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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. 

 


