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Abstract 
In an economic context characterized by significant fiscal imbalances and sec-
ular stagnation in WAEMU countries, some economists advocate using money 
to influence real economic activity. The aim of this paper is to analyze the neu-
trality of money in WAEMU countries. To address this issue, we set up a 2-lag 
SVAR dynamic model with short-term constraints to assess the responses of 
output growth rate, inflation rate and real interest rate to monetary shocks. The 
results of our estimations show that money is weakly active in the union coun-
tries, due to the long lags between monetary policy action and its impact on 
output. In addition, we find that inflation rates in WAEMU countries are 
highly sensitive to monetary shocks, which means that the effective growth re-
sulting from the monetary shock cannot be sustained. The transmission of 
these shocks on the inflation rate and output growth rate is only partial, since 
the pass-through coefficients of the money supply are less than unity in all 
countries. This study suggests that the political and economic independence of 
the Central Bank should be strengthened, so that monetary policy is not used 
for opportunistic purposes. 
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1. Introduction 

In his 1970 monetary proposals, Friedman analyzed the economy’s reactions to 
monetary shocks and argued:  
• “There is a stable relationship between the rate of growth of the money supply 

and the rate of growth of nominal income; 
• however, this relationship is not obvious because there is a time lag between 

money growth and nominal income growth; 
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• on average, however, the lag between money growth and nominal income 
growth can range from six to nine months; 

• after a further lag of six to nine months, however, the effects of money growth 
are reflected in prices.”1 

Friedman’s proposals illustrate a weak dichotomy between the real and mone-
tary sectors. Because of adaptive expectations and the fact that economic agents 
are victims of monetary illusion in the short term, but not in the long term, Fried-
man considers that variations in the money supply generate short-term variations 
in economic activity, and that the authorities must therefore inject increasing 
quantities of money to amplify the stimulus. Money is therefore active in the short 
term, but neutral in the long term.   

However, another approach supports the thesis of the strong dichotomy be-
tween the real and monetary spheres, defended in the quantitative theory of 
money, from J. Bodin (1530 to 1596) in the 16th century to I. Fisher (1867-1947) 
in 1911. According to quantitative economists, money only affects absolute prices, 
i.e., the general price level, and not relative prices. Money is therefore neutral in 
relation to the real economy. From the point of view of economic policy, this con-
clusion means that it makes no sense to affect the functioning of the real economy 
by acting on money. Today, this thesis is defended by the New Classical School, 
which is attempting to revive the quantitative theory of money, admitting that 
money is neutral in both the short and long term. Any expansionary monetary 
policy would therefore be ineffective, due to the rational expectations of economic 
agents who anticipate inflationary effects. These conclusions justify the introduc-
tion of economic policy rules in many countries, which stabilize economic agents’ 
expectations and reduce uncertainty. For these economists, discretionary policies 
are therefore ineffective. 

In developing countries, notably those of the WAEMU, monetary and budget-
ary rules have been adapted over the past few years by public authorities:  
• In December 1999, WAEMU countries adopted the Convergence, Stability, 

Growth and Solidarity Pact, which requires countries to keep inflation below 
3%, maintain a balanced budget, limit debt to 70% of GDP and keep the tax 
burden above 17%; 

• As of January 2015, the modified convergence pact still keeps inflation below 
3%, then sets the budget deficit at 3% of GDP and public debt at 70% of GDP. 

Immediately after COVID, the States of the Union adopted economic recovery 
programs to boost economic activity and reduce youth unemployment. However, 
these stimulus programs have come up against a number of major stumbling 
blocks: 
• the limits imposed by the WAEMU Convergence Pact have been exceeded in 

terms of inflation, prompting the Central Bank to implement strict monetary 
policies by raising key interest rates; 

 

 

1Friedman, M. (1970): The Counter-Revolution in Monetary Theory, Occasional Paper 33, London, 
Institute of Economic Affairs, for the Wincott Foundation. 
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• excessive levels of public debt and deficit are forcing governments to clean up 
their public finances, and they are attempting to contain the growth of their 
operating and public investment expenditure. 

Today, in a context of fiscal adjustment and the reduction of macroeconomic 
imbalances, a real debate is taking place on the use of money to impact the real 
economy and escape from secular stagnation. Based on these developments, we 
address the following question: is money neutral in the WAEMU countries? 

This article is of twofold interest: on the one hand, it enables us to assess the 
relevance of economic policy rules and, on the other hand, to study the need to 
strengthen the independence of the Central Bank in order to achieve a more rig-
orous monetary policy. 

Using a dynamic SVAR model with 2 lags, this study aims to analyze the neu-
trality of money in the WAEMU countries. Three sections will be addressed in the 
remainder of this paper: the second section presents the empirical literature on 
currency neutrality; the third outlines the empirical methodology; and the fourth 
section analyzes the results and policy implications arising from our findings. 

2. An Empirical Review of the Literature 

The analysis of the effects of money on the economy differs according to whether 
money is considered exogenous or endogenous. Some economists, who consider 
money to be a privileged instrument of monetary policy, consider money to be 
exogenous. It is therefore a function of the central bank’s money-supply behavior, 
and has its origins outside economic activity. This analysis was supported by quan-
titative economists (Bodin, Locke, Hume and the Currency school). Other econ-
omists saw money as endogenous, and the supply of money as dependent on the 
behavior of economic agents. Banking school economists agree that money should 
evolve according to the needs of the economy. And integrationist economists, who 
agree with this view, show that the dichotomy between the real and monetary 
spheres is completely irrelevant. 

2.1. Money, a Neutral Instrument 

Kydland and Prescott (1977) show that discretionary monetary policy leads to 
time inconsistency and inflationary bias. In the long term, it accentuates economic 
imbalances. These authors raise a number of points to explain the ineffectiveness 
of monetary policy: 
• any increase in the money supply to stimulate output growth and combat un-

employment in the short term would be meaningless, as economic agents will 
anticipate higher inflation in the future; this will prompt them to adjust their 
behavior to cope with the authorities’ future actions; 

• the more agents’ expectations are fulfilled, the higher the inflation rate be-
comes, which means that actual growth cannot be sustained. 

In their work, Barro and Gordon (1983) propose that central banks commit to 
an inflation target in order to reduce the inefficiency of monetary policy. Their 
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main idea is based on the notion of discretionary and reputational regimes in 
money management. In a discretionary regime, the central bank may be tempted 
to print more money and create inflation surprise. Monetary rules that fix the 
growth of money or target the rate of inflation would limit the discretionary ca-
pacity of monetary authorities. In this dynamic, Barro and Gordon have proposed 
a reputational equilibrium that leads monetary authorities to be cautious in their 
monetary policy so as not to weaken their scope. 

Rogoff (1985) points out that in discretionary monetary regimes, the authorities 
are often tempted to use monetary policy for political ends, such as reducing un-
employment; this encourages inflation. Discretionary policy leads to high and vol-
atile inflation in the long term. To remove this ambiguity, he advocates the idea 
of a Central Bank totally independent of the government, which could encourage 
an inflationary monetary policy to reduce unemployment. This independence 
would keep inflation low, strengthen the Central Bank’s reputation and align the 
behavior of economic agents with economic policy objectives. 

Aguir (2013), on a study based on 54 developing countries classified by income 
level for the period 1991-2011, shows that inflation is a purely monetary phenom-
enon. He argues that central bank independence keeps inflation at an acceptable 
level, and that this independence does not affect output growth or unemployment. 
He considers money to be neutral in relation to real economic activity, and to 
reduce inflationary bias, it is necessary to strengthen the independence of the Cen-
tral Bank and ensure better coordination between monetary policy and exchange 
rate policy. 

In Bozkurt’s (2018) work carried out in Türkiye and the Shanghai Cooperation 
Organization zone on panel data, the results present a dichotomy between the real 
and monetary sectors, since monetary shocks do not impact real output, real in-
terest rates and real wages. Instead, they affect nominal variables, prices and nom-
inal wages. 

In his work, Kasiwa (2022) distinguishes currency neutrality from super-neu-
trality. In the first case, currency neutrality refers to the fact that changes in the 
currency have no impact on output, employment or the real interest rate. In the 
second, super-neutrality, the growth rate of the money supply has no effect on real 
variables. The results of his work, estimated on an ARIMA model, show that 
money has no impact on short- and long-term production in the Congo. 

2.2. Money as an Active Instrument 

De Grauwe (1999) considers that monetary policy suffers from problems of time 
inconsistency and credibility on the part of the monetary authorities. He believes 
that only a monetary policy that takes economic agents by surprise can have an 
impact on output growth and unemployment. 

Using an impulse-response matching approach to estimate the parameters of 
their model, Christiano et al. (2001) find that monetary policy is not neutral in the 
economy, affecting both nominal and real variables in the short term. However, 
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these results are highly sensitive to economic conditions and the expectations of 
economic agents. 

With the introduction of unconventional monetary policy instruments, Naka-
mura et al. (2013) show in their work the absence of currency neutrality with the 
US Federal Reserve’s use of “forward guidance”. They stipulate that money varies 
real and nominal interest rates and thus impacts output growth in the short term. 

Oloufade (2015), using error-correction and panel VAR models, shows the pos-
itive effects of currency shocks on industrial output in the WAEMU, more specif-
ically in Senegal in the short term and in Côte d’Ivoire in the long term. 

Pastén et al. (2018) challenge the money neutrality thesis and emphasize the 
importance of monetary policy in economic stability and financial market regula-
tion. For these authors, any increase in the money supply translates in the short 
term into higher financial asset prices during strong inflationary periods. 

The work of Brandao-Marques et al. (2020) on a panel of 40 developing coun-
tries demonstrates the absence of monetary neutrality, and shows that positive 
monetary policy shocks have a negative influence on output growth and inflation. 
The extent to which monetary shocks are transmitted is strongly linked to the 
exchange rate in countries pegged to the dollar. 

Using a staggered lag model and a Bayesian vector autoregression model, Gbe-
nou (2021) estimates that upward variations in the money market interest rate 
lead to deflation and have a negative impact on effective growth in WAEMU 
countries. 

Empirical literature remains mixed on the effects of monetary policy on short-
term economic activity. Some studies have attempted to highlight the absence of 
monetary neutrality, and hence the strong dichotomy between the real and mon-
etary sectors. Other works question this dichotomy and show the influence of 
money on short-term economic activity.   

3. Empirical Methodology 
3.1. Model Justification and Choice of Variables 

In order to highlight the dynamic impact of monetary shocks on short-term fluc-
tuations in economic activity, we will use structural VAR (SVAR) methodology 
with short-term constraints. The use of VAR models was introduced into eco-
nomic analysis by Sims in 1980. The idea is based on the observation that macro-
econometric models impose a priori assumptions without any statistical justifica-
tion, and the exogeneity of certain postulated economic policy variables is not 
tested. According to Clément and Germain (1993), in a correctly specified general 
equilibrium model, each variable depends a priori on all the other variables in the 
system, notably through the formation of expectations. This general idea leads to 
the use of VAR models. 

The monetary policy framework of the Banque Centrale des Etats de l’Afrique 
de l’Ouest (BCEAO) is the inflation targeting policy, which stipulates that the av-
erage annual inflation rate must be maintained at a maximum of 3% per year. This 
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policy requires the central bank to use its main monetary policy instrument, the 
interest rate, to achieve its inflation target. When the inflation rate exceeds its tar-
get level, the central bank activates a restrictive monetary policy, which translates 
into a rise in the interest rate, and vice versa. However, for this targeting policy to 
be possible, the currency must be neutral. Since currency neutrality means the 
absence of effects of monetary shocks on real economic variables such as output, 
employment and real interest rates, the model will be built using four economic 
variables: the money supply growth rate (tmm), the real interest rate (tint), the 
inflation rate (tinf) and the output growth rate (tcp); the study period running 
from the first quarter of 1990 to the last quarter of 2022. 

In order for the model to be able to provide information on the lags in the ab-
sorption of monetary shocks, then assess the lags and prevent shocks from being 
permanent, the data must be stationary. In addition, the stationarity procedure 
remedies three pitfalls: 
- the loss of information generated by the trend factor; 
- the appearance of “spurious regressions” biasing the estimates; 
- and the difficulty of assessing model lags. 

The completion of the SVAR model presented for each WAEMU country 
should, however, lead us towards a methodological extension capable of identify-
ing the difficulties linked to cyclical regulation by monetary policy in the States of 
the Union. Taking these dynamics into account is of paramount importance in 
defining the development strategies of the countries of the Union, as well as in the 
orientation of their economic policies. 

3.2. Structural VAR Model Specification 

After studying the stationarity of the series, it is possible to write the dynamic 
theoretical structural form of the model in the following form: 

 AYt = B1Yt−1 + B2Yt−1 + B3Yt−1 + … + BpYt−p + Ut (1) 

where 
A is the (4 × 4) matrix of simultaneity relations between the variables of the 

economy; Yt is the vector of endogenous2 variables composed of the money supply 
growth rate (tmm), the real interest rate (tint), the inflation rate (tinf) and the 
output growth rate (tcp); Bi is the (4 × 4) matrix associated with the lag; Ut is the 
vector of structural residuals of type iid N(0,π) with π, a diagonal (nxn) matrix. 

This assumption implies that the residuals of the model are independent of each 
other and can be considered as orthogonal structural shocks in pairs. 

The reduced form of the above model is given by: 

Yt = A−1B1Yt−1 + A−1B2Yt−2 + A−1B3Yt−3 + … + A−1BpYt−p + A−1Ut 

 Yt = C1Yt−1 + C2Yt−2 + C3Yt−3 + … + CpYt−p + A−1Ut (2) 

This last writing of the structural form constitutes the structural VAR model in 

 

 

2All the variables are stationary in first difference, the variables being in logarithmic form at the start 
of the study. They are therefore in growth rate in the VAR. 
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its general form. For its estimation, it is necessary to determine the optimal num-
ber of shifts, evaluate the parameters of the standard VAR, define the identifying 
constraints and then proceed with the Choleski decomposition of the variance-
covariance matrix of the innovations of the estimated standard VAR. 

a) Estimating delays using information criteria3 
The number of variables in the economy is n = 4. To be able to estimate the 

SVAR, we therefore introduce n(n − 1)/2 constraints, i.e., 4(4 − 1)/2 = 6 short-
term constraints which are linked in particular to slow adjustment phenomena on 
certain economic variables. These adjustments concern the diffusion effects of 
certain measures relating to the growth rate of the money supply and the existence 
of lags in the reaction of output, inflation and interest rates following a variation 
in the growth rate of money. With regard to the arrangement of the variables, the 
classification is made taking into account the objectives of the study and the in-
struments used in the monetary policy framework. The money supply and the 
interest rate are the instruments of monetary policy; inflation growth and output 
growth are the objective variables of the model. Taking into account the lags in 
the reaction of certain variables on others, we can ask: 
- shocks to the output growth rate do not have an instantaneous effect on the 

growth rate of the money supply, the interest rate and the inflation rate (3 con-
straints to be imposed on output growth rate shocks); 

- shocks to the inflation rate do not instantaneously affect the growth rate of the 
money supply and the interest rate (2 constraints to be imposed on inflation 
rate shocks); 

- interest rate shocks do not have an instantaneous impact on the growth rate of 
the money supply (1 constraint to be introduced on interest rate shocks). 

We incorporate the constraints defined above in a triangular form, which jus-
tifies Choleski’s methodology in order to be able to trace them back to the struc-
tural form. The matrix is given by: 

int

inf

1 0 0 0
int 21 1 0 0
inf 31 32 1 0

41 42 43 1

tmm

t

t

tcp

tmm
t C
t C C
tcp C C C

ε
ε
ε
ε

    
    
    = ×     
    
      

 

4. Presentation of Results and Analysis4 

The model adopted is based on four variables: the growth rate of the money supply 
(tmm), the interest rate (tint), the inflation rate (tinf) and the growth rate of out-
put (tcp). 

 

 

3The lags are optimal when the residuals follow a white noise process. After ensuring that the residuals 
follow a white noise process, we can see that the 2-lag VAR captures the dynamics of the economy 
formed by the Yt vector, which makes it possible to estimate the 2-lag SVAR. 
4The confidence intervals in the analysis of the response functions were determined by the Monte 
Carlo method, since the residuals are normal and, moreover, not autocorrelated. Therefore, only the 
cumulative response functions will be commented on here, i.e., the cumulative multipliers or total 
effects. 
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4.1. Calculating the Matrix of Simultaneity Relations 

After ensuring that the structural shocks are normal5 and uncorrelated6, it is pos-
sible to calculate the matrix of simultaneity relationships associated with the var-
ious shocks. Estimation of the instantaneous coefficients (see Appendix 1) gives 
the following results: 

From these results, we can write the matrix of simultaneity relations as follows: 
BENIN 

int

inf

1 0 0 0
int 0.010 1 0 0
inf 0.298 0.376 1 0

0.055 0.133 0.099 1

tmm

t

t

tcp

tmm
t
t
tcp

ε
ε
ε
ε

    
    −     = ×     + −
    

− + −       

 

BURKINA FASO 

int

inf

1 0 0 0
int 0.012 1 0 0
inf 0.097 0.613 1 0

0.055 0.083 0.117 1

tmm

t

t

tcp

tmm
t
t
tcp

ε
ε
ε
ε

    
    −     = ×     + −
    

+ − −       

 

COTE D’IVOIRE 

int

inf

1 0 0 0
int 0.023 1 0 0
inf 0.096 0.196 1 0

0.027 0.793 0.182 1

tmm

t

t

tcp

tmm
t
t
tcp

ε
ε
ε
ε

    
    −     = ×     + −
    

+ + −       

 

MALI 

int

inf

1 0 0 0
int 0.011 1 0 0
inf 0.101 0.841 1 0

0.091 0.457 0.148 1

tmm

t

t

tcp

tmm
t
t
tcp

ε
ε
ε
ε

    
    +     = ×     + −
    

+ − +       

 

NIGER 

int

inf

1 0 0 0
int 0.011 1 0 0
inf 0.047 0.587 1 0

0.032 0.746 0.103 1

tmm

t

t

tcp

tmm
t
t
tcp

ε
ε
ε
ε

    
    −     = ×     − −
    

+ − +       

 

SENEGAL 

int

inf

1 0 0 0
int 0.019 1 0 0
inf 0.475 0.506 1 0

0.052 0.104 0.201 1

tmm

t

t

tcp

tmm
t
t
tcp

ε
ε
ε
ε

    
    −     = ×     + −
    

− − −       

 

 

 

5Normality tests were performed using the Jarque-Bera method and the Box Jenkins method. 
6The Box Jenkins method was used to test the non-autocorrelation of structural shock residuals. 
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The estimates show that monetary shocks have no instantaneous effect on real 
interest rates in WAEMU countries. We note that the instantaneous multipliers 
associated with interest rates are low and insignificant in the countries of the Un-
ion. This result is quite understandable, as when the Central Bank injects liquidity 
as part of its monetary policy, it takes time for real interest rates to be affected. 
When economic agents anticipate the effects of monetary shocks, their often ra-
tional behavior attenuates their impact.  

The results also show that the rate of production growth reacts instantaneously 
and significantly to monetary shocks. However, the impact remains very weak, 
below 0.10 in all Union countries except Côte d’Ivoire, where the instantaneous 
effect is not significant. The other factor limiting the instantaneous impact of 
monetary shocks on production is price and wage rigidity. With fixed labor con-
tracts and prices, it is difficult for production to adjust to changes in monetary 
policy. 

4.2. Calculating Cumulative Multipliers or Total Effects of 
Monetary Shocks 

The aim here is to analyze the reactions of output growth and inflation rates to 
monetary shocks. We thus present the cumulative multipliers (or total effects) fol-
lowing a shock to money supply growth (see Appendix 2 and Appendix 3). The 
results are summarised in Table 1 and Table 2 below: 
 

Table 1. Reactions of output growth rate to a monetary shock. 

Quarters Benin Burkina CI Senegal Mali Niger 

End of 4th quarter −0.198 +0.156 +0.138 −0.082 +0.355 +0.235 

End of 6th quarter −0.147 +0.106 +0.234 +0.036 +0.429 +0.331 

End of 9th quarter +0.037 +0.046 +0.393 +0.27 +0.497 +0.465 

 
Table 2. Inflation rate response to a monetary shock. 

Quarters Benin Burkina CI Senegal Mali Niger 

End of 4th quarter +1.319 +0.434 +0.531 +1.394 +0.474 −0.219 

End of 6th quarter +1.446 +0.553 +0.827 +1.636 +0.635 −0.200 

End of 9th quarter +0.770 +0.440 +0.864 +1.019 +0.826 −0.098 

 
Analysis of cumulative response functions following monetary shocks leads to 

the following comments: 
• the total multiplier of a monetary shock on output growth at the end of Q4 

shows a positive effect in Burkina Faso (0.156), Côte d’Ivoire (0.138), Mali 
(0.355) and Niger (0.235). However, there were negative effects in Benin 
(−0.198) and Senegal (−0.082). From the 5th quarter onwards, the total effect 
becomes positive in Senegal, but remains negative in Benin. The effects of cur-
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rency shocks on output growth are highest in Mali and Niger until the end of 
Q9. The effects on output are felt most between the [6th and 9th] quarters, due 
to the time lag between the monetary policy measure and its impact on output. 
In the context of monetary policy, there are 4 types of delay: 

- the time taken for the Central Bank to become aware of the economic problem; 
- time taken to decide on the monetary policy measure and communicate it; 
- the time taken to implement the monetary policy measure; 
- and the impact or effect period of the monetary policy measure.  
• however, monetary shocks have a greater impact on the inflation rate than on 

output growth, especially in Benin and Senegal, where there has been a nega-
tive reaction to monetary shocks on output growth. Indeed, in these two coun-
tries, the total effect of monetary shocks on inflation was 1.319 for Benin and 
1.394 for Senegal at the end of Q4. The effects increase until the 6th quarter, 
after which they start to move towards long-term equilibrium.  

However, the response of economic activity to monetary shocks highlights the 
heterogeneous nature of the countries in the Union. Indeed, the WAEMU zone is 
made up of low-income and middle-income countries whose economic conver-
gence is not yet perfect. Given the contrasting trends in national variables, it 
would be surprising if the conduct of centralised monetary policy were to suit all 
the member countries, which have different economic structures (differences in 
living standards, labour productivity and, above all, excessive budget imbalances).  

4.3. Calculating Pass-Through Coefficients 

In this subsection, we calculate the pass-through coefficients of monetary shocks 
on the interest rate, inflation rate and output growth rate. Pass-through coeffi-
cients are obtained from the ratio between the cumulative impulse response of the 
interest rate, inflation rate and output growth rate, after h years, and the cumula-
tive response of the money supply growth rate following the initial shock to the 
money supply growth rate, after h years. In other words, for each of the prices 
considered, at forecast horizon h, the pass-through coefficient (PT) is calculated 
as follows:  

PT = |Ot,t+h|/Mt,t+h 

where Ot,t+h is the cumulative change in the target variables and Mt,t+h is the cu-
mulative change in the growth rate of the money supply. The results of the cal-
culations of the estimated Pass-Through coefficients are given in the following 
Table 3:  

 
Table 3. Pass-through coefficients for the growth rate of the currency. 

Quarters (BENIN) Interest rate Inflation rate Production growth rate 

End of 4th quarter 0.012 0.2948 0.0445 

End of 6th quarter 0.016 0.2983 0.0303 

End of 9th quarter 0.029 0.316 0.0151 
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Continued 

Quarters (BURKINA) Interest rate Inflation rate Production growth rate 

End of 4th quarter 0.0185 0.0973 0.0349 

End of 6th quarter 0.0321 0.1014 0.0195 

End of 9th quarter 0.0811 0.1218 0.0127 

Quarters (Côte d’Ivoire) Interest rate Inflation rate Production growth rate 

End of 4th quarter 0.0248 0.1212 0.0315 

End of 6th quarter 0.0357 0.1523 0.0431 

End of 9th quarter 0.0855 0.2230 0.1015 

Quarters (MALI) Interest rate Inflation rate Production growth rate 

End of 4th quarter 0.0278 0.1001 0.0750 

End of 6th quarter 0.0396 0.1007 0.0680 

End of 9th quarter 0.0579 0.1037 0.0624 

Quarters (NIGER) Interest rate Inflation rate Production growth rate 

End of 4th quarter 0.0216 0.0315 0.0339 

End of 6th quarter 0.0288 0.0216 0.0358 

End of 9th quarter 0.0397 0.0083 0.0397 

Quarters (SENEGAL) Interest rate Inflation rate Production growth rate 

End of 4th quarter 0.0250 0.4726 0.0279 

End of 6th quarter 0.0411 0.4731 0.0104 

End of 9th quarter 0.1068 0.4615 0.1226 

Source: Authors’ calculations using WINRATS software. 
 

It follows from the estimates of the pass-through coefficients that the pass-
through of monetary shocks to real interest rates, the inflation rate and the output 
growth rate is partial, insofar as all the estimated values are less than unity. How-
ever, it should be noted that the transmission of monetary shocks has a much 
greater impact on the inflation rate than on the output growth rate. These results 
are also confirmed by the analysis of the variance decomposition of the error on 
the inflation rate and output growth rate (see Appendix 4). Indeed, monetary 
shocks are transmitted: 
• on production growth after one year: 4.45% in Benin, 3.49% in Burkina Faso, 

3.15% in Côte d’Ivoire and 2.79% in Senegal. From the 5th quarter onwards, this 
transmission begins to decline towards its long-term equilibrium level. This low 
transmission can be explained by the time taken to implement monetary policy;  

• on the inflation rate at 47.26% for Senegal and 29.48% for Benin, confirming 
the high sensitivity of the inflation rate to monetary shocks. Inflation trans-
mission is 12% for Côte d’Ivoire and 9.73% for Burkina Faso after 4 quarters. 
The effects are more pronounced at the end of the 9th quarter for Côte d’Ivoire 
(22.30%) and Benin (31.60%).  
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To get a better idea of these effects, we can examine the reaction of key rates to 
monetary shocks. In most of the Union countries, interest rates vary negatively 
following monetary innovations, except in Mali, where positive effects are ob-
served. Such negative interest rate behavior following monetary shocks in the Un-
ion countries favors increased demand for goods and services. If the supply of 
goods and services fails to keep pace with this demand, inflation ensues, weaken-
ing household purchasing power and thus reducing aggregate demand and eco-
nomic growth. The real divergences following interest rate shocks can be ex-
plained by the fact that their effects occur at different stages of an economic cycle, 
often making policy pro-cyclical. With a single currency and a common monetary 
policy, there is only one interest rate, and consequently it cannot be used differ-
ently in different countries. For a monetary policy not to have asymmetrical ef-
fects, it is important that the countries have similar economic structures, which is 
not the case for the EU countries. 

5. Conclusion 

From these analyses, it should be noted that when monetary shocks are largely 
transmitted to inflation and weakly to output growth, monetary authorities 
should not use monetary policy for political purposes, such as fighting unemploy-
ment. By acting dynamically on inflation, monetary shocks reduce household pur-
chasing power and weaken consumption. However, in developing countries such 
as those of the WAEMU, where effective economic growth is driven by consump-
tion, weakening consumption is tantamount to reducing aggregate demand and 
further slowing production growth.  

In an economic context characterized by high public deficits and excessive debt 
levels, the use of central bank monetary policy for political purposes, such as fighting 
against unemployment or overcoming secular stagnation, would only aggravate 
macroeconomic imbalances. Real inflation rates are highly sensitive to monetary 
shocks, which have little impact on output growth over 4 to 6 quarters. Under 
these conditions, using monetary policy to influence the real economy or to break 
out of secular stagnation would be a risky gamble for the Union countries, given 
the inflationary pressures it generates. High inflation discourages lenders and 
slows the supply of loans, thus reducing household purchasing power and busi-
ness investment. For this reason, further strengthening the political and economic 
independence of the Central Bank is becoming a major imperative for the States 
of the Union: 
• reduce the risk of opportunistic monetary policies; 
• dissociate monetary policy from electoral cycles and short-term political pres-

sures, since governments may be tempted to finance public spending by creat-
ing money in the run-up to elections, in order to win the confidence of poten-
tial voters; 

• keep inflation low by basing its decisions on purely economic criteria; 
• improve its responsiveness to crises by freely choosing the appropriate mone-
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tary instruments without the approval of political decision-makers; 
• and to align economic agents’ expectations with monetary policy objectives by 

strengthening its credibility. 
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Appendices 
Appendix 1. Calculation of Simultaneity Coefficients 

Case of Benin                                       Case of Burkina Faso 

  
Case of Sénégal                                 Case of Côte d’Ivoire 

  
Case of Mali                                        Case of Niger 

  

Appendix 2. Presentation of Cumulative Reaction Functions 

Case of Benin                     Case of Burkina Faso                     Case of Côte d’Ivoire 
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Case of Mali                     Case of Senegal                     Case of Niger 

   

Appendix 3. Calculation of Cumulative Multipliers Following a Monetary Shock 
Case of Benin                                      Case of Burkina Faso 

  
Case of Sénégal                                     Case of Côte d’Ivoire 

  
Case of Mali                                            Case of Niger 
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Appendix 4. Variance Decomposition of Inflation and Output Growth Rate Forecast Error 
        Case of Benin 

  
        Case of Burkina Faso 

  
        Case of Côte d’Ivoire 

  
        Case of Mali 

  

https://doi.org/10.4236/me.2025.165035


M. Diop, A. Traore 
 

 

DOI: 10.4236/me.2025.165035 772 Modern Economy 
 

Case of Niger 

  
Case of Senegal 
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