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This research investigates what kind of combination of monetary policy and
exchange rate regime each country should choose in West Africa to create a regional common currency area.
At this stage, each country has a different combination of monetary policy and exchange rate regime. The
empirical results indicate that there is no regional common combination which is beneficial for all
member countries to eliminate the negative impacts of the external shocks facing their economies. To cope
with positive shocks to inflation, the inflation targeting (chosen by Ghana) seems to dominate the
currency board regime (chosen by the CFA franc zone members) as a strategy.

Moreover, the empirical results show that African stock markets are most severely affected by spillovers
from global markets. Thus, the creation of a regional common stock exchanges in West Africa turns out to
be desirable to mitigate global financial stability risks.
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