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June 16, 1963.

iqu  Since January 1 1960 the CF 3franc has equaled O 02 NF ( :
Tilly eonvertible L/ ); thus U.S. $1 = 246,853 CFA francs, There are, in fa
rent CFA francs currently issued by five banks of issue which maintain t
ors in Paris, Each of these six different CFA francs is legal tender
areza for which it is issued - they do not 1nterchange with each other., "For E
. Malagasy /Ehdagascar?'cFA francs are not acceptable in Senegal, ix
re. re (1) West Africa, (2) Equatorial Africa and Cameroon, (3) Malagasy epublic,
4) the Comoro Islands, (5) Reunion,ad (6) St. Pierre and Miquelon, :

S Three of the five institutions are of: special interest and it is to them that,
vtha attenuion of this paper will be dlrected They are (1) the central ba
of the former Federation of French West Afrlca, i.e., the areas north and
Nigeria, and Togo g?x‘ the BCEAO (Banque Centrale des Etats de 1'Afrique de
(2) the central bank of all of former French Equatorial Africa and the Fede :
‘of Cameroon: the BCEAEC (Bangue Centrale des Etats de 1t'Afrique Equatoriale du -
~ Cameroun); and (3) the Institut d'REmission Malagache which is, at present functvonlng -
via its agent, the BMC (Banque de Madagascar et des Comores), . ‘

These "central banks", in reality, perform only limited central banking
functions‘ In general, they issue currency, rediscount for and make advances to
commercial banks in the countries they serve, and, especially since the watershed
date of November 1, 1962, have been authorized to make loans to the governmentb con-
cerned, After a short historlcal summary, the discussion will turn to a review of one
means by which the French still exercise a good deal of control over the economies of
their former colonies and trusteeships on the African continent south of the Sahara,

Historical background

The BCEAO was established on April: 4, 1959, with its capital pTOVlded by
, the French Caisse Centrale de la France d'!'Outre-Mer (Central Fund for Overseas France),
It took over the note-issue function previously performed by the Tnstitut d'Emission
L" de 1'Afrique Occidentale Francaise et du Togo (Institute of Issue for French West
Africa and Togo); which was partly privately capitalized., Until World War II the

1/ Within limits. See discussion of drawing right accounts below.

2/ Togo did not sign the treaty of May 12, 1962, but remains a de facto particlpant
in this monetary arrangement,
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The CFA Franc

fowarenchiWéatfAfricama—vwhichzwasfissued'byy"

:0.)3/ -« had the same value as the franc ¢

ated by a decrec of December 25, 19li5, a

: On October 17, 19L8, it was made e

as maintained at this parity as the metr s

1luations, The B.A.0,'s monopoly on currency issue
It was not until January 20, 1955, however, that its function in

issumed by the Institut d'Emission, a public institution under the
 French Ministry of Finance. e

BCEAEC has a fairly similar history, Until 19L1 the B.A.0.'s notes
d in French Equatorial Africa and the French Trusteeship of Cameroun
been stated, were at par with the French franc. But while French West
ued to be dominated by _e,Viqhyigdvernment,*FrenCh,EQuatOrial“AfriCa f
nner of the Free French under Charles de Gaulle. Thus, in July 19L2
, n,over,byvthe;GaiSSegCehtraleade~la;Erance;Libre,WhiCh«hadfbeen se
L1 (and in 15L] Tenamed Calsse Centrale de 1a France d'Outre-

West Africa, on October 1, 1955, an Institut d'Fmission de
f~Erancaisewetgdu«Cameromnttbok&ovér the note issue, This was fol
- ysars later by the establishment of the BCEAEC (in accordance wi
£ April L, 1959). ' e

 The

et The BMC, which functions in the thirteenth country we are interested in,
~ the Malagasy Republic, was created under a law of December 1925 and received the note
‘issue privilege in 1927, It was entirely privately-owned, but the French government
~held certain profit sharing rights. Its original right to issue currency expired in
1946 but was continued through March 1962 on a provisional basis., The French .

Malagasy and Comoro Island governments have held 51 per cent of the Bank's shares since
1950, Last year, the Malagasy Republic, in cooperation with France, established a
new Malagasy organization for note issue, the Institut d'Emission Malagache, which
was to take over the currency emission responsibilities of the BM( on April 1, 1962,
However, the -hstitut has not yet been provided with personnel or facilities, and as_
an interim measure its functions continue to be exercised by the BC, under a manage
ment contract. E?us the BMC conducts operations of a central-banking nature as agen

of the Institut.2

3/ The B.,A.0. -="at one time the B.F.A.O. (French Bank of West Africa) -. was the
Successor in 1901 to the Banque du Senegal which had been established in 1853,
Although a commercial bank, the B.A.O. (initially capitalized at 50 million francs
with the French government holding 30 per cent of the equity) was given the exclusive
privilege of issuing paper currency in French West Africa. -

L/ The present arrangement is supposed to terrinate on December 31, 1963, However,
it probably will run through June 196k, at the least, It appears that the BMC, even
after the actual creation of the Institut, will continue to serve as the note-issuing
agency for the Comoro Islands., -




an franc's acceptance was restricted to Guinea, The French govern
ated”by,suspending;all”payments,beﬁween the Franc Zone and Guinea. Since then
' 1 the Guinean currency s continuously depreciated. Nevertheless,
.n political outlook the the possibility that Guinea may soon rejo
22, s France and Guinea concluded an agree
n these two nations. The claims of i
rnment; on the other hand, are sti

. Since all three banks -- the BCEAO, the BCEAEC, and the BHC -- :
Similarjin,mperations,'this:papernwillffo¢*c on the BCEAQ, which serves tr arg
number of countries, seven., Where differences exist, they will be noted.- .

_ Prior to November 1, 1962, the BGEAO was primerily a bank of issue,
- it was also a banker's bank in the sense that it rediscounted vaper for, and
advances to, the commercial banks operating in the seven states. It was,
therefore more than a mere currency board. On the other hand, the BCEAQ c t
lend to the governments of these states. Thie ves a source of some dissat ction,
though it no doubt contributed to the stability of tle CFA franc. Since November 1,
1962, the BCEAO has been zble to mske limited advances to governments.5/ Thus,
- with France applying the brakes, 2 gradual transition is being broughﬁnabOut; ’

The BCEAO has the power to influence the volume of credit in the
countries it serves through its rediscounting operations. Since there are
markets in any of these countries, there never has been any possibility of
control by open market operations. All the major decisions are made in P- "
the six local branch menagers -- for the time being Dakar serves lMsuritania as u

5/ The BCEAQ can now rediscount or accept Treasury bonds of the seven sta

. Tong as these transactions do not exceed 10 per cent of the country's intern

~revenue recorded during the previous fiscal year. The treaty frr the new :

arrangements is dated May 12, 1962, The BCEAEGC and the BMC do nut yet hav

limited authorization, although they may rediscount Treasury bills pwchas e

: by commercial banks. However, the BCEAEC countries have not yet issued Treasury
S bills. o




£ : "NE} :

helr magor task ,
< ir ctors of the BCEAO in their respective»c ,ntrleso
,ember ~two being from the main Board of Directors and three belng app01nt
the country. anally, it may be noted that the majority of the local branch
sers of the BUEAO -- a technical position rather than a policy position —- a

st’ll French.

Fcreignﬁexchange reserves

A1l foreign exchange acquired by the BCEAO against the issue of C
is converted into French francs. The French franc holdings of ths Bank are al
 lumped together and are not apportioned among each of the countries which i
- The Bank's statutes asparently do not prescribe any particular type of 1nvestment,as
'backlng for the note issue. As of the end of September 1962, the total CFA note issue
by the BCEAO amounted to L2 billion CFA francs (equivalant to $170 million). a1
Tassets consisted of French government 2% per cent bonds, in an amount equivs

'VXis one way the BCEAEC has differed from the BCEAO. By custom, the
tioned the reserves between Cameroon and Gabon et al, The Treaty st
rAfrlcan Monetary Unlon whlch came 1nto force on November 1~

vision of the reserves of the present establishment plus the SOO
an francs France allocated to the BCEAO,.




asury. (This allows the unlimited
. But this is in theorv only, since
S licy of the BCEAO. o
one of the three that actually has an
is interest-bearing), g

77£ible'into/Frenghgfrahcs, ther
rrencies. (Paymen '

| n curre: _the various count ie
”eing,arnet,earner;ofwforéignfexchange,5has‘the right to conv

1to foreign currencies, otherﬁthangFrenchafrancs,'withouf,
ers have¢fiXedram0unts Should these six require

b4 <

The central banks will pay these countries'

. ; gold quotas at such
‘they become members of the M. '

Drawing right accounts

Quite often the "drewing right account" (compte droit de tirage) is con-
fused with the operations of the BCEAO, It is, however, completely separate from -
the operation of the BGEAQ. Actually, the drawing right account is nothing more =
than a statistical account maintained by the Exchange Equalization Fund of the
Bank of Franze. It serves to establish each country's net record as an earner or
user of non-franc-area foreign exchange. Since each African member has access to
foreign exchange within the established limits,7/ whether or not the drawi;
account shows a surplus or a deficit, this record is only used in connection th
the annual bilateral negotiations -- the "Foreign Trade Programs" -- which Fr: ce
carries out with each of these countries. 30, import restrictions on non-franc-area
goods result from commercial policy: the effort to protect the African markets for
French goods which in many cases are non-competitive. -

Future of BCEAO and BCEAEC

There seems to be no prospect of a breakup of these regional centr
occurring in the near future, although some of the states, from time to time
indicated a desire for more financial independence. Should the BCEAO or BCE
dissolved, the members would divide their assets and liabilities. The assets

Z/ And the ceiling can be changed by the French if an African country reach
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The CFA Franc

ortioned to each country would equal the note circulation in that couﬁtry;,j&(
untry would presumably first receive the commercial paper of its own residents”
rediscounted; the excess of the respective note issue over this amount
ed in foreign exchange assets, mainly the 2} per cent French government
mentioned. The Ivory Coast, for example, would receive the largest
its assets in the form of rediscounted commercial paper, since it has made

Conelusion

i It may be said that the BCEAO and the BCEAEC are two of several Franbh.,
quasi-currency boards. The BMC, for the time beirg, acts as agent for a third such
institution. There is no legal reserve of gold or foreign exchange required against
- the circulation. However, the CFA franc does have the guarantee of the French

~ Treasury behind it. There is thus an indirecs link between the CFA franc, on the
~one hand, and gold and non-franc-area convertible currencies, on the other.

8/ The BCEAO branches are now putting identification marks on the bills issued
by each country. Thus, for the first time the flow of currency between the states
will be checked.






