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Abstract 

The paper examines the experiences of nine African countries that 
have introduced floating exchange rate regimes in the 1980s. The 
various types of market arrangements are explored, focusing on the roles 
of market participants. After a review of exchange rate developments 
under the regimes, some related concerns with respect to urban income 
and employment, resource allocation, and short-term instability are 
analyzed. In the light of this analysis, the paper suggests some policy 
recommendations aimed at ensuring the success of the floating regimes. 
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Summary 

The paper examines the experiences of nine African countries that 
introduced floating exchange regimes in the 1980s. The various market 
arrangements are described in detail, and particular attention is focused 
on the roles of market participants. The description indicates that all 
types of market arrangements have been susceptible to official interference 
and co underlying pressures, resulting in a relatively heavy mortality rate 
for the regimes. 

Following sharp depreciations at the inception of the floating regimes, 
nominal effective exchange rates continued to depreciate, reflecting high 
rates of domestic inflation. The real effective exchange rates also 
depreciated owing, inter alia, to fundamental imbalances prevailing in the 
exchange markets. The resulting depreciations have apparently contributed 
to substantial erosion of urban incomes and employment. Given the social 
and political importance of these developments, the paper argues that the 
countries ’ perseverence with floating regimes must be strengthened by 
protecting the poorest segments of the population and promoting a more 
equitable sharing of the burden of adjustment. Concern has also been 
expressed that the floating regimes disrrort the structure of final demand 
and compound imperfections in the financial and goods markets. Corrective 
action in this regard has tended, unfortunately, to involve the 
reintroduction of administrative controls in the exchange markets rather 
than measures aimed at correcting specific distortions. 

Government attempts to moderate short-term instability in exchange 
races have been circumscribed by practical difficulties in forecasting 
exchange rate trends and by inherent limitations in the range of available 
policy instruments. In view of this experience and of the evidence that 
short-term instability under the floating regimes has tended to abate, the 
paper suggests that interventions to influence short-term movements in the 
exchange rates should be abandoned, Such noninterventionism might be 
fostered through international contingency mechanisms aimed ac minimizing 
reversible shortfalls in the budgeted availability of resources for the 
exchange markets. 

The experience of the African countries suggests that, despite initia 
problems, floating exchange rates could work reasonably well in developing 
countries experiencing large economic imbalances. This does, however, 
require that the countries be firmly committed to supporting appropriate 
macroeconomic policies and that programmed balance of payments support be 
obtained on schedule. 





I. Introduction 

Since 1982, nine African countries have adopted economic reforms 
permitting a relatively large volume of external transactions to be 
effected at floating exchange rates. Uganda was the first country to 
introduce such a reform in August 1982, foilowed by Sierra Leone 
(December 19821, Zaire (September 19831, Somalia (January 19851, and 
Zambia (October 1985). The other countries, notably The Gambia, Ghana, 
Guinea, and Nigeria, launched their reforms in 1986. In the same year, 
Sierra Leone, which had abandoned a similar reform in July 1983, rein- 
troduced a floating exchange rate system, while Uganda ended its 
floating rate system. Zambia announced a temporary cessation of its 
dual exchange market system in January 1987 ; a modified auction system 
was reintroduced in late March, only to be abandoned formally in May. 

This paper examines the experiences of the nine countries in order 
to provide an overview of institutional and other features of the 
exchange rate systems in individual countries, and to shed some light on 
major issues and problems that have arisen in the course of operating 
such systems. The paper is organized as follows: Section II provides a 
summary outline of the economic problems facing the countries prior to 
the adoption of the floating regimes and the adjustment programs that 
were adopted in order to cope with these problems, and presents a 
detailed analytical description of the exchange rate systems adopted in 
the different countries. The salient features of these systems, 
together with selected factors that affect the functioning of the ex- 
change markets, are summarized in the annex. Section III reviews 
exchange rate developments under the floating regimes and examines a 
variety of important issues with respect to income distribution, 
resource allocation, domestic inflation , and short-term exchange rate 
instability. Section IV contains a retrospective assessment of the 
floating exchange rate systems in the light of the stated objectives for 
adopting such systems, and offers concluding remarks. 

To limit the scope of the discussion, two restrictions have been 
placed on the paper. First, it is not intended to enter into the debate 
on the floating versus nonfloating of exchange rates or to examine al- 
ternative exchange rate arrangements for the countries in question. 
Second, recourse to empirical evidence will, of necessity, be limited to 
the four countries (Somalia, Uganda, Zaire, and Zambia) that had rela- 
tively long experiences with floating exchange rates. 

II. The Floating Exchange Rate Systems 

1. Economic background 

Prior to the introduction of the floating exchange rate regimes, 
each of the nine African countries was experiencing economic problems 
the origins and features of which differed according to country. Most 
of the countries had undergone protracted periods of expansionary 
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policies (especially in the public sector), severe balance of payments 
problems, including mounting external debt problems, and extensive 
administrative controls in the markets for goods and financial assets, 
resulting in overvaluation of their currencies, erosion of real agricul- 
tural producer prices, and other price distortions. Recorded export 
earnings shrank, reflecting the combined impact of the price distor- 
tions, secular deterioration of transport, marketing, and other 
infrastructure and, in some cases (notably Nigeria, Zaire, and Zambia), 
a substantial decline in prices of leading export products. 

Autonomous net capital inflows also declined, owing to escalation 
of debt service payments and to erosion of private sector confidence, 
which was prompted by the foreign debt problem and by actual or 
threatened nationalization during the decade ended in 1975 to llcommand 
economic heights” or to promote socialist goals. Moreover, even where 
some of the nationalization had been reversed (Uganda and Zaire), 
ownership rights remained unclear, especially for property that had 
changed hands several times. 

On a per capita basis, real incomes trended downward and perfor- 
mance in most sectors deteriorated. Moreover, with debt servicing pre- 
empting a large share of available foreign exchange resources, import 
capacity plummeted and investment shrank. Capacity utilization in most 
of the import-substituting but import-intensive industries nurtured in 
the 1960s and early 1970s fell to low levels, in the range of 20-40 per- 
cent for most of the countries. Faced with sagging economies and 
rapidly rising populations, governments were pressed to assume the role 
of employers of last resort, and to create public enterprises in order 
to help compensate for the sluggish performance and other perceived 
inadequacies of the private sector. On the eve of the floating-based 
reforms, however, the public enterprises were generally inefficient and 
contributed significantly to the large deficits of the public sector. 

To help cope with these problems, the nine African countries intro- 
duced adjustment programs with financial or technical support from the 
International Monetary Fund and the rest of the international 
community. These programs were generally aimed at reducing financial 
imbalances mainly through major improvements in central government and 
public enterprise finances and at bolstering growth and export prospects 
through a variety of measures directed at strengthening price signals 
and allocative efficiency. Such measures included the adoption of 
various forms of floating exchange rate systems, along with flexible ad- 
justment of agricultural producer prices, and liberalization of domestic 
goods and financial markets, as well as of trade and exchange controls 
(except outward capital transfers). The adjustment programs attracted 
international support, including debt rescheduling, which was deemed 
essential to augment the available foreign exchange resources and 
provide support for the floating exchange rate. 
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The rationale for adopting floating exchange rate systems was the 
expectation that realistic market-related exchange rates would, inter 
alia, serve to: 

!a) improve growth prospects, especially in the tradable goods 
sectors, by permitting adjustment of producer prices to remunerative 
levels in line with anticipated depreciation of the exchange rates, 
increased efficiency in the allocation of foreign exchange resources, 
and reduced waste inherent in the rent-seeking activities spawned by 
overvalued exchange rate; 

(b) strengthen the officially recorded balance of payments 
position through reduced incentives for clandestine exports; through the 
beneficial impact on exports of enhanced price signals; and through 
improvement in the capital account, owing to diminished incentives for 
capital flight and the creation of a climate conducive to autonomous 
private capital flows; 

(c> support demand management efforts; and 

Cd) improve overall economic policy design by “depoliticizing” 
exchange rate adjustments and by highlighting the need for discipline in 
the conduct of monetary and fiscal policy. 

2. Types of exchange market arrangements 

The floating exchange rate regimes reviewed cover three different 
types of exchange market arrangements (for a more detailed summary see 
the annex): 

(1) The first (found in The Gambia, Zaire, and--through early 
1987--Sierra Leone) are characterized by buying and selling of foreign 
exchange between authorized dealers, notably commercial banks, and the 
nonbanks. These markets, referred to for the sake of brevity as 
“regular markets ,” are typified by exchange rates that are freely nego- 
tiated between the banks and their customers, and by an indicative rate 
fixed in a weekly exchange market session in which the central bank may 
participate as a buyer or seller. 

(2) Unified auction markets (Ghana, Guinea, and Zambia) provide 
for the auctioning of foreign exchange pooled at the central bank to 
individuals whose bids are channeled through the commercial banks. 
Ghana and Zambia initially introduced their auction markets under the 
marginal auction system, but subsequently shifted to a Dutch auction 
system, while Guinea has consistently maintained a marginal market 
clearing rate. A/ 

1/ Under the marginal auction system, successful bidders pay the 
marginal rate struck at the auction (plus the usual commmissions and 
fees), while under the Dutch system, successful bidders are required to 
settle their purchases at the rate they have offered. 
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(3) Dual or multiple exchange markets (Nigeria, Somalia, and 
Uganda l/) involve an official market in which foreign exchange has 
generally been allocated at a more appreciated rate, and floating 
regimes. The arrangements for these regimes have in +9.-n varied from LULL& 
direct auctions in Uganda and multilayered markets, including weekly 
auctions, interbank market, and bank-customer trading, in Nigeria. 
Moreover, in Somalia the regime has evolved from a system of free for- 
eign exchange trading by nonbank entities through special accounts held 
with the banking system, to an auction market that expanded from 
September 1986 to encompass the auctioning of foreign exchange resources 
from certain donors and from a specified proportion of export pro- 
ceeds. Institutional factors, such as the competitiveness of the 
commercial banking sector (Nigeria and Zaire) and limited manpower of 
the central bank (The Gambia) played a role in each country's choice of 
regular markets. In contrast, auction markets seem to have been the 
preferred choice where competition among the commerical banks was deemed 
inadequate. Another, and perhaps more important, consideration in 
opting for auction markets has been the authorities' desire to continue 
to play an active role in the exchange markets. 

In addition to the official exchange markets just outlined, there 
have been other experiences, officially sanctioned or otherwise, with 
floating exchange rates in virtually all the nine countries. In Zaire, 
the regular market was preceded by a multiple market system (introduced 
on September 12, 19831, including an official market, an interbank 
market in which the central bank participated, 21 and trading between 
authorized dealers and end-users. Prior to the-adoption of this system, 
a variety of export promotion schemes for coffee, diamonds, gold, and 
other products offered scope for limited trading of foreign exchange at 
floating rates. In Guinea, the unified auction system was preceded by a 
dual system of official and auction markets (late January 1986). In 
Sierra Leone an attempt to initiate an exchange rate reform through a 
similar dual market arrangement was abandoned after about six months in 
early July 1983, owing largely to noncompliance with surrender require- 
ments. All the countries had a grey, or parallel, exchange market, in 
which nonauthorized transactions were still being effected at freely 
negotiated exchange rates. 

Entities participating directly in the official exchange markets 
include, in addition to the central bank, the government and the public 
enterprises, the commercial banks and other authorized dealers, and the 
nonbank private sector. In contrast to exchange markets in developed 
countries, the African countries have not generally authorized the 

l/ From August 23, 1982 to June 15, 1984. In the ensuing period 
Uganda formally declared a unified auction system, but excessive 
interference against its normal working resulted in a de facto 
adjustable peg system. For purposes of this study, Uganda's experience 
is limited to the earlier period of a dual exchange rate regime. 

21 Central bank participation in the interbank market started on 
October 14, 1983. 
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participation of agencies specializing in brokerage functions (that is, 
the matching of buyers and sellers of foreign exchange without dealing 
on one’s own account). A notable exception was Somalia where, as 
discussed below, the commercial bank essentially acted as a broker. 

Central banks and the rest of the public sector: Central banks ’ 
supervisory or administrative responsibilities for the exchange markets 
have included the establishment of auction or “fixing” sessions. In the 
case of auction regimes, the administrative functions have generally 
been entrusted to a committee of representatives of the various market 
participants under the chairmanship of a high-ranking official of the 
central bank (except in Ghana), and a secretariat comprising selected 
officials of the central bank. All or part of proceeds from the major 
export products must be surrendered to the central banks, which have the 
responsibility for making sure that some foreign exchange is available 
for officially designated transactions and for supplying resources to 
the exchange markets. 

Generally, the floating regimes have encouraged increased surrender 
of foreign exchange through established official channels, but 
nonsurrender--officially sanctioned or otherwise--has persisted. For 
example, in Zaire the mining company GECAMINES still retains 45 percent 
of its proceeds; a mining company in Guinea continues to export through 
a barter arrangement; several mining companies and a major diamond 
exporter in Sierra Leone forcefully resisted surrender requirements; l/ 
and nonsurrender privileges have been used as an incentive for nontradi- 
tional exports in Uganda, Zambia, and other countries. 

Under the dual market systems, foreign exchange surrender and pro- 
visioning for “essential” transactions have been effected at official 
exchange rates that were less depreciated in relation to those in the 
auction or regular markets. Over the duration of the floating regimes, 
some progress was nonetheless made in reducing the relative importance 
of extramarket activities. Thus, for example, dealings at official 
exchange rates were abandoned in due course in Ghana, Guinea, Nigeria, 
and Somalia (upon the introduction of the enhanced auction market in 
June 1987). Moreover, in Zaire, imports of petroleum products were 
redirected to the regular market in 1986, while in Zambia, imports of 
petroleum products, requirements of the railroad company (TAZAEM) and of 
the port authority (TAZAMA), and payments to IATA in respect of foreign 
obligations of Zambia Airways were subsequently redirected to the 
auction market. Where direct central bank provisioning of essential 
transactions at official or market-related rates remained large, there 
was concern about the crowding out of basic needs of the private 
sector. To cope with this problem, some countries (The Gambia and 
Uganda) provided extramarket allocations to meet government or public 
sector requirements; a lternatively, others (Guinea and Zaire) committed 
themselves to releasing a minimum and appropriately phased volume of 

l/ Scarcely one third of the country’s export earnings is remitted to 
the banking system. 
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foreign exchange from the central bank to the auction or regular 
market. The crowding out of the private sector was also alleviated 
through unsustainable central bank sales of foreign exchange prompted, 
as will be discussed later, by a desire to contain the depreciation of 
the rate. 

The participation of public enterprises in the exchange markets has 
been influenced by a variety of considerations. In Zaire and Zambia the 
public enterprises producing the major export product, copper, were 
allowed to retain a substantial share of their foreign exchange earn- 
ings. This was intended to ensure that export production was not dis- 
rupted by shortages of foreign exchange. Another equally important 
factor-- which played a role in the lenient enforcement of foreign ex- 
change surrender requirements for a number of mining companies in Sierra 
Leone and Ghana--was contractual obligations toward, or demands by, 
foreign investors. Public enterprises handling the marketing of oil 
(Nigeria) and agricultural products (The Gambia, Sierra Leone, and 
Uganda) have in general been a tool for effective enforcement of sur- 
render requirements, although some retention privileges have also been 
extended to such entities. 11 Public enterprises have generally been 
allowed to compete with the private sector in the auction and the 
regular markets. The major exception was in Uganda, where the enter- 
prises were initially required to channel their requests through the 
Ministry of Finance, and where the share of foreign exchange pre-empted 
by the Government and the public enterprises was subject to a ceiling. 

Commercial banks and other authorized dealers: The roles of the 
commercial banks have varied according to floating regimes. Under the 
auction system, the banks have been used as vehicles for organizing and 
submitting the bids for participants from the nongovernmental sector. 
Other roles have included minimal buying and selling of foreign exchange 
on their own accounts, verification of documentary regulations, and 
enforcement of local currency deposits required of nonbanks in support 
of their bids. In the case of floating regimes based on regular 
markets, the primary role of the commercial banks has consisted of 
foreign exchange buying and selling in the fixing sessions, within the 
interbank market, and vis-a-vis nonbank customers. In contrast, the 
government-owned commercial bank in Somalia essentially played the role 
of an exchange broker and regularly publicized information on effective 
exchange rates for transactions effected through the special accounts. 

Commercial banks’ participation in the exchange markets has been 
subjected to a variety of regulations. In some countries (The Gambia, 
Sierra Leone, and Uganda), limits were placed on the working balances or 
the net foreign exchange position in order, among other things, to 

l! For example, during the initial experience with dual markets in 
Sierra Leone, the Sierra Leone Produce Marketing Board was allowed a 
retention rate of 50 percent because of its obligations with respect to 
rice imports and certain external debts. 
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minimize holding of excessive amounts of foreign exchange and to dis- 
courage speculation. In Zambia, a limit was set on the amount of 
foreign exchange released by the Central Bank to the commercial banks in 
order to cover specified transactions. In Sierra Leone restraints were 
placed on individual banks’ purchases during the fixing sessions, to 
avoid the cornering of the market by some banks, while Nigeria used such 
restraint to ensure a broader access to foreign exchange by banks serv- 
ing different regions of the country. The participation of nonbank 
authorized dealers in the exchange market has been minimal, occurring 
only in Zaire and Nigeria. 

Nonbank private entities: The participation of nonbank private 
entities on the supply or the demand sides of the exchange markets under 
all floating regimes has been subjected to various official regula- 
tions. On the supply side, the surrender of export proceeds at market- 
related exchange rates has generally been compulsory. However, there 
are a few exceptions, including retention of earnings from nontradi- 
tional exports sometimes allowed as part of an export promotion scheme 
( e.g., in Somalia, Uganda, and Zambia). Moreover, Nigeria has abolished 
surrender by the non-oil private sector to the Central Bank; but if 
export proceeds are not immediately sold on the regular market, the 
exporters are required to open foreign currency accounts domiciled with 
banks in the country. On the demand side, nonbank purchases of foreign 
exchange have been subject to a variety of regulatory measures partly 
aimed at containing the effective demand for, and directing the alloca- 
tion of, foreign exchange. These have included (i) prior’deposit 
schemes to support bids for foreign exchange; (ii> requirements for 
prompt settlement of exchange transactions; (iii) administrative 
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decisions based on review of documents on individual transactions and on 
tax compliance; l/ (iv) shift to Dutch auctions (Ghana, Somalia, Nigeria 

and Zambia); 21 and (v) direct proscription. 31 - - 

III. Exchange Rate Developments and Related Issues 

1. Long-term developments in the exchange rates - 

The floating of the exchange rates jointly with the liberalization 
of trade and exchange controls resulted in depreciations of varying 
magnitudes. The depreciations (in foreign currency terms) on the first 
day of floating ranged from 15.5 percent in Guinea, 30 percent in Ghana, 
and 35 percent in The Gambia, to substantially greater magnitudes of 55- 
71 percent in the other six countries (Table 1). While the much lower 
rate of initial depreciation experienced in Guinea reflected a larger 
exchange rate adjustment implemented in preparation for the reform, the 
noticeably low rates for The Gambia and Ghana mirror, at least in part, 
the impact of successive adjustment programs under which the exchange 
rates had been devalued repeatedly and domestic inflation was reduced. 
The initial depreciations, which followed devaluations of larger mag- 

nitudes (except in Nigeria) during the preceding years, resulted in 
rates that were much closer to, but still short of, those prevailing in 
the parallel markets. This was to be expected, especially since a 
variety of controls continued to be maintained on capital movements and 
on various types of transactions in the external current account. The 
trade-weighted real effective exchange rates (REER) depreciated sharply 

l/ In some of the countries, documentation has been maintained at the 
insistence of donors. 

2/ A similar measure in Uganda, following the introduction of a 
unified auction market on June 15, 1984 until end-November 1984, was the 
requirement that successful bidders whose bid rate exceeded the market- 
clearing rate had to invest the balance of deposits due to them after 
settlement of transactions in go-day noninterest-bearing treasury 
bills. It might also be noted that in Ghana, corresponding balances 
since the introduction of the Dutch auction have been pre-empted as 
budgetary revenue. 

31 For example, in Ghana most consumer goods were initially barred 
from the auction, but authorized under licenses permitting own-financed 
imports. Also, to avoid market disruption, requests for Larger 
remittances of profits and dividends were temporarily set aside, pending 
elaboration of a more acceptable solution. In Guinea, cigarettes and 
certain alcoholic beverages were initially banned from the auction; 
subsequently, cigarettes were allowed. In Zaire, an extensive negative 
list had been used, but with the abolition of the system of own-financed 
imports during the launching of the floating-based reforms, a negative 
list of a substantially reduced number of essential items has been 
maintained. Moreover, Zambia temporarily suspended travel allowances in 
August 1986. 
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Table 1. Exchange Rate Depreciation for Selected Periods 

(In percent; U.S. dollars per national currency) 

The Gambia 

Five-year period First day After floating (time span) 
before floating of floating 

50.5 35.3 25.5 (Jan. 1986-Sept. 1987) 

Ghana 96.9 29.7 41.9 (Sept. 1986-July 1987) 

Guinea 

Nigeria 

94.0 L/ 15.5 13.4 (Jan. 1986-Jan. 1987) 

51.9 64.3 -2.8 / (Sept. 1986-Aug. 1987) 

Sierra Leone 76.4 

Somalia 75.8 

68.0 72.2 (July 1986-end-April 1987) 

70.8 34.4 (Jan. 1985-July 1987) 

Uganda 92.5 2_/ 68.0 70.7 (Aug. 1982-end-June 1984) 

Zaire 66.6 41 60.8 11 83.5 (Sept. 1983-Aug. 1987) 

Zambia 64.1 55.3 59.4 (Oct. 1985-end-1986) 

Source: International Monetary Fund. 

l/ The adjustment took place shortly before the launching of the floating regime. 
"r! Appreciation. 
??/ January 1980-July 1982. 
F/ January 1980-August 1983. 
z/ In September 1983. 
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in relation to levels prevailing in the 1960s and 1970s when the exter- 
nal position of most of the countries was much less precarious, and to 
depreciations registered in other African countries with adjustable peg 
systems (Table 2). The substantial depreciation of the REER reflects 
partly the pent-up demand pressures which, prior to the introduction of 
floating, had coexisted with networks of trade and exchange controls. 
In all the countries that introduced floating exchange rates, the 
position of these accounts had deteriorated markedly in the years 
preceding the reforms, owing partly to escalation in the external debt 
service payments and, perhaps to substantial capital flight. 

Following the initial depreciations, the nominal exchange rates for 
virtually all countries have in general continued to trend downward 
(Chart 1). In The Gambia, however, the exchange rate vis-a-vis the U.S. 

dollar and the effective exchange rates have remained at more or less 
the same level since mid-1986. To some extent, the downtrend in 
exchange rates reflects increased involvement in the exchange markets as 
participants gained more familiarity with the required procedures, and 
as various administrative restraints initially intended to curb activity 
in the market were subsequently relaxed. However, a major factor by far 
in this underlying movement of the exchange rates was the relatively 
high rates of increase in domestic prices in the African countries com- 
pared with their trading partners and competitors. Because pub1 ic 
sector deficits in these countries have been a major source of monetary 
growth and inflation, the trend depreciation during the period of float- 
ing has tended partly to mirror imbalances in public sector finances. 
Thus, for example, The Gambia, which succeeded in reducing the central 
government deficit significantly (Table 31, has experienced minimal 
depreciation since the introduction of its floating regime. At the 
other extreme is Sierra Leone, which managed its floating regime in a 
context of large and widening budgetary deficits and very high rates of 
monetary growth and inflation, and which experienced the steepest trend 
depreciation of the exchange rates. 

During the period of the floating regimes, the real effective ex- 
change rates tended to depreciate further. This tendency was sometimes 
reinforced by country-specific developments such as increased recourse 
to the auction markets to settle overdue commercial obligations, or 
protracted and accentuated competitive bidding for foreign exchange 
touched off by indications of official disenchantment with the exchange 
markets and the attendant prospect that sooner or later the floating 
regime would be abandoned (e.g., Zambia in late 1986). More generally, 
however, the trend depreciation for the real effective exchange rates 
would seem to reflect the underlying disequilibria in the exchange mar- 
kets, where sharply limited availability of exchange resources coexists 
with substantial unmet demand. In such cases, the introduction of ex- 
change markets does not result in instantaneous equilibrium exchange 
rates. Moreover, market participants, including those that previously 
had benefited from the fixed and appreciated rates, might be expected to 



- la3 - 

CHART 1 
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Table 2. Evolution of Real Effective Exchange Rates, 1980-87 1/ - 

(Index: 1980 = 100) 

December Aug. 
1980 1981 1982 1983 1984 1985 1986 1987 

Countries with floating regimes 
The Gambia 
Ghana 
Guinea 
Nigeria 
Sierra Leone 
Somalia 
Uganda L/ 
Zaire 
Zambia 

Selected countries with adjustable 
peg systems 

Burundi 
Kenya 
Madagascar 
Malawi 
Morocco 
Rwanda 

102.9 93.7 93.1 100.6 89.9 
133.8 275.4 337.2 79.8 54.7 

. . . . . . . . . . . . 
106.8 112.0 120.6 159.2 
101.9 122.8 173.0 170.5 
126.0 93 .o 89.9 121.4 
114.6 18.9** 18.8 11.5 

95.7 82.9 119.4** 50.5 
97.9 104.9 123.4 99.2 

. . . 
193.5 
273.8 
158.3** 

9.2 
45.3 
91.3** 

102.9 119.3 135.5 117.7 146.8 127.2 103.4 102.9 
99.9 94.8 96.8 98.4 105.1 93.3 85.7 80.7 

103.4 108.3 113.9 105.4 96.7 91.9 76.3 44.2 
97.4 101.8 96.1 93.6 102.9 97.9 83.0 77.6 
95.1 91.6 87.0 82.0 79.4 71.0 69.7 69.5 

103.1 111.0 138.4 141.1 149.3 136.6 125.0 121.1 

114.3** 71.4 74.2 
46.2** 26.0 23.8 

. . .** . . . . . . 
135.2"" 34.9 25.0 
196.2** 59.2 209.9 

87.9 52.8 44.8 
6.7 23.1 8.5 

40.2 38.8 36.4 
47.5 25.0 44.9 

Source: International Monetary Fund. 

11 Figures following a double asterisk sign reflect the impact of floating. In countries with dual markets 
(e-g-, Uganda), the figures could be misleading, since the exchange rates used in the calculations are those 
relating to the official market. 



Table 3. Selected Indicators in Eight African Countries, 1981-87 l/ - 

1981 1982 1983 1984 1985 1986 1987 

Central government deficit 21 - 
The Gambia 
Ghana 
Nigeria 
Sierra Leone 
Somalia 
Uganda 
Zaire 
Zambia 

Relative prices 31 
The Gambia - 
Ghana 
Nigeria 
Sierra Leone 
Somalia 
Uganda 
Zaire 
Zambia 

Monetary growth if 
The Gambia 
Ghana 
Nigeria 
Sierra Leone 
Somalia 
Uganda 
Zaire 
Zambia 

Growth of domestic credit 
The Gambia 
Ghana 
Nigeria 
Sierra Leone 
Somalia 
Uganda 
Zaire 
Zambia 

. . . 
5.8 
9.1 

11.5 
. . . 
6.3 

10.5 
14.6 

5.8 8.5 
10.0 17.0 
17.6 7.3 
26.3 41.5 
20.1 34.2 
76.0 32.6 

. . . 
15.0 

. . . 
13.7 

20.9 15.9 26.7 5.4 51.3 7.2 
51.3 23.3 40.2 53.6 46.2 47.9 

5.9 9.6 14.0 11.6 9.0 3.6 
2.6 56.8 31.6 28.3 71.1 88.3 
0.5 15.7 7.6 26.0 81.1 33.8 

87.2 11.4 41.3 113.6 125.4 (June) 
38.0 72.5 74.8 34.2 27.3 58.8 

7.9 33.8 11.0 17.1 23.4 93.2 

3.9 23.7 26.7 16.0 23.0 -30.6 
16.3 21.6 72.2 50.2 59.7 53.1 
47.3 36.0 28.9 10.2 4.9 14.1 
33.5 33.9 24.5 27.5 49.3 68.9 
17.1 10.5 4.7 91.4 19.8 20.7 

104.2 35.3 37.9 64.9 22.9 (June) 
40.3 84.7 34.1 36.7 26.8 59.5 
17.4 28.0 15.0 20.7 83.6 33.4 

(As percent of GDP) 

. . . 10.8 9.7 13.0 2.2 
4.5 2.7 1.8 2.3 0.2 
8.0 11.6 4.5 2.9 5.0 

13.2 11.6 7.1 11.5 14.5 
5.0 3.3 6.9 3.9 4.5 
8.5 4.0 2.0 6.4 . . . 

11.1 6.1 9.2 5.9 11.8 
14.6 7.7 8.2 30.8 24.1 

(Annual increase in percent) 

15.8 25.1 89.8 52.5 15.9 (Sept.) 
43.3 6.1 19.7 33.2 40.8 (Sept.) 
39.2 22.8 1.2 -0.01 -0.2 (Sept.) 
86.5 49.4 80.4 133.3 268.9 (Sept.) 
48.4 83.8 24.0 30.9 29.3 (Sept.) 
18.4 69.9 90.5 326.9 236.5 (Sept.) 
56.5 37.4 9.5 35.7 73.0 (Sept.) 
22.8 22.9 57.7 34.3 21.2 (Sept .) 

. . . 

. . . 

. . . 

. . . 

. . . 
. . . 
. . . 
. . . 

51.1 (Nov.) 
61.8 (Nov.) 
4.4 (Nov.) 
36.9 (Nov.) 

31.5 (Nov.) 

57.1 (Sept.) 
11.7 (Sept.) 

-35.2 (June) 
54.2 (Nov.) 

76.1 (Nov.) 
19.2 (Nov.) 

. . . 
67.3 (Nov.) 

Sources: IMF, International Financial Statistics; and other data avaflable at the IMF. 

l/ The percentage changes For 1981-85 refer to year-on-year comparisons for the month of 
December; for 1987 the changes reflect comparable calculations for the indicated month. Reliable 
data were not available for Guinea. 

2/ Generally on a commitment basis and inclusive of grants; in some years fiscal years do not - 
coincide with calendar years. 

3/ Prices of a given country compared with trade-weighted prices of trading partners. 
z/ Broad money. 
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become more attuned to the underlying imbalances in the exchange mar- 
kets, and to revise progressively their bids, with increasingly depre- 
ciated and realistic rates providing assured access to foreign ex- 
change. In other words, successive adjustments in the market-clearing 
real effective exchange rates are more the result of strategic adapta- 
tion on the part of market participants than of changes in underlying 
fundamentals. 

2. Issues related to the exchange rate developments 

The sharp depreciations in exchange rates have raised a number of 
issues, including concerns of a socio-political character that have in 
some countries become decisive in the very survival of the floating 
regimes. The most important of these concerns pertain to the 
consequences --actual or perceived-- of the floating exchange rates and 
the accompanying supporting policies on real incomes of certain segments 
of the population, resource allocations, and domestic inflation. Other 
concerns have centered on the impact of short-term instability in the 
exchange rates. Consequently, as detailed in the annex, virtually all 
countries have resorted to administrative and other regulations to check 
the effective demand for foreign exchange and thereby to Limit the trend 
depreciation of the rate. In addition, official intervention through 
the use of international reserves has been characterized by intermittent 
periods of overselling of reserves and accentuated appreciation of the 
rate, followed by periods of markedly reduced official interventions 
(prompted by depletion of reserves) and sporadically Large depreciation 
of the exchange rates. Moreover, four countries (Sierra Leone, Somalia, 
Uganda, and Zambia) eventually took the extreme action of abandoning the 
floating regimes, with three--Sierra Leone, Somalia, and Zambia-- 
revaluing their rates from Le 53 to Le 25, So. Sh. 160 to So. Sh. 100, 
and K 15 to K 8 per U.S. dollar, respectively. 

a. Income redistribution 

One of the most problematic aspects of the floating regimes is the 
popularly held view that the resulting depreciations contribute to 
substantial erosion of real incomes and rising unemployment in the urban 
areas where the politically active segments of the population reside. 
This view is based on a variety of considerations. First, the floating 
of exchange rates results in Loss of income from rent-seeking activities 
by individuals who previously had privileged access to the Limited 
foreign resources, and who are Likely to be concentrated in the urban 
areas. Second, given the openness of the African economies, the pass- 
through of relatively Large depreciations in exchange rates might be 
expected to have a pronounced effect on domestic price formation (as 
discussed below, this is somewhat of an exaggeration). Third, 
adjustment measures supporting the floating regimes have almost in- 
evitably entailed restraint in nominal wages, resulting, in the general 
context of the rising domestic prices and partial or no indexation 
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(Johnson, 1978, p. 2) L-1, in declines of real wages. Fourth, given the 
bloated public sector payrolls, adjustment policies accompanying the 
floating exchange rate systems have often included steps for reducing 
redundant employment, particularly through the exposure of inefficient 
public enterprises to competitive pricing of foreign exchange. 

A further factor accentuating the political sensitivity to the 
perceived impact of the floating regimes on urban incomes is that before 
the introduction of floating exchange rates, real wages in most of the 
countries had fallen to low Levels. Young and Turner (1985, p. 133), 
for example, report that for Zaire “by the beginning of 1978 the real 
wage level was appoximately 10 to 15 percent of the 1960 level.” It is 
not Likely that the situation had changed significantly prior to the 
introduction of a floating exchange rate system in 1983. Moreover, it 
has been noted that in Uganda in the Late 197Os, the monthly pay of 
salaried workers could scarcely purchase two Liters of cooking oil 
(Seers, 1979, p. 3); again, the situation had not changed significantly 
at the inception of the floating regime. In Ghana and Guinea, real 
wages had also been extremely Low on the eve of the floating regime. 

The authorities’ preoccupation with the impact of the floating 
regimes on urban incomes was reflected in their continued insistence 
(for example, in Nigeria and Zambia) on the subsidization of designated 
consumer items or the temporary introduction of targeted subsidies 
(e.g., in Guinea) to help alleviate the initial surge in the cost of 
Living. Moreover, interludes of wage restraint were interrupted by 
unexpectedly high wage increases in Uganda (mid-19841 and Zaire (mid- 
1986), while called-for retrenchment of employment has in most cases 
been slow. Indeed, the eventual demise of the floating regimes in 
Sierra Leone, Somalia, Uganda, and Zambia may be attributed largely to 
irresistible pressures from vested interests in the urban regions. 

Given the social and political importance of the pronounced decline 
in urban incomes, it would seem that the countries’ ability to persevere 
with floating exchange rates could be strengthened in some cases 
through: (11 Limited subsidies carefully targeted toward the poorest 
sectors; (2) intensified efforts to bolster employment opportunities in 
the private sector, thus facilitating a cutback of bloated payrolls in 
the public sector; and (3) incentives or programs aimed at facilitating 
severance of employment in the public sector and redeployment of the 
affected employees to other sectors. Steps directed at promoting a more 
equitable sharing of the burden of adjustment could also play a useful 

11 In particular Johnson observed: that “Organized Labor is 
generally not strong in these economies and minimum wages are not 
adjusted frequently to take account of changes in the price Level.” 
Explaining the weakness of Labor organization in Zaire, Young and Turner 
(1985, p. 130) noted that the “army of new urban migrants lurked outside 
the factory gates.” Perhaps a major exception to these generalizations 
on labor organization in Africa are the trade unions in the Copperbelt 
of Zambia (Gupta, 1974, pp. 288-316). 
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role. This might consist of, inter alia, accelerated reforms to ensure 
the progressivity of the tax system and early restructuring, closing, or 
privatization of inefficient public enterprises, including those which 
have no doubt been able to press for increased fringe benefits, 
subsidies, and other measures in order to shield themselves from the 
impact of the floating exchange rates. In some of the countries, a 
clear policy of not insulating private and public sector entities from 
the exchange-related impact on external debt service payments might also 
have been helpful. 

b. Resource allocation 

(1) The structure of final demand 

A variety of concerns have been expressed in regard to 
the impact of the floating regimes on resource allocation. The first is 
that allocation of foreign exchange through market mechanisms would tend 
to favor imports of finished consumer items, rather than capital goods 
and raw materials, which are needed to support higher levels of 
investment and increased capacity utilization in the industrial and 
other sectors. In reflection of such concerns, during the initial phase 
of its floating regime, Zaire stipulated that commercial banks’ retained 
earnings from merchandise exports and invisibles should be allocated 45 
percent for raw materials, intermediate goods, and certain consumer 
goods; 30 percent for essential consumer goods and pharmaceuticals; and 
25 percent for invisibles. Moreover, reflecting similar concerns, 
Zambia introduced a new Interim Development Plan (after abandoning the 
auction system) with a declared aim of “directing the country’s scarce 
foreign exchange into the reactivation of selected high priority 
sectors” (Kaunda, August 1987). 

Such concerns were to be expected. Prior to the floating regimes, 
the systems of extensive import and exchange controls had been used to 
favor import- and capital-intensive enterprise, and a substantial pent- 
up demand for imports accumulated in most of the African countries. 
Accordingly, the introduction of a floating exchange rate regime which, 
as noted before, was supported by adjustment in producer prices and a 
general liberalization of trade and exchange controls, might be expected 
to result in a relatively Large increase in consumer imports. A 
fundamental point in this regard--which is borne out by the active 
government involvement in these countries’ production, trade, and 
marketing activities, especially in the years following independence--is 
the view that savings and investment patterns resulting from market 
forces, including those under the floating regimes, have not been 
optimal. This is partly attributable to factors fostering a divergence 
between private and social time preference for consumption. The factors 
that may be cited--which are by no means unique to the floating 
regimes--include deeply entrenched inflationary expectations; Low risk- 
adjusted rates of return on longer-term investment owing to external 
debt problems, and to doubts concerning the Government’s ability to 
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persevere with difficult adjustment ; and private sector uncertainty 
regarding its Long-term status in the countries’ ownership rights 
(Uganda and Zaire), or judicial enforceability of rights (Guinea). 

Another factor that is more pertinent to the floating regimes is 
the possibility that increased exchange risks have tended to hamper 
international trade and domestic investment, especially given the 
virtual absence of, or, in Nigeria and Zaire, the limited facilities for 
covering forward transactions and for insulating businesses against 
exchange rate risks. In Zaire it has been observed that delayed asset 
revaluation has resulted in gross understatement of depreciation 
expenses and overstatement of profits subject to tax, that disallowance 
of exchange losses as a current tax deductible has had a major impact on 
companies with substantial foreign debt, and that investment financing 
has tended to be Limited to equity capital and internally generated 
funds. if 

Even if it is accepted that the structure of imports resulting 
under the floating exchange rate regimes is not optimal, the appropriate 
policy response would not be, as was the case in many of the countries, 
the reintroduction of administrative controls to influence the market 
allocation of foreign exchange. Rather, a proper response should 
consist of a careful analysis of the factors contributing to the 
distortion in the structure of imports, and the prescription of the best 
(or, if necessary, second-best) market-specific or distortion-specific 
policies in keeping with the generalized theory of distortions and 
welfare (Bhagwati 1984). Thus, for example, consumption taxes might be 
used to cope with the politically unpalatable reappearance of “luxury” 
imports under the floating regimes; political and Legal steps could be 
taken to clarify the status of, and foster investment by, the private 
sector; and institutional and other steps in the area of taxation could 
be taken to ensure that private investors can protect themselves from 
the risks of exchange rate fluctuations under the floating regimes. 

(2) Limited market competition 

Other allocative concerns during the period of the 
floating regimes have centered on various imperfections in the financial 
and goods markets, including, in particular, those hampering 
competitiveness. The relatively small number of authorized dealers has 
been especially worrisome, not only because of the inherent potential 
for collusive behavior but also because of a variety of other 
considerations. Thus, for example, in one case where one of the banks 
was owned by a major exporter, the authorities introduced a regulation 
to Limit the share of foreign exchange that could be purchased by an 
individual bank. In some of the countries, including Nigeria, there has 
also been concern as to whether the authorized dealers (i.e., the 
commercial banks) allow a sufficiently broad access to foreign exchange 

l/ Lessard, 1986; for similar views in connection with the industrial - 
countries, see Artus and Young (1979, p. 683). 



by individuals or regions, and corrective administrative regulations 
have been introduced. Again, such regulatory interventions in the 
exchange markets are inferior to other policies that could be clearly 
directed at coping with the specific distortions. In most of the 
countries, competition in the exchange markets could have been 
strengthened through policies aimed at increasing the number of nonbank 
foreign exchange dealers and at broadening participation in production, 
exporting, and importing activities. Moreover, where regional and other 
considerations dictate that certain individuals or firms should have 
access to foreign exchange, the proper approach would be to assess their 
overall financial performance and to determine whether they need to be 
subsidized. 

C. Domestic inflation 

Public debate on the adverse consequences of the floating regimes 
has tended by far to focus on the so-called vicious circles of spiraling 
exchange rate depreciation and domestic inflation, although experience 
in this regard has not been uniform. For instance, the introduction of 
floating regimes in Sierra Leone, which had been experiencing a high 
rate of inflation, ushered in a period of runaway inflation. However-- 
with the exception of Zambia, where the rate of inflation accelerated 
from 13.6 percent in 1984 to over 18 percent in 1985 and 39 percent in 
the following year --inflationary trends in the other six countries were 
not substantially worse than those of the pre-floating period. In fact, 
in Somalia and Uganda, the rate of inflation abated noticeably in the 
year when the floating regime was introduced, while in The Gambia and 
Zaire there was a significant moderation of inflation after an initial 
surge. 

The general abatement of inflation after the introduction of 
floating exchange rates is attributable to a variety of factors. First, 
to the extent that price controls had not been enforced fully, the 
impact of the overvalued exchange rate may have already been factored 
into domestic price formation. l! Second, insofar as prices were 
effectively controlled, the eventual impact of the resulting exchange 
rate depreciation on prices may have been realized only partly in Line 
with administrative decisions to delay or moderate the pass-through. 
Third, the absence or Limited use of indexation, as noted earlier, may 
have facilitated downward flexibility in real wages, thereby alleviating 
pressures for accommodative monetary expansion. Fourth, price increases 
for foodstuffs may have moderated during the period of the floating 
regimes because of a general improvement in the supply situation. 
Fifth, the increased return of transactions into official channels has 
probably been accompanied by the disappearance of risk premia on 
underground operations. Finally, there has been a substantial 
deflationary impact, at Least in those countries where accommodative 

1/ For such an argument in regard to Zaire, see Johnson (1982). - 
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monetary expansion was resisted, reflecting the impact of the relatively 
large depreciations on real cash balances and real income, especially in 
the urban areas. 

Notwithstanding the extenuating impact of such factors, vicious 
circles and problems of runaway inflation were obvious in those 
countries (Sierra Leone and Zambia) where the fiscal situation was out 
of control. This was, no doubt, a major factor in the early demise of 
these countries’ floating regimes. In the other countries where the 
floating exchange rate regimes have also collapsed (Somalia and Uganda) 
or have operated on a stop-go basis (Zaire), initial success in 
containing fiscal imbalances and averting accommodative monetary 
expansion was subsequently interrupted as governments yielded to 
pressure for wage increases or vested interests, thereby rekindling 
inflationary pressures. 

d. Short-term instability 

It is sometimes argued that floating exchange rate systems in 
economies such as those of the African countries are prone to excessive 
instability. In particular, it is pointed out that, given the 
narrowness of most markets, real or financial shocks entail relatively 
large fluctuations in the exchange rates. Such instability in exchange 
rates creates a “noise” in price signals that contributes to 
misallocation of resources. Moreover, Large fluctuations in exchange 
rates, especially in contexts of uncertainty and lack of confidence, 
could Lead to destabilizing speculation, with the pronounced movements 
in the exchange rates, compounding the problems of income distribution 
and domestic inflation. In addition, short-term instability in exchange 
rates complicates macroeconomic management, including policy-related 
forecasting in the fiscal and monetary fields, and attempts to counter 
the exchange rate instability through monetary and other policies could 
result in the propagation of instability in other markets. 

An empirical review of the patterns and degree of instability 
evinced by the available data might be helpful as a prologue to the 
consideration of the practical steps that were taken to deal with the 
problems of short-term instability in the exchange rates. The review 
points to three broad conclusions. First, the exchange rates in the 
African countries have exhibited substantial short-term fluctuations 
around the time trends. This is illustrated in Chart 2 where the 
logarithmic trend-corrected weekly or biweekly exchange rates (defined 
as Local currency units per U.S. dollar) have been plotted against 
time. A comparison of these fluctuations with the trend-corrected 
changes in relative prices suggests that the short-term exchange rate 
fluctuations are, if at all, only minimally explained by purchasing 
power parity considerations. 

Second, the trend-corrected movements in the exchange rates reveal 
intermittent and pronounced fluctuations in relation to the underlying 
trends, suggesting that official market interventions or speculative 
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activity by private operators may have been destabilizing. In Zambia, 
for example, there was a pronounced overselling of reserves and 
exaggerated appreciation of the rate in the third quarter of 1986, 
folLowed by a sustained depreciation in the ensuing months, culminating 
in the abandonment of the auction system in early 1987. An unsustain- 
ably large appreciation of the rate was also experienced over periods of 
numerous months in Somalia during 1985 and 1986, Uganda (1982-83), and 
Zaire (1986). 

Third, notwithstanding the pronounced instability noted above, 
short-term fluctuations in the exchange rates after the introduction of 
the floating regimes have in general been less pronounced than those 
experienced beforehand. This is borne out in Table 4 by two statistical 
measures of relative instability. The first measure (A) is essentially 
a variant of the coefficient of variation, and is computed as the ratio 
of the standard error of estimate (SEE) from the logarithmic regression 
of the exchange rates (in index form) against time to the Logarithmic 
mean (x) of the exchange rates (e>. The rates used in these calcula- 
tions were the average monthly exchange rates in the International 
Financial Statistics of the Fund. The second measure (B) reflects 
short-term fluctuation around a more flexibly fitted trend, along the 
line used by Masse11 (1964). l/ Both measures point to increased 
exchange rate instability durrng the period of the floating regimes in 
Nigeria and Zambia, and the more sensitive statistic (B) indicates that 
short-term exchange rate movements under the floating systems may also 
have become more unstable in The Gambia and Sierra Leone. In contrast, 
both measures uniformly show that in Ghana, Somalia, Uganda, and Zaire, 
the short-term volatility of exchange rates may have diminished. 

Fourth, any attempts to reduce short-term exchange rate instability 
through fiscal and monetary policies do not seem--contrary to what might 
reasonably be expected --to have resulted universally in the propagation 
of increased instability in the goods and financial markets during the 
period of the floating regimes. This is brought out in Table 5 and 
Charts 3 and 4 on the assumption that instability in these markets is at 
Least partly reflected by short-term fluctuations in relative prices and 
in stocks of money or credit. The two measures together point to 
increased short-term instability in prices only in Uganda, while 
conflicting signals for enhanced instability are indicated for The 
Gambia, Sierra Leone, Nigeria, and Zambia. In contrast, Ghana, Somalia, 
and Zaire showed reduced short-term price stability. On the financial 
side, notably in the credit markets, short-term fluctuations tended to 

l/ The measure (B) is defined as - 
0 = Swt/n, 

wherew =(u t t.+ 1 - ut>/Ln et and 
u = residual from time trend regressions of the exchange 

rate indices in Logarithmic form, and 
n = number of observations 
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Table 4. Instability in the Exchange Rates 

Measure A l/ Measure B 11 
Before During Before During 

floating floating floating floating 

U.S. dollars per unit of 
national currency 

The Gambia 0.0316 0.0142 0.0049 0.0051 
Ghana 0.1289 0.0162 0.0127 0.0113 
Nigeria 0.0217 0.0387 0.0031 0.0237 
Sierra Leone 0.0571 0.0380 0.0062 0.0183 
Somalia 0.0528 0.0144 0.0061 0.0045 
Uganda 0.1341 0.0160 0.0151 0.0060 
Zaire 0.0442 0.0149 0.0120 0.0039 
Zambia 0.0349 0.0372 0.0040 0.0224 

Nominal effective exchange rate 

The Gambia 0.0832 0.1054 0.2657 0.4296 
Ghana 0.4724 0.0768 1.2409 0.1424 
Nigeria 0.1239 0.3764 0.4002 1.5783 
Sierra Leone 0.2174 0.3554 0.5142 0.4807 
Somalia 0.1398 0.1075 0.5793 0.2153 
Uganda 0.3722 0.1400 1.1926 0.2918 
Zaire 0.3777 0.0950 1.6051 0.1562 
Zambia 0.1097 0.2068 0.3079 0.9795 

Real effective exchange rate 

The Gambia 0.0545 0.0407 0.3695 0.4859 
Ghana 0.7626 0.0620 2.2340 0.3267 
Nigeria 0.1915 0.3761 0.6905 1.9811 
Sierra Leone 0.1908 0.4544 1.2976 3.7468 
Somalia 0.2205 0.0733 1.1268 0.5810 
Uganda 0.6686 0.2336 1.4565 0.3637 
Zaire 0.2147 0.0644 1.6298 0.3828 
Zambia 0.0706 0.2100 0.3974 1.4933 

Source: International Monetary Fund. 

l/ As defined in the text. Reliable data were not available for 
GuTnea. 



- 20.3 - 

CHART 3 

TREND-CORRECTED FLUCTUATIONS IN THE 
EXCHANGE RATE’ AND BROAD MONEY 

~ Exchange rate 

0.150 
SOMALIA 

I/'\ 
0.125 // I 

\ 

1985 1986 

0.4 

0.2 

0.0 

-0.2 

-0.4 

-0.6 

-0.8 

-1.0 

-1.2 

-1.4 

-1.6 
1983 1984 1985 1986 

-----Broad money 

0.15 

0.10 

0.05 

-0.00 

-0.05 

-0.10 

-0.15 

I, I I I I I I I, I 

1985 1986 

Source: IMF. hternationol Fhonciol Statlstlcs. 

1 Logarithmic trend-cornscted fluctuations in weekly or bhvsskly uuhange mtus deflnsd 03 local currency unit per 

U.S. dollor. 

0.4 

0.3 

0.2 

0.1 

0.0 

-0.1 

-0.2 

-0.3 

-0.4 





- 20b - 

0 

0.125 

0.100 

0.075 

0.050 

0.025 

0.000 

-0.025 

-0.050 

-0.075 

-0.100 

1.0 

0.8 

0.5 

0.3 

0.0 

-0.3 

-0.5 

-0.8 

-1.0 

-1.3 

-1.5 

CHART 4 

TREND-CORRECTED FLUCTUATIONS IN THE 
EXCHANGE RATE’ AND DOMESTIC CREDIT 

- Exchanoe rote ------Relative price 

SOMALIA 

4 
‘1 
’ \ 
’ \ 

I 

I 
i / \ 
:/ I 

/--\ 1 
/ \ I 

\ I 
I 
I 
I 
L- 

\ 

1985 1986 

ZAIRE 

I 
n 

1984 1985 1986 

UGANDA 

‘\ 

1982 1983 1984 

ZAMBIA 

Sourcs: IMF. lntsmationol Flnanciai Statistics. 

1 Logarithmic trend-corrected fluctuations ‘n weekly or biweeldy change mtns defiied 08 local cumncy units per 

U.S. dollar. 

0.20 

0.15 

0.8 

0.6 

0.4 

0.2 

0.0 

-0.2 

-0.4 

-0.6 

-0.8 

-1.0 





- 21 - 

Table 5. Instability in Relative Prices, Domestic Credit, 
and Broad Money 

Measure A 11 Measure B 2/ 
Before During Before During 

floating floating floating floating 

Relative prices 

The Gambia 0.0165 0.0118 0.0024 0.0044 
Ghana 0.0381 0.0017 0.0059 0.0015 
Nigeria 0.0185 0.0021 0.0029 0.0010 
Sierra Leone 0.0488 0.0036 0.0034 0.0015 
Somalia 0.0249 0.0049 0.0056 0.0032 
Uganda 0.0218 0.0406 0.0061 0.0074 
Zaire 0.0301 0.0223 0.0097 0.0045 
Zambia 0.0143 0.0058 0.0022 0.0034 

Domestic credit 

The Gambia 0.0207 0.0124 0.0087 0.0107 
Ghana 0.0271 0.0110 0.0071 0.0097 
Nigeria 0.0264 0.0023 0.0062 0.0023 
Sierra Leone 0.0120 0.0047 0.0044 0.0050 
Somalia 0.0377 0.0084 0.0106 0.0056 
Uganda 0.0277 0.0207 0.0064 0.0085 
Zaire 0.0134 0.0283 0.0082 0.0176 
Zambia 0.0100 0.0642 0.0047 0.0523 

Broad money 

The Gambia 0.0289 0.0214 0.0115 0.0082 
Ghana 0.0133 0.0078 0.0073 0.0056 
Nigeria 0.0161 0.0036 0.0056 0.0035 
Sierra Leone 0.0294 0.0036 0.0049 0.0033 
Somalia 0.0190 0.0125 0.0064 0.0045 
Uganda 0.0181 0.0240 0.0063 0.0057 
Zaire 0.0160 0.0059 0.0076 0.0036 
Zambia 0.0117 0.0080 0.0046 0.0078 

Source: International Monetary Fund. 

1/ The measure A = - 
where SEE = 

f= 

2/ The measure B = - 

SEE/X 
standard error of estimate from the regression of 
the indicated variable (in index form) against time 
logarithmic mean of the variable 

1 wt/n, where the variable wt is calculated 
as noted above, using the differences in the 
residuals from the time trend regression in 
logarithmic form. 
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be more pronounced; the more sensitive measure (B), for example, showed 
increased instability in these markets in all countries, except Somalia 
and Nigeria. 

e. Official market intervention 

The identification of short-term instability in exchange rates 
and the implementation of related remedial policies have been 
complicated by various factors. One of these has been the technical 
difficulty of forecasting the underlying trend movement of the exchange 
rate. An essential feature of the floating exchange rate markets in the 
African countries has been the use of foreign exchange budgets that 
provide for regulated monthly or seasonal release to the markets of 
resources from exports of goods and services or from special balance of 
payments assistance. The projected availability of resources, together 
with their phased release to the markets, the anticipated sales of 
foreign exchange by the private sector, the likely stance of demand 
management policies, and the prospects of debt relief were indispensable 
elements in formulating ex ante views concerning the time path or trend 
of the exchange rate in the year ahead. In practice, inherent 
difficulties in modeling the time path of exchange rates--which in the 
African countries have also been compounded by data base weaknesses and 
the relatively large economic imbalances--have complicated the 
projection of exchange rate trends, thereby making it difficult to 
identify short-term instability. 

Another factor complicating the identification of short-term 
exchange rate instability has been the nature of some of the 
disturbances, especially those surrounding shortfalls in anticipated 
exceptional financing. The availability of such financing, which is 
generally conditional on the country remaining committed to a serious 
program of adjustment, may be influenced by a variety of factors, 
including slippages in policy implementation. A decision as to whether 
the attendant shortfall in resource flows is of a short- or long-term 
character would depend upon the time needed to implement corrective 
policies, and (for the donors) to determine whether the policy 
correction is adequate. Judgmental errors with respect to timing in 
these respects can no doubt result in a misidentification of the 
instability. 

A further aspect that has compounded the essentially technical task 
of identifying short-term movements in the exchange rate is that in some 
of the countries, partly for political reasons, the authorities have 
harbored views regarding a “permissible” range or level for nominal 
exchange rates. In such cases official intervention to keep the 
exchange rate on target has in fact constituted an attempt to influence 
the underlying trend. 

In general, official market intervention to influence short-term 
movements in exchange rates has been limited. In particular, the use of 
official international reserves has been modest owing to the generally 
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low leve 1 of reserves (Tab le 6). Moreover, in some countries (e.g., 
Zaire in early 1986, and Zambia in the third quarter of 1986), central 
bank intervention in the markets did result in accumulation of short- 
term foreign liabilities. 

Given the limited scope for using official international reserves, 
the authorities’ efforts to counter short-term pressures on the exchange 
rates have tended to focus on steps for Limiting the effective demand 
for foreign exchange through fiscal and monetary policies and, perhaps 
more commonly, through administrative actions. On balance, the use of 
fiscal and monetary policies to offset short-term instability in the 
exchange rates has proven cumbersome, partly because of the inevitable 
lags involved in identifying the instability, in designing and 
implementing corrective measures, and in obtaining the needed impact. 
Even so, some countries tried to use monetary policy more actively. 
Zaire adjusted legal reserve requirements frequently and also made an 
effort to deepen the treasury bill market. Other countries (The Gambia, 
Guinea, Sierra Leone, and Zambia) also envisaged a strengthening of the 
treasury bill market, with flexible use in the treasury bill rate seen 
as offering an opportunity for more active short-term use of monetary 
and credit policy during the period of the floating regime. 

In general, authorities have tended to rely more on administrative 
controls when prompt action was needed to check effective demand for 
foreign exchange. However, it would seem that such controls, though 
initially prompted by short-term considerations, have been maintained 
for much longer periods, with the depreciation trend in the exchange 
rates providing an even stronger incentive for their retention. 

IV. Assessment and Conclusion 

The floating exchange rate regimes that were introduced in the 
African countries during periods of large financial and economic 
imbalances provide an instructive experience, especially in view of the 
divergence of professional views concerning the general advisability of 
such regimes in developing countries, the more so in contexts 
characterized by unsustainable fiscal deficits, financial repression, 
and administrative and other controls in the goods markets. Despite the 
high mortality rate of the regimes, the available experience suggests 
that floating exchange rate systems have a chance of working reasonably 
well even in developing economies beset by large economic imbalances. 
This is apparent where countries remained firmly committed to the 
implementation of supporting adjustment policies, including those in the 
area of demand restraint, and where programmed balance of payments 
support was obtained on schedule. In contrast, countries (Sierra Leone 
and Zambia) with large public sector deficits experienced runaway 
inflation and the governments’ ability to continue with the floating 
regimes was strained. Similar strains also developed in those countries 
(Somalia, Uganda, and Zaire) where initial improvement in fiscal 
performance collapsed under the pressure of wage demands and vested 
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Table 6. Gross Official International Reserves, 1980-86 

(In weeks of imports; end of period) 

1980 1981 1982 1983 1984 1985 1986 

The Gambia (end-June) . . . . . . . . . 1.7 2.8 

Ghana 11.5 11.0 19.8 10.0 10.0 

Nigeria 30.8 14.3 6.3 5.1 8.1 

Sierra Leone . . . . . . 1.6 2.0 2.0 

Somalia 3.0 11.0 4.0 4.0 2.0 

Uganda 2.0 12.0 1.6 1.6 12.0 

Zaire . . . 4.9 1.4 4.1 2.7 

Zambia 3.1 1.8 6.3 7.3 4.1 

2.7 0.9 

10.0 10.0 

9.8 . . . 

2.0 2.8 

4.0 4.0 

8.0 5.2 

3.2 4.4 

. . . . . . 

Source: International Monetary Fund. 
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interests. This would seem to lend credence to the notion of proper 
sequencing: that is, floating exchange rate regimes in economies such 
as those of the African countries have a better chance of succeeding if 
major efforts are made initially to reduce public sector deficits and if 
the improvement in the public sector finances can be sustained. 

There was substantial flexibility in choosing exchange market 
arrangements that suited the circumstances of individual countries. All 
arrangements, however, have proven quite susceptible to official 
interference and to underlying pressures that have in some cases 
resulted in abandonment of the regimes. 

The initial declines in the nominal exchange rates and the 
subsequent downtrends were to be expected in virtually all countries, in 
view of their high rates of domestic inflation. The reasons for the 
essentially parallel movements in the real effective exchange rates are 
less obvious, and perhaps point to the fundamental imbalances prevailing 
in the exchange markets. The depreciations during the period of the 
floating regimes resulted in a substantial decline of urban incomes, and 
the government’s ability to cope with the attendant social and political 
pressures was no doubt a decisive factor in whether the regimes 
survived. Accordingly, to ensure the success of the floating regimes, 
their impact on urban incomes should be realistically assessed, and if 
necessary, measures for alleviating that impact should be implemented 
simultaneously. As argued above, these might have to include a more 
careful targeting of subsidies, and reforms to ensure a more equitable 
sharing of the burden of adjustment. 

Concerns about the effect of the floating exchange rate regimes on 
resource allocation centered on their apparent impact on the structure 
of final demand and on the factors that inherently limited competition 
in the financial and goods markets. Related corrective action, 
generally through the reintroduction of administrative controls in the 
exchange markets, was clearly inefficient. To address the allocative 
concerns while ensuring efficient functioning of the exchange markets, 
the floating regimes would need to b& supported by carefully considered 
measures aimed at correcting specific distortions or problems, in 
keeping with the generalized theory of distortions. 

During the period of the floating regimes short-term instability in 
the exchange rates tended to abate. Even so, some countries attempted 
to moderate short-term fluctuations in the exchange rates through 
official market interventions. The efficacy of such actions was 
circumscribed by the practical difficulties of forecasting underlying 
exchange rate trends, and inherent limitations in the range of available 
instruments for effecting such intervention. In view of these problems 
it might be preferable, at least in some cases, to abandon entirely any 
efforts to influence short-term movements in the exchange rate. Such a 
noninterventionist disposition might be fostered through international 
contingency mechanisms aimed at minimizing reversible shortfalls in 
budgeted availability of resources for the exchange markets. Should 
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short-term official intervention be deemed indispensable, international 
efforts might be required to ensure that countries with floating 
exchange rate regimes have, at least initially, a comfortable cushion of 
external reserves. 

The African experiences with floating regimes are relatively recent 
and have been abandoned in nearly one half of the countries. Partly 
because of this it would be premature to start Looking for conclusive 
evidence as to whether the regimes attained their intended objectives of 
strengthening growth and balance of payments prospects, buttressing 
demand management efforts, and improving the conduct of macroeconomic 
policy. Nevertheless, the floating regimes permitted the exchange rates 
to adjust more flexibly than beforehand. This, coupled with increases 
in real producer prices, liberalization of markets, improvements in 
infrastructure, policies of demand restraint, and continued donor 
support, resulted in a pickup (not always sustained) of real GDP, 
agricultural production, and the volume of exports in The Gambia, Ghana, 
Sierra Leone, Somalia, Uganda, and Zambia. The financial situation for 
most countries also strengthened, with the abatement of domestic 
inflation and the restoration of normal relations with creditors owing, 
inter alia, to improvements in the current account and to assistance 
from the international community. 

For those countries that are still persevering with floating 
regimes, the consolidation of any gains realized thus far will require 
continued commitment to adjustment and unfledging donor support. These 
countries will also need to come up with imaginative solutions to the 
problems that resulted in relatively high mortality rates for the 
regimes. 
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I. kmcet arrwnt Regular mrket Unified auction m&et 
(Since Jaranry 20. 1986) (Since February 21, 1987) 
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SumLsly of Ploatlng lkclmg Pate Systens in Africa (CcmiNed) 

(I% of October 15, 1987) 

Gambia, lk Q-lana QJin?a 

V. Accanpany* mrmetid, 1. Renxral of all restrictions al 
pricing, and interest rate extemal current transactions. 
policies 

2. substantial increases in agricultural 
ard petrol- pro&t prices amI utility 
tariffs, and Llberalization of prices for 
fertluzels and rice. 

3. Incerest rate flmdbility, including 
deuxltrol of cammciaL banks’ deposit amI 
lending rates, abolistmmt of CoKlesSid 

rate for crq, finance, aml intrc&cticm of 
a treasury bill auction system. 

VI. Experi- with other mrk.et- Parallel umket - reportedly, an exchange 
related exchange rates late premium vi&-vls the U.S. dollar - 

shrark from abmt 50 percent in early I986 
to virtually nil in June IA%. 

1. Limited Liberaltzation of Imports. 

2. Increase in pr*er prices for cxxoa. 

3. Officially controLled interest rates 
hav2 ten raised to oeaqc6ltive levels. 
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utility rates; the latter were m-~theless 
irlcreased significantly. 

3. Asnmmxd intentions of a flexible 
interest rate policy based on regular 
adj.ss of o.fficiaLLy fixed Interest 
rates ad al intematioml1y cmpetitive 
treaslny bill rates. 

1. In late Jamary 1986, a &al exchaqq 
rate systan. ,2cmhxing of an official. 
mrket ad a ueekly avct1on SaKicet has 
introdmed. Transactions of the plblic 
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at mm appreciated rates in the forum 
mrket. Private sector requirerents for 
specified iqmrts and air trmsportatim 
setices by foreign cmpmies were 
charnmled through the auction market % 
(partly s&id thraq& wt sales by the 
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Gambia, The 

2. Anextensive px2Lkl mrket- 
reportedly the volme of trmsactions in 
th Kerket shrank during the first tdf of 
I.986 and the premium foreign wchange 
rb narrw. 

VII. other selected features 

2. Capital concroL5 are mintaiti on 
certalncu~rd transfers. 

3. Substantial extend arrears are teiq 
l.iquiQted grlduauy. 

4. A sizable public enterprise sector, 

irduding a mber of inefficient 
entities, is slated for refom. 

1. No t-orward mrket. 1. No fotward mrlcec. 

2. Licenses of Importers thrmgh the 
alction excu Dnst cor6uIEf goods. 

2. Haintalns capital controls. 

3. Main- capital controls. 3. Substantial external arrears are being 
paid off gmdually. 

4. Substantial f2uerna.l arrears are b&-g 4. An exwnsive pblic enterprise sector 
paid off gradually. hw beendergoinga major reform, 

inchilng the closure of six former state 
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Sumcety of Floating EL&ange Rate Systems in Africa (contti) 

(AS of October 15, 1987) 

Gambia, The Gnsns Qlinea 

5. Attmpts to permit larger ammts of 
profits ad dividends ticugh the arxion 
proved disruptlw ad here temporarily 
Slsperded. 

6. A large public enterprise sector with 
inefficient entities is slated for reform. 
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Swry of Floating Fxchange Rate Systems in Africa (contimed) 

(As of October 15, 1987) 
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Nig3-k Sirrra Leone ScnnLia 
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Sumuary of Floating Exchaqy Rate System in Africa (contimed) 

(As of October 15, 1987) 
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2. The intertank rates, tich in 
principle are to fluctuate freely, subject 
tn a dm.Liq spread of 1 percent. are to 
apply to all mtraaucticm transactions. 

2. Canaercialbarksaresubjectto 
.sxtain ezqxasure ad -Jolllre lidts. 
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summy of Ek.sting Fxchq5 Rate Syst= fn Africa (continued) 

(AS of October 15, 1987) 

Sierra kme 

V. k~iogamercial, 1. Trade l.iberalizatim, indudLng 
pricing, and interest rate e.lfndmtim of iqxxt and rmxt eqxxt 

policies liicenslng and redctlon Of prchibitd 
inports, fran 72 to 16 item. 

2. Deccntml of darestic prices. 

3. The tadnun interest rate for 
borrwrs has raised to 15 percent, ad 
intention to fun&r Mxxalize interest 
rate policy - arauud. 

VI. Ehpxience with other market- A parallel mrket. 
related exw rates 

1. Wberalhaticn d all bona fide 
aIrrent transactions. 

2. Substantial Lncreases in praker 
prices ad utility rates ad denmtml of 
c-r prices for cusmditfes. 

3. Flexible interest rate policy. 
imrolving freeing of deposit ad lending 
rates ad active use Of a vea~lay bi.Ll 
rate. 

1. Adualexchqe~rket, hchdingan 
offichl narket ad an alrxial system 
&iriq Decembec L7, l9Sr-July 1, 1983. g 

2. Amhrstparddmuketintichthe 
prmIiunarfo~~hsssh~ 
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substaneial depredation of the rate in 
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enterprises to cover costs ad pmvide for 
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paskive levels. 
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cmwiity hqxt prognm. 

2. A parallel mkt. 
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Suamry of Floating Ehhange Rate Syst- in Africa (conthud) 

(As of October L5, 1987) 

NigHid Sierra kow 

VII. Other selected features 1. Foreign exhang dealers accept 
forward contracts for approved 
transacti0R.s arKI mmity. 

2. ALL external arrears tere expected to 
be elimlnacd by the d of 19%. 

3. &ndttanc.es of profits and dividends 
of tnna fide an-rent nature are appmved. 

3. Substantial txtemal arrears are be@ 
paid off gradually. 

4. Capital. c&flo~.6 are approwd, 4. A sizable plblk enterprise sector, 
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exchmg market. entlties, is slated for reform. 
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axuard transfers. 
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Smty of Floating Exchange Rate Systens in AfrLca (contimed) 

(AS of October L5, 1987) 

Uganda Zaire Zambia 

(AugLtst 23, 1982-~~ne 15. 1984) 

Il. Mar!et prtici~ts 1. Central Bark (mxugefi the srtia-t 
(their roles) mrkec; centralized foreign exchmge 

receipts frcm designaced trzAitialal 
exprts ad other swca for settleuent 
of official payroents and desigNted 
essential imprts-all ac the official 
ratk for wxkly cnrtion to mbuks). 

2. six -rcial tanks (organising and 
suhdtting bids for custcxmzrs, and minor 
Lxlying and zxlxl-g on their urn ac-ts). 

3. Nonbanks, including phlic werprises 
ad-wntil July 1983--the Gover~~~nc 

WY-h3 c3.d *uFng). 

Regular mkt. 
(Since February 28, 1985) 

1. Central EbA (supervises the rmrkets; 
w- directly thra& M and 
tuying in the interbark m&et and fixinp 
sess1ms, and, initrecrly, thrulgh u!se OE 
addit.imaL insttlm?nts of monetary policy, 
to lnflu3-c.e the e.xdmge rate; receives 
foreign Cxchmge frcm designated sources 
for settlemmt-at last fixed rat-f 
spedfled off Lcial crarsactl~ an3 for 
m-sale in the intertrark mrket). 

2. Ten mrcial k&s and other 
aothorized dealers (tnylng al-d SeLhg). 

unified heeuy awxion 
(October 4, 196January 1987) 

1. Central Bark (mqes the awtim 
mrkec; cmtralize3 foreign exchange 
subpct to surrender rquirwent ard that 
fran official smrces for phased sale 
thmgh Bstim arid for sectlemn~ of 
desigruted transactions at the last 
auxlon price). 

2. six -miaL beds (orpnizhg ad 
sdndtting bids for custcoers; mdniml 
trading al their CMl accomt). 

3. Nonbarks. idding parastixd 
entities (hryFng thmugh auction-ad 
surrendering at 8lction-detemiined rates; 
s.auz trading of unsurrerdered balmces). > 

=: 
m 
5 
E 



Surmary of Floating Exfhaqe Rate System in Africa (contim&) 

(As of Cctober l5, 1987) 

uw Zaire zanbia 

III. ‘Euramrket” transactions 1. Central tank tr amactions effected at 1. lktentim by the mining caspany 1. Requiremnt of the mining caqany 
the official rate. (ZiUWXS of 45 prcmt of its eqxx-t (XXX), the Cow-t, and allccatims to 

proceeds. camzrckal beks to met tramactims 
subject to exchange cmtmls; these are 
settled by the Central Bark at the last 
auction rate). 

lv. Selected regulations and 
proxdures 

2. EtLmr sales of foreign exdungerat 2. Official t ransactials, Fndudlng 2. A!Jtilo~ed wmsurrender of proceeds 
the last fixed awtim rate urmercial foreign debt service payumts, settled by fran rmtraditioml eqmts. 
banks to customers. the Central Bak at the last fixed rate. 

3. A.Ll~t1m.s co Gow-t of 
predecemid prqortions of foreign 
exchange supplied b the central Bank to 
the artion m&et. 

1. Limits al bimidlg balances of 
cmmrcial kxks. 

1. Palticipatioo in the Fnterhsrk ma&x 1. c4l‘kqlst2,1986, therewaaacharrgp 
is largely subject to exchmg market frm the marginal to the ILtcb auction 
practice3 as defimd in the Mer of tlm system. 
Intematimal Associatim of Exclm-ge 
Dealers. 

~2. Prior wt of mininun mnmts 
to be auximed. 

2. For transactims ixxwaeo autborized 
dealers and betseen dealers ~IDA their 
custmers. the exchange rates are, 
n?gotiated freely. 

2. slrcessful bids are settled within 
three wn+.ing days. 
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Sunnary of Floating )Zx&mge Rate Systw in Africa (contind) 

(As of October 15. 1987) 

3. A reserw price option, used rarely. 

4. Ftarglnal awtim systen SJS applied in 
principle. 

5. Soccessful bids kere settled vithln 
three taxking days. 

6. ContImed access to auxion nadcet b 
private nonbank ua.5 subject to 
doanrentatim in ckle cRlr3e al validity of 
t-cums. 

V. A=ww-b -bl. 1. substantial trade libetition. 
pricing, ad interest rate 
pcJlicles 

2. bjor i.w2rmses in prudwer prices and 
utility rates, arki liberalization of err 
factory prices of variclls parastati 
entities. 

3. Deposit ad lending interest rates 
rare raked, lmt t-maind negative in real 
terns. 

3. Limits are set (II net foreign assets 
of cnrmerchl banks. 

1. SuhstantiaL literalization of an-rent 
t-ctims. 

2. Major increase in probcer prices. 
utility rates. and prices of petmlerm 
prddcts, and a gerrrral decontml of ock 
cons-r prices. 

3. FhdbLe interest rate policy, 
incllrding a gewral freeing of deposit and 
lading rates ad active use of the 
treasuy bill rate. 

3. Importers are require.3 to pmviQ 
docuwntary proof of iqxxtation of gads. 

1. S4htad.al trade liberaltitim. 

2. Major increases in prchcer prices, 
utility rates, prices of petmleun 
prodJets. 

3. A mre flexible interest rate, 
irru - iluenLi00 to Qaxltrol 
interest ratfs d active use of the 
treasury bill rate. 



Sunmy of Floating E&hang Rate System in Africa (contimed) 

(As of October l5, 1987) 

U@ Zaire Zambia 

VI. Fxperiexe with other wrket- 1. A dfid mxion oadcet. intro&cd 
lT5lzxed (s!xhmg rates m June l5, 1984, LBS folld by 

incre;lsed interwuion in the wdux to 
limit tk appreciation of the rate. on 
February 19, 1965, the awticm systm *as 
FkEXKlOd. 

2. An exrensiw parallel narket. in tich 
foreign exchaqe had teen trading at a 
large preldm. shradc &LriIq the period of 
the &al wrket, ad the pren.iun aLS0 
declined; these trends have apparently 
teen reversed s.Frre the atandoruent of 
auctioning. 

1. A system of mltiple excl-mqe mrkets 
(September 12, l983-February 28, L985). / 

2. Prior to the ~tchvlge rate reform in 
SepterLxer 1983, vsrkus practices led to 
rates that wre mrh more depreciated th.m 
the official rate. These imkded 
aucho~Cion for curfinarred iqmts 
(!ms achat de devL5eS)) ad retention ad 
other privileges for certain mporters, 
espedally those of -, gold, d 
coffee. 

3. An active pxd.el mrket. dating back 
to the lx&. After mrrcui~ mdcdly 
foLkwIng the I967 ecmxmic reform, the 
pradun al foreign exchange in the mrket 
widered and persisted; mre recently, the 
pmnim has reportedly shrud again. 

1. A dul awtion m&x resuwd in late 
Parch 1987 until May 1, l!X7 when the 
Gowrmkmt fomdly amtnmcd a 
cancel-lation of the auction and the 
intrcdxtion of an exchange rate for tk 
km&a fixed at K 8 = US$l. Over the 
period of the resd auction, there ms a 
hm-tier systm cmprisFng, accmdlng to 
the authxities, an auctim-determlned 
exxhang rate ard an official rate alld 
to now within a range of K 9.0-12.5 with 
pxkd.i.c real-t leading to eventual 
cawergence of the official d srticn 
rates. 0” 

2. A parallel mdcet. 

0 , 
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Sumary of Floating Fzxkmge Rate Systems in Africa (cm&ded) 

(As of October 15. 1987) 

Zafre 7anbia 

VII. citkr &ted fearures 1. No forward mhange Imrket. 

2. Capital transfers anf invisible 2. Cutward capital transfers are 
payments rmrdned controUd. controlled. 

3. Sutstmtti external arrears are king 
paid off gr~ly. 

4. An extemive plblic enterprise sector 
with norms fnefficient enterprises 

auatts reform. 

1. Forward tr-tims are petitted, 
subject to Limitations on, amvg otkr 
things, types of transactions am3 their 
mturity. 

3. saw external arrears king paid off 
grUlY. 

4. A sizable plblk enterprise sector 
lndergoing reform. 

1. No fonz3L-d mrket. 

2. Controls are mintair& on muherd 
capital transfers ard on saw cxrrent 
tramactions. 

3. Substantial excemai arrears beiq 
paid off gradully. I 

f 
4. An extensive &UC enterprise sector, , 
FnclLding Ilmerms Fwfficient 
enterprises, is to be refomxi. 

l/ Sirre then there has IXM substantial official interferewe in the mrket restiting in a mti appreciation of the rate iron LE 53 per U.S. dollar in April 1987 LO k 3 per 

U.S. dollar in July; subsguently, the rate WIs kept mmed. 
2/ IYw ill-fateA dual tzxhmge rmket srrCangwnt prwided for pwrly enforced partial surrender though the Central Bank ~IKI thrmgh the ccnmrcial bulks. Ihe foreign wchangz 

s&e&red LQ the Gzntral Bank m.5 to b2 used for imports ~>f pecroltun prwkts. flour and vheat, &tion oraterids, a-d lmn- amj grant-finawed iqmts, .ami servicing of foreign 
debt ;nri arrears. A part of the toreign w&aqa hes also to be auctioned to carmercial hudcs, the Cuvermmt, arrl certain public enterprises. The canmrcial tarks bid on tilf of 
atituwrs, who, besides hwiry: ttle requisite docmts, had to rmkr a depsit or have a lxmk Une of credit equal to their bids. llw banks uxe subject to limits on wxking 
bal3nces. Lqely mfulfilled intentions wre also amxmncrd with mspect to ;T;e UberaLization of 5Cenul transactions. 

3/ Intrdlrtd in ft.0 ph3aes: the first (September 12, l983+ktohr 14, 1983) inch&d an offklal nrarkec in tich receipts irm designated smrces wzre used by the Central !SCIK 

for settlment of external public debt aml other specifL& payments. These transactions warn effected at a Less depreciated rate mintaL& within a mrgin of l0 percent fron ttw 
“wrkt rote” (i.e., rhe avera~ rate which banks intemkd to .xpply the folltirg wek). Foreign exchange trading amng tanks and lxcwen banks axxl their cus~mrs was dt freely 
nqotiaLd rilLe5. lkiq the secorrl phase (Cktober 14. l!383Febmxy “8, L985), 2.17 interbank rmrkrt was latched, cud uxkly tixing sessions provtded .m averne for the Central Baric 
tu lnrerww through hying ad selli~lg. t+samhUe, the spread ior the official rate was reduced to 5 p+zent of the free mrkt (fix@) rate. 
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