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Abstract

This bachelor thesis examines the economic development of Economic Community of West 

African States and the European Union. It analysis and compares these institutions in 

the first place. Then, it analysis the corresponding monetary union, the West African 

Economic and Monetary Union and the Economic Monetary Union. On the basis of 

theoretical background the focus is then put onto the comparison of economic development 

of Togo and Slovakia, two countries of which one represents ECOWAS and the WAEMU, 

and, on the contrary, the second one the EU and the EMU. From the empirical perspective, 

the thesis applies the econometric analysis of panel data consisting of 30 countries that are 

observed for the period of 10 years, from 2007 to 2016. Standard panel data methods are 

tested along with the dynamic panel data method and then compared. Consequently, the 

main aim of the thesis and its empirical part is to apply already developed econometric 

models, originally intended for different group of countries, on the data to see whether 

they can be used to explain economic development of ECOWAS and the EU.
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ment, analysis



Abstrakt

Táto bakalárska práca sa zaoberá ekonomickým rozvojom Hospodářského spoločenstva 

západoafrických štátov (ECOWAS) aEurópskej únie (EU). Tieto inštitúcie sú analyzované 

a porovnané, taktiež ako ich příslušné měnové únie, konkrétné Západoafrická ekonomická 

a měnová únia (WAEMU) a Hospodářská a měnová únia (EMU). Na teoretickom základe 

postavenom v úvode sa náasledne pozornost’ presunie na porovnanie Toga a Slovenska, 

dvoch krajin, z ktorých prvá menovaná reprezentuje ECOWAS a WAEMU a druhá EU a 

EMU. Z empirického hladiska sa v tejto bakalárskej práci používá metodika panelových 

dát, standardně panelové metody a taktiež dynamický panelový model. Set dát sa skládá 

z 30 krajin, ktoré sú pozorované po dobu 10 rokov, od roku 2007 po rok 2016. Hlavným 

cielom empirickej časti a celej práce je zistiť, či je možné použit’ už vzniknuté ekonomet- 

rické modely, povodně prispósobené na odlišnú skupinu krajin, pre krajiny ECOWAS-u 

a EU a či sa pomocou nich dá vysvětlit’ hospodářsky rozvoj v týchto úniach.

Kfúčové šlová

Togo, ECOWAS, Slovensko, Európska únia, komparatívna ekonómia, hospodářsky rozvoj, 

analýza
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1 Introduction

Economic development is a very broad term, which, captures social and economic progress 

and transformation from low-income and underdeveloped economies into industrialized 

modern economies. It is often used as a synonym for economic growth, although it might 

not necessarily be the same. Economic growth is a necessary condition for economic 

development, but it is not sufficient, as it cannot assure development. For this reason 

economic growth is often used as a measure of economic development in empirical work.

Economic growth can be defined as an increase in gross domestic product (GDP) over 

a predefined period of time. GDP is a market value of all goods and services produced 

within a country in a given period of time (Mankiw, 2007). GDP per capita, which is a 

GDP divided by the population of the particular country, is sometimes used as a measure 

of economic development in empirical work as well. It takes the size of the country into 

account and therefore it makes countries more comparable than GDP itself. The main 

disadvantage of using both these indicators, economic growth and GDP per capita, is 

that they do not account for non-material standards of living, which also determine the 

development of the country.

The major aim of this thesis is to examine the economic development of the African and 

European countries. This will be done by the application of the econometric methods and 

models that has already been used in empirical work. However, the models were originally 

intended for the different groups of countries. The comparison of political, economic, and 

monetary unions will be made with the focus on Togo and Slovakia, and their positions 

in the unions.

The Economic Community of West African States (ECOWAS) is based on Lagos 

Treaty and was established on May 28, 1975 in order to foster the economic self-sufficiency 

for the member states, whose membership is based on their geographical location within 

the continent. Currently it is one of the pillars of African Economic Community (AEC) 

founded in 1991, which is an economic and monetary union that promotes mutual eco

nomic development of the majority of African countries via free trade areas, single market, 

custom unions, common currency and a central bank.

The main goal of ECOWAS is, therefore, to promote economic integration in every 

possible area of economic activity among its 15 member states and to create a single 

trading coalition through economic cooperation. Its vision is to move on from ECOWAS 

of states to ECOWAS of people by 2020, meaning that it is supposed to become a border

less region governed by the principles of democracy and rule of law, so that its inhabitants 

have an access to its abundant resources and they have opportunities created under a
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sustainable development.1

Until 2018, the only common currency used in ECOWAS was West African CFA franc, 

used in French-speaking countries of ECOWAS since 1945. However, in recent months, 

the currency named as eco is planned to be introduced by the West African Monetary 

Zone (WAMZ) to be merged with the franc and to become the only common currency for 

the majority of West African states and to be even rival to euro in terms of population 

as it is stated by Miles (2015). This merge should happen by 2020. They have already 

introduced the convergence criteria that each country implementing eco should meet.

Togo is a founding member of ECOWAS (as all the countries except Cape Verde are) 

and its president Faure Gnassingbé, who is in power since 2005, is the current chairman 

of ECOWAS.2

The European Union (EU), on the contrary, is a political and economic union con

sisting of 28 states and was officially established in 1993. However, its roots go far into 

history. The very first impulse for the European cooperation was the creation of European 

Coal and Steel Community as it should have secured peace in Europe in the post-war 

years. The six founding countries are Belgium, France, Germany, Italy, Luxembourg and 

the Netherlands.The next step to common market was taken in 1957, when the Treaty 

of Rome established the European Economic Community. Single Market, which seeks to 

guarantee the free movement of goods, capital, services, and labour, was created in 1986 

by Single European Act. It was finally launched on January 1, 1993 with the signing 

of Maastricht Treaty, and the European Union was officially created.3 Moreover, the 

number of original six members has been enlarged to 28 throughout the years.

The European Monetary Union (EMU) was created in 1992 in order to coordinate 

economic and fiscal policies of the member states. While all 28 members take part in 

the EMU, some of them have taken a further step to even closer integration with the 

adoption of the common currency, euro. The number of countries currently using euro in 

2018 is 19 out of 28 member states. Euro was introduced first as a virtual currency, on 

the 1st of January, 1999. Three years later, in 2002, banknotes and coins were released 

into circulation. Since its existence, it proved itself strong by being the second most 

important international currency after US dollar.4 The European Central Bank (ECB) 

plays an important role in maintaining price stability and it sets common rules on public

1 Information available at https://www.ecowas.int/about-ecowas/basic-information/. Accessed April

29, 2018.
2Mayaki, H. (2018). Togolese president Faure Gnassingbe takes the reins of the ECOWAS Authority 

of Heads of State and Government.
information available at https://europa.eu/european-union/about-eu/history_en. Accessed April 29, 

2018.
information available at https://ec.europa.eu/info/about-european-commission/euro/history- 

euro_en. Accessed April 29, 2018.
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finances for the member states as well. The ECB is also in charge of all monetary issues 

regarding EU.

Slovakia has joined European Union during its most massive enlargement, together 

with nine other countries, on the 1st of May 2004. In the following years, the country had 

been trying to successfully meet Maastricht criteria to adopt euro and tight the economy 

close to more developed Western countries. Finally, the euro was introduced in 2009 into 

circulation and it replaced Slovak crown.5

This bachelor thesis examines the above stated information in more detail to perform 

an analysis of the economies and it is organized as follows:

Firstly, the comparison of ECOWAS and EU will be made to point out the similarities 

and differences, and afterwards the focus will be put more on Togo and Slovakia to see 

how their positions and economic development differ within the unions. Finally, in the 

econometric analysis of panel data, the models that have already been used to determine 

economic development in various world areas will be applied to ECOWAS and EU data to 

see whether any of those methods would be suitable to explain the economic development 

and make conclusions about the unions and countries in them.

5 Information available at https://europa.eu/european-union/about-eu/countries/member-
countries/slovakia_en. Accessed April 29, 2018.
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2 Literature Review

The empirical part of the thesis is based on two different approaches to the explanation 

of economic development. The models presented below will be slightly modified to fit the 

available data for ECOWAS and EU countries and to be in line with the topic of this 

thesis.

Tiwari & Mutascu (2011) focus on examining the impact of foreign direct investments 

on economic growth in Asia, particularly in 23 Asian countries using various panel data 

methods and using the data from the year 1986 to 2008. The choice of dependent variable 

and all explanatory variables is coming from the production function expanded with 

exports and foreign direct investments:

Y = f(K,L,X,FDI). (1)

In (1), Y stands for output level, K and L represents the amount of capital and the amount 

of labour, X stands for exports and FDI is an abbreviation of foreign direct investments. 

In particular, they are regressing gross capital formation, labour force of the country, 

exports, and foreign direct investment on GDP per capita.

Authors argue that the most common way to examine the relationship between eco

nomic growth and its determinants is by static panel data models. Three different meth

ods are used; namely pooled ordinary least squares (OLS) regression, fixed effects, and 

random effects models. After performing the analysis, they have concluded that FDI and 

exports are the main driving forces for the growth in examined Asian countries, with the 

help of labour force. Then, they have tried to incorporate nonlinearities into the regres

sion. When the nonlinearity was associated only with FDI, the impact on growth was 

significant, whilst when they added the nonlinearity into the exports as well, only this 

variable has remained significant. Therefore they favour to explain the economic growth 

via exports as a leading force rather than FDI.

Eugenio-Martin et al. (2004) are studying the effect of tourism on economic growth in 

Latin American countries. They use different approach in comparison to the first paper 

examined above. Instead of static panel data models, they estimate dynamic panel data 

models using Arellano-Bond estimator based on Arellano & Bond (1988) with the main 

goal of explaining the relationship of economic growth and growth in number of tourists 

per capita conditional on main macroeconomic variables. After estimation of the dynamic 

model they revert the direction and try to explain the number of tourists conditional on 

GDP and other macroeconomic predictors, but this part will not be explained here in 

more details as the methodology is not directly related to the topic of this thesis.

Authors use the data covering the period since 1985 until 1998 on 21 Latin American 

countries. The selection of the variables and model specification is based on macroe-
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conomic theory that the rate of growth depends on the initial level of income. The 

independent variables in the model that are supposed to help to explain the growth are 

therefore lagged independent variable, lagged gross domestic investments (measured as 

a percentage of GDP), lagged public spending on education, lagged general government 

consumption (measured as a percentage of GDP), and lagged rate of growth of tourists 

per capita. Furthermore, they add two social variables, the index of political stability 

and the quality of governance of the political system.

From their empirical results, it can be concluded that the growth rate is positively 

driven by the initial level of output, growth rate of tourists per capita, and the index of 

political stability. Public spending on education seem to have a negative effect on the 

dependent variable. Gross domestic investment, general government consumption and 

the social variable representing the quality of governance of the political system did not 

prove themselves to be significant.

The references to further literature used for the elaboration of this thesis will be 

provided regularly throughout the Chapters 3 to 5.
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3 Comparison of ECOWAS and the EU

3.1 ECOWAS: basic information

The leading factor in the creation of ECOWAS was to enhance cooperation and to prevent 

the sub-Saharan region in Africa to remain divided in two parts, English and French, 

depending on the colonial experience of the countries. In the early 1960, majority of 

African leaders have decided to adopt the cooperating strategy and this decision resulted 

in signing the Treaty on May 28, 1975, establishing Economic Community of West African 

States. The Treaty has been signed by fifteen countries, namely Benin, Burkina Faso, 

Cote d'Ivoire, Gambia, Guinea, Guinea Bissau, Liberia, Mali, Mauritania, Niger, Nigeria, 

Sierra Leone, Senegal, and Togo. In 1977, Cape Verde has joined the community and 

enlarged it to sixteen members. This has created the market for 124 million people.6

In 2000, Mauritania has decided to leave the community, so the number of the member 

countries decreased back to 15.7 Since then no changes has taken place and ECOWAS 

is currently comprising of 15 countries. Its population has increased to more than 349 

million over time.8

The Treaty defined the main objectives of the community, including:

• promotion of the economic integration within West African countries

• guaranteed free movement of people, goods, and capital across borders of the mem

ber countries

• promotion of the cooperation and development in every field of economic activity.9

The governance is divided into three arms: the Executive, the Legislative and the 

Judiciary. On the top of governance structure, which consist of Heads of States and 

Governments, is the Chairman of the Authority. He is elected by other Heads of States 

and Government for one year. The Council of Minister is led by the Chairman who is 

automatically appointed; it is the Minister of ECOWAS affairs in the domestic country 

of the Chairman of the Authority.

The executive arm is led by the President of ECOWAS Commission who is assisted 

by Vice President and 13 Commissioners. The President is appointed by the Authority 

for a non-renewable four-year period. Speaker of Parliament is the head of Community

6author's own calculation, based on information available at ht

tps://data. worldbank.org/indicator/SP.POP.TOTL. Accessed April 29, 2018.
information available at http://www.ecowas.int/about-ecowas/history/. Accessed April 29, 2018.
8author's own calculation, based on information available at ht

tps://data. worldbank.org/indicator/SP.POP.TOTL. Accessed April 29, 2018.
information available at http://www.wipo.int/edocs/trtdocs/en/ecowas/trt_ecowas.pdf, pp. 5-7. Ac

cessed April 29, 2018.
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Parliament, who is in charge of legislative affairs. The judicial arm is led by the President 

of the Community Court of Justice.10

The programs that ECOWAS has implemented are, for instance, the connection of 

electrical grids and regional pipelines that serves for the natural gas distribution. Other 

implemented programs that could be mentioned are equalization of the degrees and dip

lomas, health industry cooperation, desertification control cooperation, cattle breeding 

centers, seed production, agricultural research, industrial development in regions, and 

rural water supply scheme.* 11

Strong emphasis in the Treaty has been placed onto the involvement of private sector 

and the participation of the general public in the development of the region. In line 

with this, ECOWAS has already established ECOBANK, which is a private regional 

commercial bank, the Federation of West African Manufacturers Associations (FWAMA), 

West African Women's Association (WAWA), and the West African Road Transporters 

Union.12

To secure peace and order, the most notable activity of ECOWAS was the intervention 

in the war between Liberia and Sierra Leone, which consequently led to the establishment 

of multilateral armed force named Economic Community of West African States Monit

oring Group (ECOMOG). This is a formal agreement for a separate countries to work 

together with approximately 8 000 soldiers from Nigeria, Ghana, Guinea, Mali, Burkina 

Faso, and Senegal, with the support of Uganda and Tanzania outside ECOWAS. ECO

MOG has successfully re-established the authority of legitimate government in Sierra 

Leone and implemented Abuja II Peace Plan.13

3.2 EU: basic information

The establishment of the European Union has been based on the implementation of 

’’Europe without Frontiers” from theory into practice as explained by Berezin &; Schain 

(2003). After many years of its official inauguration, it should not be wrong to state that 

it is a great example of successful regional integration.

The initial impulse for not only military but also economic cooperation is said to come 

from the pressure of the communist bloc. The pressure resulted in the most important

10Information available at http://www.ecowas.int/about-ecowas/governance-structure/. Accessed 
April 29, 2018.

11 Okolo, J. E. (1985). Integrative and Comparative Regionalism: The Economic Community of West 
African States. International Organisations, volume 39, no. 1, p.149.

12Information available at https://www.ecowas.int/about-ecowas/basic-information/. Accessed April 
29, 2018.

13For more details see Pitts, M. (1999). Sub-Regional Solutions for African Conflict: The ECOMOG 
Experiment.
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step taken so far, signing the Treaty of Rome on March 26, 1957 and establishing the 

European Economic Community (EEC). The member states of the EEC were six countries 

that had formed European Coal and Steel Community before (Belgium, France, Germany, 

Luxembourg, Italy, and the Netherlands). The major goal of EEC was to remove all trade 

barriers and set up a common external tariff towards others. On November 1, 1993, after 

the signing of Maastricht Treaty, EEC was finally transformed to the European Union as 

it is known nowadays.14 It has 28 member states, whose behaviour is driven by the main 

objectives of EU that are listed and briefly explained below:

• promotion of economic and social progress by the establishment of single market in 

1993 and single currency in 1999

• identification of EU on the international scene trough adoption of common foreign 

and security policy in crises

• introduction of European citizenship that complements national citizenship and give 

equal rights to the citizens of Europe

• freedom of people movement supported by security and justice

• maintenance of European Union laws either adopted by the European institutions 

or set in founding treaties.15

The key criteria that country needs to meet in order to potentially join the EU are called 

Copenhagen criteria. Copenhagen criteria contain the following requirements as defined 

by European Commission (2018): firstly, the country needs to have stable institutions 

which guarantee democracy, human rights, respect for and protection of minorities, and 

the rule of law. Secondly, the economy in the country needs to be market and functioning, 

and the capacity to manage the competition and market forces in the EU must exist. 

Thirdly, the country has to be able to take on and implement effectively the obligations of 

membership (adherence to the aims of political, economic, and monetary union included).

On the top of the EU governance is the European Council, which sets broad priorities 

of the EU and brings together leaders on EU and national levels. European Parliament 

consists of members that are elected by the citizens in the direct elections and represents 

them. The Council of European Union represents the governments of individual member 

states which defend their own national interests. The Presidency of the council is shared 

among member states on rotating basis. European Commission promotes the interest of

1 information available at https://europa.eu/european-union/about-eu/history_en. Accessed April 29, 
2018.

15Information available at https://europa.eu/european-union/about-eu/eu-in-brief_en. Accessed April 
29, 2018.
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the EU as a whole and its members are appointed to by national governments. Other 

institution that plays vital role in the functioning of the European Union is the Court of 

Justice of the EU which upholds the rule of European law.16

The head of European Council is the President. Since 2014 it is Donald Tusk, former 

Prime Minister of Poland.17 Even though the European Council sets the overall political 

direction, it has no power to pass laws. The institutions that produce laws and policies 

trough the Ordinary Legislative Procedure are the European Parliament, the Council of 

European Union, and the European Commission. New laws are proposed by the Commis

sion and adopted by Parliament and Council. Member states then implement them and 

Commission ensures that the application and implementation of the new laws is proper.18 

These main institutions are supported by other specialized bodies.

Some of the important decisions regarding membership and evolution of the current 

European Union have already been taken shortly after the formation of EEC. The first 

steps leading to the removal of trade barriers of EEC members took place in January 1959. 

In 1962, the custom duties were reduced to 50 per cent of their level from 1957. Common 

Agricultural Policy (CAP) was created in 1959 as well. The last phase of the transition to 

common market began in 1966. Unanimity voting has been replaced by majority voting 

for most of the decisions of the Council and the commission introduced its proposal for 

and independent revenue for the EU. One year later, in 1967, the Council of Ministers 

introduced the Value Added Tax principle in order to harmonize indirect taxes within the 

community. In 1970, the commission submitted a memorandum for the preparation of a 

plan to establish Economic and Monetary Union to the Council of Ministers. A system 

of monetary compensatory amounts for trade in agricultural industry was introduced in 

1971, so that the unity of the common agricultural market could be preserved. In order 

to harmonize trade activities within the EU, the European Confederation of Trade Union 

was established in 1973.19

At the beginning of this century, the European Union and the African, Caribbean, and 

Pacific countries agreed on a plan of actions aimed at a development partnership, which 

should follow Fourth Lome Convention. Furthermore, the existence of a knowledge-based 

economy should be ensured by a new strategy decided in Portuguese Lisbon to strengthen

16Information available at https://europa.eu/european-union/topics/institutional-aflairs_en. Accessed 
April 29, 2018.

17Information available at http://www.consilium.europa.eu/en/european-council/president/. Accessed 
April 29, 2018.

18For more details see http://www.consilium.europa.eu/en/council-eu/decision-making/ordinary- 

legislative-procedure/. Accessed April 30, 2018.
19For more details see https://ec.europa.eu/info/about-european-commission/euro/history-euro_en. 

Accessed April 29, 2018.
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employment, economic reforms, and social cohesion.20

3.3 Comparison of ECOWAS and the EU

All the available information suggest that the integration process in Africa has been 

slightly influenced by the process in Europe. In both areas, the integration focuses on 

the economic and political aspects. From the economic perspective it is mainly concerned 

with economic development, whereas from the political perspective it aims at attaining 

full political unity. It is important to mention that neither the EU, nor ECOWAS have yet 

reach the political unity. However, the EU could be considered to move in this direction, 

most likely because of the high level of economic integration that it has already reached 

(Ogbeidi, 2010).

Although the stated objectives do not differ much between the communities, ECOWAS 

did not take any remarkable action to approach the political unity in comparison with 

the EU. It is more concerned with the economic development and the leaders tend to 

present it more as a tool to reach political independence. The leaders value their power 

and economic sovereignty more than political integration which could potentially threaten 

their leadership position.

Ogbeidi (2010) explains that the EU seems to be ahead of ECOWAS even from the 

theoretical perspectives of integration, particularly the perspectives of functionalists, neo

functionalists, and traditionalists. One of the assumptions of the functionalists approach 

includes the shift of loyalty and sovereignty from national to international institutions. 

Unfortunately, it was not implemented in ECOWAS in the form it was expected to be. 

On the other hand, the EU does not seem to struggle with the shift.

Neo-functionalists claim that economic and political aspects of integration are linked 

together by the spillover effect, meaning that closer integration in one sector should 

create incentives for further integration in other sectors. This is also hardly applicable to 

ECOWAS, as the leaders are unlikely to relegate their power and sovereignty in favour of 

integration. In the EU, the problem of refusing to integrate is more frequent on the side 

of citizens than on the government level.

The traditionalists theory suggests that the necessities for integration are trade cre

ation and trade diversion. As trade creation is related to custom union, this theory is 

irrelevant for ECOWAS as it still does not have one. ECOWAS agreed to remove the 

tariffs on unprocessed goods in 1990 and the removal of tariffs on manufactured goods 

should have been done between 1996 and 2000. However, the tariffs still persist be

cause the member countries do not want to risk the loss of tariff revenue and balance of 
20For more details see Blaszczyk, B. (2005). The Lisbon Strategy: A Tool for Economic and Social

Reforms in the Enlarged European Union.
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GDP per capita (current US$), 2016

Figure 1: GDP per capita in the member states of ECOWAS 

(source: author's elaboration, based on the World Bank)

payments difficulties. Therefore, if ECOWAS wants to compete with the EU, it should 

undertake more steps that would lead to the removal of economic, political, and social 

trade barriers, but nowadays it falls far behind the EU.

According to the data evidence from 2007 to 2016, the total population of 15 ECOWAS 

member states is around 358 million inhabitants. To compare, the 28 EU countries sum 

up to more or less 511 million people.21

Taking the number of inhabitants into account, GDP per capita as an indicator of 

economic development in the ECOWAS region was approximately 15 050 US dollars in 

2016. Top three countries that contributes the most to this figure are Cabo Verde with 

almost the value of 3 000 US dollars per head, followed by Nigeria and Cote d'Ivoire. The 

detailed distribution of GDP per capita across ECOWAS member countries is displayed 

in Figure 1.

On the other hand, the total value of GDP per capita in the EU was almost 866 232 US 

dollars in 2016. This figure is notably higher than the corresponding figure for ECOWAS 

and the difference is caused not only because of the fact that EU includes more states 

than ECOWAS does. From the detailed distribution of GDP per capita across the EU 

21 author's own calculation, based on information available at ht
tps://data. worldbank.org/indicator/SP.POP.TOTL. Accessed April 29, 2018.
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GDP per capita (current US$), 2016

Figure 2: GDP per capita in the member states of the EU 

(source: author's elaboration, based on the World Bank)

member countries that is displayed in Figure 2, it can be seen that even the country that 

is the worst performer in the EU has a higher GDP per capita than the best performing 

country in the ECOWAS region.
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4 Comparison of the WAEMU and the EMU

4.1 West African Economic and Monetary Union

West African Economic and Monetary Union (WAEMU) is one of the two subgroups of 

the CFA Franc zone, which is a collective term for all countries that use either West 

African CFA franc or Central African CFA franc. Countries that use Central African 

CFA franc form the second subgroup of the CFA Franc zone, Central African Economic 

and Monetary Union (CAEMU).

The origins of the zone date back to the colonial monetary systems. It was created 

in December 1945 in the wake of Bretton-Woods conference; its goal was to cushion the 

colonies from a strong devaluation of the franc. However, the systems evolved and contain 

two countries which were not French colonies. Today the whole CFA franc zone contains 

14 countries.22

The basic institutional features that apply to both CAEMU and WAEMU are: firstly, 

a fixed peg to euro; secondly, guaranteed convertibility by the French Treasury; lastly, a 

set of institutional, legal, and policy conditions designed to assure the sustainability of the 

agreement. Practically, there has been a high degree of parallelism in other institutional 

and operational characteristics; for instance the design of supervisory agreements within 

both unions, and the conduct of regional financial and monetary policies.23

Benin, Burkina Faso, Cote-d'Ivoire, Guinea-Bissau, Mali, Niger, Senegal and Togo 

form the West African Economic and Monetary Union (WAEMU), while Cameroon, 

Central Africa, Congo, Gabon, Equatorial Guinea and Chad form the Central African 

Economic and Monetary Union (CAEMU). The West African CFA Franc is exclusively 

issued by The Central Bank of West African States (BCEAO) in the member states of 

WAEMU. BCEAO is also responsible for the management of monetary policy, organiza

tion and control of banking activities, and it is a provider of assistance for the member 

states.24

The running of WAEMU is ensured mainly by four institutions:

• The Conference of Heads of State and Government

• The Council of Ministers

• The Banking Commission

22For more details on CFA franc zone see GULDE, A. and TSANGARIDES, C. (2008). The CFA franc 
zone. Washington, DC: International Monetary Fund.

23Information available at https://www.bceao.int/en/content/history-cfa-franc. Accessed April 30, 
2018.

24Information available at https://www.bceao.int/en/content/presentation-bceao. Accessed April 30, 
2018.
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• The Regional Council for Public Savings and Financial Markets (CREPMF)

The highest authority of the Union is The Conference of Heads of State and Gov

ernment. Its competencies include making decisions on issues that are proposed by The 

Council of Ministers and it also decides on the admission of new members.

The Council of Ministers determines the direction of the Union and defines the mon

etary policy. Every member state is represented by two Ministers, but only the Minister 

of Finance has a voting right. Therefore, each member state have one vote in the Council. 

It adopts the decisions unanimously. Moreover, it is responsible for stable value of the 

common currency and it provides financial supports for the members to enhance their 

business and economic development.

The Banking Commission of the West African Monetary Union supervises the banking 

activities and the integration of the banking system within the Union. Its tasks include, 

for instance, to control, approve, or withdraw credit institutions, or to apply disciplinary 

sanctions against institutions and responsible executives.

The Regional Council for Public Savings and Financial Markets organize public offer

ings and controls them and supervises the regional financial market operations.25

When the CFA Franc was created as an official currency in the area in 1945, it was 

guaranteed in French francs by French Treasury. French franc also served as an anchor of 

CFA franc on the exchange markets of Paris. Within the Franc Zone, the currency has 

the total freedom of transfer. When euro was created, it substituted the role of French 

franc.26

4.2 Economic Monetary Union

Created in 1992, the Economic Monetary Union represents a major steps in the integration 

of the European Union member countries. Although every country that is a member of 

the EU is automatically a member of the EMU, not every country automatically adopts 

the common currency, euro. However, every country that joins the EU is obliged to 

adopt the common currency with the only exceptions being the United Kingdom and 

Denmark.27 After the withdrawal of the UK from the EU, the Denmark will be the only 

country of all 27 members with such exception.

The adoption of the Euro is based on the fulfillment of convergence criteria listed in 

Table 1.
25For more details on WAEMU institutions see https://www.bceao.int/en/content/presentation-wamu. 

Accessed April 30, 2018.
26For more details see Hallet, M. (2008). The role of the euro in Sub-Saharan Africa and in the CFA 

franc zone.
27For more details see Sion, M. (2004). The Politics of Opt-Out in the European Union: Voluntary or 

Involuntary Defection?
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Indicator Measurement Convergence criteria

Price stability Consumer price

inflation rate

Less then 1.5 percentage points above the rate

of the three Member States with the best performance

Sound public finances Government deficit as % of GDP Reference value: not more than 3%

Sustainable public finances Government debt as % of GDP Reference value: not more than 60%

Durability of convergence Long-term interest rate Less then 2 percentage points above the rate

of the three Member States with the best performance

in terms of price stability

Exchange rate stability Deviation from a central rate Participation in ERM II

for at least 2 years with no harsh strain

Table 1: The five convergence criteria 

(source: author's elaboration, based on the European Commission)

Euro is not used only within the countries of the EU that has met the above stated 

criteria, it can also be found as an official currency in a few countries that are neither part 

of the EU nor the euro area. Examples of such countries are the Principality of Monaco, 

the Republic of San Marino, the Vatican City State, the Principality of Andorra, and 

certain French overseas territories. All of them signed monetary agreements with the EU 

and all, except French territories, have right to issue a limited amount of the currency 

and design their own national side of the coins. However, they have no right to issue 

banknotes.28

The functioning of the EMU is divided between the institutions on the EU level and 

the member states. On the EU level, the institutions responsible for the smooth running

are:

• The European Council

• The Council of the EU

• The Eurogroup

• The European Commission

• The European Central Bank (ECB)

• The European Parliament.29

The European Council is responsible for the policy orientations of the Union, whereas 

The Council of the EU coordinates the economic policy making with the help of the

28Information available at https://ec.europa.eu/mfo/busmess-economy-euro/euro-area/euro/use- 
euro/euro-outside-euro-area_en. Accessed April 30, 2018.

29Information available at https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal- 
policy-coordination/economic-and-monetary-union/what-economic-and-monetary-union-emu_en. Ac
cessed April 30, 2018.
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European Parliament. The Council of the EU makes decisions about the ability of the 

countries to adopt euro as well. The Eurogroup coordinates the policies for the coun

tries that has already adopted the common currency. Compliance and performance is 

monitored by the European Commission.

The ECB has a major role in setting the monetary policy whose primary objective is 

the price stability. Moreover, it supervises the financial institutions in the euro area.

Euro is currently used in 19 EU Member States that are known as the euro area. 

It was launched in 1999, primarily as a virtual currency, in order to enhance the closer 

cooperation among the member states and offer many benefits to all people within the 

Union. It was used alongside with the national currencies. In addition, the single market 

has been strengthened as transaction costs and fluctuation risks were eliminated. The 

euro coins and banknotes were used in 2002 for the first time when 12 countries (Austria, 

Belgium, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, 

Portugal and Spain) participated in this huge cash changeover. Other countries that has 

joined the euro area so far are Slovenia (since 1 January, 2007), Cyprus and Malta (since 1 

January, 2008), Slovakia (since 1 January, 2009), Estonia (since 1 January, 2011), Latvia 

(since 1 January, 2014), and Lithuania (since 1 January, 2015).30

4.3 Comparison of the WAEMU and the EMU

The main difference between these two unions is that the WAEMU is composed of coun

tries that share similar geographical characteristics and the common currency. It is, in 

fact, not related to ECOWAS, as it is an independent institution with its own governance, 

rules, and policies. However, the countries that are members of WAEMU are members of 

ECOWAS as well, but it is so because of their geographical location in West Africa.

On the other hand, the EMU is an economic and monetary union that is created in 

every member state of the EU. Being a part of the EU automatically means being a part 

of the EMU. Therefore its policies do not only cover the 19 countries that use euro as the 

national currency, but also non-euro countries that are in the EU. The EU and the EMU 

are linked in the sense that if country would like to become a member of EMU, it in fact 

had to be a member of the EU.

Furthermore, when a country becomes a member of the EU (and the EMU as well), it 

is obliged to adopt euro as a currency as soon as possible after the fulfillment of Maastricht 

convergence criteria, with the exception of Denmark and the UK. There is no such rule in 

the case WAEMU and CFA Franc, as the CFA Franc usage is rather based on historical

^Information available at https://ec.europa.eu/info/business-economy-euro/euro-area/euro_en. Ac
cessed April 30, 2018.
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than economic reasons. Countries that currently use the CFA franc are former French 

colonies.

In addition, as it has already been mentioned, the WAEMU is governed by the separate 

institutions from ECOWAS, whereas the EU institutions are also in charge of the EMU 

with the support of other specialized institutions.

Although it could seem that these two monetary unions have nothing in common, it 

is not entirely true. They are both run by the independent central bank, BCEAO and 

ECB, with similar roles. The central banks are in charge of monetary policy issues and 

have a supervisory role on the market. The primary objective of monetary policy in both 

unions is price stability.

In addition, WAEMU and EMU are linked through CFA franc that is pegged to euro 

via fixed exchange rate since 2002, when countries in the EU withdrew their national 

currencies. Euro replaced French franc to which CFA franc had been tied since 1948.

Even though there can be found some similarities between these two unions, the overall 

impression from the available records is that the member states and currency of WAEMU 

have a long way ahead to reach the level of professionalism at which the EMU and euro 

are being managed. The EMU is constantly evolving. It is a growing institution that uses 

the common currency as a to deepen the integration among the member states even more. 

The evolution of either WAEMU or CFA Franc is not very evident. However, both unions 

serves their purpose of strengthening cooperation and removing trade barriers within the 

corresponding union.
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5 Comparison of Togo and Slovakia

The main aim of this section is to compare economic development of Togo and Slovakia 

with respect to their history and their membership in the above mentioned unions. Des

pite the fact that each of these two countries belongs to a different continent, they are 

comparable from the point of view that Togo is a member of ECOWAS and the WAEMU 

and Slovakia, on the other hand, is a member of the EU and the EMU. That means 

both countries are parts of the monetary unions and have a common currency with other 

countries in their region.

5.1 Impacts of becoming independent

Slovakia became an independent country on 1 January 1993, after the division of Czechoslov 

akia. Czechoslovakia was a country with an extraordinary economy among the post social

ist countries, mainly due to the high level of engineering production. However, Slovakia 

was in much worse position considering the standard of living and infrastructure devel

opment. Most of the final production was centered in the Czech part of the federation, 

whereas Slovakia was more focused on the primary production. For the illustration, the 

GDP per capita in 1993 in the Czech Republic was 12 007 US dollars per capita and 

in Slovakia it was 7 425 US dollars per capita, which is notably lower according to data 

available from the World Bank (2018). Moreover, the federation faced other inevitable 

challenges in the time of division. The economy was in the transition from centrally 

planned to market economy and it was also the time of privatization. At that time, the 

division of the federation was an additional burden for the policymakers. The actual 

situation in the country then affected its further development.

According to Sujan & Sujanová (2018), in addition to previous paragraph, the direct 

macroeconomic impact of the division of Czechoslovakia on the economies may be divided 

into three groups:

1. Additional costs of issuing new banknotes and coins.

Czechoslovakia had its own Czechoslovak crown, but after the division, both Slovak 

republic and Czech Republic continued with new currencies, Slovak crown and Czech 

crown, respectively.

Costs of issuing new banknotes are not the only ones in this group. It can be counted 

also with the costs linked to the separation of state administration, the army, common 

property, state representation abroad, restoration of the international agreements, costs 

related to the loss of the strong economic position of Czechoslovakia, and decrease of the 

international capital flows with the following decrease in export ability. The latter was
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shown, to be worse for Slovakia, which was considered to be less stable, both politically 

and economically.

Even though most of the costs were more or less proportionally equal for both coun

tries, some costs were relatively higher for Slovakia. For instance, the costs for the es

tablishment of the Slovak National Bank were notably higher, because the Czechoslovak 

National Bank had its residence in Prague (the capital of Czech Republic).

2 Impacts related to the decrease in the mutual trade, caused by the change from the 

internal to the outer trade which is more complicated in a way of crossing the borders 

or terms of payment. The decrease in the mutual trade had a negative impact 

on aggregate demand which then negatively affected the GDP of both countries. 

Nevertheless, the same volume of trade decline had substantially higher portion on 

the Slovak GDP so its negative impact was relatively higher in Slovakia.

3 The third group is related to the effects of the termination of the transfer payments 

between Czech Republic and Slovakia. In the post war period, the transfers were 

flowing from Czech Republic to Slovakia. The transfers were mainly indirect, e.g. 

disproportional allocation of the tax revenues in favour of Slovakia. These transfers 

were estimated to be 7 percent of the GDP in the year 1992, so it is not surprising 

that the end of transfers meant a remarkable loss for Slovakia (and, conversely, 

profit for the Czech Republic). This resulted in high budget deficit of Slovakia in 

the year 1993, which was equal to more than 763 825 euros.

The economic development of Slovak republic after the separation was influenced 

by all of the above mentioned factors. In the first year of independence, the economy 

suffered from the decrease in the effective use of production factors, inflation tendencies, 

and increase in unemployment. Although in the following year 1994 the economy might 

seemed to be in a recovery, the year 1996 showed the economic instability. The peak 

of worsening the economic conditions was achieved in the year 1998, when the national 

debt exceeded 40 percent of GDP as the OECD (2018) data claim and there was a threat 

of financial crisis. That was an incentive for the government and the national bank to 

improve economic policy and implement the floating exchange rate. The government 

lowered the demand and subsidies, which again led to increase in unemployment and 

slowdown of economic growth. The years 1999 and 2000 were marked by an effort to 

stabilize the economy.31

However, in the years 1994-1996 the economic growth was relatively high compared 

to other transitioning economies. During the transformation, Slovakia was successful in

31For more details see https://www.nbs.sk/jmg/Documents/_Publikacie/VyrocnaSprava/VSNBS99.pdf. 

Accessed April 30, 2018.
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maintaining low levels of inflation. According to Slovak National Bank, it succeeded in 

decreasing the level of inflation from 25,1%, in the year 1993, to the level of 5.81%, in 

the year 1996, which was a very low inflation level in comparison to other transforming 

economies.32 The inflation was kept under 10% until the year 1998, then it rapidly 

increased and Slovakia entered the new millennium with the inflation above 12 percent 

(OECD, 2018).

Another characteristic of Slovak transformation was high level of unemployment and 

low creation of new workplaces. This was a consequence of the restructuring of companies 

which were overstaffed, meaning that many people were employed just formally, but they 

had nothing to do in their jobs.33 The unemployment rate was lower than 12 percent 

only in the years 1996 and 1997, due to artificial maintenance by various ways.

Generally speaking, the unemployment rate increased from 12.2 percent of total labour 

force to 19.1 percent of the total labour force in the year 2000 (WORLD BANK, 2018).

Unlike Slovakia, Togo has been independent since the year 1960 when it was granted 

independence from France, its former colonizer. In the 1990s, while Slovakia was strug

gling with the transformation and burdens of being independent, the main feature of Togo 

was the fight of people for democracy. The average growth rate was -0.9%, the worst since 

it gained independence, as stated in Tchabouré & Kodjo (2004). Togo was in a socio

political crisis during the first half of 1990s. After the short trial for democracy, the power 

was gained back by the former regime after the year 1993. Moreover, because of the fights 

and protests, the second half of the 1990s was marked by wide-spread corruption. The 

political elite in power had no assurance that they will stay in the lead and maintain the 

power for a longer time. It can be said that Slovakia, a democratic country, was mainly 

struggling with its adjustment to the new regime of independence. On the other hand, 

Togo had serious political issues and had been far away from democracy, which was noted 

by the international authorities. The fact that Togolese government refused to accept 

democratic rules caused that economic sanctions were imposed on the country by those 

authorities. The sanctions did not help the economy at all and led to even further decline 

in economic activity. Therefore, while Slovak economic declines were mainly caused by 

restructuring, the main cause of the declines in Togo was political instability during the 

1990s.34

Slovak success of lowered inflation in 1994 was exactly the opposite of what happened 

in Togo, where the inflation increased from the -1 percent, in 1993, to the extremely high

32For more details see http://www.nbs.sk/_img/Documents/_Publikacie/VyrocnaSprava/SVK1993/ 

VS1993_kapO5.pdf Accessed April 30, 2018.
33For more details see https://www.nbs.sk/Jmg/Documents/_Publikacie/VyrocnaSprava/VSNBS99.pdf. 

Accessed April 30, 2018.
34For more details see Kohnert, D. (2015). Togo: recent political and economic development.
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value of almost 40 percent (World Bank, 2018). This is also the turning point from the 

unsuccessful trial for the democracy and its return back to the former regime.35 Togo 

reached back the low levels of inflation in the 1996, and in the years from 1998 to 2000, 

inflation in Togo was lower than in Slovakia (World Bank, 2018). Higher inflation in 

Slovakia might had been caused by the increase in regulated prices, because the prices 

of electricity, gas, traffic and rent were held on the low levels by the government.36 In 

comparison, Togo has already been a member of a monetary union, WAEMU, which 

means that Togo has agreed to give control over its monetary policy to the central bank 

of the CFA Franc Zone, BCEAO. The devaluation of the currency in 1994 explains the 

rapid decline in the inflation rate. Moreover, the central bank increased interest rates 

and reserve ratios to anticipate inflation in the year 1998.37 The year after, CFA franc 

has become tied to euro.

After the separation Slovakia suffered from high levels of unemployment. The unem

ployment rate did not fall below 12 percent, whereas the unemployment rate in Togo did 

not exceed 7,5 percent in this time period (World Bank, 2018). The Togolese unemploy

ment rate might seem to be small, but huge amount of people has been employed as daily 

income earners, small-scale farmers, unpaid family workers or a combination of these.38 

In this case, the lower unemployment rate does not imply the higher standard of living 

for the people.

At the beginning of the 21st century, Slovakia continued its independence path. The

most important task of the government was to continue to fix the economic environment

in the country. GDP value in the year 2000 fell down and unemployment continued to rise

because of the austerity measures of the government. It was the new plan of restructuring

by the government elected in the year 1998, considered to be the breakthrough year for

Slovak economy. Government started with its first phase, which took time from 1999 to

2003. The first phase of the new restructuring included the privatization of banks and

monopolies, price deregulation, and changes in the tax system. The price level increased as

a consequence of the price liberation. The result of the privatization was an increase in the

foreign direct investment, as the business environment was improved. The second phase

began in 2003 and is characterized by the enormous system changes in many branches

of public sector. To illustrate this, the changes included: tax reform, pension reform,

health care reform, public finance reform, labour market reform, and the reform of public

35For more details see Kohnert, D. (2015). Togo: recent political and economic development.
36For more details see https://www.nbs.sk/ jmg/Documents/_Publikacie/VyrocnaSprava/VSNBS99.pdf.

Accessed April 30, 2018.
37For more details see Tchabouré, A. G. and Kodjo, E. (2004). Explaining African Economic Growth 

Performance. Togo Case Study.
38For more details see Kohnert, D. (2015). Togo: recent political and economic development.
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administration.39

All these reforms took place in the short time interval (in 2 years, from 2003 to 2005). 

They were marked as radical and the reaction of population to them was not very positive. 

However, after several years, these reforms turned out to be more positive than negative, 

as the macroeconomic indicators were at the peak since the division of Czechoslovakia. 

For the illustration, the level of unemployment fell from 19 percent, in the year 2001, to 

9.5 percent, in the year 2008. Inflation rate in the same time period fell from the level 

of 7.3 percent to 4.6 percent, and GDP per capita increased from 5 708 US dollars to 18 

650 US dollars, in 2008 (World Bank, 2018).

While this had been hectic time for Slovak economy, the development of Togo has 

been more or less the same as at the end of 20th century, with the exception of such 

general strikes as in the year 1994. The breaking point was the year 2005, when the 

president Eyadéma unexpectedly died (after nearly 40 years of autocratic rule). After his 

death Togo became a test case for the efforts of African states for the democratization. 

International authorities were not in favour of his son being the next president, so they 

forced him to call a presidential election in 2005. In spite of the enormous international 

protests against the unfair elections, the son of the former president, Faure Gnassingbé, 

became the new president. People of Togo were disgusted by this kind of manipulation of 

public will, but the army quickly shut down their protests. Many people died, and even 

more emigrated from Togo to neighbouring countries.

All these events negatively influenced the economy of the country and led to further 

economic decline. GDP annual growth fell from 2 percent in 2004 to 1 percent in the 

critical year 2005. The first free parliamentary elections took place in October 2007, as 

a consequence of Global Political Accord (APG) in 2006. The political party Rassemble- 

ment du Peuple Togolaise (RPT) won with 50 seats over the opposing party, which gained

31 seats. Thanks to the international pressure, Togo made its first real step to the demo-
40cracy. u

5.2 Integration

Another important milestone in the economic development of Slovakia was its entry to 

EU on the May 1, 2004.

When a country wants to enter the EU, it must demonstrate the willingness to comply 

with all rules and standards of the EU, have the consent of the institutions of the EU 

and its member states, and finally have the consent of their citizens. In Slovakia, the

39For more details see Zachar, D. (2004). Reformy na Slovensku 2003 2004. &: ZACHAR, D. (2005). 

Reformy na Slovensku 2004 2005.
40For more details see Kohnert, D. (2015). Togo: recent political and economic development.
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last condition was met by the referendum in the year 2003 with the attendance of 52.15 

percent of the population. 92.46 percent of the electors show their consent with the Slovak 

entry to EU.41

Slovakia needed to meet the Copenhagen criteria in order to join the EU. If Slovakia 

wanted to meet all those conditions, it needed to improve the economic environment in 

the country. The government was trying to do that by the actions mentioned earlier. 

Their effort can be considered as successful, Slovakia has become a part of EU.

The economic impact of entering the EU could be analysed by looking at the main 

macroeconomic indicators and comparing their development before and after the entry. 

High unemployment was one of the most serious problems in Slovakia at the beginning of 

the 21st century. The unemployment rate of Slovakia had a decreasing trend between the 

years 2000 and 2004 (the only exception was the year 2001). The decreasing unemploy

ment rate had a positive impact on further development of the economy as well (World 

Bank, 2018).

After the Slovak entry into the EU in the year 2004, the unemployment rate sharply 

increased. Before the entry, there were two hypotheses: either the unemployment rate 

falls even more, because of the creation of new job opportunities, or the unemployment 

rate will increase.42 The second one proved itself to be true right after the entry. However, 

in the following years, the unemployment rate was following the decreasing trend again 

until the year 2009, in which Slovakia became a part of Eurozone. Throughout this whole 

time, the unemployment rate in Slovakia was highly above the average of the Eurozone 

(OECD, 2018).

The development of inflation rate was very favourable. The fundamental decrease 

in the inflation in the year 2002 (year-on-year 4 percent decline in comparison to 2001) 

induced the end of price liberalization. The establishment of an independent state and 

the brake away from the centrally planned economy, influenced the Slovak economy in 

the way of leaving distorted and underdeveloped competitive environment. With the 

transition to market economy and the price liberalization, the price level was gradually 

reaching the level of other countries. The main goal of the central bank was then to keep 

the inner and outer stability of the currency and overlook its development. Nevertheless, 

in the 2003 the inflation rate rose again.43

The inflation trend after entering the EU was an alternating increase and decrease.

41 Information available at http://volby.statistics.sk/ref/ref2003/webdata/sk/graf/kartl.htm. Accessed 
May, 2018.

42For more details see Šikula, M. (2003). Ekonomické a sociálně súvislosti integrácie Slovenska do 
Európskej únie.

43For more details see https://www.nbs.sk/ jmg/Documents/_Publikacie/VyrocnaSprava/VSNBS03.pdf. 
Accessed April 30, 2018.
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Inflation rose sharply in year 2008, but this increase was not connected to the monet

ary policy, but rather to the development of world prices of energetic and agricultural 

commodities.44

Comparable to Slovakia, Togo is a member of ECOWAS, whose goal is to promote 

economic integration in all fields of activity of its member countries. Its vision is the 

creation of borderless region where the society has access to its generous resources and is 

capable to accomplish the same via creation of opportunities in a sustainable environment. 

People in ECOWAS can already enjoy free movement, have access to valuable education 

and health system, and engage in various economic activities while being surrounded by 

peace and security.45 ECOWAS ought to be a region ruled by the principles of democracy.

As the membership is based on the geographical principle, Togo did not need to fulfill 

any special conditions and requirements; unlike the case with Slovakia and the EU. The 

integration path for both countries, Togo and Slovakia, may seem similar, but happening 

in different time periods. Togo became part of ECOWAS after 15 years of existence as an 

independent country, and Slovakia joined EU after 11 years of existence as an independent 

country.

As it is suggested by an earlier evidence about the situation in Togo at the end of 

the last century, democracy, education, and health system promised by the ECOWAS 

are on a notably lower level than they are in Slovakia. For instance, Togo, in contrary 

with Slovakia, needed to fight for free democratic elections very hard, posing a need for 

international institutions to intervene.

The macroeconomic indicators show an improvement in Togolese economy after the 

ECOWAS creation and beginning of the integration. GDP per capita grew rapidly; in the 

year of integration it was equal to approximately 256 current US dollars per head, and five 

years later it was almost 418 current US dollars per head. Unemployment rate decreased 

significantly as well, from 18 percent to 12,3 percent in 1980 (World Bank, 2018).

The data for the inflation rate are not so smooth. After the integration, it suffered 

many ups and downs in the 5 year period, but since the beginning of the 1980s it had 

decreasing tendency (World Bank, 2018). Though, one cannot surely claim that this 

positive development is due to the membership of the country in ECOWAS, the data 

evidence suggests so (as there was a significant improvement of the economy).

In the first decade of the 21st century, Togo was still capable of keeping unemployment 

on approximately the same level, always around 7 percent, with the decreasing trend 

44For more details see https://www.nbs.sk/Jmg/Documents/MPOL/2008.PDF. Accessed April 30,

2018.
45Information available at https://www.ecowas.int/about-ecowas/basic-information/. Accessed April 

29, 2018.
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towards the year 2010 (World Bank, 2018). The political problems in the country seemed 

to have no impact on the level of unemployment at all.

However, this was not the case with inflation rate. It appeared to be extremely volatile, 

and reached its peak in 2008 (the year following the first free elections), with its value 

close to 8,7 percent (World Bank, 2018).

The year 2009 was another milestone in the development of Slovak economy. Slov

akia entered the eurozone and adopted euro as a single currency after complying with 

Maastricht Convergence Criteria. These will be further explained in the next paragraphs.

First criterion is linked with public finance. The public finance deficit cannot exceed 3 

percent of GDP during the last year before the entry. Slovakia was successful in keeping 

it on the level of 2,2 percent. Moreover, the total public depth cannot exceed 60 percent 

of GDP, or it at least to be decreasing. Slovak public depth was equal to 27 percent of 

GDP in 2008.

The second criterion is the inflationary criterion. Average inflation during the last 

twelve months before the entry (measured by Harmonized Index of Consumer Prices) 

cannot be higher than the average of the three best countries in the EU in the price 

stability area by more than 1,5%. Slovakia succeeded in the criterion as well, when the 

actual value of the inflation was 2,2 percent in comparison to the reference value 3,2 

percent.

Third criterion is the stability of long-term interest rates. The average of market 

interest rates of long-term government or similar bonds cannot exceed the average of 

three best countries in the EU with the best results in the price stability area by more 

than 2 percent. Slovakia successfully managed to keep the average on the level of 4,5 

percent, whereas the reference value was 6,5 percent.

The last criterion is the stability of exchange rate. Slovak crown had to be involved in 

the Exchange Rate Mechanism (ERM II) in the last two years before the planned entry. 

During this time Slovakia could not unilaterally devaluate the crown, crown could not 

deviate from agreed fluctuation band, it had to be moving close to the central parity, 

and there could not be any serious tensions in the exchange rate development. Slovakia 

participated in the ERM II since November 2005 and its participation was without any 

tensions.46

These criteria are designed to ensure monetary stability by their support of fixed 

exchange rates among members, so the monetary policy of the country is designed to 

fulfill them. Many people expected sharp increase in inflation after the beginning of the 

use of euro and general worsening of economic conditions. The truth, as the data suggests,

46Information available at http://archiv.vlada.gov.sk/euro/indexle6f.html?ID=4263. Accessed May 1, 

2018.
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is that in the years 2009 and 2010 the inflation were decreasing. However, in the year 

2011 there was a sharp increase. Prom then on, the inflation has been decreasing again 

and Slovakia was experiencing deflation since 2014 to 2016. Last year, the inflation rate 

jumped over zero and it is still rising. Nowadays, the inflation is at its peak since 2013 

(World Bank, 2018).

The development of unemployment rate was in accordance with the basic theory be

hind Phillip's curve in the time period.47 When the inflation was increasing, unemploy

ment rate fell down, and vice versa. However, from the year 2013, the unemployment 

rate has been decreasing as well. The development of GDP per capita was quite volatile 

over last decade (World Bank, 2018).

At this point it should be stated that the further development of the economy in 

Slovakia since 2009 could also be influenced by the global economic crisis, and not only 

just by entering the Eurozone. The main change for the Slovak economic system was 

giving up the control of its monetary policy and giving the power to European Central 

Bank.

On the other hand, Togo is a member of the CFA franc zone, more specifically it 

belongs to WAEMU which is one of the subgroups of the zone. It means that its currency 

is linked to euro by a fixed exchange rate. Togo, similarly as Slovakia, gave up its control 

of monetary policy by the membership and gave it to the Banque Centrále des Etats de 

l’Afrique de l’Ouest.

However, the adoption of CFA franc did not require from the country to fulfill any 

special criteria, therefore the monetary policy of Togo was not adjusted to meet any 

requirements, as it was the case with Slovakia and euro.

5.3 Impact of global economic crisis on the economies

The whole world was suffering from the economic crisis. In 2009, financial sector in 

Slovakia felt the direct impacts only in the field of collective investment and retirement 

savings. It is understandable that more affected by the crisis have been those branches of 

the economy that were directly linked to export. Profits dropped by the highest amount 

in the processing industry.48

Year 2010 was a turning point in politics, when SMER — Social Democracy was

replaced with a mixed coalition of middle-right political parties. Their main goal was

to restore the macroeconomic stability and to improve business environment.49 The

47For thorough explanation please see, for example, MANKIW, N. (2007). Macroeconomics.
48For more details see Okáli, I. et al.(2009). Hospodářsky vývoj Slovenska v roku 2008: štúdia vypra

covaná na požiadanie Európskej hospodárskej komisie OSN.
49For more details see https://spravy.pravda.sk/domace/clanok/172056-milniky-vlady-ivety-

radicovej/. Accessed May 1, 2018.
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economic development in this particular year was, however, more influenced by the global 

economic crisis than the changes planned by the government, because the changes did 

not have an immediate impact and it took some time to implement them.

The year 2011 was supposed to be the year of the realization of those changes, but 

Slovak economy began to be more and more influenced by the external factors and their 

impact on the internal political situation. More specifically, many countries in the EU 

were suffering from the debt crisis and it was imminent to become the overall crisis of 

the euro area. To prevent it, all European countries ought to collect money for a fund 

known as European Financial Stability Facility. The political parties that formed the 

coalition were not able to unite their opinions,50 leading to the government decay and 

early elections in March 2012, after which SMER — Social Democracy came back to 

the power. It won 83 out of 150 parliamentary seats,51 being the first time in history 

when the winning political party was able to form a unilateral government. They chose a 

different attitude. Instead of promoting a macroeconomic stability, new government was 

promoting enhancement of securities of the people. They implemented tax reform with 

the progressive taxation, reforms concerning pension systems, and changes in the labour 

market to strengthen the employee status. In the opinions of the people, this policy was 

favoured and SMER - social democracy was able to maintain its power even after the 

elections in 2016.52 With respect to the recent events that happened in Slovakia, which 

have resulted in political crisis (although the leading party has been such strong that it 

remained in power), the governor of Slovak National Bank, Matúch (2018) claims that 

these events will not have any significant impact on the Slovak economy.

According to the data available, under the governance of SMER — Social Democracy, 

the GDP per capita and GDP growth are volatile and show neither increasing nor de

creasing trend. In general, people are happy to see that the unemployment rate decreases 

since 2013, stopping at 9% in 2017. Inflation was falling as well. Prom 2014 to 2016, 

Slovakia was experiencing deflation (World Bank, 2018).

The propagation of the crisis to the Southern countries (including Africa) was un

derestimated, because of their low level of the evolution of financial systems. However, 

the impact of the crisis was stronger in the developing than in the developed countries 

according to International Monetary Fund. The crisis has reduced the number of African 

countries with GDP growth above 5 percent from 29 in 2007 to 7 in 2009, and increased

50For more details see https://spravy.pravda.sk/domace/clanok/172056-milniky-vlady-ivety- 

radicovej/. Accessed May 1, 2018.
5information available at https://www.aktuality.sk/clanok/202910/volby-2012-iico-rozdrvil-pravicu- 

na-prach/. Accessed May 1, 2018.
52For more details see http://www.teraz.sk/volby-2016/strana-smer-sd-vitaz-volieb/185444- 

clanok.html. Accessed May 1, 2018.

30

https://spravy.pravda.sk/domace/clanok/172056-milniky-vlady-ivety-radicovej/
https://spravy.pravda.sk/domace/clanok/172056-milniky-vlady-ivety-radicovej/
https://www.aktuality.sk/clanok/202910/volby-2012-iico-rozdrvil-pravicu-na-prach/
https://www.aktuality.sk/clanok/202910/volby-2012-iico-rozdrvil-pravicu-na-prach/
http://www.teraz.sk/volby-2016/strana-smer-sd-vitaz-volieb/185444-clanok.html
http://www.teraz.sk/volby-2016/strana-smer-sd-vitaz-volieb/185444-clanok.html


the number of countries with negative GDP growth from 2 to 8 in the same time period.53

Neither of these was a case of Togo. Its GDP growth was never above 5 percent 

before, and it was not negative. It dropped only from 2,3 percent in 2007 to 2,2 percent 

in 2008, but it started to rise again in 2009, when it reached 3,5 percent. This might 

be explained by the prompt reaction of some African governments to the crisis by the 

implementation of countercyclical monetary and fiscal policies, which were imposed by 

the IMF in the past as a condition for granting the loans. So, African countries with these 

programs more successfully protected social spending (Togo included) than the others.

Inflation rate sharply increased in 2008, suffering from some ups and downs, but since 

2011 continues with its decreasing trend. It increased again in 2015, but the next year 

it started to approach the previous lower values. Unemployment rate did not experience 

any serious deviations and it has been stable, at 6.2%, for the last 5 years (WORLD 

BANK, 2018).

5.4 Togo vs. Slovakia

Slovakia and Togo are small countries with many similarities and differences. Each of 

them is located in the different continent; people live under very different climate and in 

different political conditions. Togo was a French colony for a long time before becoming 

independent. Slovakia chose a path of independence after the agreement with the Czech 

Republic, after forming one state, Czechoslovakia, for a long time.

From the economic prospective, both countries are members of economic, political, and 

monetary unions. Togo is a member of ECOWAS and a member of WAEMU, whereas 

Slovakia is a member of European Union and the EMU. Euro and CFA franc are tied 

with a fixed exchange rate.

Slovakia became independent and involved in EU and the euro zone not such long time 

ago. Togo, on the other hand, has much longer experience with independence and shared 

monetary and economic policy. Despite this fact, Slovakia is much more democratic and 

people do not have to fight for it as people in Togo do. Macroeconomic indicators suggest 

that although Slovakia is much younger country, it is much more developed, considering 

infrastructure, political conditions, or industry. GDP per capita is incomparably higher 

in Slovakia. However, GDP growth is since 2010 higher in Togo. Slovakia experiences 

deflation in the last few years and the inflation in Togo has been less than 1 percent 

(World Bank, 2018). Unemployment has always been much lower in Togo, but that is 

due to the way of living. Most of people are employed in the agricultural sector, either

53For more details see Lessoua et al. (2013), Resilience capacity of South countries with respect to the 
global economic crisis: an empirical comparative analysis of Sub-Saharan African and Latin American 
countries.
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as self-employed or as daily-income earners ,54.

As membership in African union is based more on geographical features, countries are 

not as much affected as those in Europe, although there are some notable changes, mainly 

in monetary policy and exchange rates. European Union and the euro area are not only 

geographical, but also political and economic, so the countries need to fulfill different 

economic and political requirements, which influence their economy in much greater way. 

It was the case of Togo and Slovakia, as shown on their economic development throughout 

the time.

Slovak economy is also tied much closely to the world economy (World Bank, 2018). 

The global economic crisis has had greater negative impact on Slovak economy than on 

the Togolese one. Both countries are on a good way to improve economic and political 

conditions for their inhabitants, but Togo is still far from reaching democratic values and 

thus seems to have a longer journey to make.

54p. 23
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6 Data description

The dataset used for further inference is panel dataset that contains 300 observations. 

The data used are extracted from World Development Indicators Database (World Bank, 

2018). Thirty countries are included in the dataset, while each of them is observed for the 

period of ten years since 2007 until 2016. Fifteen of the included countries are those that 

together create ECOWAS and the remaining fifteen countries are Central and Eastern 

European countries. List of countries is given in Table 2. The goal of this thesis is to 

explain economic development with the focus on recent years with the help of the selected 

countries and indicators introduced below.

ECOWAS EU

Benin Austria

Burkina Faso Bulgaria

Cabo Verde Cyprus

Cote d’Ivoire Czech Republic

Gambia, The Estonia

Ghana Germany

Guinea Greece

Guinea-Bissau Hungary

Liberia Latvia

Mali Lithuania

Niger Malta

Nigeria Poland

Senegal Romania

Sierra Leone Slovak Republic

Togo Slovenia

Table 2: List of countries from the dataset in alphabetical order 

(source: author's elaboration)

GDP per capita in current US dollars will be used as dependent variable, as it is 

considered to be an indicator of economic development. Independent variables and their 

units are listed in Table 3. Their selection is based on the models already used by Tiwari 

& Mutascu (2010) and Eugenio-Martin, Noeha Martin et al. (2004).

From the data summary it can be seen that the dataset is not perfect and contains 

some missing values. They could be omitted in order to perform an analysis, but the 

dataset would become very small with a risk of introducing bias into the regression, if

33



Independent Variable Unit

Exports of goods and services % of GDP

Foreign direct investment, net inflows % of GDP

General government final consumption expenditure % of GDP

Government expenditure on education, total % of GDP

Gross capital formation % of GDP

Gross domestic savings % of GDP

Labor force participation rate, total % of total population ages 15+

Political stability index (-2.5 weak; 2.5 strong)

Corruption perceptions index ( 0 highly corrupt, 10 very clean)

Table 3: List of independent variables 

(source: author's elaboration)

each observation with one or more missing values was deleted. Therefore, instead of 

deleting the observation, the imputation method which estimates the missing values will 

be used, assuming that the data are missing (completely) at random.

Assumption Missing Completely at Random (MCAR) is often very unrealistic, it states 

that there is no relationship between any value in the data set and a missing data point. 

Assumption Missing at Random (MAR) requires that the missing data point is not related 

to the missing data, but it is related to some of the observed data. This is more reasonable 

to assume, however, it is almost impossible to prove in general.55

Even if one of these assumptions upholds, too much missing data might be a problem 

as well. Typical threshold is 5%, i.e. if more than 5% of data is missing then that 

particular feature should be left out. The biggest problem is with the variable Government 

expenditure on education, total. Almost 1/3 of values is missing. This is well above the 

threshold, so this variable will not be used later on in the regression.

Missing values will be imputed with plausible data values that are drawn from a 

distribution, specifically designed for each missing data point by using the ’mice’ package 

in R as explained by Buuren & Groothuis-Oudshoorn (2011).

First of all, the function md.pattern() was used on the dataset to get a better under

standing of missing data. It states that 184 observations are fully complete, 1 observation 

is missing the value of General government final consumption expenditure, 89 observations 

are missing the values for Government expenditure on education, total, and the interpret

ation could continue in this way. Fortunately, none of the observation misses more than 

half of the values, so they all can be kept in the analysis.

55For more information on missing data see Allison, P. (2009). Missing data.
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Figure 3: Detailed pattern of missing data 

(source: author's elaboration, based on R output)

35



Figure 3 is visualizing the missing data. The visualization confirms what has been 

stated above; the variable Government expenditure on education, total is the most prob

lematic. The navy blue colour on the right hand sided graph represents complete data, 

whereas the red colour stands for missing data. This clarifies the situation even more - 

61.33% of the data are complete, 29.67% of the data are missing Government expenditure 

on education, total, and the remaining figures on the right show other missing patterns.

For the data imputation, 50 imputed datasets and 50 iterations will be used to obtain 

as precise results as possible. Method used in the imputing process is ’cart’, that is the 

method that imputes univariate missing data using classification and regression trees.56

The basic summary statistics of the new dataset, which contains imputed values, do 

not differ much in comparison to the original dataset, containing missing values, and that 

is favourable for conducting the analysis.

56For more details on imputation and its method see Buuren, S. (2012). Flexible imputation of missing 
data.
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7 Econometric methods

First analysis that is going to be performed is based on Tiwari & Mutascu (2010). They 

try to explain the economic development by using GDP per capita as a dependent variable, 

with Gross capital formation, Labour force, Exports, and Foreign direct investment as 

independent variables. Three different approaches will be shown; pooled OLS, fixed effects 

(FE) and random effects (RE) model. Then, Hausman test will be performed to decide 

on which model, either FE or RE, suits the data used in this thesis better.

Fixed effects model (also called unobserved effects model):

ya XaP 4" Oíí + Un (2)

for t = 1, ..., T and i = 1, ..., N where aj stands for unobserved effect. Unobserved effect 

is invariant and individual specific and it allows to bear in mind the differences between 

individuals when performing an analysis with panel data.

7.1 Pooled OLS

Pooled Ordinary Least Squares (OLS) using first differencing removes a, by differencing 

adjacent periods, that is the adjacent period is subtracted from the other in order to get 

rid of &i.

Assumptions of Pooled OLS using first differencing (Wooldridge, 2006) :

1. For each observation i, the model is yn = + ... + PkXitk + Ujt, t = 1,...,T,

where parameters {3j are to be estimated and a^ is the unobserved fixed effect.

2. Each period we observe the same random sample.

3. Let Xj denote xitj, t — 1, ..., T, j — 1, ..., k. For each t, the expected value of 

the idiosyncratic error given the explanatory variables in all time periods and the 

unobserved effect is zero: E(ujt|Xj, aj) = 0.

4. Each explanatory variable changes over time (for at least some i), and no perfect 

linear relationships exist among the explanatory variables.

5. The variance of the differenced error, conditional on all explanatory variables, is 

constant: Var(Aujt|Xj) = a2, for all t = 2, ..., T.

6. For all t s, the differences in the idiosyncratic errors are uncorrelated (conditional 

on all explanatory variables): Cov(Aujt, Aujs Xj) =0, t^s.

7. Conditional on Xj, the Aujt are independent and identically distributed normal 

random variables.
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The third assumption states that once it is controlled for ai; there is no correlation 

between the xl3j and the remaining error Ujt for all s and t.

If Assumptions 1.-4. hold, the estimators are unbiased. Under Assumptions 1.-6. the 

estimators would be BLUE (Best Linear Unbiased Estimators).

7.2 Fixed Effects

The fixed effects model is going to be estimated next. The procedure of the estimation is 

as follows:

Firstly, the equation is averaged over time for each observation and then these averages 

are subtracted from the original equation to get time-demeaned data, which causes the 

unobserved effect to disappear. As a result, omitted variable bias is no longer a problem, 

so this transformation (also called within transformation) can be now estimated by pooled 

OLS.

First four assumptions of fixed effects estimation are identical to first differencing 

assumptions. Further assumptions (Wooldridge, 2006):

5. Var(ujt|Xj, aj) = Var(uit) = <%, for all t = 1, ..., T.

6. For all t s, the idiosyncratic errors are uncorrelated (conditional on all explanatory 

variables and aj): Cov(ujt, ula|X,, aj = 0.

7. Conditional on X; and aj, the u^t are independent and identically distributed ran

dom variables.

The fixed effects model is appropriate to use in case of correlation between the in

dividual effects of the countries and growth determinants; otherwise it would be better 

to use random effects model. The hypothesis of random effects model appropriateness is 

tested using Hausman test.

Under the first four assumptions, the fixed effects estimators are unbiased.57

7.3 Random effects

In the random effects model it is assumed that the individual effects of the countries 

are uncorrelated with the explanatory variables. However, the model suffers from serial 

correlation because a; is present in each time period. For this reason, pooled OLS is 

inefficient. Thus, random effects model is estimated by feasible GLS (Generalized Least 

Squares), which is simply pooled OLS of the GLS transformation which eliminates the 

serial correlation.
57For more information on the topics covered in this chapter see, for example, Wooldridge, J. (2006). 

Introductory Econometrics: a modern approach.
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Assumption 1, 2, and 6 are the same for random effects as for fixed effects model.

3. fn addition to the third assumption of fixed effects model, the expected value of a, 

given all explanatory variables is zero: E(a^ X.J = 0.

4. There are no perfect linear relationships among the explanatory variables.

5. In addition to the fifth assumption of fixed effects model, the variance of a^ given 

all explanatory variables is constant: E(aj|Xi) = 0.

7.4 Dynamic model

Second analysis is based on Eugenio-Martin et al. (2004). They used panel data approach 

in modeling the economic development for Latin American countries by the dynamic 

model, that is a model that uses lag of dependent variable as one of the explanatory 

variables. Other variables used for analysis are gross domestic savings, public spending 

on education, and general government consumption. They also add two social variables, 

political stability index and quality of governance, which will be represented by corruption 

perception index in the analysis in this thesis. However, the variable that represents 

spending on education will be discarded because of large amount of missing data. Using 

this variable could introduce severe bias into the results.

To obtain consistent Arellano-Bond estimates (Arellano & Bond, 1988) of the de

scribed model, the lagged value of dependent variable has to be a valid instrument in 

the regression. Moreover, the hypothesis of no second-order autocorrelation in the errors 

is necessary. Additional tests conducted are a test for autocorrelation and the Sargan 

test for over-identifying restrictions.58 In case when it is possible to reject both null 

hypotheses, it will provide additional support to the model.

The heteroscedasticity-robust estimator is used, which results in higher standard errors 

and thus lower t-statistics and higher probability of rejecting the null hypothesis of a 

parameter being different from zero.

In the next section, the results of performing the econometric analysis will be discussed.

58For more details see, for example, Greene, W.H. (2012). Econometric Analysis.
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8 Interpretation of the Results

8.1 Standard Panel Data Methods

Table 4: Results of Pooled OLS for ECOWAS and the EU

Dependent variable:

GDP per capita (ECOWAS)

panel

linear

(1)

GDP per capita (EU)

coefficient

test

(2)

GDPpc

panel

linear

(3)

coefficient

test

(4)

Gross Capital Formation 3.199 3.199 196.784*** 196.784***

(3.479) (2.883) (54.061) (45.516)

Labour Force Participation Hate, total -3.082 -3.082 312.810 312.810

(29.298) (17.883) (315.011) (234.388)

Exports of Goods and Services -3.165 -3.165 46.200 46.200*

(2.642) (2.372) (38.397) (23.967)

Foreign Direct Investments, net inflows -2.667 -2.667 -6.051 -6.051***

(1.957) (2.000) (4.273) (2.058)

Observations 135 135

R2 0.025 0.136

Adjusted R2 0.003 0.116

Note: ,p<0.1; "p<0.05; •"p<0.01

The estimation by pooled OLS, as shown in Table 4, does not seem to be helpful in 

explaining the economic development for the ECOWAS region. According to the results in 

column (1), no variable is significant, most probably because when using first differencing 

we do not control for unobserved characteristics of the countries and it is very unlikely 

that they are all the same.

Moreover, the p-value of the model is very high, so it is not possible to reject the 

hypothesis of all the coefficients being equal to zero. This model is not suitable for 

explaining economic development for ECOWAS countries.

The estimators are not BLUE, because the homoscedasticity assumption is violated, 

as the null hypothesis of homoscedasticity is rejected. By adjusting the standard errors 

to be robust to heteroscedasticity, the results are slightly different as it is suggested by 

column (2), but the main conclusion remains the same, no variable is significant.

The results for the EU from Pooled OLS are shown in column (3). First difference 

model seems to explain the economic development better than for ECOWAS, but only 

the variable Gross capital formation is statistically significant. It is not likely that the 

unobserved characteristics are the same for every country in the dataset. Unlike for 

ECOWAS data, the p-value of the model is low enough to reject the hypothesis of all
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coefficients being equal to zero. This model is suitable for explaining the economic devel

opment of EU countries, but again, with respect to the result of Breusch-Pagan test,59 

the homoscedasticity assumption is violated.

After the standard errors have been adjusted, more variables turned out to be signific

ant, which is a bit unusual. These standard errors are displayed in (column 4). One-unit 

increase in Exports of goods and services causes GDP per capita to rise by a significant 

amount, whereas and increase in net inflows of foreign direct investment causes the GDP 

to fall, but the effect is not that large. The only variable that is still not significant is the 

Labor force participation rate, total.

Table 5: Results of Fixed Effects and Random Effects Estimation for ECOWAS

GDP per capita (Fixed Effects)

panel

linear

(1)

Dependent variable:

coefficient

test

(2)

GDP per capita (Random Effects)

panel

linear

(3)

coefficient

test

w

Gross Capital Formation 10.972*** 10.972 11.703*** 11.703*

(4.105) (7.066) (4.069) (6.201)

Labour Force Participation Rate, total -0.799 -0.799 —9.093 -9.093

(12.816) (16.914) (11.027) (15.126)

Exports of Goods and Services -5.857** -5.857 -5.152* -5.152

(2.947) (6.364) (2.987) (6.382)

Foreign Direct Investments, net inflows -3.260 -3.260 -3.911 -3.911

(3.022) (3.494) (3.059) (3.553)

Constant 1, 529.143** 1,529.143

(773.113) (1,093.282)

Observations 150 150

R2 0.081 0.082

Adjusted R2 -0.045 0.056

F Statistic 2.882** (df = 4; 131) 3.221** (df = 4; 145)

Hausman test chisq = 17.904, df = 4, p-value = 0.001289

Note: *p<0.1; "p<0.05; •”p<0.01

After accounting for individual effects and analysing the results from Table 5, the 

model seems to better explain economic development. For FE estimation performed on 

the ECOWAS subset of data, the results are shown in column (1). Significant variables are 

Gross capital formation and Exports of goods and services. An increase in Gross capital 

formation has a positive impact on GDP per capita, whereas increase in Exports of goods 

and services has surprisingly negative effect on economic development in this model. 

Labor force participation rate, total and Foreign direct investment, net inflows have only 

a modest negative impact on GDP per capita, however, they are not significant.

After testing for individual effects, it can be concluded that individual effects in this 

59For the explanation see, for example, Wooldridge, J. (2006). Introductory Econometrics: a modern

approach.
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particular model are significant.

By repeating the Breusch-Pagan test, it can be concluded that fixed effects model 

suffers from heteroscedasticity as well. In this case, adjusting the standard errors, so that 

they are robust to heteroscedasticity, results in the standard errors in column (2).

No variable is significant, and it is almost impossible to draw any conclusions out of 

the model.

With the estimation of random effects model displayed in column (3), it can be con

cluded the same as with fixed effects model. Gross capital formation and Exports of 

goods and services are those variables which drive the explanation of economic develop

ment within the dataset. Again, the effect of an increase in Gross capital formation by 

one unit on GDP per capita is positive and slightly higher than in the fixed effects model. 

Similarly, the impact of Exports of goods and services is negative. P-value of the F-test 

for the model validity is lower than it was in the case of fixed effects.

The model again suffers from heteroscedasticity. After accounting for it, the standard 

errors have been adjusted to those in column (4). The Gross capital formation is left as 

the only significant variable at 10% significance level. On the other hand, Exports of goods 

and services do not have a statistically significant influence on GDP per capita anymore.

In the Hausman test,60 null hypothesis is rejected, therefore random effects estimator 

is inconsistent and fixed effects estimator is preferred.

Table 6: Results of Fixed Effects and Random Effects Estimation for the EU

Dependent variable:

GDP per capita (Fixed Effects)

panel

linear

(1)

GDP per capita (Random Effects)

coefficient

test

(2)

panel

linear

(3)

coefficient

test

w

Gross Capital Formation 214.612*** 214.612*** 205.875*** 205.875***

(45.619) (76.313) (45.421) (74.608)

Labour Force Participation Rate, total 428.248** 428.248* 477.948*** 477.948**

(173.432) (229.633) (170.281) (216.672)

Exports of Goods and Services 16.672 16.672 11.393 11.393

(26.742) (25.363) (25.861) (24.121)

Foreign Direct Investments, net inflows -6.700 -6.700*** -6.469 -6.469***

(4.511) (1.828) (4.532) (1.788)

Constant -11,556.760 -11,556.760

(9,948.164) (12,350.810)

Observations 150 150

R2 0.236 0.219

Adjusted R2 0.131 0.197

F Statistic 10.132*** (df = 4; 131) 10.157*** (df = 4; 145)

Hausman test chisq — 1.5285, df — 4, p-value — 0.8216

Note: *p<0.1; **p<0.05; ***p<0.01

s0For the explanation see, for example, Wooldridge, J. (2006). Introductory Econometrics: a modern 
approach.
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By applying the same model on the data for EU countries it can be seen in the 

column (1) of Table 6 that Gross capital formation is significant at very low significance 

level and the impact on GDP per capita is bigger than in the case of ECOWAS and still 

positive. Unlike for ECOWAS, Labour force participation rate, total is significant with 

notable positive effect on economic development in case of increase in the participation 

rate. Exports of goods and services and Foreign direct investments, net inflows are not 

significant. P-value of the F-test strongly rejects the null hypothesis of all coefficients 

being equal to zero, so it can be concluded that the model is helpful in explaining economic 

development by these explanatory variables.

After testing for individual effects, it can be concluded that individual effects in this 

particular model are significant.

However, after testing for the presence of heteroscedasticity and applying heteroscedasticity 

robust standard errors as in column (2), the conclusions are as follows:

Gross capital formation and Labour force participation rate, total are still significant, 

but the Foreign direct investment, net inflows variable has become significant with p-value 

being close to zero. Its impact on GDP per capita is very similar as described previously 

when estimated by pooled OLS.

Again, from column (3) can be concluded that random effects model yields similar 

results than fixed effects model estimated earlier. Although there are some differences 

between coefficients from these two models, they are not that large to worry. The effects of 

both Gross capital formation and Labor force participation rate, total on GDP per capita 

are positive and both statistically and economically significant. The null hypothesis of 

all coefficients being equal to zero is rejected; therefore the model is helpful in explaining 

the economic development with explanatory variables used in the analysis.

Using heteroscedasticity-robust standard errors in column (4) again points out the 

significance of Foreign direct investments, net inflows in the model. The impact of this 

variable is very similar as it has been suggested by the estimates from pooled OLS and 

fixed effects model.

In Hausman test, the null hypothesis cannot be rejected, so both fixed effects and 

random effects are consistent. However, RE is asymptotically more efficient, therefore 

this model is preferred.

To sum up, pooled OLS estimation does not seem to be reliable, as it does not account 

for heterogeneity between countries, which is strongly believed to exist.

For ECOWAS countries, the economic development is driven mainly by Gross capital 

formation. On the other hand, an increase in Exports of goods and services affects GDP 

per capita negatively. Labor force participation rate, total and foreign direct investments, 

net inflows seem to have no important role in explaining economic development. Ac-
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cording to Hausman test, fixed effects model is preferred; therefore it is believed that the 

individual effects and growth determinants are correlated.

For EU countries, the economic development is strongly influenced by Gross capital 

formation, but with more remarkable impact on GDP per capita than in the case of 

ECOWAS. Unlike for the African countries, labor force participation rate, total is also 

significant with notable impact on GDP per capita as well. Exports of goods and services 

and foreign direct investments, net inflows did not proved themselves to be significant. 

After accounting for heteroscedasticity in the models, foreign direct investments, net 

inflows turned out to be significant and yield the consistent results of its impact on 

GDP per capita.

On the contrary, Hausman test favours random effects model, which means that it is 

supposed that there is no correlation between individual effects and growth determinants.

8.2 Dynamic Panels

Table 7: Results of Arellano-Bond estimation for ECOWAS and the EU

Dependent variable:

GDP per capita (ECOWAS)

(1)

GDP per capita (EU)

(2)

Lagged GDP per capita 0.763 0.707**

(0.572) (0.312)

Gross Domestic Savings 62.631*** 450.051

(22.065) (513.860)

General Government Final Consumption Expenditure 113.090 259.261

(69.993) (780.202)

Index of Political Stability -3,203.104*** 71.263

(1,208.699) (4,445.622)

Corruption Perception Index 708.165 983.749

(1,220.429) (2,391.448)

Sargan test chisq(15) = 1.834009 chisq(15) = 7.05678

Autocorrelation test (1) normal — -0.390982 normal — -2.089915 **

Autocorrelation test (2) normal = -1.020412 normal = -1.583141

Note: *p<0.1; **p<0.05; ***p<0.01

The null hypothesis of Sargan test cannot be rejected for both ECOWAS and the EU, 

which supports the results of the models as it tests the validity of all instruments.

According to the test for autocorrelation, the null hypothesis of no serial correlation 

cannot be rejected in the case of ECOWAS, which again gives additional support to the
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model.

Surprisingly, in the case of ECOWAS countries (column (1)), lagged value of GDP 

per capita is not significant in determining the current value of this variable. General 

government consumption and Corruption perception index also proved themselves to be 

insignificant. According to the results, GDP per capita is driven mainly by the Index 

of political stability. From the economic perspective, this does not make much sense, 

as a one point increase in the index causes an enormous drop in GDP per capita. One 

would expect exactly the opposite to be true. More reasonable result is an effect of Gross 

domestic savings on the economic development, as an increase in savings causes GDP per 

capita to rise by a significant amount.

The results stated in column (2) for the selected European Union countries are notably 

different. The only significant variable is the past value of GDP per capita, but with very 

modest impact on the current value. Although the coefficients of other variables are 

remarkable and all make economic sense, they are not statistically significant.

Even though the null hypotheses of Sargan test and the test for second-order serial 

correlation cannot be rejected, the null of first-order autocorrelation test hypothesis is 

rejected at 5 per cent significance level, suggesting that there is an autocorrelation of the 

errors. It means that the errors are correlated across time, which might be caused by the 

fact that the model is not dynamically complete.

The problem of autocorrelation leads to inconsistent estimates. Therefore, as the it is 

not a desirable feature of the model, it has to be treated so that the conclusions can be 

made out of the results.

One way of dealing with autocorrelation is to include more lags of independent vari

ables in order to have a dynamically complete model. On the other hand, the main 

drawback of this method is that is reduces the number of observations and the explan

atory power of the variables can be poor. In this particular case, the autocorrelation 

problem has disappeared after adding two more lags of the dependent variable into the 

regression. The results are displayed in Table 8.

After correcting for autocorrelation, the main interpretation remains the same. The 

only significant variable is the past value of GDP per capita with the modest impact on 

the current value. No other variables including further lags of GDP per capita are not 

significant. The number of observations has been reduced to 90.

To sum up this section, the model yields surprising results that economic development 

in the countries of ECOWAS is determined mainly by the Index of political stability, which 

has the negative effect on the value of GDP per capita in case of increase in the Index, 

and by Gross domestic savings with positive significant effect on the value of GDP per 

capita. Lagged value of GDP per capita is not significant.
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Table 8: Results of Arellano-Bond estimation the EU with more lags of GDP per capita

Dependent variable:

GDP per capita

GDP per capita (lag) 0.389***

(0.025)

GDP per capita (second lag) 0.405

(1.173)

GDP per capita (third lag) 0.080

(1.681)

Savings 419.563

(618.622)

Consumption -976.250

(2,513.036)

Stability 6,168.751

(11,855.790)

Corruption -676.422

(1,594.200)

Observations

Sargan test

Autocorrelation test (1)

Autocorrelation test (2)

90

chisq(15) = 1.834009

normal = -0.390982

normal = -1.020412

Note: *p<0.1; **p<0.05; ***p<0.01
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The model passes tests for first- and second-order auto-correlation and Sargan test, 

therefore it seems to be suitable for the explanation of economic development in ECOWAS.

The model for the selected EU countries suffered from autocorrelation, which is not a 

desirable feature. After including further lags into the model, the autocorrelation problem 

has disappeared at the cost of reducing the number of observations. However, the only 

significant variable is the lagged value of GDP per capita, with a modest, but positive 

impact on the current value. No other variable is significant, thus according to this model 

specification, the only variable that drives the economic development is the past value of 

GDP per capita.
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9 Conclusion

The main aim of this thesis was to examine whether already examined econometric models 

originally focused on Asia and Latin America would be suitable to explain economic de

velopment in Africa and Europe, particularly when used on countries that form Economic 

Community of West African States and the European Union.

Firstly, the basic facts and information about both unions were given to enable a com

parison between them. Evidence suggested that the process of integration in Africa has 

been influenced by the process of Europe with the focus on economic and political aspects. 

Neither of the unions have yet reached the political unity, but the EU is considered to be 

ahead of ECOWAS, mainly because of its high level of economic integration. Leaders in 

ECOWAS perform in a way that suggests that they do not want to lose the power and 

economic sovereignty for the goals of integration.

The next part focused on the introduction and explanation of how the monetary unions 

in both areas are managed and how they perform. West African Economic Monetary 

Union is an independent institution with no relation to the governance of ECOWAS. 

The membership in the WAEMU is based on geographical characteristics and the use of 

common currency. In Economic and Monetary Union of the EU, the membership is tied 

to the membership in the EU. The EMU member states do not automatically adopt the 

common currency, euro, but they are obliged and allowed to do so after complying with 

given Maastricht criteria. The only exceptions are Denmark and The United Kingdom. 

Each of the monetary unions is run by independent central bank and their currencies are 

linked via the peg of CFA franc to euro with fixed exchange rate. Another similarity is 

the primary objective of price stability within the unions.

Despite this similarities, there is a long way for the WAEMU to make in order to reach 

the professionalism of the EMU management, the functioning of the euro, and the depth 

of economic integration among the member states.

The main focus of the next chapter was a comparison of Togo and Slovakia. Togo is a 

member of ECOWAS and the WAEMU and uses common currency with other countries 

in the region. The same could be applied to Slovakia in the European environment; it is 

the member country of the EU and the EMU and a few years ago it has adopted euro.

The process of economic and political integration in Slovakia did not take place such 

a long time ago. On the other hand, Togo has been a member of the unions for a few 

decades. In spite of this fact, Slovakia can be considered as more democratic and people 

do not have to fight for the democratic values as Togolese inhabitants do. The economic 

performance of Slovakia also favours the country as being more developed in comparison 

with Togo.
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The Slovak economy has been influenced by the integration in a greater way than the 

Togolese economy, as the country needed to fulfill economic and political requirements in 

order to be approved to join the union. The membership in the African union is based 

on geographical features, so Togo was not forced to adjust the economy in any way. Both 

countries are moving in a good direction to improve economic and political conditions 

for their inhabitants, however, Togo is still far from democracy and thus seems to have a 

longer journey to make.

The results of econometric analysis, introduced in the last part of the thesis, suggest 

that pooled OLS estimation is not suitable for analysing economic development across 

countries as it does account for the heterogeneity.

Regarding ECOWAS countries, economic development is positively driven mainly by 

Gross capital formation, whereas an increase in Exports of goods and services affects GDP 

per capita negatively. It is believed that the individual effects and growth determinants 

are correlated with respect to the result of the Hausman test.

Economic development in the selected EU countries is strongly influenced by Gross 

capital formation, but with more remarkable impact on GDP per capita than in the case 

of ECOWAS. On the contrary to ECOWAS, labor force participation rate, total is also 

significant with notable impact on GDP per capita. After accounting for heteroscedasticity 

in the models, foreign direct investments, net inflows turned out to be significant and yield 

the consistent results of its impact on GDP per capita.

The result of Hausman test favours random effects model, which means that it is 

supposed that there is no correlation between individual effects and growth determinants.

Dynamic model with Arellano-Bond estimators shown that the current value of GDP 

per capita is mainly driven by Gross domestic savings in the ECOWAS region, wheres 

in the EU it is the past value of GDP per capita that proved to have influence on the 

current value.

To conclude, it might seem that the already existing econometric models that were 

used in this thesis are not very suitable and helpful to analyse and explain economic devel

opment in ECOWAS and the EU. However, it has to be emphasized that this conclusion 

may be strongly influenced and affected by small and problematic dataset. Thus it is very 

difficult to make a conclusion about the suitability of presented econometric models used 

to explain economic development in ECOWAS and the EU.
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