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EXECUTIVE SUMMARY
tory and institutional structure to gain benefits, without 
incurring the costs that are attributable to a monetary 
union. They also believe that these RECs do not satisfy 
the pre-conditions for an OCA and, therefore need not 
go through a fiscal convergence process. This report, 
while according priority to harmonization and domestic 
reforms, does not share this skepticism. It points out the 
progress made by COMESA in fostering harmonization 
and regional integration in the financial and trade sectors 
under its Monetary Harmonization Program, and makes 
the case that in fact moving towards a monetary union 
may correct the very conditions the absence of which 
skeptics cite against the formation of monetary unions in 
Africa. Nevertheless, assuming that this report’s recom-
mendations relating to fiscal convergence and surveillance 
will encourage regional member countries (RMCs) of 
the Bank to undertake fiscal reforms resulting in better 
fiscal outcomes at the country levels, the Report would 
have served a valuable role in the short and medium 
term, even if monetary unions may be considered to be 
achieved only in an undefined future. 

3. This report starts with the axiom that a monetary union 
is a fusion of two separate, but consistent, integration 
processes real integration, and financial integration. 
Balassa (1961) identified five main stages of regional real 
economic integration (REI): Free Trade Area (FTA), Cus-
toms Union (CU), Common Market (CM), Economic Union 
(EU), and Total Economic Integration (TEI). The Bank 
report (2010) on Regional Financial Integration in Three 
Regions of Africa, in turn, identified five main stages of 
regional financial integration: Preparatory, Harmonization, 
Cooperation, Integration, and Monetary Union. In chapter 
2 below, a generic roadmap is developed comprising a 
hybrid ‘marriage’ of the above five stages of real economic 
integration, as delineated by Balassa, and five stages of 
financial integration, as delineated in the Bank report. The 
roadmap clarifies that the establishment of a monetary 
union should encompass a wide set of policies in trade, 
monetary, and fiscal areas at each “hybrid” stage of the 
road to monetary union, within a comprehensive and 
consistent macroeconomic framework. The relative role of 
the four sets of policies (structural. monetary, fiscal, and 

1. The establishment of the European Economic and 
Monetary Union (EMU) has evoked widespread interest 
in other countries and regions to group themselves into 
similar regional monetary arrangements. In the case 
of Africa, that interest is heightened by the perceived 
advantages of “scale” economies that could help Africa 
accelerate its growth and reduce poverty. COMESA, 
and other Regional Economic Communities (RECs), 
have agreed on specific timelines for the establishment 
of monetary unions among their respective member 
countries. To that objective, they have instituted monetary 
convergence programs and prescribed convergence 
criteria to be observed by member countries during vari-
ous stages on the road towards monetary union. A major 
emphasis in these programs is on fiscal convergence to 
be achieved and sustained through the observance, by 
member countries, of fiscal convergence criteria relat-
ing to budget balance, public debt, public expenditure, 
etc. However, experience with the compliance with the 
fiscal criteria in COMESA, as in other RECs, has been 
mixed. Given the importance of fiscal convergence for 
the realization of the objective of monetary union and 
its sustainability, and given the COMESA time table for 
setting up the monetary union in 2018, this underperform-
ance in fiscal areas is of special concern to COMESA 
authorities who are anxious to understand its causes 
and introduce a more effective surveillance framework 
to promote fiscal convergence. They have, accordingly, 
requested the Bank to propose such a framework. This 
report is written in response to that request1.

2. There is skepticism about the desirability of pursuing 
the objective of monetary unions in Africa, and hence 
the need for fiscal convergence and multilateral sur-
veillance among REC member countries. Many have 
argued that Africa should concentrate its attention on 
more pragmatic matters of implementing domestic policy 
and institutional reforms and harmonizing their regula-

1 Prior to the request to the Bank for preparing this report, COMESA 
and the Bank organized a joint workshop in Mauritius in December 2009 
on multilateral fiscal surveillance. The conclusions of that workshop 
have been synthesized in the present report. 
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exchange rate) in national policy frameworks would differ 
as the integration progresses, leaving national authorities 
with only structural and fiscal policies to control, once 
the monetary union becomes operational. In the initial 
stages of integration, the emphasis of fiscal policies is on 
strengthening the national public finance management 
system (PFM) at country level by strengthening institutions 
concerned with budget formulation, approval, execution, 
and accounting, and establishing clear delineation of 
institutional responsibilities of the respective actors, as 
well as fiscal rules to guide and constrain fiscal policies. 
Robust national PFMs at country levels then underpin 
the regional fiscal surveillance framework with its two 
components of (i) convergence criteria and (ii) financial 
and technical assistance funds, combined with multilateral 
“peer review” of member country performance. The road 
map indicates the growing predominance of fiscal policy 
convergence and surveillance as the countries advance 
to higher stages of integration. 

4. COMESA’s request to the Bank to propose a frame-
work for fiscal policy surveillance framework is in line with 
the practices in other monetary unions in recognizing 
the importance of fiscal policies in promoting macroeco-
nomic convergence, and of regional surveillance in the 
form of regional convergence criteria and a surveillance 
mechanism to enforce compliance with those criteria. 
As is argued in Chapter 2, the emphasis on fiscal policy 
in multilateral surveillance reflects the appreciation of the 
increased role and impact of fiscal policies not only in 
the regional context but also at the national levels. The 
objectives of fiscal policy have expanded to include not 
only growth and poverty reduction but also to control 
inflation. The assigned role of fiscal policy is to ensure 
financial sustainability via the instrument of fiscal balance, 
and of promoting growth and poverty reduction via the 
instruments of fiscal (tax and expenditure) composition. 
Further, while in the earlier times the impact of fiscal policy 
was traced through its effects on aggregate demand 
and public investment; it is now also traced through its 
effects on private investment and productivity growth. 
Fiscal policy also affects price development via the money 
creation effects of budgetary balance, and, as indicated 
by the fiscal theory of price level (FTPL), by the wealth 
effects of budgetary balances2. Evidence on inflation and 

2 A fiscal-dominant (non-Ricardian) regime may emerge when fiscal 
policy is not sustainable and government bonds are considered as net 

its fiscal determinants in Sub-Saharan Africa seems to 
suggest that countries with chronic budget deficits have 
been more prone to fiscal-dominant regimes and high 
inflation, and that fiscal-dominant regimes may emerge 
even when monetary policy is independent and not ac-
commodative.

5. The justification for prescribing fiscal convergence 
criteria is that they ensure the viability and sustainabil-
ity of a monetary union and that, by ensuring that a 
member country does not out-pace other members 
in terms of larger budget deficits and inflation rates, 
they protect member countries from being exposed to 
contagion effects of macroeconomic instability in one or 
more member countries. It also ensures that member 
countries maintain their relative competitiveness within 
the union. At the country level, these criteria provide 
guideposts for formulating national medium-term con-
vergence programs indicating policies and time-path 
each of them would follow to attain fiscal convergence 
with other members, and may indeed enhance national 
ownership of the monetary union project. They may also 
lead to the identification and implementation of specific 
reforms and policy changes. Countries generally adopt 
fiscal rules to constrain discretion in fiscal policies with a 
view to meeting the regional convergence requirements. 
In general, these national fiscal rules need to be more 
stringent than the relevant regional fiscal convergence 
criteria so as to leave national authorities some “fiscal 
space” to meet unanticipated budgetary requirements. 
The efforts to achieve and observe convergence criteria 
encourage economic and institutional reforms, both 
during the process of integrating and while remaining 
as members. At the regional level, those criteria enable 
close monitoring of developments at the national levels 
and may indicate areas where regional intervention could 
help in the implementation of national convergence pro-
grams, thereby ensuring economic convergence among 
member countries. They could also provide appropriate 
information to the markets to enable them to plan their 
strategies for operating in a larger and unified region. 

wealth (Woodford, 1998). These wealth effects could jeopardize price 
stability, irrespective of central bank’s commitment to price stability 
and (legal) inability to accommodate government’s financial needs. In 
this situation it is the fiscal, not the monetary, policy that determines 
the price level and becomes the nominal anchor.
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6. Fiscal rules can be defined as institutional mechanisms 
placing durable constraints on fiscal discretion through 
numerical limits on budgetary aggregates. To make the 
rules more effective, institutional reforms often follow, 
such as the enactment of fiscal responsibility legislation 
creation of separate non-partisan fiscal councils, etc. 
Fiscal rules must satisfy two basic objectives: cred-
ibility, and flexibility. The choice of fiscal rules is guided 
by considerations such as (i) the type of shocks the 
economy is exposed to; (ii) the state of public finances 
and the budgetary process; (iii) the structure and quality 
of fiscal institutions; (iv) the relative policy priorities; and 
(v) the exchange rate regime. Fiscal rules should be (i) 
simple, well–defined, and relatively easy to monitor; (ii) 
flexible, to accommodate shocks, allow the operation of 
automatic stabilizers, and thus avoid pro-cyclical fiscal 
policy; (iii) transparent, so as not to give rise to distortions 
and unsavory accounting practices; and (iv) internally 
consistent and enforceable.

7. The experience with fiscal rules has demonstrated 
that a rules-based fiscal policy results in better fis-
cal performance. As a consequence, there is now 
recognition that currency unions should be supported by 
rule-based frameworks at country levels, and fiscal rules 
have become more common in recent years. Fiscal rules 
generally include some variants of budget balance rules, 
public debt rules, expenditure rules, and revenue rules. 
Different rules comply in different degrees with different 
objectives. To that effect, countries (and monetary unions) 
adopt a multiplicity of rules, rather than a single rule. 
As fiscal rules are intended to achieve some medium-
term goals, they are generally to be set in the context 
of medium-term macroeconomic framework. Countries 
should be encouraged to formulate their budgetary poli-
cies within a comprehensive medium term financial man-
agement framework, comprising a set of four separate, 
sequential, frameworks: a medium-term macroeconomic 
framework (MTMEF), a medium-term fiscal framework 
(MTFF), a medium-term budget framework (MTBF), and 
a medium-term expenditure framework (MTEF).

8. While exhibiting many economic and financial features 
common in the rest of the world, COMESA countries 
also have some unique characteristics that have im-
plications for the surveillance mechanism. In the light 
of these circumstances, this report recommends the 
inclusion of a few à priori elements within the multilateral 

surveillance framework for a successful functioning of the 
fiscal surveillance framework proposed here: enhanced 
national ownership; variable speed and variable geom-
etry approach on the roadmap towards the monetary 
union; social safety nets; combination of promotional, 
preventive, and crisis-management roles of multilateral 
surveillance, gradually increasing intensity of multilateral 
surveillance pari passu with increasing integration; and 
a pro-active and cooperative role of multilateral institu-
tions (IMF, World Bank, and AfDB) in promotional and 
surveillance domains.

9. The effectiveness of MFSF is as strong as the fiscal 
management in the member country with the weakest 
system of public finance management. An effective MFSF, 
therefore, should concentrate on ensuring that member 
countries possess a robust PFM system, including budget 
institutions, with a view to interpreting fiscal developments 
correctly and enforcing convergence process appropri-
ately. At the national level, the objectives of PFM would 
include fiscal discipline, fiscal control, efficient resource 
allocation, and cost-effective service delivery. Budget 
institutions refer to the structures, formal and informal 
rules, and procedures governing the various phases of 
the budgetary process: formation, approval, implemen-
tation, and audit. Sound budget institutions are vital for 
a country’s ability to design and implement effective 
fiscal policies. Several governments, both in developed 
and emerging market countries, have adopted fiscal 
responsibility acts to enforce PFM systems. Based on 
various studies, in Chapter 2 this report has selected the 
more important components, prioritized among them, 
for COMESA countries to adopt in the design of their 
PFM system that would meet the needs of an effective 
MFSF. The aim is to identify institutional gaps in each 
member country by reference to a minimum (lowest 
common factor) standard of PFM that should exist in 
each member country, and corresponding domestic 
reform and institution building measures, and technical 
and other assistance needs that the country concerned 
and MFSF could address.

10. Trade integration is at the heart of real economy 
integration, and countries generally have used the Free 
Trade Area or Customs Union route towards that end. 
It is also a pertinent incentive for member countries to 
be interested in promoting fiscal convergence. Almost 
all African countries are now members of one or more 
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FTAs but, in almost all these cases, results in terms of 
either increased intraregional trade or increased invest-
ment and competitiveness have been disappointing. It 
is necessary, therefore, to embed the trade agenda with 
the monetary union agenda with the view to operational-
izing it with the same urgency as the fiscal convergence 
agenda proposed here. This proposal is expanded further 
in Chapters 2 and 5 below.

11. The experience of other monetary unions and coop-
erative arrangements in Europe, Asia, and Americas is 
reviewed in Chapter 3 and some lessons drawn as they 
concern fiscal surveillance. All formal cooperative arrange-
ments have introduced their own multilateral surveillance 
mechanisms, varying in the degree of intensity and the 
format. The EMU framework has formal preventive and 
corrective arms as essential elements of the multilateral 
surveillance, but the recent events have shown various 
gaps in that armor, especially as it concerns monitoring 
of compliance with fiscal convergence criteria, and man-
agement of crisis. The existing surveillance mechanisms 
of African RECs and monetary unions are weaker, and 
possibly ineffective, in varying degrees in different organi-
zations. The Asian experience in particular, fostered by 
technical assistance from the AsDB, has emphasized 
the need for strengthening PFM at the national level as 
the bedrock on which to base regional convergence. 
WAEMU and CEMAC are following this course and 
strengthening and harmonizing their PFM (policies and 
institutions) with technical assistance from the IMF. The 
Latin American countries, although not generally engaged 
in establishing monetary unions, have realized the impor-
tance of PFM improvement and are pursuing that goal in 
the context of devising medium-term macroeconomic, 
fiscal, budget, and expenditure frameworks. Further, 
all formal cooperative arrangements have introduced 
their own multilateral surveillance mechanisms, varying 
in the degree of intensity and the format. Generally all 
of them have relied on ‘peer pressure’ as the enforcing 
element and, in the light of recent experience (Greece) 
are exploring means to further strengthen that system. 
An interesting, and relevant to the present study, is the 
IMF’s role in multilateral surveillance. It formally conducts 
multilateral surveillance of established currency unions 
as part of Article IV consultations. This practice, and 
the recent agreement by the Fund to carry out MAP 
surveillance of G-20 countries, provide a possibility that 
the Fund could be requested to assist in multilateral 

surveillance of COMESA arrangement for MFSF, in view 
of COMESA plans to form a monetary union.

12. Chapter 4 reviews in detail the COMESA Monetary 
Program, its fiscal surveillance framework and the out-
comes in relation to the prescribed fiscal convergence 
criteria. In terms of the Treaty, the surveillance framework 
comprises, among others, fiscal convergence criteria 
relating to budget deficit, inflation, net central bank credit 
to government, and public debt. A Committee of Central 
Bank Governors is charged to monitor the program. 
However, in practice, countries have failed to meet the 
fiscal convergence criteria, and the surveillance system 
has been ineffective in encouraging countries to comply. 
The chapter examines the reasons for this disappoint-
ing performance and has identified various weaknesses 
in the design and monitoring of COMESA surveillance 
mechanism. The criteria are seen not to meet the tests, 
described above, of effective criteria. The drawbacks 
include imprecise definitions and unrealistic quantitative 
targets, a lack of legal obligation on member countries 
to provide regular reports on their progress towards 
convergence, weak COMESA Secretariat follow up on 
assessment, and weak surveillance procedures, among 
others. Additionally, there is little incentive for member 
countries to fulfill convergence criteria, nor are there any 
sanctions for non-performance. At the national level, 
although many member countries have adopted fiscal 
rules, in general they are “soft” rules and do not appear 
to constrain fiscal policies. 

13. On the basis of outcomes, COMESA countries were 
assessed in terms of their progress towards convergence, 
and trade integration with other member countries. In 
general, both in terms of convergence criteria and trade 
integration with fellow member countries, the countries 
were almost equally distributed between three clusters 
of (relatively) fast, medium, and slow converging coun-
tries and integrating countries. This finding justifies the 
COMESA approach of “variable geometry” in its integra-
tion strategy. 

14. Chapter 5, the core chapter of the report, takes 
account of the theory and practice of monetary unions, 
as well as the shortcomings in the present surveillance 
framework of COMESA, and proposes some modifica-
tions to make the framework effective. It is recognized 
that the surveillance framework must be calibrated to 
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the special circumstances of COMESA. While exhibit-
ing many economic and financial features common in 
the rest of the world, COMESA, in common with other 
African RECs, also has some unique characteristics 
that have implications for the surveillance mechanism. 
Unlike member countries of EMU, COMESA countries 
are generally low-income countries, have limited export 
base, trade mostly with non-African countries with little 
intra-regional trade, and possess limited financial and 
technical resources which makes them aid-dependent, 
with many of them having benefitted from the HIPC Initia-
tive of the IMF and the World Bank. Their infrastructure 
is underdeveloped, resulting in market inflexibilities; and 
their financial systems are narrow and shallow, inhibiting 
their productivity and competitiveness. Furthermore, in 
the case of COMESA, benefits from achieving fiscal con-
vergence with other members are not immediately avail-
able or visible, while the costs of putting on the straight 
jacket of fiscal convergence are immediate and, possibly, 
painful. This calls for a surveillance mechanism that is 
not only “preventive” but also incentive-based and 
promotional in nature, as well as includes a crisis-
management feature. Given that the performance cri-
teria were revised as late as 2004, any modifications that 
may be proposed have to be the minimum necessary to 
make the proposals acceptable, albeit also meeting the 
requirements of effectiveness. Taking cue from the Asian 
experience, the intensity/severity of surveillance should 
vary directly with the degree of intensity of economic 
integration of member countries. 

15.The report’s proposals for a strengthened multilateral 
fiscal surveillance framework are categorized under four 
subheads, i.e. General orientation, Convergence criteria, 
Institutions, and Convergence Process. The operative 
part of the proposals consists of the latter three sub-
heads. They form a comprehensive set of proposals for 
an effective MFSF. However. The proposals could also 
be considered as a combination of two, independently 
stand-alone, sub-sets: one comprising convergence 
criteria, and another the institutions and the con-
vergence process. Any set of convergence criteria is 
compatible with the proposed institutional and surveil-
lance process framework but, of course, with different 
outcomes as to convergence. On the other hand, how-
ever stringent convergence criteria may be, they would 
not produce the intended convergence in the absence 
of an effective set of institutions and convergence proc-

ess. Thus, while there may be some flexibility as to the 
convergence criteria chosen, authorities cannot afford 
to shy away from complementing and strengthening that 
framework along lines proposed here if the convergence 
goals are to be realized.

16. The proposal in this report envisages two levels of 
fiscal surveillance mechanism: one at the regional level 
and other at the national level. For this purpose, the set 
of convergence criteria and the institutional structure 
proposed in the report builds upon the existing structures 
as far as possible, but also includes new institutions and 
procedures necessary to strengthen the surveillance 
process. The proposed system places great emphasis on 
ensuring national ownership of MFSM and recommends 
that each member table before their legislatures for 
approval the agreed convergence criteria, and the 
Government’s commitment that those criteria will guide 
future fiscal policies. The framework is also designed 
to ensure strengthening and harmonization of national 
public finance management systems as the highest 
priority. Further, it is proposed that trade integration, 
its formulation and implementation, be embedded 
as a parallel part of MFSF.

17. The surveillance process is based on countries 
developing national convergence programs that will be 
the subject of MFS mechanism. The central feature of 
the national convergence program is the strengthening 
of PFM, underpinned by the creation of a national surveil-
lance unit in the Ministry of Finance, and of an independ-
ent Budget Office in the Legislature, to enable member 
countries to realize the objectives (meeting convergence 
criteria and the chosen time-path for their realization). 
The central feature of the regional surveillance process is 
the “slippage procedure” analogous to the Euro zone’s 
EDP, except that the slippages will be assessed in relation 
to a member country’s own Convergence Program. It 
also envisages a pro-active participation of IMF, World 
Bank, and the AfDB in the financing of financial facilities 
and the surveillance process.

18. Some modifications are proposed in the nature and 
quantification of the current convergence criteria 
of COMESA. Thus it is proposed that all convergence 
criteria be entry criteria, the current distinction between 
primary and secondary criteria be abolished, the defini-
tion of budget balance should include grants and the 
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limit be raised to 4% of GDP, the limit on central bank 
credit be raised from 0% of GDP to 15%, with credit 
of maturity longer than one year to be limited to 10%, 
and the limit on public debt be quantified in relation to 
government revenue (rather than GDP as at present) 
to not exceed 250% of government revenue or, in the 
alternate formulation (keeping the GDP denominator), 
50% of GDP. On the trade side, countries undertake to 
improve their ranking in the World Bank’s Doing Business 
Index, the World Bank/WEF Global Competitive Index, 
and increase its intra-regional trade (as measured by 
various indices in Chapter 4).

19. The responsibility for monitoring convergence is pro-
posed to be shifted from the Committee of Central Bank 
Governors to a new Convergence Council consisting 
of the Ministers of Finance and Governors of central 
banks. A new procedure, the “Excessive Slippage 
Procedure” (ESP), analogous to the EMU’s EDP should 
be introduced. Two financing mechanisms, the COMESA 
FUND and the COMESA Infrastructure Development 
Company, properly restructured, should handle the pro-
motional aspect of the surveillance mechanism, while a 
new financing facility (fed by member contributions and 
IFI-supplied resources), COMESA-SWAP, is proposed 
to handle the crisis-management aspect. To emphasize 
the importance of fiscal surveillance, it is proposed that a 
Fiscal Unit be established in the COMESA Secretariat. 
To make “peer review” effective, it is proposed that the 
review include active participation of the IMF, the World 
Bank, and the AfDB. Within this framework, the report 
elucidates the respective roles that the regional Secre-
tariat, national governments, and the African Develop-
ment Bank could play to enhance surveillance. It is also 
proposed that talks be initiated with SADC and EAC 
within the framework of the Tripartite Agreement as to 
how the new proposed system of surveillance could be 
harmonized with those of the other two RECs.

20. The following chapters deal with the above issues in 
greater details. Chapter 1 reviews the OCA literature and 
its implications for the African ambition to form regional, 
and eventually continent-wide, monetary union. It also ex-
amines the arguments the critics have advanced against 
the formation of monetary unions in Africa. Chapter 2 
reviews literature relating to the role of fiscal policies in 
the context of monetary union, and the justification for 
prescribing fiscal convergence criteria. The chapter also 

covers the requirements for efficient convergence criteria 
and rules. Further, it emphasizes, and justifies, the need 
for reforming and strengthening PFM at the national level, 
and enumerates minimum components of an effective 
PFM. Based on these and other considerations it builds a 
generic roadmap as an aid to plan policy and institu-
tion build-up for realizing monetary unions. Chapter 3 
reviews the experience of various existing cooperative 
arrangements in Europe, Asia. Africa, and Latin America 
and derives relevant lessons for those wishing to promote 
similar arrangements in their regions. Chapter 4 deals 
specifically with the COMESA experience, and highlights 
its achievements and shortcomings as a backdrop to 
Chapter 5 that proposes a detailed Multilateral Fiscal 
Surveillance Framework for the region.

21. In conclusion, progress has been made in the im-
plementation of COMESA Monetary Cooperation Pro-
gram, as evidenced in the establishment of FTA, the 
regional payment system (REPSS), reduced inflation and 
budget deficits, etc. However, much remains to be done 
particularly in the area of fiscal policy convergence – a 
shortcoming which has been highlighted in this report – 
that is pivotal for macroeconomic convergence. In this 
respect the Ministers of Finance, along with Governors 
of Central Banks, need to take direct responsibility and 
a pro-active role. COMESA Secretariat also needs to be 
strengthened and provided with appropriate financial and 
technical resources, particularly in the related fields of 
institutional strengthening and capacity building, to fulfill 
the enhanced role envisaged for it under the proposed 
MFSF. However, a major responsibility lies with the na-
tional authorities to encourage national ownership of the 
MFSF, reinforce their national public finance management 
systems, and formulate their individual Convergence 
Programs. The report could serve as an urgent call on 
member states to identify the gaps in their PFM systems 
and put forward related areas of assistance, and on 
development partners to map their assistance accord-
ingly. But, more importantly, the success of the entire 
project depends upon the political will of the authorities 
at the highest level. 

 



1 

Chapter 1: 
INTRODUCTION



2 FACILITATING MULTILATERAL FISCAL SURVEILLANCE IN MONETARY UNION CONTEXT WITH FOCUS ON COMESA REGION

1.1 Background
1.1.1 The establishment of the European Economic and 
Monetary Union (EMU) has evoked widespread interest 
in other countries and regions to group themselves into 
similar regional monetary arrangements. The interest in 
regional cooperative arrangements, of course, precedes 
by several decades the formation of EMU as witnessed 
by the earlier creation of ASEAN and other regional 
cooperation arrangements in Asia, Latin America, and 
Africa. Indeed, the two current monetary unions in Af-
rica, namely, WAEMU and CEMAC, have a long history 
of respective single central bank and single currency 
(two principal characteristics of a monetary union) dat-
ing to colonial days. However, the history of the CFA 
franc zone also shows that the primary reasons for its 
creation were political rather than economic3, and the 
French convertibility guarantee was (and still is) a crucial 
element explaining its durability. In contrast, the EMU 
was endogenously promoted, is self-reliant, and more 
of an economic/monetary union than a political one. 
Furthermore, unlike the two African monetary unions, 
the EMU has evolved over a long period of prepara-
tion and institutional and intra-regional cooperation 
in economic and financial sectors, and has set up an 
elaborate framework of institutional and surveillance 
mechanism to ensure its stability and sustainability. It 
is these characteristics of the EMU that have renewed 
interest in monetary unions, and in the case of Africa 
that interest is heightened by the perceived advantages 
of “scale” economies that could help Africa accelerate 
its growth and reduce poverty. Indeed, both WAEMU 
and CEMAC, learning from the past experience that 
led to the devaluation of CFA Francs in 1994, have only 
recently begun to “strengthen” the organizational and 
institutional set up by replicating some of EMU’s practices 
and procedures, including the setting up of EMU-type 
convergence criteria, and other related measures. 

1.1.2 Over the longer period, the goal of a common 
African currency has been advocated by the African 

3 M. Maruping, “Challenges for Regional Integration in Sub-Saharan 
Africa: Macroeconomic Convergence and Monetary Coordination,” in 
J. Teunissen and A. Akkerman (ed.), Africa in the World Economy: The 
National, Regional and International Challenges, 2005, (Amsterdam: 
FONDAD). www.fondad.org/publications/africaworld 

P. Masson and C. Patillo, The Monetary Geography of Africa, 2005, 
(Washington: Brookings Institution Press). www.brookings.edu/
papers/2003/1017globaleconomics_masson.aspx 

Union (AU) and its predecessor, the Organization of 
African Unity (OAU). For that purpose, the AU envisages 
prior creation of regional monetary unions in the existing 
African RECs as an intermediate stage leading ultimately 
to their merger into an Africa-wide monetary union. 
COMESA, EAC, and SADC, as well as other regions in 
West and Central Africa, have agreed on the creation of 
monetary unions among their respective member states 
and have set up specific programs of monetary and 
economic cooperation, including convergence criteria, 
to achieve that goal. 

1.2 Optimum Currency Area
1.2.1 The theoretical basis for the creation of a monetary 
union among a number of countries is based on consid-
erations relating to Optimum Currency Area (OCA). The 
benefits of single currency arise from the elimination of 
transaction costs, both deadweight costs and efficiency 
costs (by eliminating relative price distortions caused 
by transaction costs, and eliminating exchange rate 
uncertainty). In addition, if the introduction of the single 
currency is preceded by an effective regional financial 
integration, there will be further gains from economies 
of scale. To counteract possible actions of speculators 
(Mundell, 1961) against the single currency’s exchange 
rate, the benefits will be more sustainable the larger is 
the size of the currency union. More generally, benefits 
would be higher the greater the degree of intra-regional 
trade (“openness” of the economies), the greater the labor 
and capital mobility, the greater the symmetry of shocks 
(including monetary shocks), and greater the degree of 
adjustment provided by fiscal tools. This increased flex-
ibility compensates for the loss of flexibility in the ability 
to adjust exchange rates and conduct independent 
monetary policy upon surrendering currency issue and 
monetary policy to the common central bank.

1.2.2 Further specific benefits also accrue if the pro-
spective monetary union contains a country with stable 
macroeconomic history that serves as an “anchor” for 
the rest of prospective members. In that case, other 
countries can derive immediate benefits from their (pro-
spective) membership in terms of lower interest rates on 
their public borrowing, close to those applicable to the 
public borrowing of the anchor country. This was the case 
for EMU where Germany served as an anchor country. 
Since the adoption of the Euro, interest rates of member 
countries are closely linked to those on German public 
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bonds, with interest rate differentials reflecting (small) 
risk premium (until the current Greek crisis). 

1.2.3 These theoretical considerations relating to costs 
and benefits from joining a monetary union were given 
practical application in the policy announcement by the 
British Chancellor of Exchequer for joining the EMU. He 
specified five economic tests, including the following three 
that mirror the above theoretical preconditions for OCA 
that must be met to make a “clear and unambiguous” 
case for the UK to join the EMU: 

(1)  Are business cycles and economic structures com-
patible so that the UK and others can live comfort-
ably with Euro interest rates on a permanent basis? 
(convergence test),

(2)  If problems emerge is there sufficient flexibility to 
deal with them? (flexibility test),

(3) Would joining EMU create better conditions for firms 
making long-term decisions to invest in Britain? 
(investment test),

These tests were meant to demonstrate whether join-
ing the EMU would increase the UK’s net welfare, but 
they could also be used to demonstrate if a number 
of countries wishing to form a monetary union would 
increase their aggregate welfare, without reducing any 
single country’s net welfare. These tests underscore 
the importance of economic and financial convergence 
and homogeneity, and structural flexibility in individual 
countries as the determining criteria for the formation of 
a monetary union, or joining one.

1.3 Are African Monetary Unions Realistic  
for Africa? 

1.3.1 Many economists and officials of international 
financial institutions have expressed considerable skepti-
cism about African countries’ ambition to form monetary 
unions. Their argument is based on: (i) the theoretical 
reasoning that these regions (or indeed all of Africa as 
a single region) do not satisfy the conditions making for 
an OCA, and (ii) Africa should concentrate its attention 
on more pragmatic matters of implementing domestic 
policy and institutional reforms and harmonizing their 
regulatory and institutional structure to gain benefits, 
without incurring the costs, that are attributable to a 

monetary union. They cite the extremely limited degree 
of intra-regional trade, lack of surplus national savings 
in member countries that could stimulate intra-regional 
capital mobility, narrow and shallow financial systems, 
as well as limited capacity to manage monetary unions 
effectively, as, inter alia, the reasons for their skepticism. 
How far is this skepticism justified and does it undercut 
the very justification of regional convergence criteria and 
producing this report on proposing an effective Multi-
lateral Fiscal Surveillance Framework? As the following 
paragraphs will show, this skepticism is not justified; in 
fact, moving towards a monetary union may correct the 
very conditions the skeptics cite against the formation 
of monetary unions in Africa. 

1.3.2 Modern theoretical approaches to the OCA ques-
tion the degree of effectiveness of both exchange rate 
adjustments and monetary policy in systematically main-
taining internal and external balance of an economy. This 
assertion of diminished effectiveness of monetary and 
exchange rate policies relies on rational expectations that 
give rise to a vertical Phillips curve and questions the time 
consistency and credibility of monetary policies, as well as 
the role of flexible exchange rates, in equilibrating demand 
for and supply of domestic and foreign assets. On this 
score, in fact, differences in economic structure, lack of 
diversification, and high volatility of the terms of trade 
increase the net appeal of a monetary union because 
they increase the benefits of pooled foreign reserves 
and integrated capital markets, while reducing the costs 
from loss of monetary and exchange rate sovereignty.

1.3.3 Apart from considerations related to OCA, there is 
also some evidence that benefits from common currency 
are not region specific, and that (i) countries belonging to 
currency unions trade about twice more than do other 
comparable countries, and (ii) currency unions are (posi-
tively) correlated with trade creation, trade stability, and 
increased co-movement of prices. Further, the absence 
of exchange rate volatility within a currency union has 
positive effect on trade, and trade benefits could also 
accrue from financial integration that may be induced 
by common currency4.

1.3.4 There is also some evidence (Mongelli et al, 2005) 
that there is a causal link between institutional arrange-

4 P. Tsangarides and M. Hulej, IMF Working Paper 2009
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ments (i.e. Free Trade Area, Customs Union, monetary 
cooperation and monetary integration) and trade deep-
ening, with the causal link being more dominant from 
institutional arrangements to trade deepening. Andrew 
Rose (2004) analyzed several other studies on the effects 
of currency union on trade and concluded that bilateral 
currency unions increased trade significantly, implying 
that a common currency area could turn into an OCA 
after the establishment of a monetary union even if it is 
not so before. 

1.4  The African Setting
1.4.1 This possibility that a common currency area could 
itself generate an OCA among its member countries could 
also be the case for African RECs. Moreover, COMESA 
and other RECs are implementing their projects in stages 
moving from Preferential Trade Arrangements to Free 
Trade Area to Customs Union and Economic Community 
prior to establishing a monetary union. This report empha-
sizes the need to complement these steps with moves 
towards greater regional fiscal convergence and financial 
integration. This process, if properly implemented, would 
establish most of the preconditions for a monetary union 
and the only question will be the timeframe within which 
such an objective could be realized. 

1.4.2 Recent developments in the EAC also point to the 
seriousness with which countries are moving towards 
fostering monetary unions. The Parliaments of the five 
member countries have ratified the EAC Common Market 
Protocol that took effect on 1 July 2010. A High Level 
Task Force has been setup to continue negotiations on 
such issues as macroeconomic convergence criteria, 
social security benefits in the Community, and cross-
border liberalization of labor and services. The final report 
on the establishment of the EAC Monetary Union was 
adopted by various Ministerial Meetings and by the joint 
meetings of the Monetary Affairs and Fiscal Affairs com-
mittees, and will be among the working documents for 
the monetary union negotiations.

1.4.3 COMESA and other RECs have agreed on specific 
timelines for the establishment of monetary unions among 
their respective member countries. To that objective, 
they have instituted monetary convergence programs 
and prescribed convergence criteria to be observed by 
member countries during various stages on the road 
towards monetary union. A major emphasis in these 
programs is on fiscal criteria relating to budget balance, 
public debt, public expenditure, etc. However, experi-
ence with the observance of these criteria, in particular 
the fiscal criteria, has been mixed. The next chapter 
highlights the importance of fiscal policies and fiscal 
convergence, as well as trade integration, for the for-
mation and sustainability of monetary unions. In view of 
this role of fiscal convergence, and given the time table 
for setting up monetary unions, this underperformance 
on fiscal areas is of special concern to RECs who are 
anxious to understand its causes, and to set up a mul-
tilateral fiscal surveillance mechanism to guide, monitor, 
and sustain an eventual monetary union arrangement. 
The Bank shares this view, and in conformity with its 
mandate and strategy to promote regional integration, 
it has acceded to the request from COMESA to propose 
such a framework. The Bank is also aware of the interest 
of some other RECs in this work and has, accordingly, 
decided to follow and extend the scope of this report 
to cover developments in other two sub-regions (EAC 
and SADC) with whom COMESA shares some common 
country members. Assuming that the recommendations 
of this report will encourage regional member countries 
of the Bank to undertake fiscal reforms resulting in better 
fiscal outcomes at the country levels, the report would 
have served a valuable role in the short and medium 
term, even if monetary unions may be considered to be 
achievable in an undefined future. 
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A Generic Roadmap 
2.2 Real Integration plus Financial 

Integration equals Monetary Union  
– A Generic Roadmap 

2.2.1 Economic viability and sustainability of a monetary 
union depends upon close integration of members’ 
economies. Indeed, a monetary union is a fusion of two 
separate, but consistent, integration processes: financial 
integration, and real integration. It should be noted that a 
monetary union is not an objective in itself but an instru-
ment to achieve certain economic (and political) goals. 
In the case of Africa, these goals include accelerated 
growth and poverty reduction (MDGs). Each of the two 
integration processes has to cater to those goals. As 
indicated in a recent report of the Bank, Financial Sector 
Integration in Three Regions of Africa (2010), the contribu-
tion of regional financial integration comes through four 
different channels: (i) it provides further powerful stimulus 
for domestic financial reforms, (ii) it increases the scale 
of operations and competition, thereby increasing the 
system’s efficiency and productivity, (iii) it induces foreign 
direct investment, and (iv) it enables the African financial 
systems to grow into regional and ultimately global play-
ers in financial markets. 

2.2.2 Similar contributions also flow from the regional 
integration of the real sector by providing larger con-
sumer markets, by reducing cross-border transaction 
costs, by inducing the building of regional infrastructure, 
by harmonizing tariff and investment policies, and by 
coordinating fiscal policies. Further, while it is possible 
that market forces could, and in some cases have, 
promoted real sector integration (the ASEAN case), in 
general proactive policies, encompassing a wide set 
of policies relating to structural, monetary, fiscal and 
exchange areas, have been needed to foster that inte-
gration (EU and African RECs cases). The relative role of 
these four sets of policies in national policy framework 
would differ as the integration process progresses, leav-
ing national governments with only structural and fiscal 
policies to control once the monetary union becomes 
operational. But, even fiscal policies would need to be 
based on some commonly agreed principles of sound 
fiscal policy.

2.1. Background
COMESA request to the Bank to propose an effective 
MFSF is made in the context of their program to establish 
a monetary union. Without that objective, or one to har-
monize fiscal policies among that group of countries for 
other reasons, the need for multilateral surveillance would 
be mute. In designing an appropriate MFSF, therefore, it 
is necessary to layout at the beginning what a monetary 
union is, and the process leading up to the formation and 
sustainability of the union. This chapter starts with explain-
ing that a monetary union is a fusion of two integration 
processes- financial integration and real economy integra-
tion, and that these processes involve implementation of 
various macroeconomic and structural policies within a 
coherent framework over successive stages (degree of 
intensity) of integration. Fiscal policies are a part, although 
an essential part, of this framework and thus could not be 
viewed in isolation. A generic road map is developed to 
illustrate this fusion of the two integration processes, and 
possible stages of development, including corresponding 
policies and institutions needed, on the road towards the 
monetary union. Following that, the chapter reasons as 
to why fiscal policy has been particularly singled out by 
EMU and other existing and aspiring monetary unions, and 
why they have given prominence to fiscal convergence 
criteria5 in their surveillance frameworks. The rest of the 
chapter then elucidates general considerations relating to 
MFSF, elaborates its major elements, and emphasizes the 
importance of robust national public finances manage-
ment (PFM) as the rock on which MFSF should be built, 
and hence the importance of national fiscal surveillance 
to complement the multilateral fiscal surveillance. 

5 The popularity of convergence criteria to underpin a monetary union 
follows the EMU precedence where countries had to satisfy specific 
convergence criteria for entry into the monetary union. It should be 
noted, however, that in the case of EMU, convergence criteria were 
prescribed late in the process towards a monetary union, once the 
countries had joined in an economic community. Furthermore, the litmus 
test was the evidence of exchange rate stability for at least two years 
(ERM, and ERM II) prior to joining the EMU; the other criteria relating 
to budget balance and debt ratio, as well as the interest rate, have 
been interpreted flexibly in admitting members. In contrast, in the case 
of the African RECs, convergence criteria have been adopted in the 
very early stages of the process, even before countries have joined in 
a customs union arrangement. 
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2.2.3. The generic road map suggested below reflects 
the assertion made earlier that a monetary union is 
a fusion of two integration processes: regional finan-
cial integration (RFI) and regional economic integration 
(REI). As stated in the Bank Report on RFI, “An ultimate 
objective of RFI is to facilitate financing of larger real 
transaction activity among the member countries of the 
region. In that sense, RFI is a complementary process 
to trade and services integration among those member 
countries. However, it is not suggested that there has to 
be a one-to-one mapping of trade integration and RFI. 
Instead what is implied is that each process supports the 
other, and that both processes are mutually dependent: 
RFI6 process in the absence of increased intra-regional 
real transactions will be anemic and contribute only 
marginally to growth and poverty reduction, while trade 
integration would be facilitated and accelerated if the 
financial sectors of member countries were well devel-
oped and integrated”. Furthermore, RFI by linking the 
credit and capital markets of member countries would 
enhance and enlarge channels for monetary policy trans-
mission, thereby enabling the common central bank to 
conduct its monetary policy more efficiently and across 
the union as a whole. Hence, there is a need for ensur-
ing that financial integration progresses in tandem with 
real integration to underpin the viability of an eventual 
monetary union. This consideration has implications for 
the design of the surveillance framework. Emphasizing 
only the financial policies, including fiscal policies, such 
as an inflation target, budget deficit, and exchange rate 
stability, may leave unattended the policies needed to 
advance real integration. On the other hand, focusing 
on real integration (trade) may ignore policies needed 
to promote financial integration. The point is that none 
of the fiscal, exchange rate, or trade policies can 
be set in isolation and they must be an integral part 
of a comprehensive and consistent overall macro 
policy framework. This point should be kept in mind, 
even though this report, limited by its terms of reference, 
focuses on the fiscal policy surveillance framework. How-
ever, given the assertion below about the importance of 
having a similar framework for trade integration, a few 
recommendations are also made in this report in that 

6 In this version of the Bank report, financial policies are deemed to 
include fiscal policies. However, in the present report, fiscal policies are 
distinguished from financial policies and, as shown later, are regarded 
as a bridge connecting real economy and financial sector policies.

regard with a view to consolidating regional trade agenda 
by embedding it with the regional initiative to establish 
a monetary union.

2.2.4 Balassa (1961) identified five main stages of regional 
real sector, or economic, integration (REI): Free Trade 
Area (FTA), Customs Union (CU), Common Market (CM), 
Economic Union (EU), and Total Economic Integration 
(TEI). In an FTA, tariffs and quotas on imports from mem-
ber states are abolished but each member maintains its 
own tariff and quota regime vis-à-vis imports from non-
member countries; in a CU, members abolish non-tariff 
barriers to imports from other member countries and 
set up common external tariff (CET) and quota regimes 
against imports from non-member countries. In a CM, 
CU members abolish non-trade barriers to trade (in 
goods and services) among themselves and introduce 
free intra-regional movement of labor and capital, and 
when moving to EU, implement significant coordination 
of national policies and harmonization of relevant national 
laws. In the final stage of TEI, all relevant economic 
policies are conducted at the supra-national level by 
supra-national authorities operating with supra-national 
institutions and supra-national laws.

2.2.5 The Bank report (2010) on regional financial inte-
gration in three sub-regions of Africa also identified five 
main stages (following the fulfillment of macroeconomic 
stability as a pre-condition) of regional financial integration: 
Preparatory, Harmonization, Cooperation, Integration, and 
Monetary Union. In the first, preparatory stage, the main 
responsibility falls on domestic policy makers to modern-
ize domestic financial systems especially the payments 
systems. In the second, harmonization stage, moderniza-
tion of the financial sector in individual countries would be 
further extended by the introduction of and compliance 
with various international standards and practices in the 
financial sector that would ensure regional harmonization. 
In the third, cooperation stage of integration, member 
countries cooperate in effectively implementing agreed 
convergence criteria that are monitored and evaluated by 
a regional ministerial council. They also complete the full 
harmonization process relating to regulatory, supervisory, 
and accounting procedures began under Stage II, and 
cooperate in cross-border regulation and supervisory 
activities. In the fourth, integration stage, will shift the 
focus of action to the regional level. This stage would be 
characterized by an effective integration of various financial 
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institutions, and of the exercise of regulatory and super-
visory functions, including single bank licensing, a single 
regulatory agency, and increased cross border presence 
of financial institutions originating in member countries. In 
the fifth, unification/monetary stage, integration would 
be characterized by common currency and a common 
central bank. These stages do not coincide with the five 
stages of REI and stop short of the final TEI stage of REI. 
However, the Report did indicate definite mutually sup-
portive relationship between the various stages of REI and 
RFI. Taking the final, unification/monetary stage of regional 
financial integration further, and conceptualizing monetary 
union as a fusion of the REI and RFI processes, a road 
map towards a monetary union would include policy and 
institutional steps that need to be taken in both the real 
and financial sectors in moving towards establishing a 
monetary union. The remainder of this chapter develops 
this reasoning and proposes a generic roadmap towards 
a monetary union that could be used in developing a mul-
tilateral surveillance framework specific to the conditions 
and requirement of a particular REC. 

2.2.6 Almost all regional cooperative arrangements aim-
ing at the formation of a monetary union have followed 
a sequential process between the two types, REI and 
RFI, of integration. Thus the EMU started with sectoral 
real integration (coal and steel) and gradually progressed 
towards economic community and the economic and 
monetary union. The two CFA currency unions in Africa 
began with the establishment of a currency union and 
then proceeded to establish monetary unions (WAEMU 
and CEMAC) by setting up customs union and other ele-
ments of an economic community among their member 
countries. Other African RECs are following the EMU 
precedent, establishing FTAs, CU, and EC in sequential 
order before joining in a monetary union. As a result, most 
of these arrangements have focused on implementing 
measures needed to establish either financial integration 
or real integration to the “benign neglect” of the needed 
complementary measures in the other area. It is only 
later, usually in the wake of some crisis (e.g. the Asian 
financial crisis of the mid-1990s, and the CFAF devalu-
ation in early 1990s) that attention has been paid to the 
development of the neglected integration, RFI or REI as 
the case may be. 

2.2.7 The past experience with regional integration has 
also demonstrated that while the establishment of mon-

etary union has involved active multilateral (regional) sur-
veillance of potential member countries’ financial sector 
developments through the use of convergence criteria 
as a surveillance tool, the establishment of FTAs or the 
customs unions, or even economic communities, has 
not involved any similar surveillance. This may explain 
why in the present case of African RECs, while formal 
FTAs have been established, the expected benefits in 
terms of either a significantly higher intra-regional trade, 
or improved international competitiveness, or larger FDI 
inflows have not occurred. This may well be because 
little attention has been paid to implement the underlying 
measures at both the domestic and regional levels that 
are needed to unlock those expected benefits. A plethora 
of studies have been made, and inter-governmental pro-
tocols signed, indicating needed measures and practices 
and procedures to be followed, but with little follow-up. 

2.2.8 The generic roadmap proposed below, consistent 
with this report’s central proposition that a monetary un-
ion is a fusion of real and financial integrations, therefore 
envisages that the African RECS aspiring to becoming 
monetary unions also establish a formal multilateral 
trade surveillance mechanism in parallel with the MFSF 
to guide the overall integration process. Under this sce-
nario, regional convergence criteria/indicators related to 
fiscal and trade policies would be prescribed for potential 
member countries to satisfy, and be monitored region-
ally, within two separate but consistent and concurrent, 
multilateral surveillance frameworks: a Multilateral Fiscal 
Surveillance Framework (MFSF) and a Multilateral Trade 
Surveillance Framework (MTSF). Underlying this proposal 
is the idea that fiscal and trade policies are the pivotal 
policies for ensuring the coherence and sustainability of 
a monetary union, and for safeguarding the intra-regional 
competitiveness of member countries.

2.2.9 Based on the above considerations, Table 2.1 be-
low summarizes a generic roadmap towards a monetary 
union that includes the integration of financial and real 
sectors. It envisages four hybrid stages, each embrac-
ing all or parts of the above-mentioned stages in RFI 
and REI. It also indicates various sequential policy and 
institution-building measures that need to be taken to 
move progressively on that road. During this transition 
process, greater emphasis is on building a robust PFM 
system, embedding trade integration with the monetary 
union agenda and introducing a multilateral fiscal sur-
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veillance framework that plays the role of a promoter, 
policeman, and crisis manager, endowed with appropriate 
powers and financial resources. 

2.2.10 The above categorization of monetary union, and 
the multilateral fiscal surveillance framework, indicates 
that the process to achieve the objective of monetary 
union involves policy and institutional building actions in 
multiple areas, is a long one and requires careful calibra-
tion and sequencing. Thus countries are well advised to 
keep in focus the multi-dimensional and macroeconomic 
implications of forming a monetary union, and not to 

rush into forming a monetary union, or for individual 
countries to join one, but to go through an intensive 
preparatory process focused on building robust national 
PFMs, and intra-regional harmonization across financial, 
fiscal, and trade areas. The roadmap must be taken as 
a first exercise to highlight mutually supportive roles of 
real, financial, and fiscal and trade policies, and could be 
further improved through discussions in the COMESA 
and other fora to make it a more useful tool in assisting 
other similar attempts at forming monetary unions and 
instituting fiscal surveillance. 

Table 2-1: Monetary Union – A Generic Roadmap towards Fusion of Real and Financial Integration
Economic  
Integration

Stage 1

Free Trade Area (FTA)

Intra-regional tariffs and 
quotas on trade in goods 
abolished

Stage 2

Customs Union (CU)

Non-tariff barriers to intra-
regional trade removed; 
Common External Tariff 
(CET) on trade with non-
members

Stage 3

Economic union (EU)

Significant coordination of 
national economic policies; 
Harmonization of institu-
tional and legal structures.

Stage 4

Monetary Union (MU)

Common central bank, 
and common currency

Financial 
 Integration

Pre-condition: 

Macroeconomic stability.

Plus

Stage 1 Preparatory

Member countries begin to 
modernize financial system 
by implementing parts 
of international financial 
standards, and exchange 
information among them 
regarding progress being 
made, 

Plus

Stage 2 Harmonization

Member countries to sub-
stantially complete mod-
ernization of their financial 
system, and harmonize 
and link their financial poli-
cies, institutions, and rules 
and regulations.

Stage 3

Cooperative

Member states make 
substantive co-operative 
moves towards harmo-
nizing and linking their 
financial sector policies, 
strengthen and make more 
operational the regional 
surveillance and monitor-
ing mechanism relating to 
financial integration.

Stage 4

Integration

Member states move to 
unify their institutions, rules 
and regulations, as well as 
financial products

Stage 5

Member states yield sov-
ereignty in monetary policy 
and currency issue to a 
common central bank that 
issues common currency.
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Financial  
Criteria/ 
Benchmarks

Bank soundness, Improve 
national payment system 
(RTGS), compliance with 
BCPs, IAIS, and IAS, 
remove intra-regional ex-
change controls, strength-
en stock exchange rules 
and regulations, market 
based financial system, 
central bank autonomy, 
remove barriers to intra-
regional banking, develop 
national credit information 
systems. 

Implement regionally 
agreed convergence cri-
teria, coordinate monetary 
and exchange policies

Adapt/modify domestic 
legislative and regulatory 
requirements and institu-
tional set-up to conform 
to the requirements of this 
stage of RFI,

Exchange Rate Mecha-
nism (ERM)

Exchange local currency 
for the regional common 
currency. Pool exchange 
reserves

Fiscal 
 Convergence

Top-down budgeting, 
comprehensiveness of the 
budget, budget monitor-
ing, MTMEF and MTFF;

MTBF, Comprehensive 
budgetary documents for 
Parliamentary scrutiny, 
timely issuance of consoli-
dated financial statements 
and, if necessary, appro-
priate corrective action;

Multilateral Fiscal Surveil-
lance Framework (MFSF) 
with pro-active participa-
tion of IMF, World Bank, 
and AfDB.

Budget classification by 
international standards, 
MTEF (sectoral), PFM 
system incorporating at 
least the minimum required 
components and other 
recommendations from the 
PFM review.

Fully effective medium-
term financial system with 
its four components of 
macroeconomic, fiscal, 
budget, and expenditure 
frameworks.

Fiscal Criteria/
Rules/ 
Institutions

Strong centralized budget 
agency (Min Fin), Budget 
Unit, Macroeconomic pol-
icy unit, budget balance, 
Single Treasury Account, 
internal ministry controls, 
Parliamentary Budget 
Office, and MPs Commit-
tee as “gate-keeper” for 
budget approval, Inde-
pendent external audit;

Regional Adjustment Fund

Fiscal rules, Budget Sys-
tem Law, regional Invest-
ment Code

Convergence Program, 
Fiscal Surveillance Unit (in-
dependent or part of mac-
roeconomic unit, Review 
of Public Finance Manage-
ment (PFM) system,

Fulfill regional convergence 
criteria, harmonize statisti-
cal and other required 
information in the interests 
of an effective MFSF; 
Activation of “slippages 
procedure” (ESP)

Continue fulfilling con-
vergence criteria, or, if 
“slippages”, implement 
corrective measures.

Regional SWAP Facility

Structural/
Trade Bench-
marks

Medium-term Trade Inte-
gration programs (MDTIP), 
Improve business environ-
ment and regional/global 
competitiveness

Regional trade and trans-
port development plan and 
facilitation programs

Improve labor market flex-
ibility, Introduce/improve 
social safety nets

Embed trade integration 
agenda into MFS mecha-
nism

Intra-regional Trade Inte-
gration index 

Infrastructure Development 
Company

Regional procurement 
system

World Bank Doing Busi-
ness Index

Trade agenda still subject 
to multilateral surveillance

WBk/WEF global Competi-
tiveness Index
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2.3 Multilateral Fiscal Surveillance 
Framework (MFSF)

2.3.1 The MFSF provides a regional mechanism for 
ensuring regional convergence of member countries 
forming, or joined in, a monetary union. It also provides 
a forum for discussions among member countries on 
fiscal developments within a member country and within 
the union as a whole. The essential elements of such 
a framework consist of a (Treaty-based) set of fiscal 
convergence criteria that members must observe, some 
complementary union-wide rules relating to financing of 
public deficits or other fiscal requirements, a surveillance 
body authorized to review member countries’ compliance 
with convergence criteria and make obligatory recom-
mendations to member countries not in compliance with 
those criteria, and decide on imposing (Treaty-envisaged) 
sanctions on a country in case of failure to take corrective 
steps when recommended by that body.

2.3.2 Fiscal Policies, Fiscal Convergence Criteria, and 
Fiscal Rules 

2.3.2.1 The inclusion of MFSF in a monetary union 
setup is based on the recognition that fiscal policies, 
and fiscal convergence, are of paramount importance 
to the formation and sustainability of a monetary union. 
It reflects the appreciation of the increased role and im-
pact of fiscal policies not only in the regional context but 
also at the national levels. The objectives of fiscal policy 
have expanded beyond its impact on reducing inflation, 
to promoting stabilization, growth, and (in the case of 
low- and medium-income countries) poverty reduction. 
Its assigned role is to ensure financial sustainability via 
the instrument of fiscal balance, and of promoting growth 
and poverty reduction via the instruments of fiscal (tax 
and expenditure) composition. Further, while in the earlier 
times the impact of fiscal policy was traced through its 
effects on aggregate demand and public investment, it 
is now also traced through its effects on private invest-
ment and productivity growth. Fiscal policies influence 
public investment via changes in public sector debt 
profile, private sector’s expectations, and exchange and 
interest rates. These also affect poverty profile, which is 
more directly impacted by the composition and efficiency 
of public expenditures. Changes in fiscal expenditures 
also affect the productivity of labor and capital through 
positive externalities. In addition, credibility of fiscal poli-
cies plays a crucial role in influencing private spending. 

2.3.2.2 Fiscal policy also affects price development via 
the money creation effects of budgetary balance and, 
as elucidated by the fiscal theory of price level (FTPL), 
by the wealth effects of budgetary balances. This theory 
argues that a fiscal-dominant (non-Ricardian) regime 
may emerge when fiscal policy is not sustainable and 
government bonds are considered as net wealth7. These 
wealth effects could jeopardize price stability, irrespec-
tive of central bank’s commitment to price stability and 
(legal) inability to accommodate government’s financial 
needs. In this situation it is the fiscal, not the monetary, 
policy that determines the price level and becomes the 
nominal anchor. The theory is equivalent to giving the 
government an ability to choose an equilibrium path 
of price level8. Evidence on inflation and its fiscal de-
terminants in Sub-Saharan African countries seems to 
suggest that countries with chronic budget deficits have 
been more prone to fiscal-dominant regimes and high 
inflation9. Evidence also exists that the difference in the 
relative importance of monetary and fiscal sources of 
inflation between countries in Sub Saharan Africa cor-
responds to differences in the exchange rate regime. 
The contribution of money growth to inflation in the CFA 
monetary unions is far less relevant than in countries with 
floating exchange rate regimes. Further, it demonstrates 
that fiscal-dominant regimes may emerge even when 
monetary policy is independent and not accommodative. 

2.3.2.3 Recognizing the importance of fiscal policies, 
all cooperative arrangements aiming for single currency 
have prescribed fiscal convergence criteria to be attained 
by potential member countries, and observed by exist-
ing member countries. Basically, there are two reasons 
for prescribing convergence criteria in the context of a 
monetary union: (i) to prepare potential member countries 
to join the union and be able to give up the benefits aris-
ing from independent monetary and exchange policies, 
while remaining competitive (economic convergence) 

7 M. Woodford, Price Level Determinancy Without Contol of Monetary 
Aggregates, NBER Working Paper w5204.

M. Kocherlakota and L. Phelan, Explaining the Fiscal Theory of Price 
Level, FRB Minneapolis, Quartely Review, Fall 1999. 
8 This theory should be seen as complementary to the monetary 
theory. Mutoti and Kihangire, investigating sources of inflation in 
COMESA countries, found significant effects of monetary expansion 
on inflation. Cf. COMESA: Issues in Comesa Monetary Harmonization 
Programme, pp. 57-80.
9 A. Baldini and P.R. Marcos, Fiscal and Monetary Anchors for Price 
Stability: Evidence from Sub-Saharan Africa. IMF WP 08/121.
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within the union to reap the benefits accruing from being 
a member of a larger currency union; and (ii) to protect 
member countries from being exposed to contagion 
effects of macroeconomic instability or “moral hazard” 
policies and actions in individual member countries, and 
ensure sustainability of the union as a whole. The first 
reason dictates that potential member countries satisfy 
convergence requirements in areas relevant to a coun-
try’s intra-regional competitiveness and, therefore, fulfill 
convergence criteria that include monetary, exchange 
rate, and fiscal criteria as conditions for entry. The sec-
ond reason suggests that countries in a monetary union, 
having satisfied those criteria and yielded monetary and 
exchange rate sovereignty to a single central authority, 
must continue to respect union-wide fiscal convergence 
criteria which will limit national discretion in the use of 
fiscal policy and allow an orderly conduct of monetary 
policy to pursue the (price stability) objectives10. The 
imposition and observance of convergence criteria, by 
enabling the achievement of a high degree of homogene-
ity of the economies of member countries, helps avoid 
asymmetry of shocks. 

2.3.2.4 The role and scope of convergence criteria for 
members seeking to form or enter a monetary union differ 
from that for countries that are already members of that 
union. In the former case, the prescribed convergence 
criteria are comprehensive in nature and coherent in 
approach in that they encompass monetary, exchange, 
and fiscal policies, as well as structural policies that 
must be mutually consistent and supportive of enhanc-
ing the entrant country’s homogeneity with the existing 
members and ensuring the country’s competitiveness 
within the union once it becomes a member. Once a 
member, monetary and exchange polices are ceded to 

10 The above reasoning was best summarized by Peter B. Kenen in 
his intervention at an IMF seminar when he noted that the criteria are 
devised “to require that the national governments do the hard work of 
achieving macroeconomic stability and sustainability before monetary 
union begins so that the common central bank could start to work 
in a benign environment and escape the onus of imposing the hard-
ships required to create that environment”. This last observation also 
implies that careful attention needs to be paid to the quantification of 
those criteria. For example, convergence among countries may be 
achieved, and countries remain competitive among themselves within 
the monetary union, at a high level of inflation if all member countries 
stabilize at that level. However, this will not be a “benign environment” 
and will make the task of monetary authorities difficult, as well as bring 
about exchange rate instability.

the common central bank and convergence criteria to 
be observed by the members refer only to fiscal policies. 

2.3.2.5 From a country point of view, efforts to meet the 
convergence criteria can also lead to the identification 
of specific reforms and policy changes. For example, 
a convergence criterion regarding public wages (as in 
WAEMU framework) could reveal the need for not only 
wage restraint but also for a comprehensive civil service 
reform in the context of a framework for centralized wage 
negotiations and medium-term labor contract framework 
(Lundgren, 2010). It could also lead to a further analysis 
as to the overall performance of the civil service, and 
therefore specific national fiscal rules to guide that reform. 
Inclusion of such rules could also encourage a greater 
focus on institution building and social implications of 
the integration process and thus make the eventual in-
tegration of economies sustainable, and attract greater 
support for the union11.

2.3.2.6 The experience with fiscal rules has demon-
strated that a rules-based fiscal policy results in better 
fiscal performance. As a consequence, there is now 
recognition that currency unions should be supported by 
rule-based frameworks at country levels, and fiscal rules 
have become more common in recent years, with their 
adoption increasing from only a few countries in 1990s 
to about 80 countries in 2009 (IMF, 2009).

2.3.2.7 Fiscal rules can be defined as institutional mecha-
nisms placing durable constraints on fiscal discretion 
through numerical limits on budgetary aggregates. In 
general, fiscal rules are a broader concept than fiscal 
anchors because they include institutional mechanisms 
to commit to anchors, and they are often enshrined in 
the law. To make the rules more effective, institutional 
reforms often follow, such as the enactment of fiscal 
responsibility legislation or creation of separate non-
partisan fiscal councils. 

2.3.2.8 Fiscal rules must satisfy two basic objectives; 
credibility, and flexibility. In the African case, they must 
also satisfy a third objective: socio-economic (growth, 
macroeconomic stability, and poverty reduction). The 

11 However, in the case of these and other similar structural issues, 
this report advocates fiscal rules at national level, rather than conver-
gence criteria at the regional level.
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choice of fiscal rules is guided by considerations such 
as (i) the type of shocks the economy is exposed to; (ii) 
the state of public finances and the budgetary process; 
(iii) the structure and quality of fiscal institutions; (iv) the 
relative policy priorities; and (v) the exchange rate regime. 
Kopitz and Symansky (1998) suggest four principles to 
guide a country’s choice: a rule should be (i) simple, 
well-defined, and relatively easy to monitor; (ii) flexible, to 
accommodate shocks, allow the operation of automatic 
stabilizers, and thus avoid pro-cyclical fiscal policy; (iii) 
transparent, so as not to give rise to distortions and 
unsavory accounting practices; and (iv) internally con-
sistent and enforceable. An OECD survey highlighted six 
aspects of fiscal rules prevalent across regions: type of 
fiscal rules adopted, the basis (primary law or executive 
decision, international agreement) underlying any fiscal 
rule, the monitoring authority of any fiscal rule, coverage 
across government operations, and coverage across 
years. The extent to which political commitment and 
data are available also affects the statutory base and 
the coverage of the fiscal rule.

2.3.2.9 Fiscal rules generally include some variants of 
budget balance rules, public debt rules, expenditure rules, 
and revenue rules. The primary goal is to promote fiscal 
sustainability of member countries and, by implication, the 
sustainability of the monetary union. Different rules com-
ply in different degrees with this objective. To that effect, 
countries (and monetary unions) adopt a multiplicity of 
rules rather than a single rule. As fiscal rules are intended 
to achieve some medium-term goals, they are generally 
to be set in the context of medium-term framework of 
public finance management. To be effective, fiscal rules 
should be underpinned by a robust institutional system 
capable of ensuring their implementation and monitoring. 
Moreover, experience suggests that fiscal rules should 
not be introduced in an excessively uncertain economic 
environment when reliable economic projections and 
forecasting are virtually impossible, but rather after some 
degree of fiscal consolidation and macroeconomic stabil-
ity has been achieved.

2.3.3 A Priori Elements of MFSF for African RECs

2.3.3.1 Any effective MFSF must be calibrated to the 
special circumstances of the region to which it is to be 
applied. While exhibiting many economic and financial 
features common in the rest of the world, African RECs 

also have some unique characteristics that have impli-
cations for the surveillance mechanism. Unlike mem-
ber countries of EMU, African countries are generally 
low-income countries, have limited export base, trade 
mostly with non-African countries with little intra-regional 
trade, possess limited financial and technical resources 
which makes them aid-dependent. Their infrastructure 
is underdeveloped, resulting in market inflexibilities, and 
their financial systems are narrow and shallow, inhibiting 
their productivity and competitiveness. Although many 
amongst them have made significant progress towards 
achieving macroeconomic stability and positive per capita 
growth rates, further progress is needed in these direc-
tions to meet the MDG targets, increase employment, 
and reduce poverty. These countries also have a history 
of setting up various targets, programs, and organizations 
aimed at fostering regional integration that have seen 
little follow up in terms of implementation. 

2.3.3.2 In view of the above, a few à priori elements 
could be considered for inclusion within the multilateral 
surveillance framework for a successful march towards 
a monetary union: enhanced national ownership; vari-
able speed and variable geometry approach on the 
roadmap towards the monetary union; social safety nets; 
combination of promotional, preventive, and restorative 
(crisis management) roles of multilateral surveillance, 
gradually increasing intensity of multilateral surveillance 
pari passu with increasing integration, and a pro-active 
and cooperative role of multilateral institutions (IMF, World 
Bank, and AfDB) in promotional, surveillance, and crisis 
management domains: 

(i) Enhanced national ownership: Multilateral surveil-
lance implies that countries are committed to making 
progress towards the attainment of regionally agreed 
convergence criteria by implementing appropriate 
fiscal and other policies and programs. National 
ownership, or buy-in, of those policies and programs 
is an essential precondition for their successful im-
plementation, especially as it is likely to affect all the 
sections of population in the short and the long term. 
It should reflect not only an active support for the 
monetary union’s objectives, and willing assumption 
of the responsibility for the policies, by the authorities 
of member countries, but also a broader support from 
the member country’s parliament, civil society, and 
other stakeholders. These preconditions could be 
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satisfied if the regionally agreed convergence criteria 
(which will form the basis of the member countries’ 
national convergence programs) are approved by 
each member country’s Parliament, and are given 
wide publicity for public record and discussions.

(ii) Variable speed and variable geometry approach: 
The circumstances and ability of potential member 
countries of any REC will differ, and not all countries 
may realistically be able, or be willing, to reach the 
convergence criteria within the same time period 
dictated by the agreed target date for the estab-
lishment of the monetary union. Countries should, 
therefore be allowed to determine their own time path 
and fiscal route to fulfill the criteria for entry into the 
union; this approach would be consistent with the 
current practices of COMESA.

(iii) Social safety nets: Joining a regional arrangement 
such as an FTA, Customs Union, or a Monetary Union 
will generate various social costs of adjustment to the 
requirements of those arrangements. Given the low 
income levels in potential member countries, some 
provision needs to be made to meet those costs, 
especially as they relate to the vulnerable sections 
of the society. In the longer run, the establishment of 
such social programs could also improve the mobility 
of labor, and thus bring about some flexibility in the 
labor markets.

(iv) Characteristics of the surveillance framework: 
One of the functions of the surveillance is to disci-
pline member countries in their fiscal behavior and 
to impose sanctions in case of non-compliance, 
following agreed procedures regarding excess defi-
cit resolution. However, in a transition to setting 
up a monetary union, the surveillance framework 
should not include sanctions for non-compliance 
with the convergence criteria, except to postpone 
entry into the Union until the criteria are satisfied, 
and conditioning the use of any regional funds (as 
proposed below) to meet the adjustment or infra-
structure investment costs of integration. Instead, 
it would be desirable that the framework operates 
as an “enabler”, assisting and inducing countries to 
implement their convergence program on a steady 
path. Thus, during the progress on the roadmap, 
the role of the multilateral surveillance mechanism 

should be one of a promoter rather than of a police-
man. It can discharge this role by identifying policy 
formulation and implementation, weaknesses/gaps 
in individual countries, and mobilizing financial and 
technical assistance to address them, and to help 
meet the adjustment and investment costs to mem-
ber countries of implementing appropriate measures 
during the transition period. 

(v) Inadequate financial and human resources: The 
African REC member countries, in general, do not 
possess adequate resources, financial or human, to 
perform effectively the promotional or surveillance 
role in the context of multilateral surveillance. Hence, 
they may consider exploring assistance from their 
development partners, including the EU, IMF, AfDB, 
and the World Bank. The chances of obtaining such 
assistance would be enhanced, and the surveillance 
system would be more robust, were these institutions 
invited to take a more pro-active participatory role in 
the surveillance mechanism. It may be recalled that 
at present the IMF conducts regional surveillance in 
the form of annual assessment of policies pursued 
under currency unions, and multilateral consulta-
tions for systemic countries or issues of multilateral 
or regional importance. More recently, it has also 
agreed to a G-20 request to assess economic poli-
cies of G-20 countries under the new G-20 Mutual 
Assessment Program with a view to ensuring that 
policies pursued by G-20 countries are collectively 
consistent with the objective of a strong, sustainable, 
and balanced growth for the global economy. In that 
role the Fund provides analytical (quantitative and 
qualitative) and technical support, where appropri-
ate. In a similar vein, the IMF could be requested to 
assess convergence policies of member countries 
of RECs actively engaged in forming a monetary 
union to ensure that policies pursued by them are 
collectively consistent with the objective of forming 
a sustainable monetary union.

2.3.4 Foundations of MFSF: Macro models, and National 
Public Finance Management (PFM) Systems

2.3.4.1 Macro Models 

2.3.4.1.1 The effectiveness of MFSF is as strong as 
the fiscal management in the member country with the 
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weakest system of PFM. It is important, therefore, that in 
the process towards the formation of a monetary union, 
MFSF should pay special attention to the PFM systems 
in potential member countries and include mechanisms 
to improve and strengthen them with a view to ensuring 
that at entry point member countries possess a minimum 
standard of efficient PFM system in the interests of con-
vergence and sustainability of the union. At the national 
level, the objectives of PFM include fiscal discipline, fiscal 
control, efficient resource allocation, and cost-effective 
service delivery. The achievement of these objectives can 
be traced through following related key indicators, such 
as budget balance, debt stock, public arrears, budget 
outcomes as compared to budget estimates, expenditure 
composition, quality-adjusted service deliveries, etc. 
When a country improves its PFM system, and thereby its 
capacity to pursue the main objectives, this should lead 
to improvements and changes in these fiscal indicators 
over time. However, fiscal developments are related to 
many different factors and there may be significant time 
lags between the introduction of institutional changes and 
subsequent improvements in fiscal indicators12.

2.3.4.1.2. The above objectives could be achieved by 
encouraging countries to formulate their budgetary poli-
cies within a comprehensive medium term financial man-
agement framework, comprising a set of four separate 
frameworks: a medium-term macroeconomic framework 
(MTMEF), a medium-term fiscal framework (MTFF), a 
medium-term budget framework (MTBF), and a medium-
term expenditure framework (MTEF). The formulation of 
such a financial framework involves various (sequential) 
steps, as follows13:

(i) Formulating a medium-term macroeconomic frame-
work (MTMEF) reflecting the government’s objectives 
in terms of growth, savings and investment, current 
account deficit, and external reserves;

(ii) Defining end-period major objectives for public fi-
nance management and identifying and quantifying 
corresponding fiscal indicators and their time path 
over the medium-term leading to the formulation of 

12 E. Tandberg and M. Pavesic-Skerlep, Advanced Public Financial 
Management Reforms in South East Europe, IMF WP 09/102.
13 R.J. Bhatia, Establishing Multilateral Fiscal Surveillance Framework 
for COMESA Region (The Experience from Other Regions), Presenta-
tion to the joint COMESA/AfDB Workshop, Mauritius 2009.

the medium-term fiscal framework (MTFF) that should 
be consistent with, and derived from, the MTMEF; 

(iii) Deriving the implications for taxation, expenditure 
and debt-management policies and formulating the 
medium-term budget framework MTBF); and

(iv) Sectoral examination of major expenditure catego-
ries leading to the formulation of the medium-term 
expenditure framework (MTEF), within the overall 
expenditure ceilings derived from the MTBF, aimed 
at aligning the expenditure categories to sectoral 
objectives and improving their cost-effectiveness.

2.3.4.1.3 The medium-term macroeconomic framework 
quantifies objectives for growth, price inflation, and ex-
ternal reserves. Based on specific country data, the 
implications of these objectives are then translated, on 
the basis of existing policies, into consumption, savings 
and investment, imports, exports, and current account 
balance. This exercise may involve subsequent simula-
tions under different policy scenarios (and perhaps the 
growth and price objectives) if the stated objectives turn 
out to be mutually inconsistent, until a consistent scenario 
emerges. This exercise may also lead to a re-examination 
of the assumptions lying behind the growth targets. 
The resulting macroeconomic framework then forms 
the basis for developing the other three components, 
MTFF, MTBF, and MTEF, of the medium-term financial 
management framework. 

2.3.4.1.4. The medium-term fiscal framework incor-
porates a quantitative statement of the government’s 
fiscal objectives and policies, comprising revenues and 
expenditures, and overall financing. It is a means to as-
sure that the targeted path of fiscal aggregates (revenue, 
expenditure, and public debt) is consistent with the 
medium-term fiscal viability, macroeconomic stability, and 
reduced vulnerability to shocks14. Fiscal balance is the pri-

14 Developing economies are also subject to various exogenous 
risks mainly connected with weather, terms of trade, and capital 
flows. Greater fiscal transparency, including a well-specified medium-
term fiscal framework, can curtail fiscal risks by reducing asymmetric 
information, thereby limiting moral hazard and adverse selection. 
Fiscal vulnerability, however, goes beyond these exogenous shocks. 
Underlying weaknesses may be present that may at sometime n the 
future prevent government from achieving its fiscal objectives, and such 
weaknesses may limit a government’s ability to respond to future fiscal 
policy challenges, such as external shocks. From a macroeconomic 
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mary objective of the MTFF. The focus of this framework 
has to be the central government budget. The definition 
of central government should be broad, and include 
all activities conducted by it and on its behalf. A basic 
criterion constraining medium-term fiscal targets within 
MTFF is that they satisfy ex ante liquidity and solvency 
constraints15. The former demands that the government 
must be able to meet its financial obligations at any time 
without resorting to debt default or other emergency 
measures. Thus, the government needs to maintain an 
adequate level of liquid assets. The second constraint 
requires that today’s government debt be matched by an 
excess of future primary surpluses over primary deficits 
in present value terms, implying that the growth rate of 
debt cannot be higher than the interest rate.

2.3.4.1.5 By aligning fiscal strategy to the fiscal con-
vergence targets of its regional group and their imple-
mentation timetable, such a framework could facilitate 
a country’s progress towards realizing those criteria 
and facilitate conducting multilateral fiscal surveillance. 
It could also help in identifying institutional weaknesses 
and the needed multi-year institutional reforms and 
capacity building16.

2.3.4.1.6 The MTFF, in turn, is the necessary building 
block for developing the MTBF and MTEF, which together 
enable a comprehensive assessment of public revenues 
and expenditures. The MTBF provides a framework of fu-
ture revenue accruals and expenditure outlays. It enables 
a closer look at the taxation and other revenue raising 
measures and institutions with a view to determining their 
efficacy and possible areas of improvement. Revenue 
estimates have to be based on several considerations: 
GDP growth and its composition by expenditure cat-
egories, taxation structure (direct and indirect taxes, and 
other revenues), tax elasticity and buoyancy, and new 

perspective four macro-fiscal aspects of vulnerability may be distin-
guished and assessed within a fiscal management framework: incorrect 
specification of the initial fiscal position, sensitivity of short term fiscal 
outcomes to risk, threats to long term fiscal sustainability, and structural 
or institutional weaknesses affecting the design and implementation of 
fiscal policy. (R. Hemming and M. Petrie, A Framework for Assessing 
Vulnerability, IMF Working Paper 00/52)
15 H. Balaza and I.P. Szekely, The Role of Medium-Term Fiscal 
Frameworks for Transition Countries: The Case of Bulgaria, IMF WP 
01/11.
16 Ibid.

E. Tandberg and M. Pavesic-Skerlep, Advanced Public Financial Man-
agement Reforms in South East Europe, IMF WP 09/102.

policy measures (taxation measures, tax administration, 
privatization receipts, etc.). Total tax revenues may be 
estimated on the basis of past-observed relationship 
between GDP and tax receipts, further checked by 
estimates of broad categories of tax receipts, as well 
as the estimated revenues from any new tax measures. 
Such a framework provides an opportunity to make a 
comprehensive review of the taxation structure (e.g. 
between direct and indirect taxes, and the progressivity 
of the tax system), especially if new taxation measures 
are required to reach the budget target.

2.3.4.1.7 As concerns expenditures, an efficient financial 
management system implies that governments have a 
clear vision as to what is to be achieved, adequately 
reflecting national development policies and (in the re-
gional integration context) regional strategies, quantifying 
outcomes, and analyzing costs. While the MTFF gives 
estimates of the overall expenditure envelope, govern-
ments must prioritize expenditure areas and resources 
to be allocated to those areas within the medium-term 
framework. The MTEF enables the government to look 
at the composition of expenditures and examine their 
performance management (through the introduction of 
performance objectives and corresponding indicators), 
their relation to the overall economic and social objec-
tives of the government, and institutions and regulations 
relating to those expenditures. 

2.3.4.1.8 Ideally, a multilateral fiscal surveillance mecha-
nism in the context of regional monetary union should be 
based on the availability of all the four components of the 
medium-term financial management system. However, 
their development requires substantial resources in terms 
of data availability, data analysis, and human capacity 
that could only be built over a longer period of time and, 
in the case of African RECs, with substantial technical 
assistance from development partner countries and 
institutions. In pragmatic terms, therefore, the proposed 
MFSF envisages the development of these four compo-
nents in stages, linked to the above-identified stages on 
the roadmap to a monetary union, but according MTMEF 
and MTFF the higher priority. 

2.3.4.2 Public Finance Management System (PFM) 

2.3.4.2.1 Budget is the central instrument of macroeco-
nomic policy in African countries where monetization 
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of the economy is still limited or when sovereignty over 
monetary policy is devolved to an independent central 
bank. In the regional contest, fiscal policies and outcomes 
in member countries have implications for the sustain-
ability of the monetary union. There is a vast theoretical 
and empirical literature that leads to the conclusion that 
there is close (positive) relationship between the scope 
and efficacy of budget institutions (visible face of PFM) 
and fiscal performance17. As such, an effective MFSF 
should concentrate on ensuring that member countries 
possess a robust PFM system with a view to interpreting 
fiscal developments correctly and enforcing convergence 
process appropriately. 

2.3.4.2.2 Budget institutions refer to the structures, formal 
and informal rules, and procedures governing the various 
phases of the budgetary process: formation, approval, 
implementation, and audit. Sound budget institutions 

17 J. von Hagen, The Role of Budgetary Procedures for Determining 
the Fiscal Performance of the Member States of EC, in A. Wildavsky and 
E. Zapico-Goni (ed.), National Budgeting for Economic and Monetary 
Union, 1993.

are vital for a country’s ability to design and implement 
effective fiscal policies. Various studies (PEFA, OBI, CABRI 
initiative on African budget practices and procedures, 
IMF/World Bank’s CPIA) have been made to measure 
the quality of budget policies and institutions by identify-
ing specific components related to the different stages 
of budgetary process and their individual and collective 
impact on the effectiveness of budgetary policies. From 
these studies, it is possible to select the more important 
components, prioritize among them, and design a PFM 
system adapted to the circumstances of individual coun-
tries that would meet the needs of a MFSF in a monetary 
union. The aim would be to identify institutional gaps in 
each member country by reference to a minimum (lowest 
common factor) standard of PFM that must exist in each 
member country, and corresponding domestic reform 
measures and technical and other assistance needs that 
the country concerned and MFSF could address. Based 
on such studies, a minimum acceptable PFM system in 
each country (see Table 2-2 below) should encompass 
the following elements under different stages of the 
budgetary process:

Table 2-2: Public Finance Management System 
(Minimum Desirable Characteristics)

Budget formulation and planning:

 Î “Top-down” budgeting and strong centralized agency (usually the ministry of finance) responsible for preparing the budget 
proposals;

 Î Comprehensiveness of the budget (current and capital budget, contingent liabilities, aid and debt receipts and expendi-
tures);

 Î Budget classification system consistent with international standards/

 Î Fiscal rules limiting discretionary authority of the budget agency;

 Î Medium-term macroeconomic and fiscal context to guide annual budgeting exercise (Medium-Term Macroeconomic 
Framework – MTMEF, and Medium-Term Fiscal Framework – MTFF, plus sectoral Medium-Term Expenditure Framework – 
MTEF);

 Î Consistency between debt management policies and other macroeconomic policies;

 Î Inclusion of cyclical and ‘risk’ factors.

Budget approval:

 Î Clear timeline for the submission and approval of annual budget proposals;

 Î Submission by the Government a comprehensive set of documents supplementing the budget proposals to enable legisla-
ture to scrutinize budget proposals;

 Î Limited powers of legislature to amend the overall revenue or expenditure ceilings proposed by the Government.
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Budget execution and post audit:

 Î Budget monitoring based on management information systems;

 Î Internal controls on spending;

 Î System of internal audit in individual ministries;

 Î Independent external audit;

 Î Reconciliation of fiscal and banking records.

Transparency:

 Î Medium-term budget frameworks (MTBF);

 Î Fiscal risk disclosures (FRD);

 Î Minimal and transparent off-budget items;

 Î Inclusion of contingent liabilities (public guarantees, PPP obligations, etc.);

 Î Effective accounting standards;

 Î Regular in-year fiscal reporting;

 Î Issuance of consolidated financial statements on timely basis;

 Î Publication of report on the reconciliation of budgeted and outturn expenditures;

 Î Appropriate corrective actions on the findings of budget and audit reports

2.3.4.2.3 An essential prerequisite of sound PFM is that 
the budget is comprehensive in the sense that it includes 
all the financial operations of the Government (or at least 
of the central government). Thus, both the current and 
capital budget should be included under one budget, and 
aid and debt, as well as other off-budget items (includ-
ing contingent), must be captured in the budget. Such 
a comprehensive sweep of the budget would facilitate 
coordinating fiscal policies within a macroeconomic policy 
framework and enable assessment of the sustainability 
of fiscal policies over the short- and medium term. 

2.3.4.2.4 Under the top-down budgeting arrangement, 
a central budgeting authority, generally the Ministry of 
Finance, under the supervision of the Cabinet, is given 
the authority to set the main budgetary aggregates, 
ensuring compliance with budget laws and ensuring 
control of budgetary expenditures. The recommenda-
tion favoring the top-own budget formulation is based 
on the findings of several studies that conclude that 
such an approach avoids the “deficit bias” in budget 
formulation arising from the common pool phenomenon 
and the agency phenomenon and results in better fiscal 
discipline. “A binding top-down decision on the ag-
gregate spending level and the sectoral or ministerial 

allocations on the onset of the budget process promote 
fiscal discipline during budget preparation. This reduces 
the room for special interest pressures to enlarge the 
budget enveloppe.” The arrangement also limits, or 
precludes, at the budget approval stage any incentive 
for the legislature to promote spending for their narrow 
parochial interests. The top-down approach specifies 
limits on individual ministries level, with sufficient level of 
disaggregation, to avoid funds being misappropriated 
or diverted to purposes other than those authorized in 
the budget

2.3.4.2.5 Notwithstanding the limit on its power to re-
vise the government’s aggregate budget proposals, 
the Legislature plays a crucial role in the public finance 
management system. It is the place where the Govern-
ment’s proposals are scrutinized and approved. Such 
a role demands that the legislative body possess ad-
equate technical capacity to analyze and approve the 
proposals. Discussions on the budget by the legislature 
are in public domain and, therefore, lend the legitimacy 
of transparency to the budgetary process. A timely and 
comprehensive oversight and approval by the legislature 
also ensures political support for the budgetary policies 
and appropriations.
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2.3.4.2.6 Internal and external audits of government 
expenditures put appropriate discipline on the spending 
ministries to respect budgetary limits. A robust system of 
accounting, based on internationally accepted principles, 
facilitates monitoring, and enhances the credibility, of gov-
ernment operations. In the MFSF framework, it facilitates 
regional surveillance and coordination of fiscal policies.

2.3.4.2.7 Transparency in government finances “implies 
openness about policy intentions, formulation, and im-
plementation” (OECD), providing to public information 
in a reliable, timely, and understandable manner. Kopitz 
and Craig define fiscal transparency as openness to-
wards the public at large about government structure 
and finances, fiscal policy intentions, public sector ac-
counts, and projections. It involves ready access to 
reliable, comprehensive, timely, understandable, and 
internationally comparable information on government 
activities18. Several studies find that fiscal transparency 
is associated with improved fiscal discipline, better credit 
ratings, and reduced corruption. Fiscal transparency is 
one of the areas that the IMF’s Executive Board endorsed 
in a list of 12 areas for standard assessment in Reports 
on Observation of Standards and Codes (ROSCs) for 
the Code of Good Practices on Fiscal Transparency. 
M. Hameed (2008) found that two aspects of fiscal 
transparency, namely fiscal risk disclosure and medium-
term budgeting frameworks, were significantly related to 
market credibility, fiscal discipline, and corruption.

2.4  Current Status of African PFM Systems 
2.4.1 Based on a survey of 26 African countries, a 
CABRI report (2008) provides the following assessment 
of budgetary practices and procedures in Africa:

 Î The beginning of annual budget process varies be-
tween four and eleven months (the median being 
eight months) prior to the beginning of the relevant 
fiscal year;

 Î A majority of countries follow some form of top-down 
approach in budget formulation, which may partly be 
due to the existence of clear fiscal rules stipulated 
in regional treaties;

18 E. Dabla-Norris et al.: Budget Institutions and Fiscal Performance 
in Low-income Countries, IMF WP/10/80.

 Î A significant number of countries do not include multi-
year estimates in the budget documents submitted 
to parliaments, while others do it with different levels 
of detail. Multi-year expenditure targets are much 
more widespread in both these groups;

 Î Use of budgeting frameworks in Africa is considered 
a useful instrument to instill fiscal discipline but their 
implementation faces obstacles such as weak ca-
pacity, unpredictable aid flows, as well as different 
legal and administrative traditions;

 Î African legislatures have, on average, inadequate 
institutional capacity for financial scrutiny, and coun-
tries with Westminster heritage tend to have weaker 
legislative bodies;

 Î Budget execution and expenditure controls are gen-
erally weak in the countries surveyed, as evidenced 
by the extensive use of supplementary budgets, 
overspending, and reallocation of expenditures;

 Î Most countries have made efforts to improve trans-
parency, with the average index of transparency 
estimated at 0.59 (low 0, high 1). The information pro-
vided includes macroeconomic assumptions, budget 
policies, fiscal policy objectives for the medium-term, 
etc. Audit reports are also published;

 Î The coverage of off-budget spending, on average, 
seems to be better at earlier stages of budget proc-
ess than during reporting on execution;

2.4.2 The CABRI report concludes as follows: “The results 
also identify a number of areas where there are significant 
challenges that African countries are facing. The need to 
increase transparency and address the issue of budget 
spending is one area. In many cases, country responses 
reveal the lack of availability and comprehensiveness 
of budget information, which in turn can have a severe 
impact on accountability and ‘challenge function’ in the 
budget process, but also undermine coherence and 
coordination in policy-making. Aid management and the 
quality of medium-term projections are some other areas 
that deserve some attention…. Finally, issues related to 
the solidity of budget execution and audit procedures 
show room for improvement.”
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2.5  Two Levels of Fiscal Surveillance  
– National and Multilateral 

2.5.1. The proposal in this report envisages two levels 
of fiscal surveillance: one at the regional level and other 
at the national level. The components of the regional 
mechanism would include: convergence criteria (scope 
and quantification), regional policy guidelines, financial 
and technical assistance provisions, monitoring frame-
work for analysis and assessment of the status of eco-
nomic convergence, and institutional mechanism. As a 
counterpart to the regional mechanism, the surveillance 
framework at the national level would include the following 
components: national ownership of convergence criteria, 
medium-term convergence program, fiscal rules and 
benchmark indicators, a fiscal responsibility Act, PFM 
assessments, and institutional mechanism.

2.5.2 Regional components

2.5.2.1 Convergence criteria 

2.5.2.1.1 These criteria are used by existing monetary 
unions, and RECs aspiring to establish monetary unions, 
to assess the progress being made by countries towards 
economic and financial integration, and form the basis 
of multilateral surveillance of member countries policies 
in their respective regional arrangements. Given the 
importance of fiscal policies, a preponderance of these 
criteria relate to the fiscal area. A survey of such criteria 
in EMU and African monetary unions and RECs yielded 
the following list of convergence criteria (“primary” and 
“secondary”) to be satisfied by member countries:

 Î Fiscal convergence criteria: Budget balance, Public 
debt, Domestic and external arrears, Public wage 
bill, Government revenue, Government expendi-
ture, Public investment and Central bank credit to 
government;

 Î Non-fiscal convergence criteria: Inflation, GDP 
growth, National savings, Real interest rates, Basel 
core principles, Current account balance, and stable 
exchange rate

2.5.2.1.2 Of course, not all the convergence criteria are 
included in any single regional arrangement, but, gen-
erally speaking, fiscal criteria dominate the surveillance 
framework. However, it is also the case that many ar-

rangements, especially in the African RECs, also include 
many non-fiscal criteria (either primary or secondary). 
In selecting appropriate criteria for multilateral surveil-
lance, the primary objectives of such surveillance must 
be borne in mind, i.e. ensuring the stability and sustain-
ability of the union, and maintaining fiscal sustainability 
and intra-union competitiveness of individual member 
countries. All other objectives, such as the growth rate, 
national savings rate, or even current account balance 
of member countries should be left to the discretion 
of national authorities to pursue in the context of their 
national development programs via the mechanism of 
national fiscal rules. This approach will limit the number of 
convergence criteria to be monitored at the regional level 
and focus them on the above-mentioned two objectives. 
It will also permit choosing criteria that are transparent 
and easy to control and monitor, the other desirable 
features mentioned earlier. 

2.5.2.2 Fiscal policy objectives and fiscal indicators: 

2.5.2.2.1 Mr. Iossifov and his co-autors19 note that a 
government’s fiscal policy reflects a mix of objectives, 
which are affected differently by fiscal policy. Thus, to 
assess the impact of fiscal policy, a range of fiscal indi-
cators are needed. Referring to Blanchard (1990), they 
indicate several aspects of fiscal policy for which indica-
tors would be useful:

 Î Policy changes: To account for changes in the fiscal 
position (spending, taxes, transfers) due to discre-
tionary changes in policy, rather than due to the 
economic environment. 

 Î Sustainability: To assess whether the current fiscal 
position can be sustained without exploding public 
debt. 

 Î Impact on aggregate demand: To determine how 
the fiscal position would affect aggregate demand 
in the short and medium term,- in other words, to 
assess whether fiscal policy is acting as catalyst or 
restraint on domestic saving and investment. 

19 P. Iossifov et al, Improving Surveillance Across CEMAC Region, 
IMF WP 09/260.
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 Î Microeconomic efficiency: To assess the impact of 
the tax and/or incentive structure on aggregate sup-
ply, saving and investment, and the labor market” 

2.5.2.2.2 Given these different aspects of fiscal policy, 
they propose a few guiding principles for selecting ap-
propriate indicators:

 Î simplest formulation as possible consistent with the 
measurement objective, which would facilitate their 
calculation and interpretation; 

 Î positive rather than normative economic principles, 
leaving it to the user to make judgments about the 
broader economic environment in a particular coun-
try; 

 Î similar definitions and concepts when used for cross-
country comparisons; and 

 Î as few projections as feasible. 

2.5.2.2.3 Which convergence criteria will best serve 
those objectives? A recent IMF (Fiscal Affairs Department) 
paper20 examined how different rules comply with the 
objective of promoting fiscal sustainability, and provides 
the following observations:

i. Overall budget balance (BB) is obviously the one 
figure that summarizes the overall fiscal position of the 
government and may be considered an appropriate 
criterion to choose for fiscal surveillance. It is also most 
closely linked to the debt ratio, is easy to monitor, and is 
within the control of the budgetary authority, except for 
interest payments, external grants, and (export) commod-
ity related revenues. However, it lacks cyclical flexibility 
and could constrain much needed public investment 
in infrastructure for meeting poverty-reduction outlays. 
Accordingly, various variants of budget balance have 
been proposed; e.g. primary balance (excludes inter-
est payments thereby providing more controllability, but 
weakens the link to debt sustainability since increased 
interest payments, say due to increase in interest rates, 
will increase overall budget deficit and debt burden but 
will not require adjustment), BB excluding foreign grants 

20 Fiscal Rules - Anchoring Expectations for Sustainable Public 
Finances, IMF, December 2009.

(but then what about expenditures financed by those 
grants), BB excluding foreign grants and foreign financed 
investment (same problem as in BB excluding grants 
and will not capture the overall stance- expansionary 
or deflationary-of fiscal policy needed for fiscal surveil-
lance), non-commodity balance (exclude revenue from 
commodity, including oil, exports (but thereby limits the 
scope of fiscal surveillance and may lead to undisciplined 
overall fiscal behavior in times of commodity booms).

The explicit exclusion of certain budget items, either on 
the revenue side or the expenditure side, raises various 
conceptual and analytical issues that may go against 
the principle of simplicity, easy understandability, and 
transparency. Moreover, except in the case of oil export-
ing countries, cyclical variations in revenues for African 
countries are generally relatively small and should be 
manageable with appropriate fiscal rules (e.g. a reserve 
fund) at the national level. “Policy guidelines” that are 
proposed (see below) to be issued at the regional level 
to guide national fiscal policies can also make a similar 
recommendation for relevant countries to follow. The 
justification for excluding grants or foreign-financed 
expenditures from BB is much less as these receipts 
have counterpart expenditure and, therefore, almost 
automatically stabilize overall balance. Thus, the con-
vergence criterion relating to budget balance should 
be comprehensive, including all government revenues 
and expenditures. This will also make it possible to 
relate government budgetary proposals directly with 
the medium-term macroeconomic framework, with its 
component frameworks referred to above. 

ii. Debt rules set an explicit limit or target for public debt. 
The convergence of the debt-to-GDP ratio is generally 
considered the appropriate criterion for fiscal solvency 
because it ensures that the inter-temporal budget con-
straint of the government is met (if the interest rate on 
public debt exceeds the GDP growth rate) and, in any 
case, because GDP represents the pool of resources 
over which the government can potentially have claims 
to service the debt. This type of rule, when expressed 
as a percentage of GDP, is, by definition, regarded as 
the most effective in terms of ensuring convergence to 
a debt target. However, it does not provide sufficient 
guidance for fiscal policy when debt is well below its 
ceiling (as is the case with most African countries that 
have benefitted from the HIPCs and other debt relief 
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initiatives). Just as the BB does not provide sufficient 
guideline for debt management policy, the debt ratio 
does not provide guideline for fiscal policy. 

African countries have benefitted from the HIPC initiative 
of the IMF and the World Bank, and debt sustainability 
will remain a major concern in those countries, as well 
as for the monetary union. Generally, debt ratios are 
quantified in relation to GDP. However, it may be more 
useful if in the case of African RECs the debt ratio is 
related to government revenue. This should be the case 
for many reasons: (i) unlike in developed countries, a 
government’s ability to raise tax revenues in Africa is 
rather limited and increases in GDP do not necessarily 
translate themselves in increased government revenues 
even when (efficient) tax efforts are made; (ii) projections 
of tax revenues are generally less unreliable than those 
of GDP; (iii) government revenues are a more immedi-
ate indicator of the government’s ability to service debt 
than GDP and, therefore, may be a better criterion for 
purposes of multilateral surveillance; and more impor-
tantly (iv) unlike as the GDP ratio it will provide sufficient 
guideline for debt management even for countries that 
received debt relief. 

The latest IMF/World Bank analysis of debt sustainability 
uses policy-dependent external debt-burden thresholds 
because the debt levels that Low Income Countries (LICs) 
can sustain are influenced by the quality of their policies 
and institutions. These debt-burden thresholds are not to 
be seen as rigid ceilings but as guideposts for informing 
debt sustainability assessments. Policy performance is 
measured by the Country Policy and Institutional As-
sessment (CPIA) index, compiled annually and jointly by 
the World Bank and the IMF. The DSF divides countries 
into three performance categories: strong, medium, and 
poor. Their respective external debt burden thresholds 
are then (for 2008) 30, 40, and 50% of GDP, or 200, 
250, and 300 of government revenue. These threshold 
ratios do not include domestic public debt, which must 
be included in the debt ratio convergence criterion for 
purposes of MFSF. As a proportion of government rev-
enue, therefore, the thresholds for overall debt will be 
smaller than the above limits, particularly if domestic debt 
is significant and rising. There is also some evidence that 
rising domestic debt increases the likelihood of external 
debt distress, and therefore should reduce the external 
debt threshold also. 

iii. Expenditure rules usually set permanent limits on total, 
primary, or current spending in absolute terms, growth 
rates, or in percentage of GDP. As such, these rules are 
not linked directly to the debt sustainability objective 
since they do not constrain the revenue side. Similarly, 
revenue rules set ceilings or floors on revenues and are 
aimed at boosting revenue collection and/or preventing a 
tax burden. These rules are also not directly linked to the 
control of public debt, as they do not constrain spending. 
Hence, these rules are not relevant to multilateral fiscal 
surveillance mechanism. They can provide, however, an 
operational fiscal rule tool at the national level to trigger 
the required fiscal consolidation consistent with sustain-
ability when they are in the context of regional debt and 
budget balance convergence criteria.

Fiscal rules/convergence criteria have different implica-
tions for the way fiscal policy responds to shocks. With 
regard to output shocks, overall balance or debt rules 
typically provide the lowest degree of cyclical flexibility. 
A cyclically adjusted or structural balance rule allows the 
full operation of automatic stabilizers, though it does not 
provide room for discretionary fiscal stimulus.

iv. A cyclically adjusted balance captures the change 
in fiscal policy not related to the effects of the economic 
cycle on the budget. The structural balance, in addition, 
controls for additional one-off factors and other nondis-
cretionary changes in the budget unrelated to the cycle. 
While these rules specify an annual target, an “over-the-
cycle” rule requires the attainment of a nominal budget 
balance on average over the cycle.

Rules defined “over the cycle” provide room for both 
discretionary and cyclical adjustments. Expenditure rules 
are consistent with cyclical and discretionary reduc-
tions in tax revenues, but they do not normally permit 
discretionary expenditure stimulus. Revenue rules do 
not generally account for the operation of automatic 
stabilizers on the revenue side in a downturn (or in an 
upturn for revenue ceilings). As automatic stabilizers are 
stronger on the revenue side, these rules per se tend to 
result in pro-cyclical fiscal policy. In addition to output 
shocks, budgets can be significantly affected by interest 
rate and exchange rate movements through changes in 
debt service; primary balance rules do not require full 
adjustment to them. Table 2-3 below summarizes the 
effects of various indicators:
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Table 2-3: Properties of Different Types of Fiscal Rules Against Key Objectives 1/
Type of fiscal rule Debt sustainability Economic stabilization Government size

Overall balance ++ - 0

Primary balance + - 0

Cyclically adjusted balance ++ ++ 0

Balanced budget over the cycle +++ +++ 0

Public debt-to-GDP ratio +++ - -

Expenditure + ++ ++

Revenue

Revenue ceilings - - ++

Revenue floors + + -

Limits on revenue windfalls + ++ ++

1/ Positive signs (+) indicate stronger property, 
negative signs (-) indicate weaker property, zeros (0) 

indicate neutral property with regard to objective

Source: IMF (FAD) Fiscal Rules – Anchoring Expectations for Sustainable Public Finances, December 2009

2.6.  Technical and financial assistance
2.6.1 Moving into a monetary union has both costs and 
benefits. In the case of EMU, and even in the cases of 
single currency and single central bank in the two CFA 
zones prior to the setting up of formal WAEMU and 
CEMAC, benefits from the monetary union were both 
immediate and apparent, while the potential costs were 
distant and invisible. Countries joining the EMU foresaw 
immediate benefits in terms of reduced costs of public 
borrowing by virtue of the German DM as the anchor (in 
the period of run-up to the EMU), and in reduced interest 
costs on public borrowing due to the implicit link to the 
German Bund, and increased credibility and sustain-
ability of macroeconomic policies of the union. The CFA 
zone countries benefited from the French guarantee of 
the convertibility of the CFAF and the existence of the 
Operations Account with the French Treasury, as well 
as other development assistance from France. In the 
proposed regional monetary unions among members of 
African RECs, on the other hand, possible benefits from 
monetary union are likely to be distant and invisible while 
the costs are immediate and apparent. This is mainly 
because among them there is no available “anchor” 
country or anchor currency to link to, or explicit and 
unlimited support of a major country, from which other 
countries joining the proposed monetary union could reap 

similar benefits. At the same time, costs from the loss 
of sovereignty in monetary and exchange policies, and 
pursuing restrained fiscal policies and opening markets 
to potential competitors in the region and losing fiscal 
revenues from import duties, are immediate and evident. 
In addition, countries would need resources for needed 
improvements and strengthening of national PFM systems 
(domestic capacity), and intra-regional infrastructure 
investments. The transition framework towards the mon-
etary union should therefore be so designed as to make 
available some immediate benefits accruing to potential 
member countries to offset, or at least to minimize, the 
costs of integration and meet investment and capacity 
building requirements.

2.6.2 Such assistance should be a prominent feature 
of the regional surveillance mechanism. To help meet 
these costs, RECs may consider the setting up of two 
regional funds: an Adjustment Fund, and an Intra-regional 
Infrastructure and Integration Fund. The Adjustment 
Fund will address the social costs of integration and 
technical assistance requirements in the PFM and legal 
sectors in member countries, while the Infrastructure 
Fund will support the development of cross-border 
projects such as the transport and economic corridors, 
and economic zones and growth triangles. The former 
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fund should provide “grant” assistance while the latter 
may operate on commercial basis and seek private and 
public resources, including resources from development 
partners and institutions. The timing of these two funds 
should be spread out, with the Adjustment Fund being 
set up and becoming active during the formation of FTAs 
and CUs, and the Infrastructure Fund after a substantial 
number of potential member countries have effectively 
entered the FTA and the Customs Union is planned to 
be launched.

2.7  The Monitoring Mechanism
2.7.1. Institutional

2.7.1.1 It is generally recognized that the proper func-
tioning of a monetary union requires a well-developed 
system of fiscal surveillance. In the case of EU and EMU, 
for example, a comprehensive system of coordination 
procedures has been defined and is used as an umbrella 
term. It encompasses an entire spectrum of interactions 
among policy actors, including monetary and fiscal actors 
and the European Commission as representative of the 
common interest21. The range of methods used includes, 
among others, the EU-ECOFIN Council’s annual issues 
of the Broad Economic Policy Guidelines (BEPGs) that 
present, in an integrated manner, broad recommenda-
tions for policy actors on macroeconomic and structural 
policies and provide a yardstick for ex-post assessment 
in the context of multilateral surveillance. “Overall, and 
in very broad terms, the more obvious and direct sp-
illovers are, the more compelling the case for relatively 
strong forms of co-ordination. Thus, the degree and the 
mechanisms for co-ordination differ according to how 
convincing the economic rationale for co-ordination is 
in the particular policy area”22. In the case of the EMU 
where the degree of interdependence is significantly 
intense, therefore, the mechanism is designed as a 
“firewall” system to prevent unpleasant spillovers by 
preventing un-union wide policies at national levels (see 
Chapter 3 for details).

2.7.1.2 In the Asian region, where the financial crisis 
of mid-1990s highlighted the region’s (especially the 

21 Coordination of economic policies in the EU: A presentation of key 
features of the main procedures by Directorate-General for Economic 
and Financial Affairs, Euro Papers, No. 45, July 2002.
22 Ibid. However, it may be noted that the term employed is “coor-
dination” and not “surveillance”.

ASEAN region’s) growing interdependence, the sym-
metry of external shocks, and regional contagion, take 
the form of (1) information exchange and surveillance 
procedures establish independent surveillance units, 
(2) resource pooling and sharing, and (3) coordination 
of macroeconomic and exchange rate policies23 (see 
Chapter 3 for details). The cooperation has evolved in 
an “ascending form of intensity”, involving progressively 
increasing constraints and surveillance, on the amount 
of discretion that individual countries can exercise in the 
design of their macroeconomic policies. The ASEAN 
experience so far has not included resort to convergence 
criteria for enhancing cooperation/integration, though this 
may change as the region moves towards establishing 
an economic community. 

2.7.1.3 The present surveillance frameworks in African 
RECs have more or less replicated the EMU model (see 
Chapter 3). It should be noted, however, that in the case 
of African RECs, the current degree of interdependence 
is minimal and the spillover effects of national policies 
on other members are likely to be below a significant 
level. The regional monitoring, therefore, does not have 
to create a fire-wall, and instead needs to promote that 
interdependence through harmonization of member 
countries’ policies, strengthening their capacities to for-
mulate and implement appropriate policies, and furthering 
real economic (trade) and financial integration of their 
economies. In that sense, the multilateral “surveillance” 
framework in the African situation should correspond 
more to the Asian cooperative mechanism than the 
EMU framework. However, unlike in Asia, the African 
RECs have set up the establishment of monetary union 
as a specific objective and thus, like in the EMU, should 
provide for monitoring and enforcement mechanism to 
promote appropriate convergence in fiscal and other rel-
evant domains. In this latter aspect, the EMU surveillance 
mechanism for the entry of new members is relevant, 
except that in the EMU case, individual countries aspir-
ing to enter the EMU had to negotiate bilaterally with an 
already established monetary union under established 
(“aqui”) policies and procedures; whereas in the case of 
the African RECs, there has to be a cooperative approach 
where potential member countries attempt to cooperate 
to reach the goal of establishing monetary union under 

23 P. Rana, Monetary and Financial Cooperation in East Asia and 
Economic Integration in Asia: Trends and Policies.



25CHAPTER 2: MULTILATERAL FISCAL SURVEILLANCE FRAMEWORK

only one set of “conditions” in the form of fulfilling the 
convergence criteria. 

2.7.1.4 The above consideration would suggest that 
the multilateral surveillance framework in the case 
of African RECS should be an amalgam of the EMU 
and Asian frameworks. The “firewall” aspect will be 
represented by the prescription of binding convergence 
criteria, especially in the fiscal field, and the issuance 
of non-binding policy guidelines, while the cooperative 
aspect would be served by replicating Asian type of 
cooperation in the form of information exchange and 
integration-related severity of surveillance, coordina-
tion of macroeconomic, exchange, and trade policies, 
and sharing a common pool for financial and technical 
resources, fed by internal and external resources, for 
mutual support to prepare for entry into an eventual 
monetary union. 

2.7.1.5 The initial focus of multilateral fiscal surveillance 
would therefore be much more on assistance-oriented 
cooperation and coordination through the prescription 
of (nationally designed) medium-term benchmarks and 
indicators consistent in terms of targets of the agreed 
regional convergence criteria but in different time periods 
reflecting individual country circumstances, and opera-
tionalizing the above-mentioned funds. The focus would 
gradually shift to increasing degree of surveillance, as in 
the Asian case, demanding specific policy implementa-
tion by member countries underpinned by a system of 
inducements and sanctions, appropriate to the degree 
of interdependence achieved among member countries.

2.7.1.6 The institutional structure for implementing MFSF 
at the regional levels should be simple, consisting of as 
few bodies as possible, with clearly defined functions 
that are not overlapping among different bodies but in 
totality encompassing all the tasks that need to be ac-
complished to ensure effective surveillance. In the case of 
African RECs in their transition to a monetary union, the 
institutional structure should also reflect the promotional, 
policeman, and crisis management aspects of multilateral 
surveillance. As an optimal minimum, the institutional 
structure should include the Authority of Heads of State 
and Government, Regional Secretariat, a Convergence 
Council (Ministerial), Committees of Ministers of Finance, 
of Governors of Central Banks, and of Ministers of Trade, 
a Central Statistical Secretariat, and financial/technical 

assistance bodies to support member states in the reali-
zation of their respective national convergence programs. 
Consideration should also be given to inviting the IMF, 
the World Bank, and the African Development Bank to 
take a pro-active role in both the financing of technical 
and financial assistance funds in the region, and in the 
multilateral surveillance exercises. 

2.7.2 Statistics

Effective fiscal surveillance cannot be exercised in the 
absence of appropriate union-wide fiscal statistics. It 
will be necessary, therefore, that statistical preparations 
for developing and collecting fiscal data is undertaken 
simultaneously with the launching of the MFSF. This func-
tion could be currently assigned to the REC Secretariat 
concerned that may set up a special Fiscal Unit (see 
Chapter 5). This would involve not only the strengthen-
ing and appropriately equipping the responsible body, 
but also taking similar actions at the national statistical 
agency level as well as cooperation and coordination 
among them. Further, there needs to be a clear alloca-
tion of tasks to avoid wasted effort and unnecessary 
burden on reporting agencies24. Given the limited human 
capacity both at the regional and national levels, statis-
tical compilation should initially be confined to provide 
only what may be considered to be the bare minimum 
for effective fiscal surveillance. Fortunately, the IMF has 
an extensive set of publications and a statistical data 
framework that could be used to quickly bring about 
fiscal data harmonization and reporting.

2.7.3 National components of MFSF

2.7.3.1 The primary emphasis of MFSF during the tran-
sitional phase towards a monetary union has to be on 
securing ownership by member countries of the objec-
tive of joining the monetary union and of the obligation 
to meet the regionally prescribed convergence criteria, 
and ensuring that countries accordingly follow policies 
to meet those obligations. This requires actions along 
three lines: transparency and public discussions of the 
goal of the monetary union and obligations involved, a 
Medium-Term Fiscal Framework, and a robust public 
finance management (PFM) system.

24 ECB: Development of Statistics for Economic and Monetary Union, 
2004.
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2.7.3.2 African governments have the tendency to enter 
into various cooperative arrangements that are often 
overlapping and, sometime, contradictory. The current 
issue of multiple REC membership by individual countries 
is a case in point. As a result, there is little follow up on 
many of those agreements. It is important, therefore, to 
ensure that any agreed MFSF, consistent with the present 
objective of monetary union, does not meet that fate 
and that the Framework is fully owned, not only by the 
political leaders, but by the countries’ parliaments and 
legislatures, as well as by the civil society and other stake 
holders. In the interests of transparency and promoting 
public discussion, therefore, the governments could 
communicate to their respective parliaments/legislatures 
the agreed set of convergence criteria for discussions 
and approval, and also provide opportunities for discus-
sion by the civil society. Additionally, a small task force in 
the Ministry of Finance should be charged to “educate” 
appropriate parts of civil service that would be engaged 
in implementing the required policies.

2.7.3.3 Convergence criteria agreed at the regional level 
are supposed to ensure the sustainability of the union 
as a single area, and not necessarily that of individual 
member countries who are expected to be responsible 
for ensuring their own sustainability and meeting their 
other economic and social goals within the constraints 
of single union-wide monetary and exchange rate poli-
cies. Similarly, the regional time-line for fulfilling the con-
vergence criteria may not be optimal from a country’s 
point of view. This makes it necessary that individual 
countries set their own fiscal rules and time-path for 
meeting the regional criteria, and enter into the monetary 
union when they are ready. These rules and time-path 
should be reflected in the countries’ Medium-Term Fiscal 
Framework, which would constitute the country’s (rolling) 
convergence program for joining the monetary union. 

2.7.3.4. Following the “variable geometry” and “variable 
speed” approach to membership does not mean that the 
relevant RECs adopt a “benign neglect” attitude towards 
those members convergence programs. Instead, all mem-
bers should be required to submit annually their programs, 
and developments under those programs, for assessment 
(conformity/consistency) under the MFS mechanism. The 
assessment procedures could be similar to those adopted 
by EMU to prepare Candidate Countries and potential Can-
didate Countries for their reporting obligations, called the 

Pre-accession Fiscal Surveillance Procedure that includes 
the Pre-Accession Economic Program (see Chapter 3 for 
details). This system could be adapted to the circumstances 
and requirements of African RECs, and include, for exam-
ple an assessment of capacity and other gaps and make 
recommendations as to how those gaps could be filled. 
Furthermore, this assessment should also include progress 
being made by each country in the trade integration area 
as discussed in this report elsewhere. 

2.7.3.5 The convergence programs of member coun-
tries will be bound by the commitments regarding the 
convergence criteria. In the fiscal field, these criteria will 
demand limits on the extent of the budget deficit and on 
public debt. As mentioned earlier, these national limits 
(fiscal rules), however, need to be more stringent than the 
regional criteria in order to leave the countries some fiscal 
space to meet cyclical and other unanticipated shocks/
risks25. The national limits will normally be expressed in 
the form of fiscal rules to be observed by the government 
in proposing and getting parliamentary approval of the 
budget estimates. 

2.7.3.6 As mentioned earlier, fiscal rules are most effec-
tive once a country has achieved a reasonable degree of 
macroeconomic stability, and need to have a medium- to 
long-term longetivity. The IMF experience with stabilization 
programs has demonstrated the effectiveness of annual 
specific credit criteria, such as limits on the increase in 
net domestic assets (NDA) of the banking system, and 
net credit to government, as effective performance criteria 
during the period when countries are implementing a 
stabilization program. Once stabilization is achieved, the 
use of fiscal rules to maintain fiscal sustainability becomes 
the desirable fiscal policy tool. In the case of Tanzania, 
for example, Kim and Saito26 recommend that Tanzania 
replace its long-standing zero net domestic financing 
(NDF) guide by a set of “diamond” fiscal rules27 compris-
ing a fiscal anchor (PV of gross public debt) and three 
complementary benchmarks: (i) a limit on net domestic 

25 Heller (2005) defines fiscal space as budgetary room that allows 
a government to provide resources for a desired purpose without any 
prejudice to the sustainability of a government’s financial position.
26 D. Kim and M. Saito, A Rule-Based Medium-Term Fiscal Framework 
for Tanzania, IMF WP 09/109.
27 “Going forward with economic development strategies, rule-based 
fiscal policy could ensure that the annual fiscal position is consistent 
with economic stability, fiscal sustainability, and long-term economic 
growth.”
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financing in a single year, (ii) a limit on non-concessional 
external borrowing; and (iii) a limit on the change in the 
ratio of spending to GDP. They point out that there is 
increasing need for Tanzania to consider shifting from 
annual NDF targeting to a rule-based medium-term fiscal 
policy framework (MTFPF). An MTFPF could (i) provide 
more flexibility for countercyclical policy; (ii) help define the 
fiscal space available for more infrastructure spending; 
and (iii) facilitate regional convergence and economic in-
tegration (e.g., the EAC monetary union). In practice fiscal 
policy is anchored on a variety of budgetary anchors, the 
more typical ones being the budget balance, and debt 
ratios. Any complementary rules or indicators should be 
instituted in the light of specific country requirements and 
objectives (such as poverty reduction which may neces-
sitate an expenditure rule, or growth which may require a 
public investment rule, ratio of non-discretionary spending 
to indicate the degree of flexibility in budget formulation). 

2.7.3.7 The crucial importance of an effective PFM system, 
and its minimum desirable features, for conducting fiscal 
policies were emphasized in the earlier section. In that 
context, it is important that the Ministry of finance has 
a strong macroeconomic pillar to produce macroeco-
nomic projections, and a strong budget pillar to generate 
and guide the budgetary cycle. In addition, the parliament 
should possess the capacity to assess budget proposals of 
the government for which it should have an independent 
Budget Office, and a strong Finance Committee of MPs 
as a gatekeeper. A strong and independent audit office, 
as well as effective procedures for internal audit at line 
ministries level, will round up an effective PFM set up. 
In the course of developing and implementing the PFM, 
the authorities would also be able to identify institutional 

and other weaknesses, which could be addressed in the 
regional context of multilateral surveillance. Identifying 
institutional weaknesses and providing technical assist-
ance to address those weaknesses will enable countries to 
develop, in due course, the other two components (MTBF, 
and MTEF) of the medium-term financial framework to 
further improve PFM that could underpin a robust MFSF.

2.7.3.8. Several governments, both in developed and 
emerging market countries have adopted formal medium-
term fiscal frameworks to guide fiscal management and 
adopted fiscal responsibility acts to enforce PFM sys-
tems. New Zealand and Australia were among the first 
countries to reform their PFM, with New Zealand enacting 
the Fiscal Responsibility Act in 1994 that expounded five 
principles (relating to debt, fiscal balance, government’s 
net worth, fiscal risks, and predictability and stability of 
tax revenues) of responsible fiscal management that 
Governments are required to follow and publicly assess 
their fiscal policies against those principles. Should the 
Government depart from those principles, the Minister 
of Finance has to specify reasons for departure, the ap-
proach to be taken to return to the principles and the 
period of time this is expected to take. 

2.7.3.9. The IMF, the World Bank and other development 
partners have also helped developing countries, including 
many in Africa, in devising PFM frameworks to enable 
them to reform their public finance management. Many 
among them, including countries like India, Brazil, and 
Nigeria have enshrined these systems in the equivalent 
of fiscal responsibility acts to enforce their effectiveness. 
Table 2-4 summarizes the main features of Brazil’s budget 
law as an illustration of these practices:

Table 2-4: Main features of Brazil’s fiscal responsibility law (FRL)
The FRL is a comprehensive law, whose features include:

 Î Detailed provisions for budget preparation and execution.

 Î Numerical limits for some fiscal indicators (e.g., the ratio of net public debt to net revenues; and the ratio of personnel 
expenditures to net revenues).

 Î Provisions to restrict expenditure commitments in the final year of government.

 Î Limits on the borrowing activities of sub-national governments.

 Î Transparent fiscal reporting. The government must present: multiyear fiscal targets; targets for the primary balance and 
public debt for the following three fiscal years; a description of fiscal risks with an assessment of contingent fiscal liabilities.

 Î Strong sanctions for non-compliance (the FRL is accompanied by a Fiscal Crimes Law).

Source: Lienert and Israel (2010)
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2.7.3.10 A recent publication by the IMF (FAD) staff33F28 
from which the above Brazilian illustration is reproduced, 
provides an excellent review of current practices relating 
to Budget System Laws (BSL) and recommendations 
on how those laws may be formulated. The following 
paragraphs reproduce some relevant observations and 
recommendations: 

 A BSL is “the formal expression of rules that govern 
budgetary decisions made by the legislature and the 
executive. The objectives of the formal rules are to 
specify what budgetary processes are prescribed in 
law, who is responsible, and when key budgetary 
steps should be taken. The BSL should be a tool 
that enables the authorities to achieve their desired 
policy objectives.”

 “In particular, the BSL should provide the framework 
for achieving five aims of a well-functioning public 
financial management (PFM) system: (i) attaining 
short-term macro fiscal stability and medium-term 
fiscal sustainability; (ii) enhancing the allocation of 
budgetary resources; (iii) improving the efficiency 
of spending; (iv) ensuring that cash is managed 
optimally; and (v) improving the quality of budget 
information presented to parliament and the public.”

 “A diagnostic review of a country’s budget system, 
its fiscal institutions, and decision-making processes 
may be a necessary first step before changes to the 
BSL can be proposed to address specific issues of 
the PFM system. Each country’s specific institutional, 
legal, and cultural features need to be considered 
prior to drafting amendments to an existing BSL or 
preparing a new BSL to cover specific aspects of 
budget processes.”

2.7.3.11 On the basis of their survey of BSL practices 
in various countries, Lienert and Fainboim have listed 
the principles shown in Table 2-5 that could guide the 
reform of domestic BSL.

28 I. Lienert and I. Fainboim, Reforming Budget System Laws, 2010

Table 2-5: Sound Principles for a Budget System 
Law (BSL)
Overarching Principle

1. Authoritativeness: Decision-making authority is specified 
clearly in the BSL. The executive prepares a draft annual 
budget law and supporting documents such as a fiscal 
policy strategy paper and a medium-term macro-fiscal 
framework; the legislature approves the annual budget, 
possibly after amendments; no expenditure can be made 
without approval of the legislature; the executive implements 
the annual budget and provides reports on implementation. 
It also has the authority to close and open public bank ac-
counts. The authority to modify the approved budget law is 
specified in the BSL.

Classical Principles

2. Annual basis: Budget authority is for a 12-month period. 
Exceptions are specified in the BSL, including multiyear 
appropriations and end-year carryovers. The annual budget 
law is enacted prior to the year to which it refers. All transac-
tions are estimated for their one-year effect.

Comprehensiveness: 

3. The “universe” (e.g., central government) is specified 
clearly. All revenues and expenditures are included in the 
budget on a gross basis. Expenditures are not offset by rev-
enues: the BSL specifies any exceptions. Extra budgetary 
funds are minimal, being established by law. Contingency 
funds are included in the budget law. Tax expenditures and 
quasi-fiscal activities are reported.

Unity:

4. The budget presents, and the legislature approves, all 
receipts and payments in the same annual budget law. For 
expenditures, there is no “dual” budget system that splits 
current and development (or capital) transactions (this is 
best implemented if there is also unity of budget administra-
tion – one central budget authority). For revenues, there is 
an option between (i) approving all new revenue measures 
in the annual budget law or (ii) approving revenue measures 
only in laws other than the annual appropriations laws (the 
principle of exclusivity, which may be included in the BSL).

1. Comprehensiveness:

5. Common pooling (or fungibility) of revenues: All resources 
are channeled into one common fund.

Specificity:

6. Revenues and expenditures are approved with some de-
tail in the budget estimates. Authorized spending is intended 
for particular purposes (inputs or programs/outputs).
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Balance:

7. Budget payments are balanced by receipts (accounting 
balance, cash basis). Budget expenses are balanced by 
budget revenues and financing (accrual basis). “Balance” is 
well defined and may be subject to legal limitations.

Modern Principles

Accountability:

8. The executive must account to the legislature for how it 
has met its responsibilities at least twice a year. An inde-
pendent external audit body reports at least annually to the 
legislature on budget execution and annual government 
accounts. Within the executive, the accountability of budget 
managers is clearly defined.

Transparency:

9. The roles of public bodies are clear. Timely and regular 
financial and nonfinancial information on the budget is pub-
licly available. The terms used in the BSL are clearly defined.

Stability:

10. Short-term policy stability: anchoring commitments to 
achieve targets for revenues, total expenditures, fiscal bal-
ance or public debt, specified in the context of a regularly 
updated medium-term budget framework. Medium-term fis-
cal sustainability is also another important aspect of stability.

Performance:

11. The expected and recent past results (outputs and/or 
outcomes) of budget programs are reported in the budget 
document.

2.7.3.12 Many countries in Southern and Eastern Europe 
have utilized BSL frameworks to meet relevant criteria for 
accession to EMU. Their experience suggests that African 
countries aiming to form monetary union and ensuring 
appropriate PFM systems could follow a similar pattern: 
strengthening their PFM systems and underpinning their 
effectiveness and enhancing their ownership by reforming 
existing, or enacting new, Budget System Laws.

2.8  Trade issues
2.8.1 The generic institutional structure for surveillance 
suggested above included the establishment of a Com-
mittee of Trade Ministers that should follow and en-
courage trade integration as an integral part of MFSF. 
This inclusion follows from the findings, referred to in 
the earlier part of this report, that member countries’ 
incentive for implementing fiscal convergence criteria is 

directly related to the degree of trade integration within 
the region. Almost all African countries are now mem-
bers of one or more FTAs, but in almost all these cases 
results in terms of either increased intraregional trade or 
increased investment and competitiveness have been 
disappointing. It is necessary, therefore, to embed the 
trade agenda in the fiscal surveillance framework with 
the view to operationalizing it with the same urgency 
as the fiscal convergence agenda proposed above. 
The immediate objective of this approach would be to 
remove barriers and facilitate intra-regional trade, and 
to improve the business climate in each REC to encour-
age domestic investment and FDI flows and improve 
competitiveness. Parallel with the MFSF, it is proposed 
that the RECs aiming to form a monetary union should 
also introduce a regional surveillance framework for 
trade integration based on regional benchmarks to be 
achieved by member countries through the development 
and implementation of national programs for regional 
trade integration, incorporating those benchmarks. As 
with the fiscal program, the trade program would also 
be implemented at variable speeds in different countries 
depending upon their individual circumstances and time-
table for joining the monetary union.

2.8.2 The Multilateral Trade Surveillance Framework 
(MTSF) should aim at (1) improving intra-regional con-
nectivity through trade and transport development; (ii) 
improving business environment in member countries; 
and (iii) improving global competitiveness of member 
countries. To that effect, regional efforts would be directed 
at coordinated improvement of transport infrastructure 
and trade facilitation, including harmonized cross-border 
regulations, procedures, and standards to reduce trans-
port costs and time for transiting goods and people. The 
experience in the development and implementation of 
the Transport and Trade Development Strategy of the 
CAREC region in Central Asia may be a good example 
to follow here. The transport development part of the 
strategy aims at reforming three pillars: infrastructure, 
management, and technology. Trade facilitation refers 
to “the simplification and harmonization of international 
trade procedures, including the activities, practices, 
and formalities involved in collecting, presenting, com-
municating, and processing data and other information 
required in the movement of goods in international trade” 
(WTO). The main objective of trade facilitation is to reduce 
transaction costs and time by improving administrative 
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efficiency and simplifying, standardizing and harmonizing 
trade procedures. Some of the measures that CAREC 
has expounded include improving border cross points 
(infrastructure upgrades and modernization of border 
cross points), and a single window to file declarations 
and manifests.

2.8.3 Trade integration efforts could also go beyond 
just the transport and trade facilitation policies and in-
clude the development of Special Economic Zones in 
individual member countries (the Chinese experience), 
and Growth Triangles (such as the Greater Mekong 
Sub-region Asian Development Bank-supported project) 
that aim at developing adjacent regions across borders 
of two or more countries. These projects involve ap-
plying immediately the trade and investment liberaliza-
tion practices that characterize common markets, and 
administrative autonomy from the member countries’ 
central administration.

2.8.4 The MTSF would involve setting up regional poli-
cies and goals in transport development (e.g. transport 
corridors) and trade facilitation (e.g. identification and 

removal of non-tariff barriers) and ask member countries 
to formulate and implement medium-term programs to 
improve business environment and national productiv-
ity and competitiveness. The latter programs could be 
linked to the regional trade integration index (see Chap-
ter 4 below), World Bank’s Index of Doing Business, 
and the joint World Economic Forum and World Bank 
Global Competitive Index to assess their progress. The 
national programs would aim at specified improvement 
in their respective standing in these indices over a time 
period of a country’s own choosing depending upon its 
circumstances and willingness to undertake the neces-
sary reforms. These indices would form the basis of 
multilateral surveillance (in conjunction with MFSF), and 
help address the coordination problem at the regional 
level and accelerate regional integration if embedded 
with the monetary union agenda. The overall program 
could be supported, financially and technically, by the 
resources of the above-proposed regional integration 
fund, supplemented by loan and grant resources from 
the development partners (e.g. aid for trade funds), and 
participation of the private sector.
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3.1 Background 
3.1.1 African RECs have generally looked to the experi-
ence of the EMU in formulating their fiscal convergence 
programs as part of their efforts to establish monetary 
unions. However, conditions, and circumstances of Africa 
do not replicate those of Europe. The EMU experience, 
although relevant, may not provide them with a complete 
example to follow, and African RECs may wish to learn 
from the experiences of Asia and other developing regions 
that have fostered economic and financial integration 
and draw appropriate lessons. 

3.1.2 Accordingly, this chapter aims to provide back-
ground information on the fiscal policy coordination and 
surveillance towards and in monetary unions in other 
regions with the objectives of: (1) gaining insight into their 
modalities and experiences in promoting fiscal discipline 
and conducting surveillance of the observance of fiscal 
convergence criteria in member countries; and (2) drawing 
possible lessons for East and Southern African RECs, 
COMESA in particular. To that end, this chapter reviews 
the experiences of fiscal policy design, implementation, 
convergence and surveillance in the existing monetary 
unions such as the euro zone, CEMAC and WAEMU, and 
those RECs moving towards monetary unions such as 
WAMZ and others in Latin America and Asia. Additionally, 
this chapter also reviews the role and modalities of the 
IMF in conducting multilateral and regional surveillance, 
particularly examination of policies pursued under cur-
rency unions, and the more recent G-20 Mutual Assess-
ment Program (G-20 MAP).

3.2 Euro Zone Experiences
3.2.1 Policy Design, Coordination, and Implementation

3.2.1.1 Economic and Monetary Union (EMU) can be 
roughly designed as a regional governance framework. 
In the words of one policy analyst, “EMU is a system of 
economic governance in which the different elements 
– monetary policy, fiscal policy and supply-side policies 
– have been brought together in a policy framework 
that differs markedly from those of Member States. 
Because of political imperatives that have resulted in a 
delicate balance of power between Member States and 

29 This section also draws upon a paper presented by R.J. Bhatia 
(op cit) at the joint COMESA/AfDB workshop in Mauritius in December 
2009.

the supranational level, EMU has also had to establish 
means of coordinating a range of national policies in 
an explicit and ordered manner. The Treaty explicitly 
requires the European Central Bank (ECB) to assure 
price stability. Fiscal policy remains with Member States, 
but there are obligations to maintain the soundness of 
public finances, backed up by the Stability and Growth 
Pact (SGP) rules.”30. The constraints on national poli-
cies are particularly significant in the fiscal field where 
the EU laws oblige member states to respect specific 
convergence criteria and to eschew monetary financing 
and privileged access to credit facilities, while prohibiting 
bail out financing by partner countries. This system of 
policy coordination reflects the conviction that the nor-
mal function of an economic and monetary union, with 
its single currency and single monetary policy, requires 
supportive union-area fiscal stance and convergence. 

3.2.1.2 In the EMU, specific provisions have been made 
towards that requirement, both for countries that are 
already members of the EMU and for other countries 
of EU aiming to enter the euro zone. EU fiscal rules are 
aimed at creating right incentives for fiscal policy mak-
ers; and creating room for budgetary manoeuvre within 
prudent deficit limits; and preventing adverse spill-over 
of higher interest rates from borrowing by member coun-
tries. Adherence to EU fiscal rules is monitored through 
multilateral surveillance under EU laws and regulations. 
The formal framework comprises of three components: 
the Lisbon Treaty, the Stability and Growth Pact, and 
Economic and Financial (ECOFIN) Council’s Regulations. 

3.2.1.3 The EU Lisbon Treaty forms the primary regional 
law for enforcing multilateral fiscal surveillance over the 
Euro Zone. It is based on seven building blocks: (1) 
Excessive Deficit Procedure (Article 126); (2) Protocol 
on the Excessive Deficit Procedure (EDP) with the refer-
ence values of 3% of GDP for government deficit and 
60% of GDP for gross debt; (3) the relevant provisions 
underpinning aggregated fiscal discipline; (4) coordina-
tion of economic policies (Article 121); (5) no monetary 
financing of governments by ECB or national central 
banks (no overdraft or any other credit facility, Article 
123); (6) no privileged government access to financial 

30 I. Begg, Hard and Soft Economic Policy coordination Under EMU: 
Problems, Paradoxes, and Prospects. Centre for European Studies, 
Working Paper No.103.



33CHAPTER 3: EXPERIENCES FROM OTHER REGIONS

institutions (Article 124); and (7) no bail out (no mutual 
financial support, Article 125). 

3.2.1.4 The EU Stability and Growth Pact is worked 
out as the secondary law to operationalize the primary 
regional law. According to the SGP, stability programs 
need to be submitted annually by Euro area Member 
States, outlining macroeconomic projections and fiscal 
policy plans for the next three years. The SGP also stipu-
lates the Medium-Term Objective (MTO) for EU member 
countries which requires that member countries achieve 
“close to balance or surplus” in their respective budgets. 

3.2.1.5 The MTO is technically defined as structural 
balance (cyclically-adjusted balance, net of one-off and 
temporary measures). Minimum benchmarks have been 
set for EU member states: (1) staying at distance from 
3% deficit limit (depending on real GDP growth volatility 
and budgetary elasticities); (2) making progress towards 
fiscal sustainability (reduction of high debt ratios), thus 
leaving room for budgetary manoeuvre through automatic 
stabilisers; and (3) moving on to an adjustment path to 
the MTO: 0.5% of GDP structural adjustment per year. 
The MTO is aimed at maintaining sound fiscal positions. 
When EU member states’ budget balances are in line 
with the MTO and thus safely below the deficit limit of 
3% of GDP, automatic stabilisers can operate freely in a 
cyclical upturn/downturn (but in an economic crisis, they 
have to be capped, as shown in Figure 3-1)31.

3.2.1.6 Article 99 of the Lisbon Treaty also stipulates the 
issuance of annual Broad Economic Policy Guidelines 
(BEPGs) as the overarching policy framework for member 
countries. The BEPGs are at the heart of the co-ordination 
process of which SGP is only one component along with 
others32. The BEPGs are politically but not legally bind-

31 A. van Riet, The experience with multilateral fiscal surveillance in 
the euro-area. Mauritius, December 2009.
32 I. Begg, (op cit) classifies various coordination policy components 
in the EU as firm rules (surveillance and dialogue- ECOFIN) that are 
substantial and disciplinary, and loose agreements (macroeconomic 
dialogue on structural policies) that are procedural and largely advisory. 
His assessment of coordination in EU is summarized as follows: “What 
is conspicuously missing however, is any formal means of coordina-
tion between fiscal and monetary policy, the conventional notion of 
the policy mix; … there is provision for dialogue between monetary 
policy and other policy domains, but no overt channels for joint decision 
making, although there are the two mechanisms shown for exchanges 
of views, including the political forum of the Euro group. Thus, on one 
of the key issues of policy management, it is soft procedures which 
dominate and which, in practice, represent the sole means of arriving 

ing; no sanction mechanisms are foreseen. Compliance 
is voluntary and based on peer pressure. At the outset, 
the BEPGs were very general in scope, but recommen-
dations became more concrete and specific over time, 
and country-specific recommendations gradually gained 
in importance, until broadly providing a mirror image of 
Community-wide guidelines; The Broad Economic Policy 
Guidelines also set parameters for fiscal policy and some 
Member States have internal rules as well33. In particular, 
the effectiveness of the BEPGs as a tool for multilateral 
surveillance was improved in 2000, with the introduc-
tion of an annual Implementation Report that provides 
ex post surveillance by assessing the extent to which 
Member States have followed the recommendations set 
by the BEPGs. The Implementation Report is presented 
shortly before the BEPGs of the following year and helps 
sharpen the focus of the latter.

3.2.1.7 In the case of member countries, the fiscal sur-
veillance mechanism operates with two arms: the pre-
ventive arm, and the corrective arm. The annual stability 
programs of member countries are the centrepiece of the 
European Commission that initiates deficit procedure by 
preparing a report whereas the ECOFIN Council acts by 
majority (excluding the country concerned). The ECOFIN 
Council, in conducting a “peer review” of the case, ex-
ercises some discretion in assessing whether or not the 
reported deficit (over 3% of GDP) exists: if in its judgment 
exceptional and temporary factors have worsened the 
fiscal situation, or if the actual deficit is close to 3% of 

at an overall macroeconomic policy orientation. One consequence 
of this arrangement is that opportunities for normative input into the 
choice of policy are severely circumscribed, so that the underlying 
“stability” model is not subject to challenge.”
33 I. Begg, op cit.
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GDP, it may decide that a decision that such a deficit 
exists is not warranted. On the other hand, if it concurs 
with the EC’s finding, then it issues a recommendation 
to correct the deficit; and sets a deadline for correction 
(usually the year after identification) and the correction 
path (minimum annual adjustment of 0.5% in structural 
terms). The concerned member country is expected to 
implement corrective measures under regular monitoring. 
If the deficit is corrected, ECOFIN Council will abrogate 
(i.e. revoke the EDP decision). However, if the deficit 
situation is not corrected, the Council issues new recom-
mendation with new a deadline, and may take further 
steps to tighten the procedure. Further steps, among 
others, include making recommendations public; giving 
notice; imposing sanctions (non-interest bearing deposit; 
ultimately fine).

3.2.1.8 The European Commission assesses annually 
the progress of EU candidate countries with respect to 
the Copenhagen Agreement (i.e., Membership criteria). 
Based on the annual progress report and the related 
recommendations, EC adopts a list of Accession Priori-
ties (for the Candidate Countries) and European Priorities 
(for potential Candidates, i.e., currently Western Balkan 
countries). Those priorities define certain measures that 
the related national authorities should address, e.g., 
property right protection, rule of law, trade liberalisation, 
stricter banking supervision, and so on). It may be noted 
that these measures go well beyond fiscal or, indeed, 
economic and financial, measures, and are intended to 
foster convergence in socio-political domains, too. In 
order to facilitate the implementation of these measures, 
the EU offers financial support (currently called IPA, 
Instruments for Pre-Accession).

3.2.1.9 In order to prepare Candidate Countries and 
potential Candidate Countries for their reporting obli-
gations, once they are EU members, the EU Council 
in 2000 established the so-called Pre-Accession Fiscal 
Surveillance Procedure. This procedure includes the Pre-
Accession Economic Programme (PEP) and the Fiscal 
Notification. Currently, each candidate country presents 
their PEPs to the Director General of Economic and Finan-
cial Affair Committee by the end of each January. Each 
PEP comprises four main sections: a review of recent 
economic developments, a detailed macroeconomic 
framework, public finance developments and prospects, 
and structural reform plans. The program ought to provide 

a coherent and consistent macroeconomic framework, 
and identify the main objectives of macroeconomic policy 
with the corresponding intermediate goals. The Director 
General of Economic and Financial Affair Committee 
then provides an evaluation of the programme and puts 
forward the related requirements for potential member 
countries to progress towards actual membership. The 
framework of analysis comprises developments in prices, 
fiscal balances, debt ratios, exchange rates and long-
term interest rates as well as other factors.

3.2.2 EU Experiences in Fiscal Convergence and Surveil-
lance: Lessons Learnt 

3.2.2.1 Despite a fairly comprehensive MFSF, including 
reporting, assessment, review, and the EDP, overall the 
system has failed to instil fiscal discipline or fiscal con-
vergence, as is evidenced by budget deficits (compared 
to the 3% limit) in many countries, including Germany 
and France, during 2001-03, the persistent existence 
of debt ratios over the limit of 60% of GDP in several 
countries, and (more dramatically) the present Greek 
crisis and vulnerable fiscal situation in Ireland, Portugal, 
and Spain. The Greek-generated crisis for the Euro Zone 
has led the authorities to undertake an in-depth review 
of the surveillance system and they have recently agreed 
to further tighten the surveillance system, including the 
operation of the EDP34.

3.3 Sub-Saharan African Experiences 
This section reviews the experience of Sub-Saharan 
African experiences with a focus on Central and West 
African RECs. Since Sub-Saharan African experiences 
is discussed in details in the Bank Working Paper on 
Supporting Macroeconomic Convergence in African 
RECs (AfDB, 2011), this section will focus on two existing 
African monetary unions (WAEMU and CEMAC) and one 
(WAMZ) projected to be moving towards a monetary un-
ion. WAEMU is made up of seven West African countries; 
CEMAC consists of five central African countries, and 
WAMZ of six countries. Most members of these three 
arrangements are either or both HIPC and MDRI Initia-
tive (Figure 3-2) and budget support eligible countries. 

34 In contrast to member counties, the EMU’s fiscal surveillance 
mechanism has served well in guiding reforms in other countries of 
the EC that aspiring to join, or have joined, the Euro Zone.
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3.3.1 WAEMU and CEMAC 

3.3.1.1 The West African Economic and Monetary Union 
(WAEMU) and the Central African Economic and Mon-
etary Union (CEMAC) share a similar history. Both the 
unions were established by Treaties, and replaced the 
former monetary unions (WAMU and CAMU) in the after-
math of the economic crisis (resulting in the devaluation 
of their currencies in early 1990s) experienced by their 
predecessors with their respective common currency and 
common central bank. Realizing that the macroeconomic 
imbalances within the region that led to the devaluation 
were caused mainly by the increasingly large fiscal imbal-
ances and public debt, and accumulation of domestic 
and external arrears, the two arrangements include, as 

their central feature, the aim of achieving sustainable fis-
cal balance and convergence among member countries 
through a mechanism of multilateral surveillance based 
on quantitative performance criteria. In both the unions, 
convergence criteria include various primary criteria and 
secondary criteria, with emphasis on fiscal criteria; for 
example, in the case of WAEMU, six of the eight total 
convergence criteria relate to fiscal policies35. 

3.3.1.2 The WAEMU Treaty also requires harmonization 
of budget legislation and procedures in order to ensure 
their synchronization with multilateral surveillance pro-
cedures. Accordingly, during 1997-2000, the WAEMU 
Commission issued six public finance management (PFM) 
circulars to be implemented in its member countries. 
The directives were related to: (i) annual budget laws for 
the preparation, presentation, and approval of annual 
budgets, (ii) public accounting regulations, (iii) budget 
classification, (iv) the chart of accounts, (v) presentation 
of the summary of the budget, and (vi) fiscal transpar-
ency. In June 2009, the Council of Ministers approved 
revised directives that were prepared by the Monitoring 
Commission in consultation with the IMF. The revisions 
have three main objectives: (i) harmonize the rules for 
the entire budget process in all member countries, (ii) 
promote effective and transparent PFM in all member 
countries and (iii) enable comparability of public finance 
data for effective multilateral surveillance and national 
budgetary policies.

3.3.1.3 Both monetary unions have also set up a re-
gional surveillance mechanism to monitor and enforce 
progress towards satisfying the performance criteria. 
The WAEMU’s Solidarity Pact requires member coun-
tries during the transition period from the date of entry 
into force of the Pact (2002) to prepare convergence 

35 The convergence criteria to be observed by member countries 
included four primary criteria and four secondary criteria pertaining to 
public finances, real sector, balance of payments, and common cur-
rency. The primary criteria are composed of: (i) basic fiscal balance as 
percentage of GDP (zero or positive), (ii) public debt as ratio of GDP 
(not to exceed 70%), (iii) average annual inflation rate (not greater than 
3%), and (iv) non-accumulation of domestic arrears. The secondary 
criteria prescribes: (i) the ratio of wage bill to tax revenues should not 
exceed 35%; (ii) ratio of domestically financed investment to tax revenue 
must be at least 20%; (iii) ratio of current external deficit, excluding 
grants, to nominal GDP should not exceed 5%; and iv) the ratio of 
tax to GDP must be 17% or more. Given that monetary policy for the 
region is determined by the independent common central bank, the 
emphasis of the convergence criteria is on ensuring fiscal stability and 
sustainability.

Completion Point Decision Point Pre-Desicion Point

Benin Burundi CAR

Burkina Faso Chad Comoros

Cameroon Dem. Rep. 
Congo

Côte d’Ivoire

Ethiopia Congo Eritrea

Ghana Gambia Liberia

Madagascar Guinea Somalia

Malawi Guinea Bissau Sudan

Mali Togo  

Mauritania

Mozambique

Niger

Rwanda

Sao Tomé & 
Principe

Senegal

Sierra Leone

Tanzania

Uganda

Zambia

18 7 8

Figure 3-2: HIPC eligible african countries



36 FACILITATING MULTILATERAL FISCAL SURVEILLANCE IN MONETARY UNION CONTEXT WITH FOCUS ON COMESA REGION

programs with annual objectives of ensuring compliance 
with the convergence criteria. Semi-annual reports on the 
implementation of policies are prepared and reviewed by 
the Council of Ministers, which is charged with monitor-
ing progress towards convergence. A member country 
not satisfying one or more of the primary criteria is so 
notified by the Council of Ministers and is required to 
prepare, in cooperation with the WAEMU Commission, a 
program of corrective measures. The WAEMU Commis-
sion is charged to verify that the proposed measures are 
consistent with the resolution of the Council of Ministers 
on the non-performance and the Union’s economic 
objectives. If the program of corrective measures fails 
to achieve the desired result, a new set of appropriate 
measures is prepared by the WAEMU Commission to be 
approved by the Council of Ministers and implemented 
by the member country. In 2004, CEMAC also adopted 
a regional surveillance framework, which is conducted 
by the CEMAC Commission to prevent occurrence of 
fiscal deficits.

3.3.1.4 Both monetary unions have also included a sanc-
tions mechanism, as part of the surveillance framework, 
that activates when a member country, whose perform-
ance has deviated from the prescribed convergence 
criteria and is required by the Council of Ministers to 
prepare and implement a program of corrective meas-
ures, has not implemented that program. In the case of 
WAEMU, the sanctions mechanism ranges from moral 
persuasion to the withdrawal of West African Develop-
ment Bank financing to the outright suspension of central 
bank financing.

3.3.1.5 Despite the above fiscal convergence mechanism, 
both the unions have failed to make progress towards 
fiscal stability or fiscal convergence. Thus, notwithstand-
ing the fulfillment of the revised 2008 fiscal convergence 
criteria that aimed at reducing the impact of the varia-
tions in oil prices in the budget balance, by all member 
countries except Chad during the period since 2004, an 
IMF staff study36 demonstrated that, taking into account 
broader aspects of fiscal policy in terms of fiscal stance 
(measured as the deviation of actual budget balance 
from a “cyclically neutral budget balance”) and fiscal 
impulse (measured as the change in the fiscal stance 

36 J. Wiegand, Fiscal Surveillance in Petro Zone; The Case of CEMAC. 
IMF WP 04/08

from the previous year), the present fiscal convergence 
criteria do not serve the regional objectives of preserving 
fiscal sustainability adequately. In the case of WAEMU, 
on the other hand, another IMF staff study concluded 
that the magnitude of fiscal adjustment implied by the 
convergence criteria would require additional adjustment 
in nearly all the countries, and that these additional meas-
ures are not equal in all the countries, in part reflecting 
different initial conditions37. 

3.3.1.6 Apart from the above conceptual problems, 
actual performance in terms of convergence of member 
countries in both the unions has been unsatisfactory. 
For example, the IMF’s Surveillance Report of WAEMU 
2008 shows that “overall progress on macroeconomic 
convergence continued to stagnate, and all but one 
country missed the fiscal convergence criterion.” In that 
year, the overall region’s budget deficit, excluding grants, 
amounted to about 6% of GDP, as did the current ac-
count deficit. The original PFM directives were also not 
fully implemented in any of the countries. Many member 
countries could not, or did not, transpose the directives 
into national laws, or if they did they did not implement 
them fully. There were also some inconsistencies within 
and between the directives, detail, and obsolescence of 
several provisions and omissions that may have hindered 
their implementation. 

3.3.1.7 The above discussion highlights the weaknesses 
in the surveillance framework of the two Monetary Unions. 
It would seem that the framework at present is not prop-
erly designed in terms of either appropriate fiscal criteria 
(choice and quantification), provides little or no incentive 
or sanctions for member countries to fulfill fiscal criteria, 
and witnesses weak country-level PFMs that are either 
not addressed or are being addressed only recently, and 
weak review and follow-up mechanism.

3.3.2 The West African Monetary Zone (WAMZ)38

3.3.2.1 The WAMZ experience is interesting because 
its six member countries (the Gambia, Ghana, Guinea, 

37 D. Ousmane and J-C. Nachega, IMF WP 00/109
38 This section summarizes the paper by J.H. Tei Kitcher of the West 
African Monetary Institute, entitled “Multilateral Fiscal Surveillance in 
the WAMZ: What Have We Learnt?”, presented at a Joint AfDB and 
COMESA workshop in Mauritius in December 2009. 
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Nigeria, Sierra Leone and Liberia39) in West Africa formally 
agreed in December 2000 on the launching of the Zone 
with the objective of establishing a common central 
bank and introducing single currency. Like COMESA, 
and other RECs in Africa, the establishment of WAMZ 
was to be implemented in stages, beginning January 
2001, with the harmonization of macroeconomic policies 
through compliance with certain convergence criteria, 
the operationalization of an exchange rate mechanism, 
culminating in the introduction of the single currency. 

3.3.2.2 The launch of the Union, however, has been 
postponed several times, but in the meantime WAMZ 
agenda has been expanded to transform it into a full 
economic and monetary union. A revised roadmap has 
now been adopted. This delay has occurred despite the 
incorporation in the initial program of the requirement to 
meet a set of convergence criteria, and address issues 
such as statistical harmonization and payments system 
development, financial contributions to the future com-
mon central bank and the establishment of a Stabilization 
and Cooperation Fund. A revised roadmap has been 
adopted that includes a review and harmonization of the 
convergence criteria40, the harmonization of statistics, 
domestic policies and the legal, accounting and statistical 
framework for public finance.

3.3.2.3 WAMZ Treaty envisages overseeing members’ 
compliance with the criteria and guidelines provided by 
the Convergence Council. It involves both off-site and 
on-site monitoring of developments in member coun-
tries’ economies. The on-site surveillance is undertaken 
through a questionnaire, followed by WAMI staff visits for 

39 On 16 February 2010, the Republic of Liberia acceded to the 
membership of the West African Monetary Zone, following the sign-
ing of the Protocol by the Chairman, Authority of Heads of State and 
Government of the WAMZ, H.E. Dr. Ebele Goodluck Jonathan, Ag. 
President of the Federal Republic of Nigeria, and the President of the 
Republic of Liberia, H.E. Ellen Johnson Sirleaf.  Prior to the country’s 
accession, the WAMZ comprised five countries: The Gambia, Ghana, 
Guinea, Nigeria, and Sierra Leone.
40 WAMZ convergence criteria, totaling 10, are also grouped under 
primary (4) and secondary (6) criteria. Two primary criteria and four 
secondary criteria concern the fiscal area. The criteria are: Primary- 
inflation ≤ 5%, ratio of budget deficit (excluding grants and on com-
mitment basis) ≤ 4%, central bank financing of the budget ≤ 10% 
of previous year’s tax revenue, gross official reserves≥ 3 months of 
imports; secondary: no new arrears and liquidation of old arrears, tax 
revenue ≥ 20% of GDP, wage bill/tax revenue≤ 35%, public investment 
to tax revenue≥ 20%. Positive real interest rates, real exchange rate 
stability vis-à-vis WAMZ  ERM.

discussions. The WAMI staff also maintains regular off-
site monitoring and the two types of monitoring enable 
the staff to prepare Macroeconomic Developments and 
Convergence Reports on each country, semi-annually 
and annually. These report focus on the macroeconomic 
policy thrust, overview of macroeconomic developments, 
and status of convergence of each country and policy 
recommendations in all sectors of the economy.

3.3.2.4 The surveillance system in WAMZ is operated 
by the following organs:

 Î Convergence Council, comprising the Ministers of 
Finance, Foreign Affairs, Trade/Commerce, and Gov-
ernors of the central banks;

 Î Committee of Governors of central banks that acts 
as the technical supervisory body;

 Î Technical Committee, comprising Directors of re-
search of central banks and representatives of the 
Ministry of Finance, that reviews reports and makes 
proposals for consideration of the Committee of 
Governors and the Convergence Council;

 Î WAMI, which serves as secretariat to WAMZ or-
gans. In discharging its surveillance functions, the 
Convergence Council provides both peer pressure 
(to correct the aberrations if persisting) and peer 
support by providing assistance and sharing relevant 
experience and practices from within the Zone and 
internationally. At the national levels, there are Na-
tional and Zonal Committees to deal with WAMZ 
programs and obligations. These are the national 
Sensitization Committees, the national Payments 
System Development Committees, and the Zonal 
Payments System Development Committee.

3.3.2.5 An innovative feature of WAMZ is the attempt by 
WAMI to draw up, in 2003, a Program of Macroeconomic 
Convergence for each member country, based on the 
realization that member countries were at different lev-
els of macroeconomic performance, and would require 
different timeframes to converge. These programs were 
discussed with country authorities, agreed upon and 
owned by them, and adopted by WAMZ authorities. 
These programs formed the basis of surveillance during 
2003-2005. Although WAMZ has prescribed a total of 
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ten convergence criteria, only two (budget deficit, and 
domestic arrears) relate to fiscal position. Interestingly, 
no mention is made of public debt.

3.4 Asian Experiences41

3.4.1 Regional Integration Trend

3.4.1.1 Asian regional arrangements have taken myriad 
forms, have been either principally market-driven or price-
driven and either homegrown or promoted by external 
circumstances or by development partners. Whatever 
their origin and form, however, Asia has proved to be 
most successful in promoting regional integration. The 
existing regional arrangements fit into one or more of the 
permutations and combinations between various models: 
cooperation, integration, homegrown, externally inspired, 
market-driven, and policy-driven. Regional cooperation, 
as distinguished from regional integration, is a relatively 
recent phenomenon in Asia, though its expansion in re-
cent years, particularly after the Southeast Asian financial 
crisis in 1997, has far outpaced that in other parts of the 
world. Presently, nearly every Asian country is a member 
of one or more regional arrangements. Indeed, intra-
Asia cooperation is now the mainstream of national and 
regional policies of most Asian countries, and includes 
not only the public sector but also the private sector.

3.4.1.2 Amongst the formal treaty-based associations, 
ASEAN is the most successful and important organiza-
tion. Since its formation in 1967, it has broadened its 
objectives to include economic and social development, 
and political security in the region. In the process, it has 
established and strengthened its institutions, and intro-
duced innovative instruments and mechanisms to pursue 
those objectives. These developments have taken place 
within the overall guiding philosophy, which recognizes 
the voluntary participation of each of the member states 
and strives to build cooperation in the “ASEAN way” i.e. 
on mutually acceptable modes of behavior in order to 
maintain a conciliatory relationship among the participants. 

3.4.1.3 During the first two decades of ASEAN, the ar-
rangement was aimed at cooperation rather than integra-
tion, and the cooperation was project-based type rather 
than program or policy-based. During this period, it had 

41 This section draws from a report, titled “Intra-Asia Cooperation”, 
prepared for the UNDP by R.J. Bhatia.

been content with an incremental strengthening that was 
sectoral- and target-specific, setting the goals first and 
subsequently the mechanisms and initiatives to achieve 
those goals.42 However, this orientation of ASEAN began 
to change when the attention turned to fostering trade 
cooperation. After the 1997 East Asia financial crisis, it 
widened its horizon further to the objective of forging an 
ASEAN Community. Thus the 2003 Summit, meeting 
in Bali, adopted the Bali Concord II that committed the 
member countries to establish an ASEAN Community 
by 2020, “based on three pillars: the ASEAN Economic 
Community, the ASEAN Socio-Cultural Community, 
and the ASEAN Security community.”50F43 Currently, 
steps are underway to link other countries of Asia to 
ASEAN, and a lively debate is taking place in academic 
and policy corridors on whether and how quickly Asia 
should proceed to accomplish monetary union in the 
context of a common market and Asian Community.44

3.4.1.4 ASEAN economic integration has been market-
driven, facilitated via trade and FDI channels that followed 
unilateral domestic trade and financial sector liberalization 
measures; there were few, if any, policy-driven moves 
toward regional financial and monetary integration. The 
comparison of Asian intraregional trade performance with 
other regions can be found in Table 3-1 and 3-2. It was 
only in the wake of the 1997 financial crisis, that there 
was a general assessment amongst ASEAN leaders that 
serious failures in key regional monetary and financial 
areas were a major reason for the crisis, and that regional 
cooperation should be intensified to address those weak-
nesses. By a series of steps, a comprehensive regional 
framework has been established that includes member 
countries providing direct financial support to other mem-
bers in case of financial crisis, improved regional policy 
dialogue, surveillance, and financial cooperation, devel-
opment of ASEAN capital markets, including enabling 
domestic investors to use their local stock exchanges to 
buy stocks on the stock exchanges of other countries. 
The new initiatives included: the Chiang-Mai Initiative 
(pooling of part of external reserves); the establishment 
of the Asian Bond Market; formal regional surveillance; 
and the Asian Cooperative Dialogue (ACD) mechanism.

42 S. Siddique, ASEAN Vol. 1, p 471
43 Address by H.E. Dr. Sathirathai, Deputy Prime Minister of Thailand, 
to the Asia Society, Bangkok 9 June 2005.
44 T. Shanmugaratnam, 2006), Asian Monetary Integration: Will It 
Ever Happen?, Bern, Per Jacobsson Foundation.
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Table 3-1: Importance of Intraregional Trade, by Region, 1980–2005 (percent of total trade) 
1980 1985 1990 1995 2000 2001 2002 2003 2004 2005

East Asia including Japan 34.6 37.1 43 51.7 51.9 51.5 53.4 54.5 55.1 54.5

Emerging East Asia 22.1 27.5 32.8 39 40.4 40.7 43 43.7 44.1 44.7

Asian NIEs 6.4 6.5 11.9 15.5 15.5 14.9 15.5 15 14.4 13.5

ASEAN 17.9 20.3 18.8 23.9 24.5 23.9 24.3 23.8 23.8 24

NAFTA 33.8 38.7 37.9 43.1 48.8 49.1 48.4 47.3 46.4 45

Euro-15 60.7 59.8 66.2 64.2 62.3 62.3 62.5 63 62.2 60.1

Note: 

East Asia = Japan and emerging East Asia 

Emerging East Asia = Asian NIEs and ASEAN 

Asian NIEs = newly industrialized economies 

ASEAN = Association of Southeast Asian Nations 

NAFTA = North American Free Trade Agreement 

Source: Computed from IMF, Direction of Trade Statistics; CEIC databases (Table 1 in Kawai 2007). 

Table 3-2: Intra-regional Merchandise Exports within Main African Blocs
1990 1995 1999 2000 2001 2002 2003 2004 2005 2000-05

Average

1 EAC 13.4 17.4 14.4 20.5 21.4 19.3 18.2 16.6 15 18.50 

2 CBI 10.3 11.9 12.1 11.8 11.5 14.5 13 13.8 14 13.10 

3 ECOWAS 7.9 9 10.4 7.9 8.5 10.9 8.6 9.4 9.5 9.13 

4 SADC 17 31.6 11.9` 9.3 8.6 9.5 9.8 9.5 7.7 9.07 

5 COMESA 6.6 7.7 7.4 6.1 7.9 7.4 7.4 6.8 5.9 6.92 

6 IOC 4.1 6 4.8 4.4 5.6 4.3 6.2 4.3 4.6 4.90 

7 CEPGL 0.5 0.5 0.8 0.8 0.8 0.9 1.2 1.2 1.3 1.03 

8 CEMAC 2.3 2.1 1.7 1.1 1.4 1.5 1.4 1.3 0.9 1.27 

9 EACCAS 1.4 1.5 1.3 1.1 1.3 1.1 1 0.9 0.6 1.00 

10 MRU 0 0.1 0.4 0.4 0.3 0.2 0.3 0.3 0.3 0.30 

Data Source: World Bank

3.4.1.5 The experience in fostering regional coopera-
tion and integration in Asia, as well as the successes in 
achieving high and sustainable rates of growth that have 
reduced poverty and created vast internal markets, have 
encouraged Asian countries to expand their cooperative 
efforts beyond the sub-regional borders and aim for pan-
Asian integration. Interesting examples of such broader 
arrangements are the ASEAN links with China, India, 

Japan, and South Korea through the ASEAN+ formula, 
bilateral FTAs, and full Dialogue Partner agreements.

3.4.1.6 Measures have, therefore, been taken to enhance 
monetary and financial cooperation within Asia, espe-
cially among the ASEAN+3 countries. Thus, within the 
framework of ASEAN+3 the ASEAN, China, Japan, and 
South Korea agreed on the Chiang Mai Initiative (CMI) “to 
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strengthen …. self-help and support mechanism in East 
Asia through the ASEAN+3 framework to supplement the 
existing international [financial] facilities.” CMI has three 
elements of financial support (i) original ASEAN Swap 
Arrangements (ASA), (ii) existing repurchase arrange-
ments, and (iii) new Bilateral Swap Arrangements (BSA).

3.4.1.7 While the above-mentioned bilateral and mul-
tilateral arrangements among countries from different 
sub-regions of Asia provide avenues for wider coopera-
tion, none of them provides a broad enough forum for 
discussions and development of all-Asia-wide coopera-
tion. It was to fill this missing link that Thailand in 2000 
proposed the creation of such a forum. The idea was 
translated in the establishment, in 2002, of the Asian 
Cooperation Dialogue (ACD) that brings together For-
eign Ministers of Asian member countries to develop 
and chart the future direction of Asia-wide cooperation. 
The ACD process is “informal, top-down, evolving and 
non-institutional”. Its guiding principles may be sum-
marized as “positive thinking, non-institutionalization, 
respect for diversity, and comfort level”, aiming to build 
unity among Asian countries and forge a substantive 
and meaningful platform for the continent by creating 
an Asia-wide strategic partnership for cooperation. ACD 
has rapidly developed in two dimensions: the dialogue 
dimension, and the project dimension. On the dialogue 
side, ACD Ministers have held various annual retreats, 
besides meetings on the sidelines of other international 
gatherings, to discuss ACD developments, issues of 
regional cooperation, and ways to enhance Asian unity.

3.4.2 Asian Surveillance of Member Policies 

3.4.2.1. Surveillance within Asian cooperative arrange-
ments has two unique characteristics as compared 
to other similar arrangements. First, none of the Asian 
arrangements prescribe any convergence criteria for 
members to respect, and second, surveillance has in-
creased in intensity as the degree of cooperation has 
intensified, though as yet there is no disciplinarian or 
sanctions mechanism, notwithstanding the establishment 
of financial transfer mechanisms such as the CMI. Further, 
the surveillance mechanism and actual implementation, 
does not single out fiscal developments for surveillance 
but rather speak of macroeconomic policies. This may 
be because in general ASEAN countries have had a 
fairly good record of sound public finance management; 

financial crises of the 1990s were financial rather than 
fiscal crises.

3.4.2.2. The surveillance process takes place in vari-
ous fora (some extinct and superseded by others by 
now), comprising the Manila Framework Group (1997), 
the ASEAN Surveillance Process (1998), the ASEAN+3 
Economic Review and Policy Dialogue Process (1999) 
which was extended in 2002 to include a larger number 
of other Asian countries, Asia-Europe Finance Ministers’ 
Process, and APEC Finance Ministers’ Process. The 
AsDB supports these efforts through training of country 
officials from the central banks and ministries of finance 
in methods of regional monitoring and surveillance, ca-
pacity building support for the activities of the ASEAN 
Surveillance Coordination Unit in the ASEAN Secretariat, 
support for the establishment of surveillance units in the 
ministries of finance of several member countries of the 
region, participating in and providing monitoring inputs 
to various high level regional meetings, development of 
regional early warning systems, etc.

3.4.2.3. The Terms of Understanding establishing the 
ASP noted particularly that the review process be kept 
informal, simple and based on a peer review. The ASEAN 
Surveillance Process (ASP) comprises of two compo-
nents: monitoring of macroeconomic and financial de-
velopments of the member countries and a peer review 
process. The monitoring process is jointly conducted 
by the ASEAN Secretariat Surveillance Coordinating 
Unit (ASCU) and the Surveillance Contact Persons from 
each member country. The Surveillance Contact Person 
is required to submit the necessary data and country 
report to the ASCU, in accordance with the template 
that has been provided. The ASCU then compiles the 
submissions from each member country and prepares 
a consolidated report. ASCU also prepares regional 
and global economic reports. This, together with the 
consolidated country report, will be evaluated in the 
peer review process.

3.4.2.4 Peer review is a setup for reviewing reports 
prepared by the ASEAN Secretariat and the Surveillance 
Contact Persons as well as reports from IMF, AsDB, World 
Bank, and other related institutions. Peer review is carried 
out in two stages. The first stage of the review process is 
undertaken at the Deputy or Senior Official Level (including 
Central Banks official from member countries), whereby 
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a thorough review process is conducted. Ideally, most of 
the technical aspects should have been settled at this 
stage but this is not always the case. Deputies tend to 
focus on their own countries’ reports in order to weed 
out mistakes and/or “sensitive” issues. The second stage 
of the review is at the Minister level (Minister of Finance) 
where policy issues become the focus of the agenda.

3.4.2.5 Some critics45 have argued that the ASP is inef-
fective as it fails to bridge the gap between the existing 
global surveillance process and national surveillance 
process, and that the ASP would be ineffective to prevent 
a crisis, due to its lack of transparency and the presence 
of political obstacles confronting implementation of the 
required policy adjustment endorsed by the peer review 
process. The ASCU, which is the backbone of the ASP, 
is not supported by adequate human resources. In addi-
tion, some member countries have limited resources to 
carry out their own national surveillance. Different stages 
of development between the member countries reflect 
differences in institutional capacities, which have resulted 
in uneven quality, availability and timeliness of the data. 
Some member countries can only provide key indicators 
of certain sectors on an annual basis and sometimes with 
considerable delay. Consequently, it becomes difficult for 
the ASCU to conduct cross-country analyses to closely 
monitor their developments. 

3.4.2.6 However, these critics also recognize the po-
tential strengths attributed uniquely to the ASP, one that 
is absent from the existing global surveillance system. 
Firstly, the ASP has a regional surveillance network, which 
comprises of a group of regional experts and the ASCU 
staffs who are familiar with the issues involved and follow 
developments in the region on a daily basis. Secondly, 
ASP has a peer review process, which is considered 
to be effective in encouraging member countries to 
adopt internationally agreed standards and codes. To 
strengthen the related institutions, as mentioned earlier, 
the ASEAN+3 finance ministers introduced the ASEAN+3 
Economic Review and Policy Dialogue (ERPD) process to 
apply to a larger set of East Asian countries in May 2002. 
The purposes of the ERPD process include (i) assessing 
global, regional, and national economic conditions; (ii) 
monitoring regional capital flows and currency markets; 
and (iii) analyzing macroeconomic and financial risks. 

45 G. Manzano, 1997; W. Manuping, 2005.

3.4.2.7 Steps have been taken to strengthen cooperation, 
including the establishment of expert groups. ASEAN 
finance ministries and central banks deputies hold an 
ERPD session twice a year to exchange views. The 
deputies present the assessment of their own econo-
mies, though they refrain from assessing the economic 
developments and policies of other countries, and recom-
mending policy adjustments (Kawai and Houser, 2007). 
The recent decision by the ASEAN+3 finance ministers 
to establish an independent surveillance unit within East 
Asia reflects the leaders’ recognition that existing proc-
esses needed to be strengthened further, especially in 
view of the prospective needs of the CMIM.

3.5 Latin American Experiences
3.5.1 Eastern Caribbean Currency Union (ECCU)

3.5.1.1 The Eastern Caribbean Currency Union (ECCU) 
comprises six members: Antigua and Barbuda, Domi-
nica, Grenada, St. Kitts and Nevis, St. Lucia, and St. 
Vincent and the Grenadines; and two territories of the 
United Kingdom: Anguilla and Montserrat. In the East 
Caribbean region, economic integration is behind mon-
etary integration. Like CEMAC and WAEMU, ECCU is 
custom union-based. All of the ECCB members are also 
a part of the Organization of Eastern Caribbean States 
(OECS). OECS, created in 1981, is an inter-governmental 
organization dedicated to economic harmonization and 
integration, protection of human and legal rights, and the 
encouragement of good governance between countries 
and dependencies in the Eastern Caribbean region. 

3.5.1.2 To catch up with monetary integration and bet-
ter coordinate fiscal trade and monetary policies, OECS 
countries revised the OECS Treaty for an Economic 
Union in 2009. The Treaty puts the administration of the 
organization in three institutions and five organs. The three 
institutions are the East Caribbean Supreme Court, the 
East Caribbean Central Bank and the East Caribbean 
Aviation Authority; and the five organs, the Authority of 
Heads of Government, the Council of Ministers, OECS 
Assembly, the Economic Affairs Council and the OECS 
Commission. Recognizing that a common currency al-
ready exists among the member states, the revised treaty 
does not pay detailed attention to the existing ECCU.

3.5.1.3 The single monetary policy is managed by ECCB. 
Guided by the ECCB Agreement Act 1983, ECCB orients 
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its single monetary policy to four strategic objectives: 
regulating money and credit supply; maintaining mon-
etary stability; promoting credit and exchange conditions 
and a sound financial structure for balanced growth and 
development; and promoting economic development of 
the territories of the Participating Governments. Con-
sistent with the strategic objectives, ECCB has placed 
emphasis on four priority areas, namely (1) financial 
stability; (2) Monetary Policy in a Currency Union with a 
Quasi-Currency Board Arrangement; (3) Financial and 
Real Sector Development; and (4) Fiscal and Debt Sus-
tainability. In line with the priorities, ECCB has several 
policy responsibilities.

3.5.1.4 To support single monetary policy operations, 
ECCB maintains the U.S. dollar peg through a quasi-
currency board arrangement. It has pegged Eastern 
Caribbean dollar to U.S. dollar at EC$2.70=US$1 since 
1976. The ECCB Act places a floor on external reserves 
at 60% of the demand liabilities of the ECCB, resulting in 
an implicit ceiling on domestic assets of 40% of reserve 
money. The ECCB has maintained a reserve cover of 
95%. Policy instruments at the disposal of the ECCB 
comprise discount and rediscount rates, reserve require-
ments, differential rates and ceilings for various types of 
transactions, and credit to members in accordance with 
specific rules. 

3.5.1.5 To support single monetary policy operations, 
ECCB coordinates with national authorities in effecting 
supervision over financial sectors. The responsibility for 
regulating and supervising banks and systemic nonbank 
financial institutions in the ECCU is shared between 
the ECCB and the Ministry of Finance of each member 
country. The 1983 ECCB Agreement Act and the 1993 
Uniform Banking Act established the ECCB’s regulatory 
and supervisory jurisdiction over commercial banks and 
other licensed financial institutions, including offshore 
banks affiliated with local banks. 

3.5.1.6 Regional monetary and financial policy coor-
dination is effected through ECCB regular surveillance 
and independent policy advice; and other support as is 
deemed necessary to member states. The related sup-
port activities, among others, include: (1) help prepare 
quarterly, semi-annual and annual economic and financial 
reviews as well as the Annual Report; (2) participate in 
IMF staff visits and Article IV Consultation missions in 

ECCB member countries; (3) participate in assessment 
missions of Poverty Reduction and Growth Facility ar-
rangements in the member states and prepare policy 
briefs on current issues of critical regional importance.

3.5.1.7 Structural and fiscal policy issues are attracting 
an increasing attention in ECCB economic surveillance 
over member states. In 1998, the Monetary Council of 
the ECCB adopted a set of fiscal benchmarks to support 
the quasi-currency board arrangement, to be achieved 
by 2007: (i) a surplus on the government current bal-
ance of 4-6% of GDP; (ii) an overall government budget 
deficit of no more than 3% of GDP; (iii) a total central 
government debt outstanding of no more than 60% of 
GDP; and (iv) debt service payments of no more than 
15% of current revenue. 

3.5.1.8 A recent event on structural issues is the coordi-
nation and hosting of the ECCU Boot Camp to facilitate 
Economic and Financial Adjustment in 2009. The boot 
camp focused on assessing the macroeconomic state 
of the economies given the member governments cur-
rent policy stance and developing adjustment measures 
where necessary, to stabilize and correct any fiscal 
imbalances as well as place the debt on a downward 
trajectory. Coming to fiscal issues, ECCB outsourced a 
Canada-Eastern Caribbean Debt Management Advisory 
Service (DMAS) to improve the capacities of ECCU gov-
ernments to effectively manage their debt portfolios to 
sustainable levels in line with the fiscal targets established 
by the ECCB Monetary Council. This advisory service 
will remain in effect until October 2014. 

3.6 IMF Surveillance and Policy Dialogue46

3.6.1. The IMF is mandated to oversee the international 
monetary system and monitor the economic and financial 
policies of its member countries. This activity is known 
as surveillance. During this process, which takes place 
both at the global level and in individual countries, the 
IMF highlights possible risks to domestic and external 
stability and advises on needed policy adjustments. In this 
way it helps the international monetary system serve its 
essential purpose of facilitating the exchange of goods, 
services, and capital among countries, thereby sustaining 

46 S. Gupta, “IMF Surveillance and Policy Dialogue”, Presentation at 
the Joint AfDB and COMESA Workshop, Mauritius, December 2009; 
IMF: Factsheet - IMF Surveillance, June 2010.
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sound economic growth. This surveillance takes place 
at the country level, regional level, and global level.

3.6.2. The country surveillance is formally conducted 
under the Fund’s Article IV of the Articles of Agreement. 
IMF economists visit member countries regularly, usually 
annually, to exchange views with national authorities. The 
focus of the discussions is domestic and external stability 
of the country and whether there are risks to that stability 
that merit adjustment in economic and financial policies. 
The staff report of the country mission is submitted to 
the Executive Directors of the Fund for discussions, and 
the Board’s views are subsequently transmitted to the 
national authorities. In view of the recent financial crisis, 
and the demonstrable linkages between real economy 
and the financial sector, issues relating to the financial 
sector are now receiving greater attention in these dis-
cussions. In their advice to individual countries, the IMF 
staff benefits from its cross-country experiences, draw-
ing on the organization’s unique experience as a global 
financial institution. Increasingly, spillovers of a member 
country’s policies on other member countries are receiv-
ing particular attention in staff analysis.

3.6.3. The IMF also reviews global and regional financial 
and economic trends. Global surveillance is undertaken 
in the context of three semi-annual publications: World 
Economic Outlook (WEO), Global Financial and Stability 
Report (GFSR) and Fiscal Monitor. The WEO provides 
detailed analysis of the state of the world economy, 
addressing issues of pressing interest, while the GFSR 
provides an up to date assessment of global financial 
markets and prospects, and highlights imbalances and 
vulnerabilities that pose risks to financial market stability. 
Regional Economic Outlook Reports, including one on 
the African region, provide more detailed analysis for the 
five major regions of the world. The Fiscal Monitor reports 
on fiscal developments across countries, and addresses 
specific fiscal issues of the moment. For example, the 
January 2011 Fiscal Monitor Update reports on the pace 
of fiscal consolidation in the US, Japan, advanced econo-
mies in Europe, and emerging markets, and concludes 
that sovereign risks remain elevated, underlying the need 
for more robust and specific consolidation plans.

3.6.4. The practice of surveillance has evolved consid-
erably since the 1970s. In September 2009, the IMF’s 
Executive Board adopted a Statement of Surveillance 

Priorities to help the institution to fulfill its mandate. For 
example, this statement emphasized the orderly unwind-
ing of the (present) crisis-related policy interventions and 
policy requirements for sustaining world growth.

3.6.5. The Fund also exercises effective surveillance over 
the members of currency unions entailing discussions at 
the regional level. This requirement derives from the fact 
that currency union members have devolved responsibil-
ity for policy areas that are central to Fund surveillance, 
notably monetary and exchange rate policies, to regional 
institutions. Discussions have been held for some time 
with regional institutions in the euro area, the Central 
African Economic and Monetary Union (CEMAC), the 
Eastern Caribbean Currency Union (ECCU), and the West 
African Economic and Monetary Union (WAEMU). These 
discussions are formalized as constituting an integral part 
of the Fund’s surveillance on the individual members of 
the currency union. In the case of Africa, since 1998 
and 1999, respectively, discussions with WAEMU and 
CEMAC regional institutions have taken place once a 
year, and the staff report is discussed in a formal Board 
meeting and a summing up is prepared47. 

3.6.6. Following the G-20 Pittsburg Summit meeting 
in September 2009, the IMF was asked, and the Fund 
agreed, to assist the G-20 in their Mutual Assessment 
Program (G-20 MAP). At that summit, the G-20 leaders 
had pledged to adopt policies needed for a durable recov-
ery that would achieve strong, sustainable, and balanced 
global growth. To this end, they launched a “framework 
for strong, sustainable, and balanced growth.” They 
committed to develop a process to set out objectives, 
develop policies to achieve these objectives, and together 
assess progress (mutual assessment). The Fund – with 
input from other international institutions – was asked to 
assist this process. Specifically, the Fund was asked to 
provide “analysis of how the G-20’s respective national 
and regional policy frameworks fit together” and “…
develop a forward-looking analysis of whether policies 
pursued by individual G-20 countries are collectively con-
sistent with more sustainable and balanced trajectories 
for the global economy.” G-20 members also agreed 
on the template for setting out policy frameworks and 
plans. They have agreed to share their medium-term 

47 Formalization, as part of Article IV consultation discussions, was 
made only since 2004.
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policy frameworks, plans, and projections in the agreed 
template (in as much detail as they can) with each other 
and the Fund.

3.6.7. The Fund staff’s analysis would involve: (i) iden-
tifying the inconsistencies and incoherence of national 
assumptions in G-20 submissions; (ii) analyzing the 
multilateral compatibility of country submissions; (iii) 
analyzing the aggregate impact of national policies on 
global economic prospects; and (iv) identifying what ad-
ditional policy commitments might be needed to reach 
the G-20 members’ objectives. Fund staff will assess the 
coherence, consistency, and mutual compatibility of policy 
frameworks, and their effectiveness in securing strong, 
sustainable, and balanced global economic growth. This 
assessment will include assessment of individual G-20 
country submissions, assessment of their multilateral 
consistency, and policy recommendations. The Fund’s 
report will be considered through a three-step hierarchy; 
deputy Ministers, Ministers of Finance and Governors of 
central banks, and finally Heads of State and Govern-
ments who will act on recommendations and endorse 
policy actions by G-20 countries. This process is as yet 
in a formative stage, but it is a valid expectation that it 
will ultimately get integrated in the Fund’s overall surveil-
lance mechanism. 

3.7 Conclusions and Implications  
for East and Southern African RECs: 

3.7.1. Taken together, the experiences of EU, WAEMU, 
CEMAC, Asia and Latin America provide valuable point-
ers as to some of the essential elements that must be 
included in devising a multilateral surveillance framework 
for African RECs in their run-up to monetary unions, and 
the intermediate steps that need to be taken to ensure 
its effectiveness. These may be summarized as follows: 

 Î Almost all regional arrangements recognize the cen-
tral importance of fiscal policies in fostering con-
vergence, and hence the need for enshrining fiscal 
convergence criteria and their formal multilateral 
surveillance in agreements/treaties establishing mon-
etary unions.

 Î The experience of EMU, as well as of WAMZ, dem-
onstrates that monetary union is a long process 
needing substantial policy and structural reforms, 
and evolving through various stages of cooperation 

and integration before a sustainable monetary union 
can be established. The WAEMU and CEMAC experi-
ences show that establishing a monetary union at 
the beginning of the integration process necessarily 
compels member countries to go back to the draw-
ing board and establish the necessary preconditions 
and pre-stages for the monetary union. The African 
experiences also show that over-ambitious targets 
lead inevitably to the postponement of those targets 
and erosion of credibility in those ambitions. The 
EMU experience in admitting new members also 
has cautious pointers for countries wishing to join a 
monetary union, such as “hasten slowly”. 

 Î The proposition that a monetary union is a combina-
tion of real-sector and financial-sector integration is 
supported by how the EMU has evolved. Indeed, 
lack of trade integration in various African RECs, by 
minimizing intra-regional interdependence, may ex-
plain the slow progress towards monetary integration 
in those regions, just as the rapid trade integration 
in ASEAN may equally account for the greater mo-
mentum towards monetary integration in Southeast 
Asia. Thus, one important and inescapable conclu-
sion is that trade integration must be embedded in 
an overall strategy for monetary union.

 Î Fiscal projections should be made on realistic, rather 
than too optimistic, assumptions, and a corrective 
period to restore budgetary balance should not be 
a prolonged one; 

 Î Fiscal policies also cannot be assessed in isolation 
and their compatibility with the monetary and struc-
tural policies should be emphasized in prescribing 
and assessing convergence criteria performance.

 Î While the EU has relied on few convergence criteria 
for entry into the EMU, and even fewer for member 
countries of EMU, African RECs have a multiplicity 
of criteria they require of potential member countries 
to fulfill. There is evidence that, at best, this may 
have eroded the focus of country authorities on 
criteria essential for convergence or, at worst, led to 
ignoring them at the country level. This is where a 
conceptual distinction between fiscal rules and fiscal 
convergence criteria in the regional monetary union 
context is useful. Fiscal convergence criteria at the 
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union level should be few, as indeed is the case in 
EMU, and a guide for the member countries to set 
fiscal rules to fulfill those criteria and other fiscal and 
developmental objectives of national authorities.

 Î The African experience highlights the need to keep 
fiscal convergence criteria few, simple, and easily 
monitored. They should also be realistic, subject to 
the sustainability constraint, in terms of the ability 
of member countries to realize them without undue 
strain on their economic and social fabric.

 Î Peer pressure works when only one or two member 
countries stray out of the union discipline, but when 
a larger number happens to be in that position, 
compromises and collusion inevitably lead to the 
“softening” (euphemistically called “reform”) of the 
surveillance process. Thus a careful thought needs 
to be given as to the relative weight of rules and 
discretion in the surveillance process.

 Î The Asian experience in particular, fostered by techni-
cal assistance from the AsDB, has emphasized the 
need for strengthening PFM at the national level as 
the bedrock on which to base regional convergence. 
WAEMU and CEMAC are following this course and 
strengthening and harmonizing their PFM (policies 
and institutions) with technical assistance from the 
IMF. The Latin American countries, although not 
generally engaged in establishing monetary unions, 
have realized the importance of PFM improvement 
and are pursuing that goal in the context of devising 
medium-term macroeconomic, fiscal, budget, and 
expenditure frameworks.

 Î All formal cooperative arrangements have introduced 
their own multilateral surveillance mechanisms, vary-

ing in the degree of intensity and the format. Gener-
ally all of them have relied on “peer pressure” as the 
enforcing element. The EMU framework has formal 
preventive and corrective arms as essential elements 
of the multilateral surveillance, but the recent events 
have shown various gaps in that armor, especially 
as it concerns monitoring of compliance with con-
vergence criteria, and management of crisis. The 
existing surveillance mechanisms of African RECs 
and monetary unions are weaker, and possibly inef-
fective, in varying degrees in different organizations. 

 Î ASEAN countries have paid special attention to the 
needs of relatively less developed member countries 
to confront the costs of adjustment and to “catch 
up” with the more developed member countries. 
The latter have devised regional and their national 
assistance programs to that end. This has provided 
appropriate incentives for the former to adhere to 
their obligations as members of the cooperative 
organizations.

 Î The Asian surveillance mechanisms have avoided 
formal setting up of convergence criteria and en-
forceable procedures despite the establishment of 
various intraregional financial facilities. The signs are 
that these countries may be moving towards a more 
formal system of monitoring and surveillance would 
point out the need for retaining formal, and biting, 
fiscal surveillance frameworks.

 Î The need for providing technical assistance to mem-
ber countries to bolster their PFM systems is almost 
universally justified by our survey of experiences of 
various regional arrangements. 
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4.1 Introduction
4.1.1 Regional fiscal convergence in COMESA, as in other 
African RECs, is pursued in the context of its program for 
establishing monetary union among its member countries. 
The COMESA program, as well as similar programs of 
other African RECs, is considered the building block for 
an eventual African Economic Community (AEC) envis-
aged by the Abuja treaty signed by the African Heads 
of State and Government in July 1991, and launched 
in 1997. The Abuja treaty envisaged a roadmap for the 
AEC that should lead to the creation of a monetary union 
by 2028, as mapped out in Table 4-1.

Table 4-1: Abuja Treaty – Projected Phases  
of the African Economic Community (AEC) 
Milestone to be Achieved Completion 

date set

(i) Creation of regional blocs in regions 
where such do not yet exist 

1999

(ii) Strengthening of intra-REC integration 
and inter-REC harmonization

2007

(iii) Establishing of a free trade area and 
customs union in each regional bloc 

2017

(iv) Establishing of a continent-wide customs 
union and thus also a free trade area 

2019

(v) Establishing of a continent-wide African 
Common Market or ACM 

2023

(vi) Establishing of a continent-wide eco-
nomic and monetary union (and thus 
also a currency union) and pan-African 
Parliament 

2028

(vii) End of all transition periods 2034

 

4.1.2 The Assembly of Heads of State and Govern-
ment, at their meeting held in Sirte48 in 1999, agreed 
to rationalize and strengthen the RECs and harmonize 
their activities so as to lead to the creation of an African 
Common Market and Monetary Union within a shorter 
timeframe of the stages set in Table 4-1. It is also against 
this background that the Assembly of Governors of the 

48 The Ninth Ordinary Session of the Assembly of Heads of State 
and Government of the African Union held in Accra, Ghana, from 1-3 
July 2007 also called for the acceleration of economic and political 
integration of the African continent, including the formation of Union 
Government for Africa with the ultimate objective of creating the United 
States of Africa

Association of the African Central Banks (AACB) adopted 
the African Monetary Cooperation Program (AMCP) to 
facilitate attainment of the Abuja Treaty’s revised goal 
of establishing AEC by 2021. The AMCP envisages 
the following: harmonization of the monetary coopera-
tion programs of the five AACB sub-regions (Western 
Africa, Eastern African, Southern Africa, Central Africa, 
and Northern Africa); and harnessing the various RECS 
as building blocks with the ultimate aim of evolving a 
monetary union with a common central bank and a sin-
gle currency at the continental level by the year 2021. In 
line with AACB spirit, various RECs are making efforts to 
fast-track their monetary cooperation programs so that 
each of their monetary unions comes into being earlier 
than the year 2021 as follows: EAC in 2015, SADC in 
2016 and the COMESA in 2018.

4.1.3 This chapter reviews the monetary cooperation 
program of COMESA, its history and the current status 
assessment of the fiscal performance and the fiscal mul-
tilateral surveillance framework. As in the earlier chapter, 
trade integration is argued as being an essential adjunct 
of fiscal convergence. The review also assesses the 
current degree of trade integration as given by various 
criteria of trade integration to support the recommenda-
tion in the following chapter to embed trade integration 
program with MFSF. 

4.2  Background 
4.2.1. As shown in Table 4-2 below, COMESA comprises 
19 countries of which four are also members of EAC. 
The SADC has 15 member countries of which eight are 
also members of COMESA and one a member of EAC. 
Given this inter-locking membership and the Tripartite 
Agreement to merge the three RECs, this chapter in-
cludes comparative data for the three regions. These 
three regions combined account for more than half of the 
African population and Gross Domestic Product (GDP). 
Table 4- 2 and 4-3 show the population and GDP levels 
and shares of the members of the three RECs. In the 
COMESA region, Egypt accounts for the largest shares 
of population and GDP, while Seychelles accounts for the 
smallest shares indicating a wide disparity of population 
and incomes.
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Table 4-2: Population Level and Shares of Members of EAC, COMESA and SADC RECs 
COMESA SADC EAC

Country Million Shares Country Million Shares Country Million Shares

Burundi 8.1 1.9% Angola 18.9 10% Burundi 8.1 6.4%

Comoros 0.7 0.2% Botswana 1.8 1% Kenya 35.9 28.1%

Congo DR 64.8 15.3% Comoros 0.7 0% Rwanda 9.8 7.7%

Djibouti 0.8 0.2% Lesotho 2.5 1% Tanzania 40.5 31.8%

Egypt 76.7 18.1% Madagascar 20.8 11% Uganda 33.2 26.0%

Eritrea 5.2 1.2% Malawi 13.9 7% Total 127.5 100.0%

Ethiopia 82.8 19.5% Mauritius 1.3 1%  

Kenya 35.9 8.5% Mozambique 21.2 11%  

Libya 6.3 1.5% Namibia 2.1 1%  

Madagascar 20.8 4.9% Seychelles 0.1 0%  

Malawi 13.9 3.3% South Africa 49.3 25%  

Mauritius 1.3 0.3% Swaziland 1.0 1%  

Rwanda 9.8 2.3% Tanzania 40.5 21%  

Seychelles 0.1 0.0% Zambia 12.0 6%  

Sudan 39.1 9.2% Zimbabwe 11.7 6%  

Swaziland 1.0 0.2% Total 197.8 100%  

Uganda 33.2 7.8%   

Zambia 12.0 2.8%   

Zimbabwe. 11.7 2.8%   

Total 424.1 100.0%  
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Table 4-3: Amount and Shares of Combined GDP of EAC, COMESA and SADC RECs
COMESA SADC EAC

Country Amount Shares Country Amount Shares Country Amount Shares

Burundi 1.3 0.3% Angola 68.8 15.1% Burundi 1.3 1.7%

Comoros 0.5 0.1% Botswana 11.6 2.6% Kenya 32.7 42.3%

Congo DR 11.1 2.5% Comoros 0.5 0.1% Rwanda 5.2 6.8%

Djibouti 1.0 0.2% Lesotho 1.6 0.4% Tanzania 22.3 28.9%

Egypt 188.0 42.0% Madagascar 8.6 1.9% Uganda 15.7 20.3%

Eritrea 1.9 0.4% Malawi 4.6 1.0% Total 77.3 100.0%

Ethiopia 32.3 7.2% Mauritius 8.8 1.9%

Kenya 32.7 7.3% Mozambique 9.8 2.2%

Libya 60.4 13.5%99 Namibia 9.5 2.1%

Madagascar 8.6 1.9% Seychelles 0.8 0.2%

Malawi 4.6 1.0% South Africa 287.2 63.2%

Mauritius 8.8 2.0% Swaziland 3.0 0.7%

Rwanda 5.2 1.2% Tanzania 22.3 4.9%

Seychelles 0.8 0.2% Zambia 13.0 2.9%

Sudan 54.7 12.2% Zimbabwe 4.4 1.0%

Swaziland 3.0 0.7% Total 454.4 100.0%

Uganda 15.7 3.5%

Zambia 13.0 2.9%

Zimbabwe 4.4 1.0%

Total 447.9 100.0%

4.3 Evolution of COMESA Monetary Program:
4.3.1 The mandate to set up a Monetary Union in COME-
SA is derived from Article 4 (4) of the COMESA Treaty 
signed in Kampala, Uganda on 5th November 1993, 
which states that the COMESA Member States shall “in 
the field of monetary affairs and finance, co-operate in 
monetary and financial matters and gradually establish 
convertibility of their currencies and a payments union 
as a basis for the eventual establishment of a monetary 
union”. This mandate is further reinforced in Articles 76-
78 which respectively deal with the COMESA Monetary 
and Fiscal Policy Harmonization (MFHP), the Establish-
ment of Currency Convertibility, and the Formation of 
an Exchange Rate Union. The primary objective of this 
program is to create a common area of monetary and 
financial system stability which will facilitate integration 

of the financial markets in particular and economic in-
tegration in particular.

4.3.2 The new program considered fiscal and monetary 
discipline as the overriding principle for achieving macro-
economic convergence by requiring member countries 
to fulfill a set of 13 convergence criteria, categorized 
as either “primary” or “secondary”, in three stages by 
2018 (Table 4-4). However, among these criteria, greater 
emphasis is placed on fiscal convergence. Of the four 
primary criteria, three (including inflation as at least par-
tially reflecting the fiscal policy stance) relate to fiscal 
performance, two of the nine secondary criteria also are 
fiscal criteria, with the rest relating to financial sector and 
growth and investment. 
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Table 4-4: Revised Monetary Cooperation Programme of COMESA
Stage 1 (Year 2005-2010)

Primary Criteria

(i) Overall budget deficit/GDP ratio (excluding grants) of not more than 5%;

(ii) Annual average inflation rate not exceeding 5%;

(iii) Minimize the central bank financing of the budget towards 0% target; and

(iv) External reserves of equal to or more than 4 months of imports of goods and non-factor services.

Secondary Criteria

(i) Achievement and maintenance of stable real exchange rates;

(ii) Achievement and maintenance of market based positive real interest rates;

(iii) Achievement of sustainable real growth rate of real GDP of not less than 7.0%;

(iv) Sustained pursuit of debt reduction initiative on domestic and foreign debt. i.e. reduction of total debt as a ratio of GDP to a 
sustainable level;

(v) Total domestic revenue to GDP ratio of not less than 20%;

(vi) Reduction of current account deficit (excluding grants) as a % of GDP to sustainable level;

(vii) Achievement and maintenance of domestic investment rate of at least 20%;

(viii) Implementation of the 25 Core Principles of Bank Supervision and Regulation based on agreed Action Plan for Harmoniza-
tion of Bank Supervision for the COMESA region; and

(ix) Adherence to the Core Principles for Systematically Important Payments Systems, by modernizing the payment and settle-
ments system.

Stage Two (2011-2015)

Primary Criteria

(i) Overall budget deficit/GDP ratio (excluding grants) not exceeding 4%;

(ii) Annual average inflation rate of not more than 3%;

(iii) Elimination of the central bank financing of the budget deficit; and

(iv) External reserves of equal to or more than 5 months of imports of goods and services.

Secondary Criteria 

Same as in Stage I

Stage III. (2016-2018) 

Primary Criteria

(i) Overall budget deficit/GDP ratio (excluding grants) not exceeding 3%

(ii) Annual average inflation rate not exceeding 3%;

(iii) Elimination of central bank financing of the budget deficit; and

(iv) External reserves of equal to or more than 6 months of imports goods and services.

Secondary Criteria

Same as in Stage I
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4.3.3 The Fiscal Surveillance Framework (FSF)

4.3.3.1 The FSF, of course, is a part of COMESA’s overall 
macroeconomic surveillance mechanism. In this section 
we have “adopted” that mechanism to illustrate how 
fiscal developments in COMESA region are monitored 
and how fiscal convergence criteria are observed and 
enforced. As concerns the institutional framework, there 
are three regional organs having the power to take deci-
sions on fiscal surveillance, i.e. the Authority of Heads 
of State and Government, the Council of Ministers, and 
the Committee of Governors of Central Banks. The other 
main organs concerned with fiscal surveillance are the 
COMESA Secretariat, and the Finance and Monetary 
Affairs Committee (CFMA). 

4.3.3.2. The Committee of Governors of Central Banks 
is empowered under the Treaty to, among other respon-
sibilities, monitor and ensure the proper implementation 
of the Monetary and Financial Co-operation programs. 
The CFMA, in turn, is responsible for monitoring imple-
mentation of the program, preparing comprehensive 
reports on fiscal developments and observance of con-
vergence criteria by member countries, and then making 
recommendations to the Council and the Committee 
of Governors of Central Banks. The latter then makes 
the recommendations to the Council of Ministers for 
further action.

4.3.3.3. The multilateral surveillance concerning the 
progress in achieving convergence is carried out under 
a decision of the Council of Ministers in 2004 which 
states that:

 Î Member countries continue implementing economic 
reform policies with a view to attaining greater mac-
roeconomic convergence, and 

 Î Analysis of whether macroeconomic convergence is 
being attained should be presented in future country 
cooperation meetings.

4.3.3.4 Observations on fiscal criteria and surveillance 
mechanism

4.3.3.4.1 Fiscal Convergence Criteria:

4.3.3.4.1.1 In the present framework, the number of 
overall convergence criteria, at 13, is just too large to 
monitor. This diverts focus from fiscal convergence cri-
teria, especially as the body responsible for surveillance 
is the Committee of Central Bank Governors, and the 
Treaty provides no direct responsibility to the Ministers 
of Finance for regional surveillance. Because the AMCP 
was also conceived by the central bankers, it is also no 
surprise that in terms of numbers, financial convergence 
criteria outnumber the fiscal criteria. 

4.3.3.4.1.2 It was argued earlier that, to serve their pur-
pose, convergence criteria should be precisely defined, 
should primarily provide tests of compatibility of the 
economies of partner states, should be comprehensive, 
and should not be meant as a test of national policy 
objectives, however desirable they may be, and are best 
included in national convergence programs Many of the 
COMESA convergence criteria do not meet the above 
test of effectiveness, and are either more policy aspira-
tions than tests of compatibility, or are incapable of being 
precisely defined and measured. The distinction between 
primary and secondary fiscal criteria is also not explained. 
If both types of these criteria are required to bring about 
the needed compatibility between the economies of 
member countries, there should be equal emphasis on 
their fulfillment and the distinction is unhelpful. 

4.3.3.4.1.3 COMESA criteria concerning inflation, govern-
ment budget deficit, and central bank credit to Govern-
ment replicate the numerical value of the EMU criteria, 
but it is not clear how and why criteria prescribed for 
industrialized countries be relevant for COMESA. In the 
case of inflation the 3% annual rate is now challenged 
even for industrial countries, as recently argued by Mr. 
Blanchard, Economic Councilor at the IMF. Some other 
economists have also suggested that inflation, so long as 
it is limited to single digits, may not be harmful to growth 
or macroeconomic stability in developing countries and 
may in fact be helpful. The same consideration applies to 
the budget balance criterion of 3 % of GDP, and zero net 
credit from the central bank. While these criteria may be 
appropriate for industrial countries whose infrastructure is 
well developed, and credit markets equipped to finance 
government requirements, in COMESA countries there is 
substantial need to develop and invest in infrastructure 
development and where financial markets are still nei-
ther able nor willing to meet government requirements 
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(including short-term seasonal requirements). They may 
therefore need some “fiscal space” in the form of larger 
budget deficits and some credit from the central bank 
to meet those requirements. Thus the present criteria 
may be too restrictive and counterproductive. 

4.3.3.4.1.4 The justification for excluding foreign grants 
from budget balance is weak as these receipts have their 
counterpart in budget expenditures which, if included, 
will exaggerate the deficit, and if they are to be excluded 
may be difficult to identify fully to permit complete offset. 
Moreover, in so far as these grants have counterpart 
expenditure they are more or less neutral in influencing 
the size of the budget deficit. Many member countries 
of COMESA are heavily dependent on foreign grants to 
balance their budgets. In these countries, the exclusion 
of grants from the definition of deficits exaggerates the 
dimension of the deficit and may adversely influence 
private expectations regarding the soundness of the 
fiscal situation and the task facing the authorities in 
reducing the deficit to the level of the convergence cri-
terion. For example, in the case of Burundi, Congo DR, 
Malawi, and Rwanda the difference between the deficit 
excluding grants and including grants is as much as 10 
percentage points of GDP, and for Zambia 4 percentage 
points of GDP. 

4.3.3.4.1.5 Convergence criteria for government deficit 
carry implications for the debt as ratio of GDP (or vice 
versa). In the case of COMESA, the debt criterion is 
accorded “secondary” status and has no quantitative 
limit; rather it is expressed as “reduction of total debt as 
a ratio of GDP to sustainable level”. Such a formulation 
does not meet the test of precise definition and thus 
is not an effective convergence criterion and does not 
provide any guideline for member countries to follow. 
It is worthwhile to note that most of these countries in 
Sub-Saharan Africa have benefitted from the debt restruc-
turing and debt forgiveness facilities provided under the 
World Bank and IMF umbrella that has brought their debt 
levels to significantly below any sustainable minimum. 
Hence there could be the temptation to resort to credit 
markets and run up large debt liabilities. The present 
qualitative criterion does not provide any guidelines as 
to the debt management policies in member countries 
and, as it is presently set, is no guarantee for bringing 
about debt-convergence.

4.3.3.4.2 The Fiscal Surveillance Process

4.3.3.4.2.1 The Decision of the Council of Ministers on 
multilateral surveillance (paragraph 4.3.1.3.3 above) does 
not formally oblige member countries to submit reports 
on their progress in implementing the convergence pro-
gram, nor does it, or the body responsible for reporting 
progress, prescribe a particular “harmonized” format 
in which the reports should be prepared by member 
countries49. Nevertheless, all countries are requested by 
COMESA Secretariat to submit each year one report on 
the implementation status of performance in respect of 
macroeconomic criteria (which include the above fiscal 
criteria). The report should contain an explanation on 
whether targets were met and, if not, explain why. 

4.3.3.4.2.2 The Council Decision also does not expect 
that the reports from CFMA would contain specific rec-
ommendations regarding individual country programs. 
The Treaty and the Decision of the Council of Ministers 
are silent as to what actions should follow in case indi-
vidual countries significantly divert from the convergence 
path50. The reports submitted by the CFMA have varied 
in coverage of both countries and convergence criteria 
covered, and contain only general conclusions or recom-
mendations that have little operational value. As a result, 
the surveillance mechanism is very weak – the principle is 
to often urge lagging member countries to “pull up their 
socks”. Even at the council and summit level, there are 
no strict decisions made in respect of performance of 
each individual country. For example, the 2008 report did 
not contain information on two of the member countries, 
and missed information on some convergence criteria 
for other countries51.

49 Apparently, the normal procedure is for the COMESA Secretariat 
to send annually a questionnaire to every country to fill and send back 
to the Secretariat for compilation. But, in general, either countries do 
not reply or fill it only partially. It is also not clear whether all countries 
follow the same definitions.
50 In the transition interval, convergence criteria or end-period criteria 
and hence it is difficult to judge when a country is not respecting the 
criteria, even though they may be above the end-period criterion.
51 For example, the conclusions relating to fiscal and trade areas 
agreed to by the Committee of Central Bank Governors at their meeting 
to discuss the report on progress towards convergence in COMESA 
in October 2009 in Mauritius were general as follows: 

 Î Member countries should continue to move towards macro-
economic convergence, which takes into account poverty 
reduction strategies that target growth and equitable distribu-
tion of benefits of growth in order to achieve the Millennium 
Development Goals. 
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4.3.3.4.2.3 Perhaps the greatest weakness of the sur-
veillance process is the (Treaty-determined) absence of 
the Ministers of Finance from the surveillance process. 
Although a Committee of Ministers of Finance exists, 
it is not Treaty-based, and the Committee apparently 
meets infrequently and with an agenda that may not 
be convergence-focused. It is also not clear that the 
Committee of Central Bank Governors have sufficiently 
emphasized the importance of fostering robust PFM sys-
tems at the country level, or taken any measures to assist 
countries in that direction. As a result, the foundation of 
the surveillance process remains weak, given that (as is 
shown below) the national PFM systems have several 
gaps and fiscal rules, where adopted, remain “soft”.

4.4 Fiscal Performance of COMESA Member 
Countries

4.4.1. Reflecting the above weaknesses in the MFSF, the 
performance of member states of COMESA in respect 
of the established inflation (as partly reflecting fiscal 
performance) and fiscal convergence criteria has been 
mixed, as is described in the ensuing paragraphs.

4.4.2 Inflation: Table 4-7 traces price developments in 
COMESA member countries. The present convergence 
criterion dictates that during the first stage (2005-2010) 
of the program the inflation rate should not exceed 5% 
by 2010. As seen in the Table, this criterion is far from 
being fulfilled by a vast majority of member countries. 
The average annual rate for COMESA as a whole was 
13.8% in 2009 – a year when most of the rest of the 
world had recessionary impact on prices – with only five 
countries recording price increases of 5% or less while 11 
countries had double digit inflation. There appears to be 
significant improvement in 2010 when the IMF projects for 
COMESA countries an average price increase of 8.1%, 
with six countries meeting the COMESA convergence 

 Î It is necessary that government spending be reallocated into 
priority areas such as education and health and away from 
non-productive, non-priority spending, as well as from areas 
where a rationale for public intervention does not exist. 

 Î Medium-term fiscal consolidation is necessary to preserve 
price stability, prevent an erosion of external competitiveness 
and avert the unsustainable debt dynamics that can jeopardise 
the economy’s growth prospects.

 Î Trade integration should be pursued with renewed vigour. Such 
an improvement would necessarily result in the quest for an ef-
ficient payment and settlement system which would ultimately 
enhance the monetary integration agenda of COMESA.

criterion, but still four countries recording double digit 
inflation. This experience underscores the point made 
earlier that the 5% target may be too restraining, if not 
unrealistic, in the short- to medium-term.

4.4.3 Budget Deficit-to-GDP criterion: This convergence 
criterion stipulates that the budget deficit (excluding 
grants) should not exceed 5% of GDP in the first stage of 
the Program. There have been slippages in the perform-
ances of member countries regarding attainment of this 
criterion also. The trend in overall fiscal balance measured 
as percentage of GDP is not encouraging for most of the 
countries in COMESA (Table 4-5), increasing to as high 
as over 20% for a number member countries. In fact, 
the average level of budget deficit for COMESA is about 
the same in 2010 as it was in 2005. For the years 2009 
and 2010, average COMESA deficit (excluding Libya) 
was 8.0% and 9.6% of GDP, with countries recording 
deficits of 5% or less being 4 and 5 in number respec-
tively. The average deficit, as well as the number (5) of 
countries recording deficit of 5% or lower, in 2009 is the 
same as in the period 2000-200452. Again this underlines 
the need for prescribing realistic, though economically 
sound, criteria in terms of both their quantification and 
time period for realization to ensure compliance. 

4.4.4 Debt-to-GDP criterion: As mentioned earlier, this 
criterion has no quantitative ceiling and is assigned the 
secondary criterion status. Most of these countries have 
benefitted from international efforts to restructure and 
forgive debts of developing countries under the aegis of 
the IMF and the World Bank. The reduction of the debt 
ratios in COMESA reflects those actions rather than an 
effective debt management policy of COMESA countries. 
Thus the average debt ratio that had already been re-
duced to about 47% in 2005 has been reduced further 
to only 39% in 2009. Despite the lower debt ratios, the 
longer-term debt sustainability analysis by the IMF for 
many of these countries puts them in the high risk and 
medium-risk categories (see below) which underlines the 
need for effective, value and time-bound convergence 
criteria in the context of MFSF.

52 N. Mutoti and D. Kihangire., COMESA: Issues in COMESA Monetary 
Harmonisation Programme (Chapter 2-Macroeconomic Convergence).  
The writers also conclude that “fiscal policy convergence and thereby 
fiscal harmonization has not yet been in sight”.



55CHAPTER 4: REVIEW OF PROGRESS TOWARDS FISCAL CONVERGENCE IN COMESA

4.4.5 Government revenue: As a “secondary” criterion, 
this convergence requirement stipulates that govern-
ment revenues reach 20% of GDP by 2010. The need 
for this criterion arises from the fact that this ratio for 
COMESA countries is generally well below the average 
for developing countries, and that social and investment 
needs in the public sector demand that this ratio be 
raised significantly. Coincidentally, the average revenue 
ratio in 2009 was 21.7 (including Libya with 59.2) and 
19.6 (excluding Libya)53. However, this is the result of 

53 Ibid. The corresponding ratios in 2000-2005 were 22 and 21.5 
respectively

three countries (Djibouti, Seychelles, Swaziland) having 
ratios over 30%; in fact 11 COMESA countries recorded 
ratios below 20% in 2009, underscoring the need to 
pursue this criterion more pro-actively, by assigning it 
the “primary” status. A side advantage of this change 
could be that the countries would need to review their 
taxation system to increase its elasticity. 

Table 4-5: COMESA: Government Deficit, 2005-2010
(Percentage of GDP)

 Excluding Grants  Including grants

Country 2005 2006 2007 2008 2009 2010 2005 2006 2007 2008 2009 2010

Burundi -16.8 -19.3 -19.8 -25.6 -20.7 -31.1 -5.1 -1.4 1.0 -0.7 60.1 -3.1

Comoros -4.2 -7.6 -9.7 -13.0 -8.8 -8.8 0.1 -2.6 -2.0 -2.5 0.8 4.9

Djibouti -2.5 -2.6 1.3 -4.9 -0.5

Congo -15.5 -7.9 -4.8 -6.3 -11.7 -15.4 -10.3 -1.2 -2.5 =3.0 -4.2 =3.5

Egypt -9.2 -7.5 -7.8 -7.0 -8,2

Eritrea -31.5 -18.2 -18.8 -24.0 -17.2 -21.1 -22-2 -14.1 -15.7 -21.1 -14.7 -14.6

Ethiopia -8.7 -7.4 -8.0 -6.9 -6.o -6.2 -4.7 -3.8 -3.6 -2.9 -o.9 -1.5

Kenya -3.0 -3.6 -4.0 -5.0 -6.2 -7.5 -1.7 -2.5 -2.8 -3.9 -5.3 -6.6

Libya 33.1 33.3 30.3 9.4 13.3 14.2

Madagascar -10.5 -10.3 -7.0 -6-4 -4.2 -1.5 -4.8 57.6 -2.7 -1.9 -3.1 -0.9

Malawi -13.4 -14.4 -17.9 -17,1 -14.9 -10.9 -1.3 2.9 -4.5 -5.2 -5.8 0.3

Mauritius -0.6 -0.1 -0.1 -2.5 -4.4 -4.7 -0.3 0.3 0.1 3.5 -3.4 0.1

Rwanda -10.6 -9.6 -10.6 -10.0 -13.1 -12.1 09 0-2 -1.7 1.0 -2.3 1.6

Seychelles 0.7 -7.6 -9.0 -1.0 1.6 -3.5 1.7 -6.2 -8.7 2.3 5.0 -0.3

Sudan -4.3 -5.4 -1.4 -4.7 -3.7 -4.6

Swaziland -3.6 6.5 7.0 0.5 -7.1 -13-3 -2.6 7.4 7.5 1.0 -6.6 -12.7

Uganda -8.1 -6.3 -6.8 -6.7 -5.4 -5.0 -06 -0.9 -1.3 -3.0 -2.1 -2.5

Zambia -8.3 -6.2 -5.9 -5.2 -6.4 -6.7 -2.8 20.2 -1.3 -1.5 -3.2 -2.7

Zimbabwe -12.8 -4.7 -5.1 -4.0 -3.8 -11.5 -9.6 -3.6 -4.1 -3.1 -2.7 -1.9

COMESA 9.5 * 8.0* 9.6* 

Source: IMF- Regional Economic Outlook, Sub-Saharan Africa, October 2010.

* Excludes Libya



56 FACILITATING MULTILATERAL FISCAL SURVEILLANCE IN MONETARY UNION CONTEXT WITH FOCUS ON COMESA REGION

Table 4-6: COMESA: Government Revenue, 2005-2010 
(Percentage of GDP) 

Country 2005 2006 2007 2008 2009 2010

Burundi 20.0 18.9 18.8 18.5 18.6 18.3

Comoros 15.7 13.6 12.7 13.1 13.9 14.3

Djibouti 31.1 30.2 28.8 30.6 30.o

Congo 11.4 12.8 14.7 18.5 16.8 19.2

Egypt 28.2 27.2 27.6 27.0 23.8

Eritrea 26-9 23.0 21.12 18.2 13.1 13.0

Ethiopia 14.6 14.8 12.7 12.0 12.0 13.4

Kenya 21.2 21.1 22.0 22.1 22.8 23.0

Libya 64.1 66.0 70.1 64.7 59.2

Madagascar 10.9 11.2 11.7 13.3 11.1 10.5

Malawi 19.2 17.7 19.4 20.9 22.3 25.3

Mauritius 18.9 18.6 17.7 19.9 21.3 21.5

Rwanda 12.5 12.1 12.3 14.9 12.8 12.8

Seychelles 41.1 42.0 32.2 32.4 35.4 30.3

Sudan 20.5 20.0 21.3 15.2 17.1

Swaziland 32-3 40.0 30.3 30.2 36.8 26.9

Uganda 12.2 12.5 12.6 12.8 12.5 12.7

Zambia 17.6 17.2 18.4 18.6 18.0 17.2

Zimbabwe 18.3 10.5 4.0 3.3 20.2 34.0

COMESA 20.0

Source: IMF- Regional Economic Outlook, Sub-Saharan Africa, October 2010.
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Table 4-7: COMESA: Inflation and Public Debt, 2005-2010
Inflation Public Debt

Country 2005 2006 2007 2008 2009 2010 2005 2006 2007 2008 2009 2010

Burundi 13.5 2.7 8.3 24.4 10.7 7.2 182 159.6 150.5 134.3 24.8 28.3

Comoros 3.0 3.4 4.5 4.8 4.8 2.6 67.7 73.4 61.2 49.7 48.4 43.3

Djibouti 3.1 3.5 5.0 12.0 1.7 3.9 56.8 63.6 60.2 59.7 58.8

Congo 21.4 13.2 16.7 18.0 46.2 26.2 152.5 122.1 1105.1 115.9 124.5 118.4

Egypt 8.8 7.6 9.5 18.3 11.7 10.9 98.8 87.1 76.6 76.2 74.2

Eritrea 12.5 15.1 9.3 19.9 54.7 20.5 65.7 60.9 66.2 59.3 53.7 47.6

Ethiopia 6.8 12.3 15.8 25.3 36.4 2.8 48.2 36.7 11.3 10.7 12.7 20.1

Kenya 9.9 6.0 4.3 16.2 9.3 4.1 28-9 24.4 21.5 21.0 23.4 23.5

Libya 2.9 1.4 6.2 10.4 2.8 4.5 0.9 0 0 0 0

Madagascar 18.4 10.8 10.4 9.2 9.0 9.0 69.8 29.5 25.4 23.8 26.7 29.2

Malawi 15.5 13.9 7.9 8.7 8.4 8.0 108.3 14.4 14.4 16.0 17.7 19.0

Mauritius 4.9 9.0 8.8 9.7 2.5 2.5 13.1 12.6 11.5 8.8 9.5 12.8

Rwanda 9.1 8.8 9.1 15.4 10.4 6.4 63.0 17.1 16.8 15.2 16.7 19.1

Seychelles 0.6 -1.9 5.3 37.0 31.8 -2.4 36.7 23.4 28.1 38.4 41.7 33.0

Sudan 8.5 7.2 8.0 14.3 11.3 10.0 89.3 82.3 69.8 80.6 71.4

Swaziland 4.8 5.3 8.2 13.1 7.6 6.2 12.3 11.7 12.5 11.8 12.7 13.6

Uganda 8.0 6.6 6.8 7.3 14.2 9.4 47.9 44.8 12.3 12.1 14.7 16.4

Zambia 18.3 9.0 10.7 12.4 13.4 8.2 56.8 4.9 8.4 7.3 9.4 8.4

Zimbabwe 6.5 4.7 44.6 43.3 42.1 42.9 33.5 23.3

COMESA 13.8 8.1 46.4 38.7

Source: IMF- Regional Economic Outlook, Sub-Saharan Africa, October 2010.

4.5 Budgetary practices
Budget process covers at least seven key areas that 
are most relevant for budgeting. These are: (i) budget 
timelines, (ii) budget formulation, (iii) parliamentary over-
sight, (iv) budget execution, (v) fiscal transparency, (iv) 
off-budget spending, and (vii) aid management. Owing to 
insufficient information obtained during the field missions 
conducted in some selected countries, this section only 
focuses on the budget practices and procedures relating 
to two of the seven key areas of the budget process. 
These are budget practices and procedures relating to 
fiscal transparency, and budget formulation. This section 
provides information on whether or not the countries 
under review conduct their fiscal policies in the context 
of medium-term macroeconomic and fiscal framework, 

and consider their impact on budget formulation. The 
information obtained from the field missions was used to 
frameworks, as well as within the limits of any fiscal rules, 
and how often these frameworks are revised complement 
that which was obtained from literature review, includ-
ing those from The Collaborative Africa Budget Reform 
Initiative (CABRI)54 survey55, the IMF and the OECD:

54 CABRI is a pan-African network of senior budget officials in minis-
tries of finance and/or planning, created as a platform for its members 
to share experiences on budget reform programs and to contribute 
towards the efficacy of public finance management in Africa.
55 The survey was filled in through an online platform by Ministry of 
Finance officials in participating countries, and the data gathered on 
African countries went through a peer review process that involved 
the CABRI Secretariat, the LSE team and country experts.
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4.5.1 Transparency and Accountability

4.5.1.1 Budgets are the single most important policy 
document of governments all over the world. In this 
respect, budget transparency, defined as the full dis-
closure of all relevant fiscal information in a timely and 
systematic manner, is taken as governance practice 
that leads to better economic and social outcomes. A 
number of initiatives have therefore been undertaken at 
the international level to promote budget transparency 
practices. The IMF’s Code of Good Practices on Fiscal 
Transparency56 and the OECD Best Practices for Budget 
Transparency are such examples. 

4.5.1.2 The IMF’s Code of Good Practices on Fiscal 
Transparency adopted in 1998 is based on a hierarchy 
of the following principles and practices:

(i) Clarity of Roles and Responsibilities – Roles and 
responsibilities within government and between 
different levels of government should be clear, with 
a clear definition of the boundary between the gov-
ernment and the private sector. There should be a 
clear legal and administrative framework for fiscal 
management. 

(ii) Public Availability of Information – The public should 
be provided with full information on the past, cur-
rent, and projected fiscal activities of government. 
Governments should make a public commitment to 
the timely publication of fiscal information.

(iii) Open Budget Preparation, Execution and Report-
ing – Budget documentation should specify fiscal 
policy objectives and the macroeconomic frame-
work. Budget data should be presented in a way 
that promotes accountability. Procedures for the 
execution and monitoring of approved expenditures 
should be clearly specified. Fiscal reporting deals 
with budget process, and thus goes to the core of 
fiscal transparency

56 Implementation of the Code by the IMF placed no obligation 
on countries to adhere to it. The IMF however encourages its 181 
member countries to improve fiscal transparency by meeting the 
requirements of the Code. The Fund has taken a number of steps 
to support implementation including the preparation of a Manual on 
Fiscal Transparency.

(iv) Independent Assurances of Integrity – The integrity 
of fiscal information should be subject to public and 
independent scrutiny. A national audit body should 
be appointed by the legislature with the responsibility 
to provide timely reports to the legislature and public 
on the financial integrity of government accounts

4.5.1.3. The OECD Member countries on the other hand 
in 1999 produced the OECD Best Practices for Budget 
Transparency as a reference tool for Member and non-
member countries to use in order to increase the degree 
of budget transparency in their respective countries. The 
Best Practices are in three parts:

(i) Principal budget reports that governments should 
produce and their general content. 

(ii) Specific disclosures to be contained in the reports 
including both financial and non-financial perform-
ance information. 

(iii) Practices for ensuring the quality and integrity of the 
reports. 

4.5.1.4. A review of countries’ Report on Fiscal Trans-
parency (also referred to as Report on Observance of 
Standards and Codes) by the IMF shows that a few of 
the countries belonging to the three RECs under review 
in this study have been assessed. Table 4-8 provides a 
summary of those assessments.
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Table 4-8: Report on Fiscal Transparency for Assessed Countries in EAC, COMESA and SADC
Country Clarity of Roles and 

Responsibilities
Public Availability of 
Information

Open Budget Prepara-
tion, Execution and 
Reporting

Independent Assurances 
of Integrity

1. Kenya Clearly defined in law 
and practice. However, 
the blurred line between 
general government and 
the rest of the public 
sector makes it difficult to 
accurately establish the full 
extent of extra-budgetary 
spending or to clearly de-
fine general government. 
Also, the very limited cov-
erage of the Government 
Financial Management Act 
(GFMA) has weakened the 
Ministry of Finance’s ability 
to ensure adherence to 
financial regulations.

Progress in developing the 
MTEF has contributed to 
an annual budget process 
that is generally open. The 
medium-term fiscal objec-
tives are clearly stated in 
budget documents but 
there is no analysis of con-
tingent liabilities, in particu-
lar those related to govern-
ment pension schemes. 
Improvements are visible 
in revenue administration, 
cash-flow planning, and 
procurement. However, the 
accounting and reporting 
system is still evolving and 
data sharing and coordi-
nation is lacking, and the 
internal audit function is 
weak.

Fiscal information on 
central government is fairly 
comprehensive and readily 
available to the public but 
there is no “citizen’s guide” 
to the budget. Local 
government reports are 
untimely, but local authori-
ties have begun to hold 
public hearings on their 
budgets to enhance local 
community involvement

The Kenyan National Audit 
Office (KENAO) is independ-
ent of the executive. The 
timeliness in the submis-
sion of audit reports has 
improved but backlogs per-
taining to local governments 
persist. Reviews of audit 
reports by Parliament are 
still conducted with delays 
of 3-4 years, which dilutes 
their effectiveness.

2. Malawi The Public Finance 
Management Act (PFMA) 
specifies the responsibili-
ties and requirements of 
government, and those 
of the Minister of Finance, 
together with the powers 
he may delegate to senior 
officials.

 Î Fiscal information to 
Parliament is now 
more elaborate but 
budget documents do 
not provide a compre-
hensive coverage of 
fiscal activity

 Î Information on total 
defense and security 
expenditure not avail-
able.

 Î Fiscal transparency 
of local government 
remains weak

 Î Tax legislation remains 
partly outdated and 
fragmented

 Î Critical weaknesses 
in fiscal data quality 
remain.
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Country Clarity of Roles and 
Responsibilities

Public Availability of 
Information

Open Budget Prepara-
tion, Execution and 
Reporting

Independent Assurances 
of Integrity

3. Rwanda  Î The coverage of the 
central government 
budget is restricted to 
central government 
excluding the pension 
fund

 Î The fiscal responsibili-
ties of lower levels of 
government are speci-
fied in law

 Î The budgets of dis-
tricts are not consoli-
dated at central level

 Î Not all central govern-
ment spending is 
included in the annual 
budget.

 Î The privatization proc-
ess is transparent

 Î The budget docu-
ments presented to 
parliament cover most 
central government 
fiscal activities, but do 
not provide revenues 
and expenditures of 
general government.

 Î The budget docu-
ments provide parlia-
ment with a medium-
term analysis of the 
main budget targets 

 Î Defense expenditures 
are treated in some 
detail in the budget 
documentation.

 Î Information on con-
tingent liabilities is not 
reported.

 Î Estimates of tax ex-
penditures and quasi-
fiscal activities are not 
published.

 Î There are no formal 
commitments for 
regular publication of 
fiscal data and

 Î advance release date 
calendars are not an-
nounced

 Î The annual budget 
has traditionally 
focused on financial 
compliance, but in re-
cent years, a program 
budget approach has 
been initiated.

 Î The recurrent and 
development budgets 
are not integrated.

 Î The domestic bal-
ance and the overall 
balance of central 
government are the 
main indicators of the 
fiscal position.

 Î Medium-term projec-
tions of each expendi-
ture program are pre-
pared in the context of 
the MTBF

 Î The main fiscal risks 
are not fully disclosed 
in the budget docu-
mentation.

 Î Internal audit in 
spending ministries is 
weak and focuses on 
pre-audit of documen-
tation.

 Î Statements of ac-
counting policy are not 
included in the budget.

 Î The data on which the 
annual budget projec-
tions are based are 
generally reliable for 
revenues and recurrent 
spending

 Î Regular reconciliation 
of all government bank 
accounts reveals dis-
crepancies between the 
monetary accounts and 
fiscal accounts.

 Î The quality of expen-
ditures recorded in 
monthly flash reports 
is undermined by 
recording transfers as 
expenditures.

 Î External scrutiny of 
macroeconomic models 
and assumptions un-
derlying the budget are 
not carried out.

4. Uganda  Î public enterprises 
divested thereby 
reducing scope for 
conducting off-budget 
quasi-fiscal operations

 Î Extended budget-
ing framework to 
cover district and local 
government budget 
process

 Î Granting of discretion-
ary tax exemptions 
eliminated through 
modification of in-
come, customs and 
value added tax laws

 Î Quarterly, semiannual 
and annual reports on 
the outturn of the cen-
tral government now 
available on govern-
ment website

 Î Aggregated final 
accounts for local 
government compiled

 Î Enactment of budget 
2001 led to increased 
participation of legisla-
ture in fiscal manage-
ment

 Î Budget data has 
become increasingly 
reliable

 Î Has reformed the ten-
der board and passed 
new procurement law

 Î Output oriented budg-
eting started

 Î Technical capacity in 
auditing functions of 
government have been 
enhanced by increas-
ing budget resources 
and hiring of external 
auditors
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4.5.1.5. Table 4-8 shows that most countries in the three 
RECs have legislations and regulations such as the Public 
Finance Management Act, the Public Procurement Act 
and the Public Audit Acts that guide the fiscal manage-
ment to ensure transparency and accountability in their 
respective countries. These are good budget practices 
as they are in line with the international best practices. 
The major challenge however is in the implementation 
of such laws and regulations to the letter.

4.5.2 Medium Term Frameworks and Medium-Term Plans

4.5.2.1 Budgeting reforms in COMESA, EAC and SADC 
have led to a significant shift from planning and approving 
budgets for one year at a time, to a multi-year perspective. 
Consequently, most member countries have adopted one 
or more of the medium-term frameworks (MTMEF, MTFF, 
MTBF, and MTEF), although their depth of application 
varies a lot. The objective of adopting MTEF, MTMEF 
and MTBF was to introduce better alignment between 
policies, planning and resources. These frameworks 
have the following key characteristics:

(i) Set out the macro-fiscal framework for the com-
ing three years, review government fiscal policy 
objectives, and provide expenditure ceilings for the 
operational and development budgets by Vote.

(ii) Set the allocation of resources and expenditure 
priorities line with National Development Plans (both 
the long-term planning documents such as Vision 
2030 in the case of Kenya, Rwanda and Namibia 
as well as the medium.term plans (MTPs).

(iii) The MTEF is supported by MTPs prepared for each 
Vote. The MTPs set out, for each Vote, the total 
resources allocated to each Program, the main ac-
tivities to be carried out under each Program, and 
how the Programs will help to achieve the ministries’ 
objectives which contribute to the overall national 
development objectives. The expenditure plans are 
linked to socio-economic variables in the PEMP.

(iv) The MTEF covers a period of three years and should 
be revised every year. It thus serves the purpose of 
three year rolling budget and also an annual budget. 
The Votes also include statements on financial op-

erations of some special funds and state-owned 
enterprises falling under the respective ministry.

(v) The MTEF is regarded as the main budget document, 
and detailed information on the budget estimates is 
presented in the accompanying books – Estimates 
of Revenue and Expenditure and the Three-Year 
Rolling Development Budget.

4.5.2.2 For a significant number of countries, medium-
term projections of each expenditure program are pre-
pared in the context of the Medium-Term Budgetary 
Framework (MTBF). Experience in most countries show 
that second-year projections do not automatically be-
come the first-year of the new MTBF twelve months later. 
This is mainly due to the following factors:

(i) revenues, especially grants, and/or the macro frame-
work for the first year, may deviate considerably from 
initial assumptions; 

(ii) the medium-term expenditure projections do not 
include a formal planning contingency reserve; and 

(iii) fixed costs are very high, thereby reducing flexibility 
for changing discretionary expenditures and remain-
ing within overall ceilings. 

4.5.2.3 The budget submission process in most coun-
tries requires spending ministries to prepare a mission 
statement, a strategic overview, policy objectives, key 
issues facing the ministries, constraints to achieving 
objectives, and proposals for dealing with them. This 
may lead to the identification of new policies, which are 
discussed in the cabinet, then the parliament. Despite 
these procedures, other new policies may be introduced 
late in the budget cycle, irrespective of whether they are 
in the budget framework. 

4.5.2.4 The main fiscal risks are not fully disclosed in 
the budget documentation. Discussions of fiscal risk are 
limited to the potential shortfall of domestic revenues and 
donor assistance. More comprehensive analyses of the 
sensitivity of the estimates to changes in economic vari-
ables or other risks are unavailable. The annual budget’s 
contingency reserve is generally very small and likely 
unable to handle expenditure increases necessitated 
when major risks are realized
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4.5.2.5. The survey and the field visits also revealed that 
the majority of countries have implemented some form of 
“top-down” approach, which centralizes decision-making 
powers during the budget formulation stage to ensure 
fiscal discipline. Table 4-9 shows that many countries 
do not include multi-year estimates in the budget docu-
ments submitted to parliaments, while others do it with 
different levels of detail. Multi-year expenditure targets or 

ceilings are much more widespread. For both of these 
types of countries, three years is the most common 
time horizon. The results seem to point to medium-
term budgeting frameworks in Africa as instruments 
for ensuring fiscal discipline which executives use in a 
flexible manner, but face considerable challenges, such 
as weak capacity, unpredictable aid flows, as well as 
different legal requirements.

Table 4-9: Macroeconomic/Fiscal forecasting and Budget Formulation in COMESA
Macroeconomic/ Fiscal Issue Country Experience and Practice

1. Formulation of economic 
 assumptions used in the  
budget

 Î The Ministry of Finance is the main actor that formulates the economic assumptions 
used in the budget in most countries. 

 Î In Uganda and Namibia, however, this task is carried out jointly by Ministries of Finance 
and Planning/Economic Development

2. Independent Review of 
 Economic assumptions used  
in the budget process

 Î No independent reviews carried out in most countries 

 Î IMF carries out somewhat independent reviews in some countries like Rwanda

 Î Uganda has no institutionalized independent reviews, except those by private and non-
profit actors such as banks and NGOs. 

 Î Reserve Bank, National Treasury, Bureau for Economic Research, private sector econo-
mists and academic institutions hold discussions to review the economic assumptions 
in South Africa

3. Disclosure of the methodol-
ogy used for establishing the 
 economic assumptions

 Î Disclosure of the methodology used for establishing the economic assumptions is not 
publicly available in all countries surveyed except in the case of Botswana (on request)

4. Fiscal sensitivity analysis  Î Sensitivity analysis of economic assumptions hardly undertaken except in few countries 
like Uganda, Mozambique and Namibia

5. Frequency of revisions of  
fiscal estimates (spending and 
revenues)

 Î Quarterly (in Madagascar, Swaziland and Zambia), 

 Î Biannually (in Kenya, Malawi, Mauritius, Mozambique, Rwanda and Namibia and Annu-
ally in Namibia. 

 Î No revisions are made in revised Lesotho 

 Î Botswana revises expenditures through supplementary in July, November and February 
while revenue is revised once in Oct/Nov

6. Evaluation of fiscal risks  Î Evaluated although on an ad-hoc basis in Madagascar, Swaziland, Zambia, Ethiopia, 
Kenya, Malawi, Mauritius, Mozambique, Rwanda, South Africa, Namibia and Botswana. 

 Î Not evaluated in Lesotho, Rwanda and Zimbabwe. 

7. Frequency of preparation of 
long-term fiscal projections

 Î Ethiopia, Kenya, Lesotho, Madagascar, Malawi, Mauritius, Mozambique, Namibia, 
Rwanda, Swaziland prepare long-term fiscal projections every year

 Î Mozambique and Botswana do so every three years. 

 Î No long-term fiscal projections in South Africa, Uganda, Zambia and Zimbabwe

8. Number of years that the  Fiscal 
projections normally cover

 Î Up to ten years in most countries except South Africa, Uganda, Zambia and Zimbabwe. 

 Î Only done for 3 years in Swaziland and are not subjected to serious tests and analysis 
mainly due to lack of personnel. 

 Î Only short-term and medium-term fiscal projections made in Uganda, on the basis of 
detailed projections of revenues, expenditures and surplus (deficit). 

 Î No long-term fiscal analysis being carried out in Zimbabwe
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4.5.3 Fiscal Rules among Selected Members of COME-
SA, EAC and SADC 

4.5.3.1 The primary goal of having fiscal rules is to pro-
mote fiscal sustainability. As noted in Chapter 2, fiscal 
rules are useful devices often employed to ensure fiscal 
discipline among countries and or regions. Table 4-10 
reviews the fiscal rules that exist among selected mem-
bers of COMESA, EAC and SADC based on the findings 
of field missions to a group of selected countries as well 
as the 2008 findings of CABRI on the Budget Practices 
and Procedures in Africa. This assessment reveals that 
member States have been increasingly relying on national 
fiscal rules. Some countries have, however, no written law 
or rules on procedures to follow in the budget formula-
tion process and therefore rely on internal procedures, 
and (where applicable) the performance benchmarks 
agreed with the IMF. Most fiscal rules currently in place 
in many countries include set targets on budget deficit, 
Public debt rules, expenditure rules and revenue rules. 
A combination of hard and soft rules is used in many 
countries. However, their precise definition and features 
vary widely among countries as shown in Table 4-9. 

4.5.3.2 Table 4-10 shows that the Central Budget Author-
ity is the institution in charge of monitoring compliance 
with the fiscal rule in the following countries; Botswana, 
Ethiopia, Kenya, Lesotho, Madagascar, Malawi, Mau-

ritius, Mozambique, Namibia, Rwanda, South Africa, 
Swaziland, Uganda, Zambia and Zimbabwe. In the case 
of Zambia, however, the Ministry of Finance, particularly 
the Budget Office Department is in charge of monitoring 
compliance with the fiscal rule. Kenya, Malawi, Mauritius 
and Zambia do not have defined ex ante enforcement 
procedures in case of non-compliance with the fiscal 
rule. In Botswana, however, a proposal with corrective 
measures must be presented to the Legislature, while 
in Ethiopia and Madagascar the Government or the 
ministry responsible for the overrun has to implement 
corrective measures. In the case of Botswana, Ethiopia, 
Madagascar, Malawi, the entire Government sector is 
the part of the general Government that is covered by 
fiscal rule, while in the case of Kenya and Zambia it is 
only the Central Government that is covered by fiscal rule.

4.5.4 Classification of countries Based on Budgetary 
Practices and Procedures 

4.5.4.1. Based on the review of budgetary practices and 
procedures in the preceding sections using information 
from CABRI, OECD, IMF, and the Open Budget Index, 
member countries were classified into three catego-
ries: low-effective, medium-effective and high-effective 
budgetary practice categories. The results are shown 
in Table 4-11.
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Table 4-10: Fiscal rules that place limits on fiscal policy among COMESA Countries
Fiscal Rule Country Additional Notes

1. No rule Lesotho, Uganda Uganda and Lesotho have no formal fiscal rules in place although government 
commitment to improve the budget balance as a percentage of GDP has guided 
fiscal policy well. 

2. Expendi-
ture rule

Botswana, Ethiopia, Kenya 
Madagascar, Malawi, 
Mauritius, Mozambique, 
Namibia, Rwanda

Expenditure rule in Zambia is specific to salary and wage bill of the civil service 
(currently 8% of GDP) while in Swaziland, the expenditure is based on the esti-
mated revenue collection. In the case of Botswana, Ethiopia, Madagascar, Malawi 
and Zambia, the rule targets a specific expenditure to GDP ratio while in Mauritius; 
a combination of real and nominal expenditure ceiling is used. Kenya uses nomi-
nal expenditure ceiling as well as expenditure to GDP ratio.

3. Revenue 
rule

Botswana, Ethiopia, Kenya 
Madagascar, Malawi, 
Mauritius, Mozambique, 
Namibia, Rwanda

In Botswana, the rule imposes constraints on the allocation of higher-than-
expected revenues in good times. In Kenya and Madagascar, the rule imposes 
constraints on the developments in the tax-to-GDP ratio. The period covered by 
the fiscal rule, i.e. the number of years for which the rule imposes the constraint, is 
one year for most countries including Botswana and Kenya. In most countries, the 
entire Government is covered by the fiscal rule while in a few the Central Govern-
ment is covered by the fiscal rule. Formal agreement of parties in Government 
defines the fiscal rule. The Central Budget Authority is in charge of monitoring 
compliance with the fiscal rule(s) in most countries. In case of non-compliance 
with the fiscal rule, there are no ex ante enforcement procedures such as presen-
tation of proposal to the Legislature with corrective measures, nor implementation 
of corrective measures by the Government or ministry responsible for the overrun 
nor sanctions.

4. Budget 
balance (sur-
plus/deficit) 
rule

Botswana, Ethiopia, Kenya 
Madagascar, Malawi, Mo-
zambique, Namibia, Rwan-
da, Zambia and Zimbabwe

In Zambia, Budget balance rule is limited to the domestic balance. In most of 
these countries, the rule targets a specific budget balance in nominal terms.

5. Debt rule Kenya, Malawi, Mauritius, 
Mozambique, Namibia, 
Rwanda

In the case of Mauritius, Debt to GDP ratio should be on a downward trend. Capi-
tal expenditure should be at least equal to net borrowing Constant expenditure 
rule.

Table 4-11: Classification of COMESA Countries’ Budget Practice 
Low-effective Medium-effective High-effective 

Seychelles Rwanda Kenya

Burundi Zambia Mauritius

Eritrea Malawi Botswana

Ethiopia Uganda South Africa

Djibouti Swaziland Namibia

Madagascar

Lesotho

Mozambique
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Of the Sub-Saharan African member countries of COME-
SA, only two countries (Kenya and Mauritius) are classi-
fied as having high effective budgetary practices, while 
seven countries are categorized as having low effective 
budgetary practices.

4.6  Assessment of Degree of Tightness  
of Fiscal Criteria in the three RECs

4.6.1 The purpose of establishing frameworks for fis-
cal policies of the Member States of a REC is to fulfill 
the objective of securing sound public finances in the 
context of deeper economic integration, in particular 

within an economic and monetary union. Formal rules 
outlining a common framework for national fiscal policies 
in the respective treaties of EAC, COMESA and SADC 
are supposed to be an essential element of the fiscal 
convergence process. However, such rules do not ex-
ist in the treaties for the three RECs and, in the case of 
COMESA, only in its Monetary Program (Table 4-12). In 
particular, the convergence criteria in these RECs do not 
adequately define the framework for fiscal policies for 
Member States before their entry into monetary union 
by the set deadline.

Table 4-12: Assessment of Degree of Tightness of Fiscal Rules in the EAC, COMESA and SADC 
Macroeconomic Convergence Programs

EAC COMESA SADC

1. Strength 
Fiscal rules

Soft fiscal targets as follows:

(a) Overall budget deficit/GDP ratio 
(excluding grants); of not more than 
3%

(b) Minimization of central bank 
financing to 0% target

(c) Sustained pursuit of debt reduc-
tion initiative on domestic and 
foreign debt i.e. reduction of total 
debt as a ration of GDP to sustain-
able level

Soft fiscal targets as follows:

(a) Overall budget deficit/GDP ratio 
(excluding grants) of not more than 
5%

(b) Annual average inflation rate not 
exceeding 5%

(c) Minimize the central bank 
financing of the budget towards 0% 
target 

(d) Pursuit of debt reduction initia-
tive on domestic and foreign debt 
i.e. reduction of total debt as a ratio 
of GDP to sustainable level 

(e) Total domestic revenue to GDP 
ratio of not less than 20%

Soft fiscal targets as follows:

(a) Fiscal deficit of 3% of GDP 

(b) Public debt 60% of GDP 

(c) Current account deficit of 3% of 
GDP

2. Legal 
enforcement 
basis

No explicit sanctions on conver-
gence criteria are stated in article 
146 of EAC Treaty that deals with 
Suspension of a Member for failure 
to observe and fulfill the fundamen-
tal principles and objectives of the 
Treaty.

No explicit sanctions on conver-
gence criteria are stated in article 
171 of the COMESA treaty that 
deals with Suspension of a Member 
for failure to observe and fulfill the 
fundamental principles and objec-
tives of the Treaty.

No explicit sanctions on convergence 
criteria are stated in the signed MOU 
as well as treaty. Sanctions may 
however be imposed against any 
member state persistently fails, with-
out good reason, to fulfill obligations 
assumed under the Treaty.

3. Imple-
mentation 
institution

Each partner Country Each partner Country Each partner Country
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EAC COMESA SADC

4. Monitoring 
and surveil-
lance

The EAC Secretariat through the 
Fiscal and Monetary Affairs Com-
mittees that monitor developments 
on performance and make assess-
ments by way of reports to the 
Council and the summit. Hitherto, 
formal convergence reports have 
not been prepared.

The COMESA Secretariat through 
the Finance and Monetary Affairs 
Committee monitors develop-
ments on performance and makes 
assessments but does not prepare 
formal convergence reports.

The 1st round of convergence 
reports prepared in 2005–06 and ta-
bled before Ministers of Finance and 
Investment in mid-2007. An overview 
update was prepared by the SADC 
Secretariat in April 2008. The peer 
review panel comprising Ministers of 
Finance and Central Bank Gover-
nors), is yet to convene to review it 
and issue a communiqué explaining 
its assessments.

5. En-
forcement 
mechanism

There are no enforcement mecha-
nisms. Developments on perform-
ance criteria are monitored and 
on that basis, respective countries 
to take corrective action to meet 
required targets.

There are no enforcement mecha-
nisms. Developments on perform-
ance criteria are monitored and 
on the basis, respective countries 
to take corrective action to meet 
required targets.

There are no enforcement mecha-
nisms. Developments on perform-
ance criteria are monitored and 
on the basis, respective countries 
to take corrective action to meet 
required targets.

6. Enforce-
ment institu-
tion

Summit Summit Summit

7. Fiscal 
Conver-
gence 
targets and 
stages

 Î Overall budget deficit/GDP 
ratio (excluding grants of not 
more than 6%, 4% and 3% by 
2008, 2010 and 2012 respec-
tively

 Î Sustained pursuit of debt 
reduction initiative on domestic 
and foreign debt i.e. reduction 
of total debt as a ratio of GDP 
to sustainable level

 Î Overall budget deficit/GDP 
ratio (excluding grants of not 
more than 6%, 4% and 3% by 
2010, 2015 and 2018 respec-
tively

 Î Sustained pursuit of debt 
reduction initiative on domestic 
and foreign debt i.e. reduction 
of total debt as a ration of GDP 
to sustainable level

 Î Fiscal deficit 5%, 3% and 3% of 
GDP by 2008, 2012 and 2018, 
respectively with a range of 1%

 Î Public debt 60% of GDP by 
2008 and maintained through 
2012 to 2018

 Î Current account deficit 9% of 
GDP 9% of GDP 3% of GDP

 

4.6.2 Most fiscal rules currently in place in the RECs 
include set targets on deficit and debt figures as part 
of the macroeconomic convergence criteria. However, 
their precise definition and features vary widely among 
countries. These rules are “soft” in that they are not 
enshrined in treaties of each of the RECs. Table 4-15 
shows an assessment of the strength of fiscal rules, legal 
enforcement basis, implementation institution, monitoring 
and surveillance, enforcement mechanism and institu-
tion as well as fiscal convergence targets and stages 
for EAC, COMESA and SADC convergence programs. 
It is clear from this table that the COMESA fiscal con-
vergence criteria are indicative benchmarks rather than 
binding criteria.

 

4.7  Debt Sustainability Profile of COMESA 
member countries 

4.7.1 Debt “sustainability” is often defined as the ability 
of a country to meet its debt obligations without requiring 
debt relief or accumulating arrears. To assess this type of 
debt sustainability, three main international methodologies 
have been developed: Heavily Indebted Poor Countries 
Debt Relief Analyses, the Low-Income Countries Debt 
Sustainability Framework (LIC-DSF) and the Middle-
Income Countries Debt Sustainability Framework (MIC-
DSF). They all involve making projections of intended 
borrowings and economic variables over a maximum 
20-year period, and then using ratios comparing debt 
stock, present value or service with GDP, exports or 
budget revenue to assess payment capacity.
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Table 4-13: Summary of Debt Sustainability Analysis (DSA) undertaken by the IMF
Country Debt Sustainability Analysis (DSA)

1. Democratic 
Republic of 
the Congo

DRC remains in debt distress. In the absence of debt relief provided under the enhanced Heavily Indebted 
Poor Country (HIPC) Initiative and Multilateral Debt Relief Initiative (MDRI), external debt burden indicators are 
projected to remain above policy-dependent thresholds over prolonged periods. Even after HIPC/MDRI debt 
relief, the external debt outlook would be vulnerable to adverse shocks.

2. Djibouti Djibouti’s risk of debt distress continues to be high, despite some improvement in the medium-term projec-
tions. Revenue measures to reverse the erosion in the tax base caused by widespread exemptions, along with 
measures to contain current expenditure growth and the repayment of arrears, are projected to reduce the 
NPV of government debt from 55% of GDP in 2007 to about 33% by 2011.

3. Malawi Malawi is at medium risk of external debt distress. Although the debt ratios are currently low as a result of 
HIPC debt relief and MDRI, the country’s debt carrying capacity has not increased substantially in recent years. 
Malawi’s concentrated export base, reliance on rain-fed agriculture, and weak international reserves leave it 
vulnerable in the face of adverse shocks such as the sharp rise in fuel prices in 2008.

4. Burundi Burundi has a high risk of debt distress. After full delivery of HIPC assistance, bilateral debt relief beyond the 
HIPC Initiative and MDRI, Burundi’s present value of debt-to-exports ratio is expected to remain above the 
country-specific policy dependent threshold for most of the projection period. Under the standard alternative 
scenarios and stress tests, all indicators with the exception of the debt-to-revenue and debt service-to-revenue 
ratios exceed the country-specific debt burden thresholds.

5. Seychelles Public debt in Seychelles remains unsustainable without a restructuring of the stock of public external debt 
relief on terms comparable to that agreed with Paris Club creditors in April 2010, which recognized Seychelles’ 
limited repayment capacity. Medium-term fiscal targets and the securing of public external debt restructuring 
will place Seychelles external debt position on the path to sustainability.

6. Comoros With continuous accumulation of arrears and low economic growth, 20 years from now the NPV would still 
be close to 250% of exports, more than twice the policy-dependent low-income DSA threshold and still well 
above the HIPC threshold. Comoros would effectively remain in default, given its large stock of arrears. Any 
stress test would worsen the situation further. With HIPC and MDRI debt relief in 2009, external debt indica-
tors would improve substantially. Arrears clearance in 2007 would sharply reduce the NPV-to-exports ratio, to 
311%. At the completion point, the NPV of external debt would fall further, to 74% of exports, well below the 
HIPC threshold and also below the policy-dependent low-income DSA threshold.

7. Swaziland Swaziland has very low debt. Total public sector debt has declined, reflecting in part limited new borrowing and 
an exchange rate appreciation between 2003 and 2006. As a lower-medium-income country, Swaziland has 
limited access to concessionary loans; any large increases in external debt would carry high interest costs.

8. Rwanda Rwanda faces a moderate risk of debt distress. Despite reduced risk of debt distress, owing to recent debt 
relief and favorable debt developments, exogenous shocks to exports or imprudent borrowing on non-conces-
sional terms could cause a rapid deterioration in the medium-term outlook. Debt indicators are highly sensitive 
to less concessional financing and lower growth, particularly in exports. This indicates that Rwanda should rely 
on concessional borrowing and grants to finance its development efforts.

9. Mauritius Public debt will remain sustainable over the medium term: peaks at slightly below 60% of GDP in 2009 before 
falling to 52% in 2014, the end of the projection period. This adjustment is consistent with commitments under 
the Public Debt Management Act, which limits public sector debt to 60% of GDP and targets a medium-term 
reduction to 50% under “normal” circumstances.

10. Sudan Sudan continues to be in debt distress, and there is limited possibility of significant improvement over the me-
dium and long term. All debt ratios, except for external debt service, remain above their indicative thresholds 
due largely to the country’s massive arrears

11. Zambia Zambia’s risk of external debt distress remains low as all debt indicators stay well below the indicative policy 
thresholds throughout the projection period (2009–29). Due to the authorities’ conservative debt policy and 
strategy, the debt level has remained broadly unchanged since Zambia received debt relief under HIPC and 
MDRI in early 2006.
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Country Debt Sustainability Analysis (DSA)

12. Zimbabwe Zimbabwe is clearly in debt distress. If current policies continue and donor financing is largely confined to 
humanitarian assistance in the medium term, the large debt stock would remain unresolved and arrears would 
continue to build up. While most debt ratios are projected to decline gradually, they would remain at unsustain-
able levels over the medium and long term.

13. Ethiopia Ethiopia reached its Heavily Indebted Poor Country Initiative completion point in 2004 and benefited from 
debt relief under the Multilateral Debt Relief Initiative in 2006. Subsequently, due to higher borrowing by public 
enterprises, the external public and publicly guaranteed (PPG) debt ratio rose to 14% of GDP at end 2008/09. 
Overall, Ethiopia is at moderate risk of debt distress and its debt distress rating has fallen to low risk.

14. Uganda Uganda continues to be assessed as a low risk of debt distress. The authorities intend to continue to rely on 
concessional assistance to finance their public infrastructure investment in the coming years, but increase 
gradually their use of non-concessional funds as they build up their debt management capacity. Under these 
baseline assumptions, external debt is expected to remain well below the thresholds over the medium and 
long term, and public debt exhibits stable debt dynamics.

 

4.7.2 On the basis of the debt sustainability profile of each 
COMESA member country shown above in Table 4-13, 
COMESA member countries are classified in Table 4-14 
as low risk, medium risk, and high risk categories. Again, 
these countries are almost equally divided into three 
categories, reflecting wide divergence within the region.

Table 4-14: Debt Risk Categories of COMESA 
Countries 

High risk Medium risk Low risk

1. Burundi 1. Djibouti 1. Swaziland

2. Seychelles 2. Congo, DR 2. Mauritius

3. Comoros 3. Malawi 3. Uganda

4. Sudan 4. Rwanda 4. Kenya

5. Zimbabwe 5. Zambia

6. Ethiopia

4.8.  Trade Integration in COMESA and Other 
RECs

4.8.1. This section focuses on trade integration since, as 
argued earlier, it has implications for member countries’ 
interest/incentive in implementing convergence policies, 
and the proposal below envisages embedding trade 
integration surveillance mechanism with the MSFF. To 
achieve this purpose, three complementary measures of 
trade deepening57 were derived using the IMF Database 

57 The results indicate the link between economic integration and 
the overall institutional process of regional integration. This link has 

covering bilateral trade data (measured in current US 
dollars). These measures are:

1.  Intra-regional trade openness (IRTO), is defined as 
the country’s trade with other members of the REC 
to the country’s GDP. In essence, this measure acts 
as an indicator of the degree of trade openness. It 
derivation is based on the end-year ratios of intra-
regional trade to GDP58. 

2.  Degree of regional trade integration (DRTI) is defined 
as the ratio of intraregional trade to total trade. 
For the analysis in this chapter, DRTI is defined as 
the total trade of a country with the REC to which 
it is acceding, divided by the total trade of that 
country with the rest of the world59. This index has 

been examined by a number of authors. Frankel and Rose (1997) 
captured trade deepening using several complementary indicators 
such as trade openness (i.e., bilateral trade data normalized by GDP) 
and an indicator of trade share integration. The calculation measures 
for COMESA shows that the COMESA countries have not witnessed 
a very significant deepening of reciprocal trade among its member 
countries since the launch of the FTA in 2000.
58 In formula terms, RITO is defined as:

 

Where  represent the total trade (exports plus imports) at time 
t of a member country with the REC represented here as to which it 
is acceding while  is the GDP of the acceding country at time t.
59 In formula terms, it is represented as:

Where  represent the total trade (exports plus imports) at time 
t of a member country with the REC represented here as to which it is 
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been constructed for each REC as a whole and 
for each individual “acceding” country. The merit of 
this measure is that it may reveal evidence of trade 
diversion. The potential drawback of this measure 
is instead that this ratio may not increase even if 
intra-regional trade rises strongly because of an 
even higher growth rate in extra-regional trade.

3.  Relative integration of each country vis-à-vis other 
members (RIEC) is defined by the ratio of the coun-
try’s trade with other members of the same REC 
to all intraregional trade within that REC60. This last 
measure indicates the progress of each country 
and is used to categorize them in three categories 
of “fast”, “medium” and “slow” integrating member 
countries in COMESA.

4.8.2 The results provided in Appendix 2 and Figure 
1 below concerning the intra-regional trade openness 
(IRTO) indicator shows that intra-regional trade open-
ness is relatively higher in the EAC than in COMESA 
and SADC RECS. The overall RITO index for EAC rose 
between 2000 and 2005 from 4.1% to 6.7% before 
declining thereafter to 5.1% in 2009. The overall RITO 
index for COMESA rose between 2000 and 2005 from 
1.4% to 4.8% in 2003 before declining thereafter to 
2.4% in 2009. Trade openness for the SADC as a whole 
rose marginally and ranged from about 2.5% and 3.4%.

acceding while  represent the total trade (exports plus imports) 
at time t of a member country with the rest of the world(w) at time t.
60 Defined as:

where  represent the total trade (exports plus imports) at time 
t of a member country with the REC to which it is acceding while 

 is the sum of all intraregional trade of each member 
countries of a REC to which they are acceding country at time i.

The results show within COMESA, RITO is highest in 
Djibouti, Zimbabwe61, Uganda, Rwanda, Burundi and 
Kenya with all six countries having an average RITO of 
at least 5% during the period 2000 and 2009. 

 

The majority of these countries are members of EAC. 
Comoros, Congo DR, Mauritius, Malawi, Egypt, Zambia, 
Madagascar and Sudan have an RITO of between 1% 
and 5% over the period 2000-2009 which is within the 
COMESA average of 3.3%. Ethiopia, Libya and Sey-
chelles had RITOs of below 1%, indicating in significant 

61 The high intraregional trade between Zambia and Zimbabwe in 
2005 and 2006 is responsible for Zimbabwe falling under this category.
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deepening of reciprocal trade among these member 
countries. 

 

4.8.3 All members of EAC had an RITO of above 5% 
on average as shown in chart below while in SADC only 
Zimbabwe and Angola had an IRTO of above 5% while 
Seychelles and Comoros had an RITO of below 1%. The 
rest of the members had between 1% and 5% as shown 
in Figure 5 below. The results also show that, among 
the three RECs, the degree of regional trade integration 
as measured by Degree of Regional Trade Integration 
(DRTI) is also highest in EAC than in COMESA and SADC. 

While in general the EAC registered a declining DRTI 
except in 2002 and 2009, the minimum was 11.3% 
in 2008. COMESA also had a declining DRTI albeit 
marginally. Of the 16 COMESA countries analyzed, half 
had over 10% level of intraregional trade. In particular 
Rwanda, Uganda, Burundi, Malawi, Congo DR, Kenya 
and Zimbabwe registered 24.9%, 24.8%, 19.0%, 13.8%, 

12.9%, 12.7%, 12.1% and 10.4%, respectively. All the 
members that also belong to the EAC fell under this 
category. Except Libya that had about 1%, the rest of 
the COMESA member countries registered between 
4% and 10%. 

4.8.4 As pointed out earlier, the relative integration of 
each country vis-à-vis other members (REIN) is defined 
as the country’s trade with other members of the REC to 
the country’s GDP. Using this measure, three categories 
of “fast”, “medium” and “slow” integrating countries 
have been developed as shown in Table 4-15 below 
for EAC, SADC and COMESA. Countries that have a 
relative integration of each country vis-à-vis other mem-
bers (REIN) of below one 1% are categorized as “slow” 
integrating countries. Countries with REIN of below 10% 
are categorized as “medium” integrating countries while 
those with REIN of above 10% are categorized as “fast” 
integrating countries. Table 14-16 shows the results of 
this categorization.
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Table 4-15: Categories of Countries Based on REIN Measure
REC “Fast” Integrating “Medium” Integrating “Slow” Integrating

COMESA Egypt

Kenya

Uganda

Congo DR

Djibouti

Ethiopia

Libya

Madagascar

Malawi

Mauritius

Rwanda

Sudan

Zambia

Zimbabwe

Burundi

Comoros

Seychelles

EAC Kenya Uganda

Rwanda

Tanzania

Burundi

SADC South Africa Angola

Madagascar

Malawi

Mauritius

Tanzania

Zambia

Zimbabwe

Burundi

Comoros

Seychelles

4.8.9 The above indices of integration demonstrate that 
in general institutional integration framework, encom-
passing FTA/CU, has not promoted intraregional trade 
and integration within COMESA. This finding conforms 
with the trend observed in other Sub-Saharan mon-
etary unions (CEMAC and WAEMU) but not with that 
in either the European EMU, or the Asian RECs such 
as the ASEAN. The implication is that the African RECS 
have certain deficiencies that need to be corrected. 
One obvious one, to which considerable attention has 
been given, is the lack of appropriate physical infra-
structure. But equally important is the fact that these 
countries in general have paid little attention to devis-
ing and implementing supportive measures to FTA in 
the form of trade facilitation and trade promotion, and 
they have not consciously embedded trade agenda in 
their general integration agenda. The present report’s 
recommendations below that deal principally with fiscal 
matters attempt to fill this lacuna.

4.9  Convergence indicators
4.9.1 One purpose of convergence criteria is to promote 
convergence among member countries so that they can 
live with common monetary and exchange policies of 
the union without undue strain. Accordingly, it may be 
interesting to see how far convergence, based on fiscal 
and trade integration measures, has taken place among 
COMESA countries, and what has been the relative 
performance of individual countries in this regard. To 
that effect, Table 4-16 categorizes Sub-Saharan African 
COMESA members into three categories of (relatively) 
“slow”, “moderate”, and “fast” converging countries 
on the basis of the average rates of budget deficit and 
inflation during the past few years, with average of not 
more than 5% (given a value of 1), above 5% but not 
more than 10% (value of 2), and over 10% (value of 3). 
In Table 4-16, countries registering an average value of ≤ 
1.5 are classified as fast converging countries, between 
1.6 and 2.5 as medium converging countries, and above 
2.5 as slow converging countries. 
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Table 4-16: COMESA- Country Ranking by Fiscal Convergence Indicators.
(Budget deficit, and inflation)

Fast Converging Medium Converging Slow Converging

Swaziland Comoros Burundi

Mauritius Congo Eritrea

Seychelles Kenya Ethiopia

Djibouti Madagascar Malawi

Zambia Rwanda

The COMESA countries are almost equally divided in 
three groups, as concerns meeting the budgetary and 
inflation convergence criteria. The implication is that these 
groups of countries would need to pursue differentiated 
macroeconomic policies, and over different time periods, 
to gain entry into the monetary union- an implication that 
justifies the “variable geometry” approach of COMESA.

4.9.2 Table 4-17 reproduces three indicators that give 
some clue as to the degree of convergence/integra-
tion that has taken place in COMESA62, and classifies 
countries according to slow, medium, or fast converging 
countries. These indicators relate to the debt risk category 
(from the IMF data on debt sustainability), soundness 
of budgetary practices (based on country visits as well 
as information available from CABRI, OECD, and IMF 
publications), and real economic integration (from trade 
data measuring intra-regional trade opening, regional 
trade integration, and relative degree of each member 
country with other individual member countries). Nu-
merical values, ranging between 1 and 3 are assigned 
to each country on each of these three measures and, 
based on the average of those values, countries are 
categorized in three categories according to their (rela-
tive to other member countries) readiness to join in a 
monetary union (value of 1 indicated the most ready, 
and 3 the least ready), and/or the distance they have to 
cover (measures to be taken) to join a monetary union 
(3 indicating the need for most measures).

62 For macroeconomic convergence assessment in African RECs, 
the reader is referred to a recent African Development  Working Paper 
(2010): Supporting Macroeconomic Convergence in African RECs. 
It concludes that “while most Sub Saharan African countries have 
recorded solid macroeconomic performance in recent years, reflect-
ing strong economic reforms, the convergence targets have not been 
generally achieved on a consistent basis.”
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Table 4-17: COMESA – Country Convergence Indicators.
Country Budgetary Practices Debt Risk Trade integration Average

Angola

Burundi Low (3) High (3) Slow (3) 3

Comoros High (3) Slow (3) 3

Congo D R Medium (2) Medium (2) 2

Djibouti Low (3) Medium (2) Medium (2) 2.3

Egypt Fast (1)

Eritrea  Low (3)

Ethiopia Low (3) Medium (2) Medium (2) 2.3

Kenya High (1) Low (1) Fast (1) 1

Madagascar Low (3) Medium (2) 2.5

Malawi Medium (2) Medium (2) Medium (2) 2

Mauritius High (1) Low (1) Medium (2) 1.3

Rwanda Medium (2) Medium (2) Medium (2) 2

Seychelles Low (3) High (3) Slow (3) 3

Sudan High (3) Medium (2) 2.5

Swaziland Medium (2) Low (1) 1.5

Uganda Medium (2) Low (1) Fast (1) 1.3

Zambia Medium (2) Medium (2) Medium (2) 2

Zimbabwe High (3)

4.9.3. Categorizing the above countries into three clus-
ters of convergence (values of ≤ 2.2, ≥2.3 but ≤2.5, and 
≥2.6), requiring progressively greater policy effort begin-

ning with “low clusters”, the above numbers yield the 
following cluster of countries in each group (Table 4-18):

Table 4-18: Convergence Clusters Among COMESA Sub-Saharan African Countries
High Medium Low

Congo DR* Djibouti Burundi

Malawi Madagascar Eritrea

Mauritius Sudan Seychelles

Rwanda Zimbabwe

Swaziland 

Uganda

*Based only on fiscal criteria and trade integration indices
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4.9.4 The above classification, although admittedly based 
on preliminary data, provides some clues as to how the 
variable geometry approach could result in the emer-
gence of an initial group of “core” countries forming 
the monetary union, and how others will blend in later. 
It also provides some guidelines as to the orientation 
of individual convergence programs, the time frame 
in which those programs would meet their objectives, 
and the technical assistance (country-specific) needs of 
these countries. However, the classifications need to be 

further refined on the basis of other relevant indicators, 
and include data for countries which are not included in 
the above grouping. Moreover, it will be helpful to assess 
the actual policy implementation in each country for the 
above groups and compare it with what is required in 
terms of policy implementation as indicated in the Generic 
Roadmap above, and determine what further measures 
these countries need to take to make their joining and 
remaining in a monetary union stress-free.
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5.1.  Introduction
5.1.1. This report began with countering some of the 
skepticism about the need for, and indeed the realism of, 
a monetary union in African conditions. In its discussions 
in the field with representatives of various institutions 
and African countries, the authors of this report were 
reminded of the failure of African countries to live up to the 
obligations incurred, despite the treaties and institutions 
established and meetings and reports organized. The 
general thrust of those discussions was that proposing 
institutions or writing yet other reports was neither a 
necessary nor a sufficient condition for the “dream” of 
monetary union to be realized. Rather the main issue 
that must be raised is whether there is a genuine desire 
among African stakeholders for deeper integration, and 
whether the rewards from such an integration offset the 
costs implied in giving up sovereignty in various areas 
of economic and financial policies, and perhaps even 
in social policies.

5.1.2. The response given in this report is that yes, there 
is now a momentum in some RECs, including COMESA, 
for a genuine move towards integration. The international 
community in general, and the African Development Bank 
in particular, can “energize” this momentum by analyzing 
the causes of past failures, proposing necessary revisions 
in the integration strategy in the light of lessons learnt 
from those failures, as well as from the successes in 
similar attempts elsewhere as in European EMU, ECCU, 
and indeed in WAEMU and CEMAC, and offering en-
couragement and technical and financial assistance in 
support of the modified strategy. However, the authors of 
this report still recognize the possibility that a monetary 
union may not materialize in the foreseeable future but 
nevertheless see immediate benefits from the exercise 
in at least moving countries towards fiscal reforms and 
harmonizing their policies and institutional frameworks 
in the regional context, if the proposals in this report are 
even partially implemented. The proposals relating to 
MFSF for COMESA in this chapter are made in this spirit.

5.2.  Rationale for the Multilateral Fiscal 
Surveillance Framework for COMESA

5.2.1. The earlier chapters of this report have demon-
strated that to function smoothly and in the interests of 
all member countries, a monetary union should start with 
a sustainably high degree of real and financial conver-
gence among countries. It is, therefore, necessary that 

a framework for the functioning of a monetary union 
assure compliance by member countries on (i) common 
objectives of monetary policy, (ii) a compatible set of 
monetary policy instruments, (iii) common exchange rate 
regime, (iv) supportive and coordinated fiscal policies of 
member countries, and (v) common intraregional trade 
facilitation and development policies. Thus, in the transi-
tion to a monetary union, member countries generally 
agree on a set of convergence criteria to be achieved 
and maintained by each of them as a condition for the 
formation of the union and for a country’s entry into the 
union. They also agree on an institutional framework 
that oversees this compliance and is endowed with 
appropriate instruments to enforce compliance. Within 
this macroeconomic framework, fiscal policies were seen 
to be crucial in promoting convergence in the real and 
financial sectors, and assuring the long-term viability of 
a monetary union. 

5.2.2. The focus of multilateral surveillance on budget-
ary practices once the countries have adopted the Euro 
is a logical consequence of the establishment of the 
single central bank and a single currency that puts the 
responsibility of monetary and exchange rate policies in 
the hands of the central bank, thereby assuring Union-
wide single set of coherent policies in those two areas. 
In the macroeconomic policy areas, therefore, member 
states are left with sovereignty in the exercise of fiscal 
and structural (trade etc.) policies. In the case of non-
Euro countries also, budgetary sustainability tends to 
be the dominant convergence criterion for surveillance 
as indicating a member country’s ability to participate 
in the Euro area without undue stress either to itself or 
to the union as a whole. 

5.2.3. In Chapter 2, which examined the rationale for 
fiscal convergence criteria and multilateral surveillance 
in the context of monetary union projects, the point was 
made about the predominant role fiscal policies play 
in influencing price developments, besides influencing 
savings and investment decisions of the private sector 
and providing for public investment in economic and 
social sectors. In any regional economic cooperative 
arrangement that envisages increasing intra-regional 
movement of goods, services, and capital, fiscal poli-
cies therefore need to be coordinated and converged 
to prevent distortions in those flows, irrespective of 
whether a monetary union is achieved or not. Left to 
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themselves, member countries would conduct their fiscal 
policies in their national interests and in a manner that 
may not necessarily be either mutually compatible with 
the policies of other member states or with the objec-
tive of maintaining the sustainability of the cooperative 
arrangement. It is necessary, therefore, that a framework 
be established to constrain and coordinate member 
countries’ fiscal policies in the interests of the stability 
and sustainability of the integration process. This (fiscal) 
surveillance could best be conducted within a frame-
work of fiscal convergence criteria that would provide 
member countries with objective standards by which 
they should formulate and implement their fiscal policies, 
and enable multilateral surveillance to be conducted with 
the same standards. The principal objectives of such a 
framework would be to restrain fiscal excesses on the 
part of member countries, ensure their fiscal solvency, 
and to make possible an orderly march towards reaching 
the integration goals.

5.3.  Multilateral Fiscal Surveillance 
Framework for COMESA

5.3.1. The present framework – An Overview

5.3.1.1. As required by the Terms of Reference, the pur-
pose of this report is to propose a surveillance framework 
that would enhance fiscal convergence among member 
countries of COMESA. However, the proposals in this 
report assume that during the transition process towards 
a monetary union, the surveillance would also extend to 
other areas of macroeconomic and structural policies, 
as embodied in the presently prescribed convergence 
criteria, to ensure parallel convergence in those areas 
and appropriate coordination of fiscal policies within a 
consistent macroeconomic policy framework. In this 
context, it may be recalled that the current Monetary 
and Fiscal Policies Harmonization Program of COMESA 
specifies a total of 13 convergence criteria, divided into 
the two categories of “primary” and “secondary” criteria, 
of which four criteria (budget deficit, public debt, govern-
ment revenue, and central bank financing of government 
deficit) cover the fiscal area. To this list may be added 
the criterion relating to inflation which, in some ways, is 
the “visible face” (outcome) of fiscal policies. Further, in 

the current framework, not all the convergence criteria 
have been assigned numerical values, including the fiscal 
criterion relating to public debt which is to be achieved 
and maintained at a “sustainable level”. 

5.3.1.2. The responsibility for monitoring and ensuring the 
proper implementation of the Program is entrusted to the 
Committee of Governors of Central Banks. The Commit-
tee on Monetary Affairs is responsible for the preparation 
of comprehensive implementation and monitoring of the 
program and making recommendations to the Council 
of Ministers and the Committee of the Governors of 
Central Banks. As was shown in Chapter 4, however, the 
performance in respect of agreed convergence criteria 
has been mixed. This is partly due to external shocks, 
but also because of the deficiencies in the design and 
formulation of convergence criteria, and weaknesses in 
the surveillance process, both at the country and REC 
levels. Any proposal for establishing a more effective 
surveillance mechanism needs to address, therefore, both 
these deficiencies relating to the design of convergence 
criteria and the institutional framework for surveillance. 

5.3.2. Proposed MFSF- Convergence criteria, Institu-
tions, and Procedures

5.3.2.1. The authors of this report are aware that con-
vergence criteria were revised as late as in 2004 and 
that a further revision may be problematic to agree on. 
However, if a serious attempt at introducing an effective 
surveillance framework is to be launched, it is important 
to ensure that the convergence criteria are relevant, 
simple, easily understandable, and precisely defined, 
leaving little room for discretionary interpretation and 
enabling development of watertight definitions, so that 
member states can adopt consistent practices in view of 
the importance of these data for surveillance purposes. 
They should also primarily provide tests of compatibility 
of the economies of partner countries. Similarly, the in-
stitutional framework should also be less complex, with 
as few institutions and committees as possible and with 
clearly defined responsibilities that do not overlap across 
committees. The proposals made in the following sec-
tions inevitably imply some revisions, including revisions 
and additions of convergence criteria, as well as of the 
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institutional framework, to meet the above concerns63. 
The attempt is made, however, to keep those revisions 
and additions to the minimum and, as far as possible, 
within the current framework of the Treaty.

5.3.2.2. The report’s proposals for a strengthened 
multilateral fiscal surveillance framework are catego-
rized under four subheads; i.e. General orientation, 
Convergence criteria, Institutions, and Convergence 
Process. The operative part of the proposals consists 
of the latter three subheads. They form a comprehen-
sive set of proposals for an effective MFSF. However. 
The proposals could also be considered as a combi-
nation of two, independently stand-alone, sub-sets: 
one comprising convergence criteria, and another the 
institutions and the convergence process. Any set of 
convergence criteria is compatible with the proposed 
institutional and surveillance process framework but, 
of course, with different outcomes as to convergence. 
On the other hand, however stringent convergence 
criteria may be, they would not produce the intended 
convergence in the absence of an effective set of in-
stitutions and convergence process. Thus, while there 
may be some flexibility as to the convergence criteria 
chosen, authorities cannot afford to shy away from 
complementing and strengthening the institutional and 
convergence process framework along lines proposed 
here if the convergence goals are to be realized. 

5.3.2.2.1. General Orientation 

5.3.2.2.1.1. National ownership: The earlier chapters 
have referred to the importance of national ownership of 
the monetary union in general, and of the convergence 
criteria in particular, for the project to be implemented 
satisfactorily and to remain stable and sustainable. It is 
proposed, therefore, that each member state table before 
their Parliaments/National Assemblies for approval the 
agreed regional convergence criteria and the Govern-
ment’s commitment that those criteria, among others, 
will guide the country’s convergence program.

5.3.2.2.1.2. Broader concept of MFSF: 

63 The theoretical and pragmatic reasoning behind the proposals 
below were elucidated in the earlier chapters and are repeated here 
only if necessary to underpin a proposal.

 Î Consistent with the report’s starting axiom that mon-
etary union is a fusion of two integration processes, 
real and financial, and the finding that progress is 
being made in advancing harmonization in the finan-
cial sector, it is proposed that trade integration, its 
formulation and implementation, be embedded 
as a parallel, if not an integral part, of the fiscal 
surveillance framework;

 Î Consistent with the proposition advanced in earlier 
chapters that a MFSF is as strong as the weakest 
fiscal surveillance framework among member coun-
tries, the emphasis of surveillance, especially during 
the transition process, should be on strengthen-
ing and harmonizing the national public finance 
management (PFM) system at the country level;

 Î The “traditional” role of multilateral surveillance sys-
tem has been to act as a “preventive” and “dissua-
sive” force (the policeman role). This report proposes 
that this role should be expanded to include that of 
a “promoter” (assisting member countries to fulfill 
their obligations as potential and actual members), 
and a “crisis manager”;

 Î The intensity of surveillance (mixture of sanctions 
and assistance) should vary directly with the degree 
of integration achieved, with assistance being more 
prominent during the earlier stages of integration, 
followed by gradually assigning growing importance 
to sanctions as integration intensifies (when the likeli-
hood of contagion is greater);

 Î Development partners, especially IMF, World Bank, 
and AfDB, should be invited to play a more proac-
tive role in promoting regional integration and in the 
conduct of multilateral surveillance. 

5.3.2.2.2. Convergence criteria 

5.3.2.2.2.1 In addition to the other (non-fiscal) criteria 
included in the present Program64 of COMESA, it is 

64 There is a strong case for a revision of the non-fiscal criteria also, as 
is the case for the abolition of the present distinction between primary 
and secondary criteria. However, this is not within the mandate of the 
present report.
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proposed that the fiscal, including inflation, criteria be 
amended as follows;

 Î All the following convergence criteria (except those 
specified as non-binding) should be regarded as entry 
criteria instead of, as at present, time-line criteria to 
be achieved in stages identified by three dates of 
2010, 2015, and 2018. The specific timelines for 
achieving those criteria would be left to member 
countries to incorporate in their respective conver-
gence programs; 

 Î Inflation in calendar year, as measured by the twelve 
monthly average of national Consumer Price Index 
(CPI) will not exceed 5%65. It is further proposed that 
in the interests of cross-member country compari-
son, member countries adopt a Harmonized Index 
of Consumer Prices (HICP), a Laspeyres-type index 
to be applied by a date to be determined by the 
Convergence Council/Council of Ministers;

 Î Overall budget deficit (including grants) of central gov-
ernment will not exceed 4% of GDP66. For purposes 
of cross-member country comparison, member 
countries should be required to harmonize classifica-
tion of fiscal reporting (i.e. GFSM 2001), accounting 
standards, and coverage of fiscal accounts (general 
government);

 Î Total domestic government revenues (excluding 
one-off special receipts such as those from privati-
zation or sales of other assets) will be at least equal 
to 20% of GDP;

65 Cf. section 4.3.3.4.1.3 above. A recent IMF Paper states as 
follows: “The identification of an optimal target level for inflation for 
individual countries or group of countries is difficult. There is consensus 
that high inflation is harmful to growth, but also that trying to anchor 
inflation at too low a level may lead to an unnecessary loss of output. 
Estimates of the point at which higher inflation becomes increasingly 
harmful for growth range widely, but for developing countries tend to 
cluster in the 5-10 percent range. For its middle-income members, 
SADC 2012 inflation target of 5 percent seems sensible and achiev-
able” D. Burgess: The Southern African Development Community’s 
Convergence Programme: Initial Performance, IMF SPN 09/14.
66 Cf. paragraph 4.3.3.4.1.4. Also Burgess (ibid) states that for SADC 
“Achieving a fiscal deficit of 3 percent of GDP may be neither necessary 
nor sufficient for achieving the macroeconomic stability objectives of 
the convergence program. Low-income countries like Mozambique 
that receive large amounts of concessional aid may not need to keep 
deficits below 3 percent of GDP to support their stability objectives 
as long as debt is sustainable.”

 Î Central bank’s net credit to Government will not 
exceed 15% of the fiscal revenues in the previous 
year, of which no more than 10 percentage points 
will be in the form of credit of more than one year’s 
maturity;

 Î Total domestic and foreign debt (including guaran-
tees) of the government will not exceed 250% of 
government revenues (excluding grants)67. Addition-
ally, as a non-binding indicator, such debt will not 
exceed 50% of GDP68/69

 Î A member country’s ranking in the World Bank’s 
Doing Business Index will cluster within five ranking 
numbers of the average of the three best member 
state performers, and its ranking in the World Bank 
and WEF Index of Global Competitiveness and its 
Intra-regional trade openness (IRTO) – defined as the 
country’s trade with other members of COMESA to 
the country’s GDP – will show measurable increasing 
trend (non-binding index).

5.3.2.2.2.2. The above criteria would need to be clearly 
defined so that they are easily understood and not subject 
to discretional interpretation. Further, consideration needs 
to be given relating to commodity-export-dependent 
countries, and the treatment of other shocks (e.g. interest 
rate and exchange rate changes). As concerns revenues 
from commodity exports (including oil and other natural 
resource exports), practices have varied from excluding 
such receipts from revenues for purposes of fiscal rules, 
or taking a multi-year average of revenues along with the 
creation of a reserve (stabilization) fund to absorb devia-
tions of actual from averaged revenues, etc. In the case 
of interest rate shocks (especially for significant foreign 
currency indebted countries), the concept of primary 
balance could be used. In these two areas examples of 
practices by CEMAC, Chile, Switzerland (“debt-break” 

67 In the ECCB, the debt criterion refers to debt service (rather than 
total debt) as proportion of government revenue, but debt service is 
subject to fluctuations in international interest rates that are not within 
the control of national governments and could thus become problematic 
as a convergence criterion’
68 This quantitative number recommendation is based on World Bank-
IMF Debt Sustainability Framework, and is justified by its importance 
and logical link to the budget deficit criterion.
69 If it is considered more acceptable that the binding criterion should 
be the ratio of debt to GDP, the above formulation could be reversed, 
with the ratio of debt to Government revenue becoming the non-binding 
benchmark and a “warning signal”.
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rule), and Germany, among others could be useful when 
considering the above deficit and debt criteria. 

5.3.2.2.3. Institutions 

5.3.2.2.3.1. The institutional framework being proposed 
here builds upon the existing structure as far as possible, 
but also includes new institutions and procedures neces-
sary to strengthen the surveillance mechanism. Thus it 
retains the Authority of the Heads of State/Government 
as the supreme policy organ, the Council of Ministers, the 
Committee of the Ministers of Finance, the Committee of 
Governors of Central Bank, the Committee on Finance 
and Monetary Affairs, the projected COMESA Monetary 
Institute (CMI), as well as the Secretariat, as the bodies 
most directly concerned with, among their other func-
tions, multilateral surveillance. In addition, however, the 
proposals here envisage the creation of the Convergence 
Council, a Fiscal Unit in the Secretariat, and a COMESA 
SWAP Facility to supplement the existing (or projected) 
financial facilities in the form of the COMESA FUND, 
and the COMESA Regional Infrastructure Development 
Company. The proposed creation of the Convergence 
Council as the body to be mandated to conduct the 
surveillance functions implies that the mandate of the 
Committee of Central Bank Governors will be amended 
accordingly and relate to monitoring developments in the 
financial and exchange rate policies. The sections below 
describe the responsibilities and functioning of the new 
institutions as well as of the Governors’ Committee and 
the (strengthened) COMESA Secretariat.

(i) The Convergence Council: Article 13 of the Treaty 
envisages that the Committee of Governors of Cen-
tral Banks are responsible for the development of 
programs and action plans in the field of finance 
and monetary cooperation, in addition to monitoring 
and keeping under constant review and ensuring the 
proper implementation of the programs and plans 
adopted pursuant to the provisions of Chapter 10 of 
the Treaty on Monetary and Financial cooperation. The 
problem with this arrangement is that fiscal policies 
are not the direct responsibility of the governors and 
deprives the review process of the expertise of the 
Ministers of Finance who are directly responsible for 
the formulation and implementation of fiscal policies. 
Although a Committee of the Ministers of Finance 
exists, it is not founded in the Treaty, and does not 

meet regularly, nor does it have the legal mandate to 
enforce multilateral surveillance of fiscal convergence 
criteria. To remedy this deficiency, it is proposed that 
a Convergence Council, comprising the Ministers of 
Finance and the Governors of the central banks be 
established and charged with the surveillance func-
tion. As a corollary, the Governors Committee will give 
up the surveillance responsibilities. The Convergence 
Council will report to the Council of Ministers and the 
Authority of Heads of State and Government (i.e. 
Summit) either directly or, as an alternative proposal, 
through the Council of Ministers. Each year (prob-
ably during the last quarter of the calendar year), the 
Convergence Council will issue the annual Broad 
Guidelines of Economic Policy (BGEP), which will 
lay down the common objectives and policy options 
in terms of inflation, public finance, trade, exchange 
rate stability, etc. that could guide member countries 
in the formulation of their respective fiscal and other 
policies in the context of their own convergence 
programs. It will also discuss, as the core part of the 
MFSF, member states’ economic policies on the basis 
of their respective national convergence programs, 
national reports on progress of implementation, and 
the Secretariat’s report on convergence, and on the 
basis of them make assessment of the progress 
being made towards convergence. The conclusions, 
including any recommendations for policy adjustment, 
of that review will be automatically made available 
in public domain to give greater transparency and 
credibility to the surveillance process (see below the 
modalities of the surveillance process). 

(ii) The three separate committees of Governors 
of Central Banks, of the Ministers of Finance, 
and of Ministers of Trade will deal with oversee-
ing the implementation of reform measures in their 
respective areas of competence. The Committee 
of the Ministers of Finance will particularly oversee, 
and coordinate, the implementation of the PFM 
assessment program in member countries and the 
Secretariat’s plans for operationalizing the MFSF. 
The Committee of Governors will have the additional 
responsibility for coordinating central bank financing 
for budgetary purposes, as proposed above, and 
the establishment and smooth functioning of the 
proposed SWAP Facility in the interests of the region 
as a whole. These committees will set up their own 
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modalities of operation, including establishing any 
sub-committees, or abolishing existing ones70.

(iii) The COMESA Monetary Institute (CMI): The CMI 
will be responsible for ensuring the compatibility of 
the convergence program implemented by member 
states. Thus, the CMI will not only play a cardinal 
role in developing the architecture for the common 
central bank that will perform the strategic respon-
sibility of formulating and coordinating monetary and 
exchange rate policies among its member states 
but it will also ensure its viability and sustainability. 
The CMI will work closely with the proposed CFU to 
monitor and assess progress in fiscal convergence. 
The CMI will also participate in the Joint meetings of 
the Monetary and Exchange Rate Subcommittee, 
the Financial Systems Stability Subcommittee and 
the Fiscal Affairs Subcommittee (assuming that these 
bodies will continue to function under the new sur-
veillance framework) in preparing a comprehensive 
assessment of the progress of the convergence 
criteria.

(iv) COMESA Fiscal Unit (CFU): The emphasis on fiscal 
surveillance justifies the creation of a Fiscal Unit within 
the COMESA Secretariat. Although currently the CMI 
is expected to monitor fiscal developments, the CMI 
eventually will transform itself into the common central 
bank and leave a vacuum in the fiscal surveillance 
process. Besides, CMI will be too preoccupied with 
working out the implications of a common central 
bank, and leaving the fiscal surveillance function to 
the CMI may meet the same fate as the present ar-
rangement that mandates central bank Governors to 
oversee surveillance. Under this report’s proposals, 
the regional surveillance mechanism, and by implica-
tion the Secretariat, will have to adopt a proactive 
stance in promoting robust PFM systems in member 
countries and the creation of the Fiscal Unit in the 
Secretariat will appropriately equip it to discharge that 
function effectively. During the transition process, the 
CFU will work in close cooperation with the CMI with 

70 At present there are a large number of committees and sub-
committees that make the institutional system very complex and, 
probably, less efficient and effective. It may, therefore, be advisable to 
review the existing sub-committees with a view to paring them down 
to improve surveillance effectiveness.

whom it will be jointly responsible for producing the 
convergence reports for the Convergence Council.

(v) COMESA Secretariat: The Secretariat will have 
a pivotal, and coordinating, role in the surveillance 
process. The joint convergence reports of the CMI 
and CFI/CFU will be routed through the Secretariat 
under the signature of its Secretary General to the 
Convergence Council. It will also administer the 
COMESA FUND, and be represented on the Board of 
the Infrastructure Development Company. The Sec-
retariat will design the reporting format for member 
countries to report progress in the implementation of 
their convergence program, and conduct missions 
to member countries for purposes of reporting to 
the Convergence Council on surveillance. It will also 
be responsible for the harmonization of statistics to 
enable union-wide surveillance exercise on uniform 
basis. 

(vi) COMESA SWAP FACILITY (COSWAP): The EMU 
experience of the Greek crisis has shown that not-
withstanding the surveillance mechanism, member 
states could experience financial crisis that could 
have adverse contagion effects on the entire union. 
This experience revealed a fault line in the EMU 
arrangement: crises of the Greek type cannot be 
solved by the affected country alone from its own 
resources, and crisis management of that magnitude 
requires union-wide efforts. In the case of COMESA, 
where individual countries will possess even more 
limited resources to face possible financial crisis, 
regional crisis management mechanism should be 
built into the system. Taking a cue from the ASEAN 
arrangement, member countries can set up a mod-
est arrangement replicating the Chiang Mai Initiative, 
providing for bilateral currency swaps, should a 
fellow member country run into financial crisis. The 
COSWAP arrangement could be financed partly by 
voluntary contributions from member states71, in-
cluding their contribution in the form of “transferring” 
their (proposed) borrowing rights from the central 
bank to the member country facing financial crisis. 

71 This consideration, as well as the desirability to bolster the cred-
ibility of the single currency, would suggest that the external reserves 
of member countries could be set at a level higher than the current 
criterion of the equivalent of six months of imports.
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The SWAP facility could be channeled through the 
central bank where the contribution of the contrib-
uting country would be “lent” to the central bank 
for on-ward lending to the crisis-laden country. The 
activation of the swaps, however, should be linked 
with the crisis-marooned country agreeing on a cor-
rective program with the IMF. The Committee of the 
Governors of Central Banks should be charged to 
work out the modalities of this Facility

(vii) Assesment of National PFMs: Recalling that MFSF 
is as strong as the weakest country PFM, member 
countries should be required to undertake, with 
assistance from the IMF and AfDB, Public Finance 
Management Assessment to assess their exist-
ing PFM and identify additional measures that may 
need to be taken to bring the PFM framework to 
the minimum essential72 for efficient management of 
public finances. The required measures should then 
be included in the country’s Convergence Program 
and be subject to multilateral surveillance.

5.3.2.3. The Convergence Process

5.3.2.3.1 The Convergence Council will undertake formal 
surveillance of individual countries’ progress towards 
convergence. The EU surveillance process relies on 
peer review, while the ASEAN surveillance process also 
includes active participation of the AsDB, the IMF, and 
the World Bank. It is proposed here that COMESA fol-
low the ASEAN practice and invite the AfDB, IMF, and 
the World Bank to participate actively in this process. 
Further, as explained in Chapter 3, the IMF undertakes 
formal regional surveillance of existing currency unions, 
including CEMAC and WAEMU, as part of its Article 
IV consultation mandate, and has agreed to the G-20 
request to assist their Mutual Assessment Program and 
provide “analysis of how the G-20’s respective national 
and regional policy frameworks fit together” and “…
develop a forward-looking analysis of whether policies 
pursued by individual G-20 countries are collectively 
consistent with more sustainable and balanced trajec-
tories for the global economy.” COMESA could make a 
similar request to the Fund to undertake regional survey 
of its convergence program in the context of its plan to 

72 Recall the minimum essential components of an effective PFM as 
elucidated in Chapter 2.

establish the COMESA Monetary Union, and assess 
whether the policies of member countries are conducive 
to convergence.

5.3.2.3.2. The surveillance process during the transition 
to the monetary union will determine whether a country 
is on track in the implementation of its convergence pro-
gram, and how far conditions have developed to launch 
the monetary union during 2018, the announced date 
for the monetary union. The country assessment will be 
made in the progress report prepared by the proposed 
Joint CMI and CFU and forwarded to the Convergence 
Council as the Secretariat’s report through the COMESA 
Secretariat under the signature of the Secretary-General. 
The assessment would concern, among other macr-
oeconomic developments, especially fiscal and trade 
developments in relation to the member country’s con-
vergence program and the agreed regional convergence 
criteria. The Secretariat will prepare a report if a member 
state has recorded slippages in the implementation of its 
national convergence program, especially in relation to 
inflation, fiscal deficit, revenue target, and public debt. 
The report will also assess member countries’ progress 
in implementing the MTSF in relation to the benchmarks 
noted above. In preparing this report the Secretariat will 
take into account the fiscal outcomes in the past two 
years as well as projections for the future two years so 
as to place the assessment in a medium-term context. 
The report will also contain recommendations as to the 
steps the country should take to bring its convergence 
program back on its track. The Convergence Council will 
take these recommendations into account, as well as 
the conclusions of the proposed (and if agreed to by the 
IMF) regional survey of COMESA by the IMF, in deciding 
whether “slippages” have occurred. If the Council so 
determines, it will place the country under the “Excessive 
Slippages Procedure” (ESP) and recommend that the 
country implement the corrective measures. The Council 
may offer to mobilize necessary technical assistance to 
help member country to implement those measures. In 
cases where member countries’ convergence programs 
are on track, the Council will so note. The member 
country with slippages will be expected to implement the 
recommended measures voluntarily, and no sanctions 
would be applied. If, however, the member country fails 
to undertake the corrective measures and still records 
slippages the following year and remains under ESP, 
new project funding from COMESA FUND and other 
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regional financial facilities will be kept on hold though 
any assistance already promised to the country from 
the financial funds referred to above will continue to be 
disbursed as programmed. The exception to this rule will 
be the financing of integrated intra-regional infrastructure 
development programs where financing will continue to 
be available to the country with a view to assure smooth 
completion of the project The conclusions of all reviews 
by the Council should be published in their entirety and 
become available in public domain. 

5.3.2.4. Individual member countries obligations will 
be, among others, as follows:

(i) Table before their Parliaments/National Assemblies 
for approval the agreed regional convergence criteria, 
and the Government’s commitment that these criteria 
will guide the country’s convergence program; 

(ii) Request IMF and AfDB to conduct an assessment 
of their Public Finance Management (PFM) system, 
if such an assessment has not already been made 
during the recent past and, if made, its recommen-
dations are not being implemented;

(iii) Prepare a Medium-term Fiscal Convergence Pro-
gram indicating the time path and policy framework 
the country proposes to follow to fulfill the agreed 
regional convergence criteria. This framework will 
be supported by the underlying Medium-Term Mac-
roeconomic Framework and Medium-term Fiscal 
Framework;

(iv) Establish a system of fiscal rules that will guide the 
implementation of the Convergence Program, and 
seek legislative approval for those rules;

(v) Establish in the Ministry of Finance a strong Surveil-
lance Unit that will provide periodic reports on the 
implementation of the Convergence Program and 
liaise with the regional organs concerned with MFSF; 

(vi) Provide the COMESA Secretariat with relevant sta-
tistical and other relevant information in the format 
to be determined by the Secretariat to enable the 
Secretariat to prepare and assess fiscal and other 
macroeconomic developments in member countries 

in discharge of its mandate to service the surveillance 
process for the Convergence Council;

(vii) Submit annual reports, in a format to be prescribed 
by COMESA Secretariat, to the COMESA Secretariat 
on the progress it is making in the implementation 
of its Convergence Program;

(viii) Submit itself to the “slippages” procedure, should 
the Convergence Council so make the decision 
regarding the implementation of its Convergence 
Program, and implement, to the best of its ability, 
the recommendations that may be made by the 
Convergence Council to bring the Program on track 
and facilitate its implementation;

(ix) Participate in the regional trade facilitation and 
trade promotion program, as may be developed 
and agreed upon at the regional level and embed its 
own corresponding trade integration program with its 
Convergence Program. The country will also submit 
itself to the MTSF assessment.

5.3.2.5 Role of the COMESA Secretariat. The above 
proposals envisage a more pro-active role for the COME-
SA Secretariat that would involve strengthening its hu-
man and financial capacities. Even in the absence of the 
operationalsation of the above proposals, the Secretariat 
needs to involve itself more actively in the fiscal surveil-
lance process than it has done hitherto. In particular, it 
could consider pursuing the following agenda even in 
the context of the present fiscal surveillance framework:

 Î Define precisely various fiscal convergence criteria 
to avoid ambiguity and ensure uniformity in report-
ing. Thus clear and easily understandable definitions 
should be on record for elements such as “Govern-
ment”, “budget deficit”, Net credit to government, 
and “public debt”. In that last element, it may also 
consider providing an indicative quantitative figure 
for “sustainable” debt level;

 Î Prepare model reporting forms and get the Com-
mittee of the Governors of Central Bank to approve 
those forms and a requirement that member coun-
tries file those reports annually within the stipulated 
time period;
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 Î Prepare annual assessment report on fiscal conver-
gence for the Committee of Governors;

 Î Assist in vitalizing the Committee of the Ministers of 
Finance and serve as its Secretariat;

 Î Collect and collate information from available sources 
(IMF, CABRI, etc.) on the status of PFM in each 
member country and identify some common gaps 
that need to be addressed in the immediate period 
ahead;

 Î Operationalize COMESA Fund and COMESA Infra-
structure Development Company;

 Î Take leadership in fostering trade integration on the 
proposal mentioned above by identifying and getting 
member countries’ agreement on its modalities; and

 Î Open dialogue with SADC and EAC Secretariats 
on common modalities for fiscal surveillance in the 
context of the Tripartite Agreement.

The above is a very large agenda but then the task of 
fiscal surveillance is not any smaller in scope.

5.4  Implications for Tripartite Agreement
5.4.1. Recent Formation of Tripartite Arrangement 
(COMESA, SADC and EAC)

5.4.1.1 One of the main challenges facing the COMESA, 
EAC and SADC in the implementation of their respective 
integration, programs is the overlapping membership. 
The EAC became a customs union on 1 January 2005 
and a common market in 2010. COMESA has planned 
to become a customs union in 2015. SADC has seven 
Member States that are involved in preparing to join 
both COMESA and SADC customs unions. Therefore, 
of the twenty-six countries that constitute the combined 
membership of COMESA, EAC and SADC, seventeen are 
either in a customs union and participating in negotiat-
ing an alternative customs union to the one they belong 
to or are in the process of negotiating two separate 
customs unions.

5.4.1.2 Against this background, a Tripartite Summit of 
the Heads of State and Government of the COMESA, 
EAC and the SADC was held in Kampala, Uganda on 22 

October 2008.The summit resolved that the three RECs 
should immediately start working towards a merger into 
a single REC with the objective of fast tracking the at-
tainment of the AEC. In the area of trade, customs and 
economic integration, the Tripartite Summit approved 
the expeditious establishment of a Free Trade Area (FTA) 
encompassing the member/partner States of the three 
RECs with the ultimate goal of establishing a single Cus-
toms Union. The Summit also directed the Chairpersons 
of the Councils of Ministers of the three RECs to ensure 
that the three RECs speed up the development of joint 
programs that enhance co-operation and deepening 
of co-ordination in industrial and competition policies, 
financial and payments systems, development of capital 
markets and Commodity Exchanges. 

5.4.1.3 Some progress has since been made by the 
Secretariats of the three RECs to prepare all the legal 
documents necessary for establishing the single FTA and 
to clearly identify the steps required for its establishment. 
The Chief Executives of the three Secretariats met on 9 
November 2009 in Dar es Salaam and cleared the draft 
FTA documents for transmission to the Member States 
for consideration in preparing for the next meeting of 
the Tripartite Summit. The draft FTA has 14 Annexes 
covering various complementary areas necessary for 
effective functioning of a regional market. The main pro-
posal is to establish the FTA on a tariff-free, quota-free, 
exemption-free basis by simply combining the existing 
FTAs of COMESA, EAC and SADC.

5.4.1.4 This Report’s proposal for a strengthened MFSF 
for COMESA, therefore, has significance for the Tripartite 
REC merger. It may, therefore, be helpful if the proposal, 
if acceptable within COMESA, is also discussed with 
SADC and EAC authorities to get a tripartite agreement 
on a broad common framework of the MFSF. The Bank 
could, if requested, assist in such a dialogue between the 
three RFECs. In the meantime, it will also be advisable if 
the Bank were to follow up on its initial objective to com-
plement the present study and assess its compatibility 
with the conditions in the other two RECs. In particular, 
an assessment could be made of the present integration 
status of the members of those two RECs that are not 
members of COMESA with the COMESA region and 
COMESA member countries, whether the quantitative 
fiscal criteria proposed above are also suitable for the 
other two RECs, and whether the variable geometry 
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approach could accommodate any large differences in 
the “initial conditions” of those countries from those of 
COMESA member states. 

5.5  Role of the Bank
5.5.1 The Bank support for fiscal convergence and 
surveillance will be guided by the Bank Approach paper 
for Supporting Macroeconomic Convergence in African 
RECs (drafted in April 2009 and updated in 2010). The 
Bank’s operations in this regard will be guided by four 
cardinal principles, i.e. (i) the Bank’s Development Man-
date, track record, and internal capacity, (ii) RECs’ and 
member countries’ ownership and focus, (iii) Synergy and 
relevance, and (iv) the Bank’s comparative advantage. 

5.5.2 The Bank’s assistance will be deployed at three 
levels: country level, market level, and regional level. The 
Bank has a comparative advantage in the area of trade 
integration and, therefore, in the context of the MFSF 
proposed above, the Bank could provide meaningful 
assistance in the design and implementation of the trade 
integration strategy as COMESA implements an effective 
Customs Union. The Bank, playing a complementary role 
to IMF’s activities in helping member countries design and 
implement robust PFMs, could provide needed techni-
cal assistance in specific areas of PFM, taking its cue 
from similar technical assistance projects of the Asian 
Development Bank in its member countries. In similar 
vein, it could provide technical and financial assistance 
for trade promotion and trade facilitation. Finally, the Bank 
could provide secretarial assistance to COMESA in the 
preparation, coordination, and holding of peer reviews 
either at its headquarters or at the COMEA headquarters. 

5.6  Conclusion 
5.6.1 The MFSF proposed here builds upon the existing 
system and institutions in COMESA. However, there are 
a few modifications relating to the convergence criteria 
and institutional set-up, and a structured proposal for 
surveillance that, if approved, may need legal review to 
determine whether changes would be required in the 
Treaty. The main changes proposed here are as follows:

(i) Revise the inflation criterion upwards from 3% to 
5%;

(ii) Increase net central bank credit limit for the Gov-
ernment from the present limit of 10% of total tax 

revenues of the previous year during phase one of 
the present program and zero by the third phase, 
to 15% of tax revenues during the previous year, of 
which no more than 10 percentage points will be of 
maturity greater than one year;

(iii) Revise the definition of budget deficit to include 
grants, and increase the deficit criterion to 4% of 
GDP;

(iv) Make the debt criterion as a binding “primary” cri-
terion and quantify it as either a proportion (250%) 
of government revenues (excluding grants), or as a 
proportion (50%) of GDP. The report proposes that 
the binding criterion should be in relation to govern-
ment revenues, while the debt to GDP ratio could 
be introduced as a non-binding “warning signal” 
benchmark. However, the relative status of these 
two criterion may be reversed, if considered more 
acceptable;

(v) Establish a Convergence Council comprising the 
Ministers of Finance and the Governors of Cen-
tral Banks, and vesting it with the responsibility to 
monitor and enforce convergence which is currently 
the responsibility of the Committee of central bank 
Governors; 

(vi) Set up a more structured multilateral surveillance 
process that explicitly provides for the “Excessive 
Slippage Procedure” (ESP) analogous to EMU’s EDP, 
except that the reference base would be member 
countries’ respective Convergence Programs. The 
surveillance process should also include a pro-active 
participation of international institutions such as the 
IMF, the World Bank and the African Development 
Bank; 

(vii) Establish intra-regional swap facility, the COSWAP, 
as a crisis management facility along the lines of 
Chiang Mai initiative (CMI) but with different funding 
combination, including active participation of IFIs;

(viii) Embed trade integration surveillance process with 
MFSF as an important motivational force and, equally 
importantly, to promote intra-regional trade facilitation 
and trade promotion agenda implied in FTA/CU. To 
that effect establish a task force to provide greater 
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clarity, and specificity to the proposal, as well as 
identify funding sources; 

(ix) Establish a Fiscal Unit in the Secretariat to focus 
on the coordination and implementation of fiscal 
convergence throughout the region; and 

(x) Enhance the responsibilities of the Secretariat as 
coordinating and reporting institution and to service 
the Convergence Council in the discharge of its func-
tions as the monitoring and enforcing institution. 

5.6.2 In conclusion, while progress has been made in 
the implementation of COMESA Monetary Cooperation 
Program, as evidenced for example in the establishment 
of the regional payment system (REPSS), little progress 
has been achieved in the area of fiscal policy conver-
gence that is pivotal for macroeconomic convergence, 
a shortcoming which has been highlighted in this report. 
In this respect, the Ministers of Finance need to be 
given direct responsibility and take a pro-active role for 
monitoring fiscal convergence. COMESA Secretariat also 
needs to be strengthened and provided with appropri-
ate financial and technical resources, particularly in the 
related fields of institutional strengthening and capac-
ity building, to fulfill the enhanced role envisaged for it 
under the proposed MFSF. The report also could serve 
as an urgent call on member states to identify the gaps 
in their PFM systems and put forward related areas of 

assistance, and on development partners to map their 
assistance accordingly. 

5.6.3 Mention was made above that the proposal has 
two independent stand-alone aspects. In that respect, as 
the discussions in the recent COMESA Validation Work-
shop on this report indicated, there may be reluctance to 
change convergence criteria at this time. Hopefully, some 
minimum essential changes in the criteria along the lines 
proposed here would become feasible. However, even in 
the absence of that revision, this reluctance should not 
deter the authorities from at least introducing the pro-
posed institutional and convergence process proposals 
that are a necessary condition for any MFS mechanism 
to be effective. As concerns convergence criteria, as a 
minimum, they should be reframed as entry-point criteria, 
and the debt criterion should be quantified to provide 
precise guideposts for national debt management and 
surveillance process.
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1.  Introduction and background 73

The PFM Performance Measurement Framework is an 
integrated monitoring framework that allows measure-
ment of country PFM performance over time. It has 
been developed by the PEFA partners, in collaboration 
with the OECD/DAC Joint Venture on PFM as a tool that 
would provide reliable information on the performance 
of PFM systems, processes and institutions over time. 
The information provided by the framework would also 
contribute to the government reform process by deter-
mining the extent to which reforms are yielding improved 
performance and by increasing the ability to identify 
and learn from reform success. It would also facilitate 
harmonization of the dialogue between government 
and donors around a common framework measuring 
PFM performance and therefore contribute to reduce 
transaction costs for partner governments. 

The PFM Performance Measurement Framework is one 
of the elements of a strengthened approach to supporting 
PFM reforms. It is designed to measure PFM perform-
ance of countries across a wide range of development 
over time. The Performance Measurement Framework 
includes a set of high level indicators, which meas-
ures and monitors performance of PFM systems, proc-
esses and institutions and a PFM Performance Report 
(PFM-PR) that provides a framework to report on PFM 
performance as measured by the indicators. 

2.  Scope and coverage of the framework 
A good PFM system is essential for the implementation 
of policies and the achievement of developmental objec-
tives by supporting aggregate fiscal discipline, strategic 
allocation of resources and efficient service delivery. An 
open and orderly PFM system is one of the enabling 
elements for those three levels of budgetary outcomes: 

 Î Effective controls of the budget totals and manage-
ment of fiscal risks contribute to maintain aggregate 
fiscal discipline. 

73 The Strengthened Approach has three components (i) a country-
led PFM reform strategy and action plan, (ii) a coordinated IFI-donor 
integrated, multi-year program of PFM work that supports and is 
aligned with the government’s PFM reform strategy and, (iii) a shared 
information pool. The Performance Measurement Framework is a tool 
for achieving the third objective. 

PEFA - PFM Performance Measurement Framework, June 2005. 

 Î Planning and executing the budget in line with gov-
ernment priorities contributes to implementation of 
government’s objectives. 

 Î Managing the use of budgeted resources contributes 
to efficient service delivery and value for money. 

The Performance Measurement Framework identifies 
the critical dimensions of performance of an open 
and orderly PFM system as follows: 

1.  Credibility of the budget – The budget is realistic 
and is implemented as intended 

2.  Comprehensiveness and transparency – The 
budget and the fiscal risk oversight are comprehen-
sive and fiscal and budget information is accessible 
to the public. 

3.  Policy-based budgeting – The budget is prepared 
with due regard to government policy. 

4.  Predictability and control in budget execution 
– The budget is implemented in an orderly and 
predictable manner and there are arrangements 
for the exercise of control and stewardship in the 
use of public funds. 

5.  Accounting, recording and reporting – Adequate 
records and information are produced, maintained 
and disseminated to meet decision-making control, 
management and reporting purposes. 

6.  External scrutiny and audit – Arrangements for 
scrutiny of public finances and follow up by execu-
tive are operating. 

Against the six core dimensions of PFM performance, 
the set of high-level indicators measures the operational 
performance of the key elements of the PFM sys-
tems, processes and institutions of a country central 
government, legislature and external audit. In addition, 
the PFM-PR uses the indicator-based analysis to develop 
an integrated assessment of the PFM system against the 
six critical dimensions of PFM performance and evaluate 
the likely impact of PFM weaknesses on the three levels 
of budgetary outcomes. 
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The set of high-level indicators captures the key PFM 
elements that are recognized as being critical for all 
countries to achieve sound public financial management. 
In some countries, the PFM-PR may also include an as-
sessment of additional, country specific issues in order to 
provide a comprehensive picture of PFM performance. 

It is expected that the repeated application of the indica-
tor tool will provide information on the extent to which 
country PFM performance is improving or not. In 
addition, the PFM-PR recognizes the efforts made by 
government to reform its PFM system by describing 
recent and on-going reform measures, which may not 
have yet impacted PFM performance. The report does 
not, however, include any recommendations for reforms 
or assumptions as to the potential impact of ongoing 
reforms on PFM performance. 

The focus of the PFM performance indicator set 
is the public financial management at central gov-
ernment level, including the related institutions of 
oversight. Central government comprises a central 
group of ministries and departments (and in some cases 
de-concentrated units such as provincial administra-
tions) that make up a single institutional unit. In many 
countries, other units are operating under the authority of 
the central government with a separate legal entity and 
substantial autonomy in its operations (in this document 
referred to as autonomous government agencies) and 
also constitute a part of central government operations. 
Such units would be used for the purpose of implement-
ing central government policy and may include non-profit 
institutions, which are controlled and mainly financed by 
central government. 

Operations of other levels of general government and 
of public enterprises are considered in the PFM per-
formance indicator set only to the extent they impact 
the performance of the national PFM system and 
its linkages to national fiscal policy, formulated and 
monitored by central government (refer to PI-8, PI-9 
and PI-23). Other parts of general government include 
lower levels with separate accountability mechanisms and 
their own PFM systems (e.g. budgets and accounting 
systems). Such sub-national governments may include 
state, provincial, and regional government at a higher 
level and local government (including e.g. districts and 
municipalities) at a lower level. In addition to general 

government, the public sector includes public corpora-
tions or enterprises, created for the purpose of providing 
goods and services for a market, and controlled by and 
accountable to government units. Public corporations 
can be non-financial or financial, the latter including mon-
etary corporations such as the central bank. Additional 
information on other levels of government and public 
enterprises may be included in the section on country 
specific issues of the PFM-PR. 

The focus of the indicator set is on revenues and 
expenditures undertaken through the central govern-
ment budget. However, activities of central government 
implemented outside the budget are covered in part by 
the indicators PI-7, PI-9, PI-26 and D-2. Typically, this 
includes expenditure executed by central government 
units and financed from earmarked revenue sources 
(whether domestic or external, the latter often being only 
nominally on-budget), and by autonomous government 
agencies. 

The Performance Measurement Framework does not 
measure the factors impacting performance, such as 
the legal framework or existing capacities in the govern-
ment. In particular, the set of high-level indicators focuses 
on the operational performance of the key elements of 
the PFM system rather than on the inputs than enable 
the PFM system to reach a certain level of performance. 

The Performance Measurement Framework does not 
involve fiscal or expenditure policy analysis, which 
would determine whether fiscal policy is sustainable, 
whether expenditures incurred through the budget have 
their desired effect on reducing poverty or achieving 
other policy objectives, or whether there is value for 
money achieved in service delivery. This would require 
detailed data analysis or utilization of country-specific 
indicators. The framework rather focuses on assessing 
the extent to which the PFM system is an enabling 
factor for achieving such outcomes (transparency, and 
budget credibility). 
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Table 1 – Regional Trade Opening (RITO) Indices for COMESA, EAC AND SADC
Regional trade opening (RITO) * for COMESA

Country 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2000-2009

Burundi 3.8% 3.2% 5.4% 7.6% 8.5% 8.0% 8.3% 8.8% 7.4% 6.8% 6.8%

Comoros 6.4% 5.3% 3.9% 4.1% 4.0% 4.1% 4.5% 4.4% 4.0% 3.2% 4.4%

Congo DR 6.4% 5.3% 3.9% 4.1% 4.0% 4.1% 4.5% 4.4% 4.0% 3.2% 4.4%

Djibouti 15.3% 33.0% 20.4% 31.5% 14.3% 17.8% 20.8% 8.3% 7.0% 5.7% 17.4%

Egypt 0.4% 3.5% 4.3% 6.5% 4.3% 4.7% 4.8% 1.8% 1.4% 1.0% 3.3%

Ethiopia 1.2% 1.7% 1.5% 1.6% 0.7% 0.6% 0.6% 0.3% 0.3% 0.2% 0.9%

Kenya 5.2% 6.2% 6.6% 6.4% 7.0% 6.5% 5.8% 5.8% 6.3% 5.1% 6.1%

Libya 0.3% 0.3% 0.6% 0.7% 0.4% 0.6% 0.5% 0.6% 1.2% 2.0% 0.7%

Madagascar 0.9% 2.0% 1.8% 2.2% 2.8% 2.2% 2.3% 2.2% 1.9% 2.2% 2.1%

Malawi 3.6% 1.5% 3.4% 2.5% 4.4% 4.0% 4.3% 3.4% 3.0% 2.9% 3.3%

Mauritius 3.3% 4.1% 4.0% 4.3% 3.4% 3.5% 3.7% 3.8% 2.8% 2.6% 3.6%

Rwanda 4.4% 3.8% 5.2% 6.7% 6.3% 6.3% 6.1% 7.4% 12.7% 10.0% 6.9%

Seychelles 0.3% 0.4% 0.6% 0.3% 0.5% 0.6% 1.0% 1.0% 1.1% 1.0% 0.7%

Sudan 0.9% 1.2% 1.1% 1.6% 1.8% 2.2% 2.1% 1.7% 2.3% 2.1% 1.7%

Uganda 6.3% 6.6% 6.8% 7.7% 7.6% 8.6% 7.2% 8.7% 8.8% 7.1% 7.5%

Zambia 1.9% 2.0% 1.8% 2.9% 3.2% 2.7% 3.0% 3.4% 3.2% 3.0% 2.7%

Zimbabwe 3.0% 1.6% 1.5% 1.8% 5.4% 22.3% 24.9% 11.7% 15.7% 12.3% 10.0%

COMESA 1.4% 3.1% 3.8% 4.8% 3.7% 4.1% 3.9% 2.7% 2.7% 2.4% 3.3%

*Defined as the country’s trade with other members of the REC to the country’s GDP;    

Regional trade opening (RITO) * for EAC

Country 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Burundi 3.8% 3.2% 5.4% 7.6% 8.5% 8.0% 8.3% 8.8% 7.4% 6.8% 6.8%

Kenya 5.2% 6.2% 6.6% 6.4% 7.0% 6.5% 5.8% 5.8% 6.3% 5.1% 6.1%

Rwanda 4.4% 3.8% 5.2% 6.7% 6.3% 6.3% 6.1% 7.4% 12.7% 10.0% 6.9%

Tanzania 3.0% 2.3% 5.9% 6.3% 5.4% 5.3% 6.4% 6.7% 3.6% 0.4% 4.5%

Uganda 6.3% 6.6% 6.8% 7.7% 7.6% 8.6% 7.2% 8.7% 8.8% 7.1% 7.5%

EAC 4.1% 5.7% 6.2% 6.3% 6.5% 6.7% 6.5% 6.0% 5.4% 5.1% 5.9%
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Regional trade opening (RITO) * for SADC

Country 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2000-2009

Angola 15.6% 9.7% 11.6% 11.0% 7.6% 7.3% 6.7% 6.6% 4.7% 4.2% 8.5%

Botswana

Comoros 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Lesotho

Madagascar 0.9% 2.0% 1.8% 2.2% 2.8% 2.2% 2.3% 2.2% 1.9% 2.2% 2.1%

Malawi 3.6% 1.5% 3.4% 2.5% 4.4% 4.0% 4.3% 3.4% 3.0% 2.9% 3.3%

Mauritius 3.3% 4.1% 4.0% 4.3% 3.4% 3.5% 3.7% 3.8% 2.8% 2.6% 3.6%

Namibia

Seychelles 0.3% 0.4% 0.6% 0.3% 0.5% 0.6% 1.0% 1.0% 1.1% 1.0% 0.7%

South Africa 2.6% 2.7% 2.9% 2.4% 2.2% 2.4% 2.5% 3.2% 4.5% 3.2% 2.9%

Tanzania 3.0% 2.3% 5.9% 6.3% 5.4% 5.3% 6.4% 6.7% 3.6% 0.4% 4.5%

Zambia 1.9% 2.0% 1.8% 2.9% 3.2% 2.7% 3.0% 3.4% 3.2% 3.0% 2.7%

Zimbabwe 3.0% 1.6% 1.5% 1.8% 5.4% 22.3% 24.9% 11.7% 15.7% 12.3% 10.0%

SADC 2.6% 2.9% 3.2% 2.7% 2.5% 2.7% 2.8% 3.0% 3.4% 2.8% 2.9%

*Defined as the ratio of the country’s trade with other members of the REC to the country’s GDP    

Table 2 – Degree of Regional Trade Integration in COMESA, EAC and SADC
Degree of Regional Trade Integration in COMESA

Country 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2000-2009

Burundi 13.9% 12.1% 20.9% 23.4% 25.2% 19.7% 15.6% 22.7% 18.1% 18.6% 19.0%

Comoros 15.1% 9.6% 7.9% 8.4% 9.7% 11.0% 9.8% 10.6% 8.4% 8.1% 9.9%

Congo DR 4.6% 11.9% 6.6% 8.3% 12.5% 13.9% 16.1% 20.1% 16.0% 19.0% 12.9%

Djibouti 11.1% 19.9% 13.9% 17.8% 8.3% 8.6% 8.3% 3.0% 2.4% 2.3% 9.6%

Egypt 1.3% 19.9% 13.9% 17.8% 8.3% 8.6% 8.3% 3.0% 2.4% 2.3% 8.6%

Ethiopia 7.1% 9.9% 8.3% 9.6% 5.1% 5.7% 6.6% 4.6% 5.0% 3.6% 6.5%

Kenya 12.8% 14.6% 15.9% 15.5% 15.3% 11.7% 10.2% 10.0% 10.4% 10.4% 12.7%

Libya 0.7% 0.6% 0.8% 0.9% 0.5% 0.7% 0.6% 0.7% 1.4% 2.2% 0.9%

Madagascar 2.4% 5.1% 6.4% 5.4% 4.1% 4.0% 2.8% 4.2% 3.2% 3.4% 4.1%

Malawi 14.6% 8.1% 14.8% 12.4% 15.2% 14.6% 17.1% 15.0% 13.8% 12.2% 13.8%

Mauritius 4.3% 5.3% 4.9% 5.8% 4.6% 4.2% 4.2% 4.9% 4.0% 4.1% 4.6%

Rwanda 21.8% 16.2% 19.5% 23.7% 16.0% 23.6% 23.1% 26.5% 38.6% 40.1% 24.9%

Seychelles 3.3% 2.6% 4.6% 2.3% 3.6% 3.2% 5.2% 5.2% 5.8% 6.5% 4.2%

Sudan 3.6% 4.4% 3.9% 5.3% 5.0% 5.3% 5.5% 4.6% 6.0% 7.7% 5.1%

Uganda 28.8% 26.4% 27.6% 26.8% 25.2% 27.7% 20.3% 21.5% 20.5% 23.4% 24.8%

Zambia 9.7% 9.4% 9.6% 13.7% 12.0% 10.1% 8.4% 8.6% 10.7% 11.8% 10.4%

Zimbabwe 4.4% 4.3% 7.7% 3.4% 6.4% 30.6% 30.7% 10.5% 10.6% 12.6% 12.1%

COMESA 3.7% 9.6% 9.1% 10.2% 6.8% 7.2% 6.6% 4.6% 4.5% 5.1% 6.7%
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Degree of Regional Trade Integration for EAC

Country 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2000-2009

Burundi 13.9% 12.1% 20.9% 23.4% 25.2% 19.7% 15.6% 22.7% 18.1% 18.6% 19.0%

Kenya 12.8% 14.6% 15.9% 15.5% 15.3% 11.7% 10.2% 10.0% 10.4% 10.4% 12.7%

Rwanda 21.8% 16.2% 19.5% 23.7% 16.0% 23.6% 23.1% 26.5% 38.6% 40.1% 24.9%

Tanzania 12.1% 9.4% 18.7% 18.2% 14.4% 13.0% 12.7% 12.1% 8.8% 1.5% 12.1%

Uganda 28.8% 26.4% 27.6% 26.8% 25.2% 27.7% 20.3% 21.5% 20.5% 23.4% 24.8%

EAC 14.6% 19.0% 19.4% 18.2% 17.1% 15.7% 13.8% 11.9% 11.3% 14.1% 15.5%

Regional trade opening (RITO)* for SADC

Country 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2000-2009

Angola 15.6% 9.7% 11.6% 11.0% 7.6% 7.3% 6.7% 6.6% 4.7% 4.2% 8.5%

Botswana

Comoros 15.1% 9.6% 7.9% 8.4% 9.7% 11.0% 9.8% 10.6% 8.4% 8.1% 9.9%

Lesotho

Madagascar 2.4% 5.1% 6.4% 5.4% 4.1% 4.0% 2.8% 4.2% 3.2% 3.4% 4.1%

Malawi 14.6% 8.1% 14.8% 12.4% 15.2% 14.6% 17.1% 15.0% 13.8% 12.2% 13.8%

Mauritius 4.3% 5.3% 4.9% 5.8% 4.6% 4.2% 4.2% 4.9% 4.0% 4.1% 4.6%

Namibia

Seychelles 3.3% 2.6% 4.6% 2.3% 3.6% 3.2% 5.2% 5.2% 5.8% 6.5% 4.2%

South Africa 5.9% 5.9% 5.9% 5.7% 5.3% 5.6% 5.3% 6.2% 7.7% 7.5% 6.1%

Tanzania 12.1% 9.4% 18.7% 18.2% 14.4% 13.0% 12.7% 12.1% 8.8% 1.5% 12.1%

Zambia 9.7% 9.4% 9.6% 13.7% 12.0% 10.1% 8.4% 8.6% 10.7% 11.8% 10.4%

Zimbabwe 4.4% 4.3% 7.7% 3.4% 6.4% 30.6% 30.7% 10.5% 10.6% 12.6% 12.1%

SADC 5.4% 5.7% 6.1% 5.6% 5.1% 5.5% 5.1% 5.1% 5.2% 5.5% 5.4%

* Defined as the ratio of the country’s trade with other members of the REC to the country’s GDP     
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Table 3 – Relative integration of each country vis-à-vis other members (REIN) for COMESA, EAC and 
SADC
Relative integration of each country vis-à-vis other members (REIN)* for COMESA

Country 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2000-2009

Burundi 1.0% 0.3% 0.5% 0.5% 0.7% 0.6% 0.7% 0.9% 0.7% 0.8% 0.7%

Comoros 0.5% 0.2% 0.1% 0.1% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2%

Congo DR 3.0% 3.5% 2.2% 1.9% 4.2% 4.3% 5.3% 10.2% 9.7% 9.7% 5.4%

Djibouti 3.1% 3.1% 1.8% 2.2% 1.3% 1.3% 1.4% 0.7% 0.6% 0.5% 1.6%

Egypt 13.6% 54.5% 55.1% 59.6% 44.4% 41.9% 43.6% 23.8% 18.9% 17.4% 37.3%

Ethiopia 3.5% 2.2% 1.7% 1.5% 0.9% 0.8% 0.8% 0.6% 0.6% 0.5% 1.3%

Kenya 23.2% 13.2% 12.7% 10.8% 14.8% 12.1% 11.1% 16.3% 15.7% 15.4% 14.5%

Libya 4.5% 1.4% 1.8% 1.9% 1.9% 2.6% 2.5% 4.4% 9.0% 11.3% 4.1%

Madagascar 1.3% 1.5% 1.2% 1.4% 1.6% 1.1% 1.1% 1.6% 1.4% 1.7% 1.4%

Malawi 5.0% 1.1% 2.2% 1.5% 2.5% 2.0% 2.0% 2.6% 2.3% 2.3% 2.4%

Mauritius 5.5% 3.0% 2.8% 2.7% 2.8% 2.2% 2.1% 2.9% 2.1% 2.1% 2.8%

Rwanda 2.7% 1.0% 1.3% 1.4% 1.7% 1.6% 1.6% 2.8% 4.9% 4.8% 2.4%

Seychelles 0.5% 0.3% 0.4% 0.2% 0.4% 0.4% 0.5% 0.7% 0.8% 0.8% 0.5%

Sudan 4.0% 2.5% 2.4% 3.2% 5.2% 6.1% 6.4% 8.3% 10.7% 10.5% 5.9%

Uganda 14.1% 6.2% 6.2% 5.7% 7.9% 7.9% 6.1% 10.6% 10.4% 10.2% 8.6%

Zambia 6.5% 3.2% 2.8% 3.8% 5.9% 4.4% 4.9% 7.6% 7.0% 6.8% 5.3%

Zimbabwe 8.1% 2.7% 4.9% 1.5% 3.3% 10.5% 9.8% 5.6% 5.0% 5.0% 5.7%

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Relative integration of each country vis-à-vis other members (REIN)* for EAC

Country 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2000-2009

Burundi 1.0% 0.3% 0.5% 0.5% 0.7% 0.6% 0.7% 0.9% 0.7% 0.8% 0.7%

Kenya 23.2% 13.2% 12.7% 10.8% 14.8% 12.1% 11.1% 16.3% 15.7% 15.4% 14.5%

Rwanda 2.7% 1.0% 1.3% 1.4% 1.7% 1.6% 1.6% 2.8% 4.9% 4.8% 2.4%

Tanzania 5.0% 13.1% 13.7% 11.1% 10.1% 9.6% 10.5% 5.7% 0.5% 4.9% 8.4%

Uganda 14.1% 6.2% 6.2% 5.7% 7.9% 7.9% 6.1% 10.6% 10.4% 10.2% 8.6%
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Relative integration of each country vis-à-vis other members (REIN)* for SADC

Country 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2000-2009

Angola 7.3% 6.9% 6.7% 8.0% 7.2% 6.4% 7.1% 6.7% 6.3% 6.0% 6.8%

Botswana

Comoros 0.3% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.1% 0.1% 0.2%

Lesotho

Madagascar 0.8% 1.9% 1.5% 1.9% 1.6% 1.2% 1.2% 1.2% 1.1% 1.5% 1.4%

Malawi 2.9% 1.4% 2.8% 2.2% 2.6% 2.1% 2.2% 2.0% 1.8% 2.0% 2.2%

Mauritius 3.2% 3.8% 3.6% 3.9% 2.9% 2.3% 2.3% 2.2% 1.7% 1.8% 2.8%

Namibia

Seychelles 0.3% 0.3% 0.5% 0.2% 0.4% 0.4% 0.6% 0.6% 0.6% 0.7% 0.5%

South Africa 71.6% 65.1% 61.3% 64.7% 65.7% 62.1% 59.9% 71.5% 78.6% 72.7% 67.3%

Tanzania 5.0% 13.1% 13.7% 11.1% 10.1% 9.6% 10.5% 5.7% 0.5% 4.9% 8.4%

Zambia 3.8% 3.9% 3.5% 5.5% 6.0% 4.7% 5.3% 5.8% 5.4% 5.9% 5.0%

Zimbabwe 4.7% 3.4% 6.3% 2.2% 3.4% 11.1% 10.8% 4.2% 3.9% 4.3% 5.4%

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

SADC

* Defined as the ratio of the country’s trade with other members of REC to total intraregional trade. 
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