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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.

 


