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ABSTRACT

High inflation rate and currency devaluation prevailed to be among the everyday
challenges of West African Commonwealth Countries (WACCs). Additionally, the
majority of the WACCs are unable to curtail and maintain inflation rate at single
digit, for registering meaningful economic growth and development. This study aims
to analyze the exchange rate pass-through (ERPT) to inflation of WACCs during
1980 — 2016, examine the inflation persistence of WACCS, and establish a
threshold-inflation rate by which it is inimical to the economic growth of WACCs
during 1970 — 2016. Data were analyzed using Autoregressive Distributed Lag
Model (ARDL), Autoregressive (AR) Model, and the Conventional Threshold
Model of regime-switching. The ARDL results show that during the short-run, the
existence of immediate and complete ERPT is discovered in Ghana, the Gambia and
Sierra Leone, whereas no ERPT in Nigeria. The long-run results reveal the existence
of complete and positive ERPT in all countries. The AR result shows that high
persistence inflation is associated with the first-year lag inflation rate in all the
countries in addition to the second year-lag inflation of the Gambia alone.
Meanwhile, in Nigeria, the second-year lag inflation is associated with low inflation
persistence. It is the third-year lag inflation rate that has an association with low
inflation persistence in the Gambia. The results of the threshold model indicate that
the lower threshold inflation rates of WACCs are single-digit in all the WACCs
except Nigeria, which has double-digit, while the upper threshold inflation rates are
double-digit in Nigeria and Ghana and single-digit in the Gambia and Sierra Leone.
This study suggests import substitutions and export promotions programs to stabilize
exchange rate. Targeted inflation rates are achievable if the inflation-targeting policy
is strengthened.

Keyword: exchange rate, inflation, inflation persistence, threshold inflation rate,
West African Commonwealth Countries
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ABSTRAK

Kadar inflasi dan penurunan nilai mata wang yang tinggi adalah antara cabaran
harian Negara-negara Komanwel Afrika Barat (WACCs). Majoriti WACCs tidak
mampu mengurangkan kadar inflasi apatah lagi mengekalkan kadar inflasi satu digit
bagi mencatatkan pertumbuhan dan perkembangan ekonomi yang bermakna. Kajian
ini bertujuan untuk menganalisis Exchange Rate Pass-Through (ERPT) inflasi
WACCs bagi tempoh 1980 - 2016, meneliti keterusan inflasi WACCs, dan
mengenalpasti kadar inflasi ambang yang boleh memudaratkan pertumbuhan
ekonomi WACCs bagi tahun 1970 — 2016. Data dianalisis menggunakan Model Lat
Tertabur Autoregresif (ARDL), Model Autoregressive (AR), dan Model Ambang
Konvensional Penukaran Rejim digunapakai dalam analisis kajian ini. Keputusan
ARDL menunjukkan bahawa dalam jangka pendek, kewujudan ERPT yang serta-
merta dan lengkap ditemui di negara Ghana, Gambia dan Sierra Leone, sedangkan
tiada ERPT di Nigeria. Hasil jangka panjang mendedahkan kewujudan ERPT yang
lengkap dan positif di semua negara. Keputusan AR pula menunjukkan bahawa
keterusan inflasi yang tinggi dikaitkan dengan kadar inflasi lag tahun pertama di
semua negara sebagai tambahan kepada inflasi lag tahun kedua bagi negara Gambia
sahaja. Sementara itu, di Nigeria, inflasi lag tahun kedua dikaitkan dengan ketegaran
inflasi yang rendah. Kadar inflasi pada tahun ketiga mempunyai hubungan dengan
keputusan inflasi yang rendah di Gambia. Keputusan model ambang menunjukkan
bahawa kadar inflasi ambang bawah bagi semua WACCs adalah satu digit kecuali
Nigeria yang mencatatkan dua angka, manakala negara kadar inflasi ambang atas
adalah dua digit di Nigeria dan Ghana, dan satu digit di Gambia dan Sierra Leone.
Kajian ini mencadangkan supaya penggantian import dan promosi eksport diberikan
perhatian serius bagi menstabilkan kadar pertukaran. Kadar inflasi yang disasarkan
akan dapat dicapai jika dasar penyasaran-inflasi diperkukuhkan.

Kata kunci: kadar pertukaran, inflasi, ketegaran inflasi, kadar inflasi ambang,
Negara-negara Komanwel Afrika Barat
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CHAPTER ONE

INTRODUCTION

This chapter presents the general introduction of the research. Background of the
study is highlighted in Section 1.2, and statement of the problem is discussed in
Section 1.3. Research question and research objectives are discussed in Section 1.4
and Section 1.5, respectively. Meanwhile, the significance of the study is discussed
in Section 1.6. The scope of the study is discussed in Section 1.7. Finally, an

organization of the study is highlighted in Section 1.8.

1.1  Background of the Study

Nigeria, Ghana, Gambia, and Sierra Leone are known as West African
Commonwealth Countries (WACCs). They are located in West Africa and colonized
by Great Britain. The countries are developing economies and are always trying to
make and implement policies that will elevate their economies to the path of
sustainable growth and development. Achieving long-term economic growth is one
of the macroeconomic objectives of every country, which is only possible if the
prices of goods and services are relatively stable. Sustainable price stability not only
attempts to provide but also to promote long-term economic growth. The primary
concern of every country is to have price stability and to maintain it, which is
foremost to both short-run and long-run growth and development (Nguyen, 2014;
Bawa & Abdullahi, 2012; Odusanya & Atanda, 2010). The main reason behind this
assertion is the variation of inflation rate, which has been proven to have adverse

social and economic implications on any economy. High inflation rate has been
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