlinear Eff.? NO YES NO YES 

Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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ii. Individual Limited Models11 

Ghana & Gambia 

Table 17: Ordered Logit Regression on Ghana (1-2) & Gambia (3-4); Limited Model 

 (1) (2) (3) (4) 
VARIABLES Regime Ghana Regime Ghana Regime Gambia Regime Gambia 

     
L.agric_va 2.001 1.071 4.898** 4.898** 
 (1.391) (0.605) (3.059) (3.059) 
L.manufact_va 0.765 1.569 4.024 4.024 
 (0.653) (1.584) (4.604) (4.604) 
L.service_va 0.360 0.441 1.975* 1.975* 
 (0.233) (0.326) (0.804) (0.804) 

L.ca_balance 0.673 0.459   
 (0.257) (0.259)   
L.for_reserves 0.0879 0.121   
 (0.140) (0.200)   
L.ln_inflation 0.210 13.42 0.636 0.636 
 (0.584) (40.09) (0.523) (0.523) 
L.gdp_growth 0.911 1.564 0.833 0.833 
 (0.331) (0.797) (0.170) (0.170) 
dictator 0.536 192.9 1.22e-06*** 1.22e-06*** 
 (2.208) (1,825) (2.79e-06) (2.79e-06) 
regime_stability 0.104 0.0696   
 (0.292) (0.163)   
Right.partisanship 0*** 0*   
 (0) (0)   
legis_election 12.69 4.036   
 (19.74) (8.937)   
insurgency 1.069e+06* 1.227e+14*** 4.700e+10*** 4.700e+10*** 
 (8.606e+06) (1.163e+15) (8.782e+10) (8.782e+10) 
L.rir   0.964 0.964 
   (0.0512) (0.0512) 
Constant cut1 0* 0 3.611e+38** 3.611e+38** 
 (0) (0) (1.628e+40) (1.628e+40) 
Constant cut2 2.36e-07 0.000302 1.386e+40** 1.386e+40** 
 (5.29e-06) (0.0130) (6.307e+41) (6.307e+41) 
Constant cut3 1.13e-06 0.00170 2.622e+40** 2.622e+40** 
 (2.52e-05) (0.0733) (1.195e+42) (1.195e+42) 
Observations 33 35 35 35 
Robust SE? YES YES YES YES 
Imputation? NO YES NO YES 

Robust se form in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 

                                                           
11 Limited model means that I had to drop the least significant variables for the ordered logit models since the 
maximum likelihood estimation could not converge otherwise due to the limited observation count (35 years only). 
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Table 18: Fixed Effects Regression on Ghana (1-2) & Gambia (3-4) 

 (1) (2) (3) (4) 
VARIABLES Depreciation 

Rate Ghana 
Depreciation 
Rate Ghana 

Depreciation 
Rate Gambia 

Depreciation 
Rate Gambia 

     
L.agric_va -2.372 -1.072 1.071 2.035 
 (2.621) (2.795) (0.969) (1.249) 
L.manufact_va -9.190 -6.480 -6.268** -2.067 
 (10.85) (11.87) (2.282) (2.708) 
L.service_va -2.733 -2.219 1.946** 2.623*** 
 (4.873) (3.912) (0.645) (0.719) 

L.cbi_raw -138.8 -115.9   
 (226.3) (220.2)   
L.ca_balance 0.610 -0.794 -0.724 0.0214 
 (6.196) (4.648) (0.525) (0.520) 
L.for_reserves 1.356 1.027 1.792*** 1.980*** 
 (14.95) (4.786) (0.269) (0.364) 
L.rir  -0.0218 -0.110 -0.0480 
  (1.112) (0.138) (0.184) 
L.ln_inflation -38.80* -26.99 3.722 3.765 
 (18.63) (24.16) (3.641) (3.746) 
L.gdp_growth -3.128 -1.563 -0.851 -0.961 
 (4.203) (5.481) (0.603) (0.687) 
L.tot_adjrate  0.000171 -4.623 -1.800 
  (0.00631) (2.988) (3.750) 
L.trade_share -0.478 -0.594 0.127 0.0203 
 (0.970) (1.047) (0.201) (0.259) 
L.debt_ext 0.0947 0.107 -0.344** -0.265* 
 (1.251) (0.943) (0.127) (0.151) 
dictator 41.42 21.58 -12.80 -21.28** 
 (31.43) (40.64) (8.487) (9.751) 
regime_stability -11.24 -10.14 0.0891 -6.266 
 (34.48) (29.95) (4.302) (5.512) 
     
Left.partisanship   -10.29 -22.66 
   (10.54) (13.18) 
legis_election 2.811 6.880 -3.790 -2.244 
 (17.89) (16.55) (4.655) (5.321) 
exec_election   -2.327 -1.547 
   (4.626) (5.653) 
insurgency 46.90 77.62 -9.241 4.898 
 (97.97) (139.0) (14.44) (18.82) 
L.cbi_raw -138.8 -115.9   
 (226.3) (220.2)   
Right.partisanship -1.816 2.278   
 (45.45) (56.15)   
Constant 498.1 356.8 -72.76 -156.3** 
 (465.8) (433.5) (56.16) (66.10) 
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Observations 33 34 28 35 
R-squared 0.646  0.941  
Country FE? YES YES YES YES 
Year FE? YES YES YES YES 
Imputation? NO YES NO YES 

Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 

 

Guinea & Liberia 

 
Table 19: Ordered Logit Regression on Guinea (1-2) & Liberia (3-4); Limited Model 

 (1) (2) (3) (4) 
VARIABLES Regime Guinea Regime Guinea Regime Liberia Regime Liberia 

     
L.agric_va 0.461 0.422 2.219 1.354 
 (0.236) (1.266) (1.278) (0.490) 
L.manufact_va 19.04* 11.40 0.196** 1.469 
 (31.37) (148.9) (0.133) (1.874) 
L.service_va 0.540** 0.494 2.307 1.401 
 (0.169) (1.265) (1.657) (0.567) 

L.ca_balance  1.086  0.956 
  (0.869)  (0.0540) 
L.for_reserves    1.006 
    (0.0217) 
L.rir    0.905 
    (0.103) 
L.ln_inflation  34.77  0.820 
  (645.3)  (1.458) 
L.gdp_growth 0.238** 0.0190  0.904 
 (0.174) (0.387)  (0.0744) 
L.trade_share    0.993 
    (0.0423) 
dictator 0.000296** 4.54e-05 0.408 0.0520 
 (0.00103) (0.00193) (0.854) (0.155) 
regime_stability  176.7  2.048 
  (4,780)  (6.694) 
prop_reprentation    0.261 
    (2.829) 
majoritarian    0.0129 
    (0.0603) 
insurgency 2.874e+08*** 105.9  6.133 
 (4.254e+08) (800.3)  (24.32) 
Right.partisanship  0.0439   
  (2.101)   
Constant cut3  9.58e-09   
  (4.20e-07)   
Constant cut1 0* 0 2.969e+26 2.988e+09 
 (0) (0) (1.616e+28) (1.000e+11) 
Constant cut2 0* 0 2.988e+31 1.874e+12 
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 (0) (0) (1.746e+33) (6.684e+13) 
     
Observations 27 35 26 35 
Robust SE? YES YES YES YES 
Imputation? NO YES NO YES 

Robust se form in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 

 

Table 20: Fixed Effects Regression on Guinea (1-2) & Liberia (3-4) 

 (1) (3) (3) (4) 
VARIABLES Depreciation Rate 

Guinea 
Depreciation Rate 

Guinea 
Depreciation Rate 

Liberia 
Depreciation Rate 

Liberia 

     
L.agric_va -0.499 -9.551 -0.928 -1.310 
 (1.142) (33.45) (0.940) (0.792) 
L.manufact_va 0.839 46.83 8.279** 2.143 
 (3.739) (91.29) (3.247) (2.533) 
L.service_va -0.629 4.507 0.843 0.530 
 (0.792) (19.25) (1.331) (1.159) 

L.cbi_raw 4.392    
 (22.47)    
L.ca_balance -0.130 3.346  0.169 
 (0.491) (13.35)  (0.202) 
L.gdp_growth -0.583 8.410 -0.361 -0.331 
 (1.268) (23.73) (0.206) (0.218) 
L.tot_adjrate 88.66* -116.9  -0.00295 
 (41.09) (886.3)  (0.0120) 
L.trade_share -0.928*** -1.100  0.130 
 (0.240) (7.936)  (0.0821) 
L.debt_ext -0.225 0.931 0.0268 0.0338** 
 (0.123) (3.348) (0.0158) (0.0152) 
dictator 2.504 22.48 1.395 7.142 
 (6.740) (220.2) (14.17) (12.48) 
regime_stability 2.269 99.20 -13.44 -11.64 
 (9.003) (136.5) (12.65) (11.63) 
prop_reprentation 5.161 34.54 55.16* 59.51* 
 (9.702) (260.3) (25.92) (28.77) 
legis_election 2.398 12.36 -5.685 -7.179 
 (5.640) (139.0) (11.97) (10.70) 
exec_election -2.233 -25.69   
 (4.124) (101.1)   
insurgency 13.94** 20.10 -14.07 -15.21 
 (5.870) (174.2) (16.73) (10.91) 
L.for_reserves  1.615 0.187* 0.226** 
  (3.466) (0.0963) (0.0904) 
L.rir  -1.213 -0.122 -0.0539 
  (8.720) (0.541) (0.431) 
majoritarian   17.49 19.33 
   (18.38) (14.87) 
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L.ln_inflation  -15.01  0.167 
  (66.08)  (4.551) 
Left.partisanship  -4.808   
  (340.1)   
Constant 106.3 -227.6 -39.32 -4.328 
 (79.07) (1,842) (92.28) (79.33) 
     
Observations 24 35 26 34 
R-squared 0.884  0.826  
Country FE? YES YES YES YES 
Year FE? YES YES YES YES 
Imputation? NO YES NO YES 

Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 

Nigeria & Sierra Leone12 

Table 21: Ordered Logit Regression on Nigeria; Limited Model 

 (1) (2) 
VARIABLES Regime Nigeria Regime Nigeria 

   
L.agric_va 0.578* 0.588* 
 (0.169) (0.169) 
L.manufact_va 12.18 9.423* 
 (20.41) (12.63) 
L.service_va 0.533 0.673 
 (0.402) (0.438) 

L.ca_balance 0.811 0.955 
 (0.161) (0.360) 
L.rir  1.087 
  (0.130) 
L.ln_inflation 0.717 3.259 
 (0.775) (7.773) 
L.gdp_growth 1.064 0.884 
 (0.174) (0.305) 
dictator 1.858e+06 1.115e+10 
 (3.229e+07) (2.151e+11) 
regime_stability 0.441 0.196 
 (0.567) (0.373) 
prop_reprentation 159.9 660,421 
 (3,049) (1.316e+07) 
legis_election 14.89 13.58 
 (66.71) (59.68) 
insurgency 0.105 3.811 
 (0.317) (23.49) 
Constant cut1 0.00560 152,484 
 (0.140) (4.535e+06) 

                                                           
12 Exchange rate regime data for Sierra Leone is highly limited (14 years), which is why no individual level ordered 
logit can be performed. 
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Constant cut2 0.0136 388,084 
 (0.338) (1.153e+07) 
   
Observations 34 35 
Robust SE? YES YES 
Imputation? NO YES 

Robust se form in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 

 

Table 22: Fixed Effects Regression on Nigeria (1-2) & Sierra Leone (3-4) 

 (1) (2) (3) (4) 
VARIABLES Depreciation Rate 

Nigeria 
Depreciation Rate 

Nigeria 
Depreciation Rate 

Sierra Leone 
Depreciation Rate 

Sierra Leone 

     
L.agric_va 2.337 2.344 4.487 2.761 
 (1.717) (1.769) (3.688) (3.849) 
L.manufact_va 29.79** 25.20** 0.150 -2.392 
 (10.54) (10.53) (9.075) (12.84) 
L.service_va -3.717 -2.745 -4.171 5.324 
 (2.810) (2.829) (5.934) (3.294) 

L.cbi_raw 629.1** 538.8* -6,542 12,162** 
 (291.3) (294.3) (8,166) (4,868) 
L.ca_balance 2.773** 2.684* 0.130 1.533 
 (1.290) (1.321) (1.313) (1.355) 
L.for_reserves -1.487 -0.512 2.760** 2.244* 
 (5.233) (5.335) (0.923) (1.228) 
L.rir -0.293 -0.259 0.279 -1.079 
 (0.436) (0.445) (1.187) (0.850) 
L.ln_inflation -3.296 -5.052 -28.45 16.41 
 (10.49) (10.62) (28.67) (18.57) 
L.gdp_growth 0.414 0.384 -1.418 0.0729 
 (0.928) (0.948) (1.108) (1.232) 
L.tot_adjrate -1.469 -1.435 -0.565 1.006 
 (1.160) (1.163) (0.979) (0.639) 
L.trade_share 0.912 0.872 1.905 -2.515 
 (0.889) (0.912) (1.722) (1.464) 
L.debt_ext 0.111 0.116 -0.123 -0.304 
 (0.204) (0.206) (0.601) (0.366) 
dictator 4.448 0.865 135.5 -22.87 
 (32.62) (33.61) (89.51) (73.44) 
regime_stability 12.49 13.62 -37.28 -29.96 
 (15.50) (15.65) (26.37) (33.51) 
majoritarian -48.43 -50.89 53.00 -67.62 
 (50.49) (52.21) (74.86) (66.09) 
legis_election 3.448 0.910 -42.45 62.29** 
 (17.28) (17.51) (40.43) (26.34) 
insurgency 2.599 3.497 -28.09 150.7* 
 (15.65) (15.83) (118.1) (72.37) 
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prop_reprentation   73.99 -72.10 
   (75.65) (54.68) 
Left.partisanship   0.804 -24.54 
   (70.03) (65.39) 
exec_election   48.75 -82.73* 
   (63.18) (41.01) 
Constant -462.8** -415.2* 4,483 -8,723** 
 (204.7) (208.9) (5,903) (3,464) 
     
Observations 33 34 30 35 
R-squared 0.710  0.891  
Country FE? YES YES YES YES 
Year FE? YES YES YES YES 
Imputation? NO YES NO YES 

Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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