
• 

MACROECONOMIC AND MONETARY 
CONVERGENCE IN SELECTED REGIONAL 
INTEGRATI01\ GROUPINGS 

Trade and Regional Integration Division * 

September 2003 

• Report prepared by the Regional Integration Team. We thank colleagues in the Trade and Regional 
Integration Division and in !he EconomiG and Social Policy Division of ECA for useful comments and 
suggestions. We also wish to thank Isidore Kahoui and Dalia Osman for providing excellent research 
assistance as well as comments. 



-----------~, 



Table of Contents 

v 
1. Introdnction ... H ••••• u ................... u .......... u~ ...... u .......................... uu ••••• nn ............................................• ~W 1 
2. Dimensions of Convergence...................................................................................................... 1 

2.1 An informal discussion of convergence issues in monetary and macroeconomic 15 
integration........................... ................ ....................... ....... ... .................. .................... ............. I 

2.2 Basic ModeL....................... ................ .................................. ...................... .......................... 3 
2.3 Macroeconomic integration: the convergnece of macroeconomic policy stance and the 4 

convergence of shocks.................. .............. ...................................................................... ...... 5 
2.4 Convergence of macroeconomic outcomes............................................................................ 7 
2.5 Extension: monetary integration as an anti-inflationary policy device........... ...................... 7 
2.6 Wrap-up................................................................................................................................. 7 

3. Macroeconomic convergence in selected African regional economic communities............ 8 
3.1 Background information and some basic facts .................................................................... 8 
3.2 Convergence of macroeconomic policy stance .................................................................... 12 
3.3 Convergence of shocks, cyclical variation in economic activity and tradc patterns............ 25 
3.4 Convergence of outcomes: income convergence .................................................................. 30 
3.4 Wrap-up: macroeconomic convergence in selected African RECs ...................................... 33 

4. Macroeconomic Convergence in COMESA: case study ......................................................... 33 
4.1 COMESA: basic facts and economic trends .......................................................................... 34 
4.2 Convergence of macroeconomic policy stance across COMESA countries ......................... 38 
4.3 Convergence of business cycles and shocks asymmetry ....................................................... 49 
4.4 Income convergence in COMESA...... .................................. ................................... ...... ....... 59 
4.5 Wrap up: converegnece in COMESA. .................................................................................. 61 

5. Discussion and Reccomendations............................................................................................. 62 
6. ConclusioDS ...................... uu~ ••• s.u ...................................... uu ................. n .. n.u5~ ........... n •• nu ......... n u......... 69 

A. Variables description .............................................................................................................. 70 
B. Membership ofthe RECs and composition of non African groupings mentioned in the 

report ...................................................................................................................................... 74 
C. Fiscal deficit in UEMOA countries (alternative data) ........................................................... 70 

tis! of References...................................................................................................................... 'II; 

Tabie i: Basic ecrlnomic indicaTOrs for selected African KEes .................................................. lfJ 
Table 2: Basic social indicators for selected African RECs ........................................................ 11 
Table 3: Convergence criteria in selected African RECs ............................................................. 13 
Table 4: Inflation in selected African RECs ................................................................................ 18 
Table 5: Fiscal decifit in selected African RECs ......................................................................... 21 
Table 6: Convergence of macroeconomic variables in selected African RECs .......................... 24 
Table 7: Summary of correlations between macroeconomic variables in selected RECs ........... 28 
Table 8: Trade statistics for selected RECs.................................... 29 
Table 9: Test of Sigma and Beta income convergence for selected African RECs ..................... 32 
Table 10: COMESA: Basic economic indicators ........................................................................ 36 
Table II: COMESA: Basic soeial indicators ............................................................................... 37 
Table 12: Inflation and fiscal deficit in COMESA. .................................................................... 39 

1 



11 

Table 13: CB financing andd claims on government in COMESA. ........................................... 41 
Table 14: Debt service and tax revenues in COMESA ............................................................... 42 
Table 15: Nominal interest rates .................................................................................................. 44 
Table 16: Money growth and domestic credit in COMESA ....................................................... 46 
Table 17: Test of convergence of macroeconomic policy variables ............................................ 48 
Table 19: Sectors contribution to GDP ....................................................................................... 52 
Table 20: Trade statistics for COMESA..................................................................................... 54 
Table 21: Test of cointegration of log Real Exchange Rate of COMES A conntries................. 57 
Table 22: fucome convergence in COMESA .............................................................................. 60 

List of Boxes................................................ .............................................................................. 76 

Box 1: A procedure to test for convergence of macroeconomic variables .................................. 47 
Box 2: Computation of predicted trade flows for the COMESA region..................................... 55 
Box 3; Test of cointegration of bilateral real exchange rates (RERs) in the COMESA 

region ................................................................................................................................ 58 
Box 4: A mechanism for self-financing of regional institutions ................................................... 67 



List of Acronyms and Abbreviations 

ADB 
ADF 
ABC 
ASEAN 
CEMAC 
CFA 
CMA 
COMESA 
CPI 
DRC 
EAC 
ECA 
ECCAS 
ECOWAS 
EMU 
EU 
FDI 
FfA 
GDP 
GNI 
HIPC 
IMF 
MERCOSUR 
OECD 
PTA 
RECs 
RERs 
SADC 
SADCC 
UEMOA 
USD 

African Development Bank 
Augmented Dickey-Fuller Test 
African Economic Community 
Association of South-East Asian Nations 
Central African Economic and Monetary Community 
Colonies Fransaises de l'Afiique 
Common Monetary Area (Rand Area) 
Common Market for Eastern and Southern Africa 
Consumer Price Index 
Democratic Republic of Congo 
East African Community 
Economic Commission for Africa 
Economic Community of Central Afiican States 
Economic Commission of West African States 
European Monetary Union 
European Union 
Foreign Direct Investment 
Free Trade Area 
Gross Domestic Product 
Gross National Income 
Heavily Indebted Poor Countries Initiative 
International Monetary Fund 
Common Market of the South 
Organization for Economic Co-operation and Development 
Preferential Trade Area of Eastern and Southern African States 
Regional Economic Communities 
Real Exchange Rates 
Southern Afiican Development ConmlUnity 
Southern African Development Coordination Conference 
West African Economic and Monetary Union 
United States Dollar 

Ust of abbreviations for data sources 

ADB 
DOTS 
EIU 
IFS 
WBAD 
WDI 

African Development Bank Selected Statistics 
Direction of Trade Statistics IMF 
Economist Intelligence Unit - COlmtry database 
International Financial Statistics - IMF 
World Bank Africa Database 
World Development Indicators - World Bank 

111 



IV 



EXECUTIVE SUMMARY 

Background, motivation and structure of tbe report 

Several African Regional Economic Communities (RECs) pursue deep fornlS of monetary and 
macroeconomic integration, such as the establishment of a system of fixed exchange rates, the fomlation 
of a monetary union, or even the creation of full economic communities. This process of deep integration 
is expected to generate substantial micro- and macro-economic benefits for the countries involved. 'The 
relevant literature points to both efficiency and dynamic gains. 'The increased stability of exchange rates 
and the reduced degree of economic uncertainty will favor the integration of goods and capital markets 
and the exploitation of economies of scale. At the same time, the more stable macroeconomic 
environment will stimulate investments, financial development and private sector activities, thus 
contributing to the growth potential of Member States. 

Deep integration however also has costs. A system of fixed exchange rates, and even more a currency or 
an economic union, implies that countries will have to adopt a conunon monetary policy. That is, national 
authorities will progressively give up the possibility to employ monetary policy as a tool for domestic 
stabilization purposes. This loss of control over monetary policy is particularly costly for national 
policymakers to the extent that shocks are asymmetric and macroeconomic preferences/objectives differ 
across countries in the region. Furthermore, the expected benefits from integration might not be equally 
distributed among participating countries. The likelihood that a g!-OuP of "winners" from integration will 
emerge against a group of "losers" inereases the larger the cross-country heterogeneity of industrial 
structures, economic size and stage of development, initial ll1acroeconomic conditions, and financial 
depth. 

To strike a more positive balance between benefits and costs, both at regional and national level, it 
therefore appears that countries should converge on three critical dimensions: 

(i) macroeconomic policy stance (preferences and objectives), 
(ii) shocks and economic disturbances, 
(iii) macroeconomic outcomes. 

It must be stressed that lack of convergence on those dimensions does not necessarily mean that deep 
integration is economically unfeasible or undesirable. It does however mean that specific attention should 
be devoted to realizing conditions and institutions for absorbing divergences. 

The purpose of the report is to provide systematic empirical evidence on how countries in different 
African RECs tend to perform along the three fornls of convergence above mentioned. The 
methodological approach is based on the analysis of tinlC-series data using statistical and econometric 
procedures. The time-series perspective pemrits a broad assessment of convergence and its evolution as 
integration unfolds. Six African RECs are selected for the analysis: the Central African Economic and 
Monetary Community (CEMAC), the Common Market for Eastern and Sonthern Africa (COMESA), the 
East African Community (EAC), the Economic Community of West African States (ECOW AS), the 
Sonthern African Development Community (SADC), and the West African Economic and Monetary 
Union (UEMOA). They have been selected on the basis of broad criteria concerning size, geographical 
distribution of membership, and practical relevance of macroeconomic integration effOlts. Among those 
six, COMESA represents an interesting case-study. On the one hand, COMESA vast membership implies 
that a broad set of heterogeneous macroeconomic performances are being integrated through the regional 
program of policy harmonization. On the other hand, lack of data has often limited the breadth of the 
empirical analysis that in the past it was possible to perform on most of the countries in the region. In this 
respect, the application of time-series models constitutes an innovative contribution. The second part of 
the report is therefore dedicated specifically to the analysis of convergence in COMESA. 
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Evidence o'n convergence in CEMAC, EAC, ECOWAS, SADC and UEMOA 

For each of the seleeted RECs, the report provides an assessment of convergence based on the longest 
possible string of time-series data. The discussion is organized by dimensions of convergenee. 

Convergence of tl:)e macroeeonomic policy stance 

Each of the RECs selected for this report has established a set of macroeconomic convergence criteria to 
guidc its process of integration Such criteria are specified as target values on key macroeeonomic 
variables. They can therefore be used as a benchmark for the assessment of convergence of 
macroeconomic policy stance. Convergence is identified with a situation where countries in a REC, on 
average, approach the targets set by the criteria and where the cross-national dispersion of 
macroeconomic variables becomes smaller over time. 

The evidcnce emerging from the analysis of the trends and standard deviation of macroeconomic 
variables in the various RECs is rather mixed and heterogenous. In all RECs a broad trend of convergence 
of the monetary policy stance can be identified, with inflation generally dropping to one digit levels in 
most countries. However, much more divergent appears 10 be the trends of the other macroeconomic 
variables, and of fiscal policy in particular. In fact, fiscal consolidation still has to be achieved by the 
majority of countries in each REC and fiscal deficit data confirm that the targets imposed by the fiscal 
criteria so far have not successfully driven the convergence of fiscal stance. 

There are various reasons that can explain the observed lack of strong convergence. One is that formal 
programs of policy harmonization have been launched on average quite recently and hence countries 
might need more time to adjust their policy stance. This is true not only for EAC, SADC and the 
ECOW AS, but also for the two CF A zones. In fact, while monetary policy in those zones has been in 
common practically since independence, the lack of regional co-ordination on other macroeeonomic 
policies, and on fiscal policy in particular, has been at the roots of the crises that led to the 1994 
devaluation of the currency. Since then, UEMOA and CEMAC have been formally established as the 
institutional frameworks for achieving economic co-operation. Another possible cause of lack of 
convergence is that even when established, convergence eriteria are not enforced and hence the entire 
framework of convergence and policy stance hannonization is not fuly credible. As a result, countries 
have a weaker incentive to comply. 

Convergence of shocks. cyclical variation in economic activity and trade patterns 

The procedure to assess the degrec of convergence of shocks (and business cycles) is to estimate, for each 
pair of countries in each region, bilateral correlations of economic fundamentals. The economic 
fundanlentals are identified by a set of macroeconomic indicators such as GDP per-capita, terms of trade, 
money and inflation, Large and positive correlations are then taken as evidence of convergence. 

The exercise suggests that in gencral, shocks are quite asymmetric in each region and the cycles of 
eeonomic activity across countries are not strongly synchronized. In UEMOA and CEMAC there are 
strong positive correlation of monetary variables (inflation and money growth), but this is not surprising 
given the type of monetary arrangements that have existed in those RECs since independence. But the 
non-monetary variables are very mildly correlated, especially when compared against correlations 
observed in the European Monetary Union. Of the group of five RECs, EAc is the one displaying highest 
correlations of non-monetary variables. Howevcr, even in that region, correlations remain low in 
statistical terms denoting a substantial divergence of national business cycles and shocks, For both non­
UEMOA ECOW AS and SADC generally low correlations appear to be caused to some extcnt by the 
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presence of outliers; that is of countries which clearly diverge from the other partners in the region. 
Outliers are often represented by conflict-affected and politically unstable countries. 

The economic literature has emphasized that intra-regional trade can facilitate the synchronization of 
national business cycles and compensate shock asymmetries. In this respect, large intra-regional trade 
flows are expected to increase the benefits of deep integration relative to its costs. It is therefore important 
to assess the size of trade in each REC. The data say that in each of the five communities, the average 
level of intra-regional trade in percent of GDP is small, ranging between 3 % (in CEMAC) and 11 % 
(SADC), against the 36% observed in Europe and the 27% in ASEAN. Intra-regional trade is small also 
in percent of total international trade, suggesting that major trading partners of most African countries are 
non African. At the root of such low propensity to trade regionally there are two factors. One is the lack 
of physical connectivity and the persistence of trade and non-trade barriers in spite of the efforts to 
establish free trade areas. The second factor is the lack of complementarity of production across countries. 
Most member states have similar industry structures and hence tend to produce the same type of goods. 
Similar productions in turn reduce the scope for trading. 

Convergence ofmacroeconQmic outcomes 

The key macroeconomic outcome used for empirical analysis is the level of per-capita GDP. The standard 
deviation of GDP levels across countries is therefore a measure of dispersion of macroeconomic 
outcomes. A decreasing standard deviation over time can the-,thus taken as evidence of increasing 
convergence of outcomes. Such form of convergence is observed in UEMOA and CEMAC throughout 
the '80s and the '90s. In both regions, however, the pace of converge is slowing down. The other RECs 
appear to be characterized by increasing divergence. For instance, in SADC the cross-national dispersion 
of per-capita GDP levels increased by 89% between 1960 and 200 1. In ECOW AS the increase is only 
slightly smaller (86%). For EAC data are available only for the period 1980-2001, over which an increase 
of 19% in dispersion is observed. 

Evidence from the case-study on COMESA 

The policy harmonization program of COMR'>A has been in place since 1992 and it aims at the 
establishment of a monetary union by 2025. The relevance of this case study is twofold. First, COMESA 
is one of the largest RECs in terms of population, number of Member States and aggregate econontic size. 
Its vast membership is characterized by rather heterogeneous socio-economic conditions and hence it 
will be interesting to see how those differences can be harmonized in a cOll1lllon macroeconomic stance. 
Second, the large-data set that has been assembled for this study permits the usc of time-series 
econometric techniques that so far have not been very much applied to the economies in the region. 

Convergence of macroeconomic policy stance in COMESA 

Inspection of the trends of macroeconomic variables reveals that several conntries still have difficulties in 
converging towards the targets established by the criteria set out in the policy harmonization program. 
However, some progress must be acknowledged. On the monetary side, countries do exhibit convergence. 
The fiscal policy stance instead significantly diverges. Fiscal deficits generally overshoot the target values 
and tax revenues in percent of GDP do not grow fast enough to pelmit conntries to stabilize the budget. 

A more rigorous test of convergence exploits the time-series properties of the data. Such a test is 
implemented for each country and each macroeconomic variable targeted by the convergence criteria. 
The test allows (i) to assess the tendency of those variables to revert to stationary values and (ii) to 
estimate the expected value at which variables eventually revert. Convergence requires that variables 
revert to a value which is in line with the threshold established by the criteria. 
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The results of the test suggest that macroeconomic time-series in COMES A countries are generally 
divergent in the sense that they do not display any tendency to revert to a stationary value. However, the 
time-series of inflation and monetary growth appear to converge in several Member States, and they 
converge to values which are in line with the norms of the criteria (i.e. one digit inflation and M2 growth 
in the range of 1 0% to 20%). The time-series of fiscal policy variables instead are clearly non-stationary, 
as it could be expected from the simple visual inspection of the data. Finally, the test shows that while 
some of the converging series in fact started converging independently from the participation of the 
country in the policy harmonization program of COMESA, the formal adoption of such program did 
induce convergence of otherwise divergent series in a few countries. This is for instance the casc of Debt 
Service to export earnings ratio in Ethiopia, Sudan and Swaziland, of M2 gro'IV1h in Kenya and Rwanda, 
and of total claims on govenunent in percent of GDP in Ethiopia (even though the value of convergence 
still overshoots the target) and Seychelles. 

Convergence of shocks, fundamentals and business cycles in COMESA 

Similarly to what is observed for the other five RECs, cross-country bilateral correlations of fundamental 
economic variables in COMESA are rather low and often not statistically different from zero. This piece 
of evidence is coupled with the observation that average intra-regional trade flows in percent of GDP 
accounts for only 3.5% of GDP and less than 8% oftotal international trade. 

To qualifY the above picture, again more rigorous econometric tests are applied to time-series data. One 
test consists in estimating the extent to which bilateral real exchange rates (RERs) in the region tend to 
move together. fu fact, if countries are hit by symmetric shocks, then their fundamentals will display 
synchronized fluctuations. Since RERs are influenced by fundamentals, synchronized fluctuations of 
those latter-ones will imply that RERs co-move. Using a simple model of cointegration, the report finds 
that RERs in the COMESA region effectively share a common trend and hence that shocks are more 
symmetric than what bilateral correlations of economic variables would suggest.. The source of such 
convergence is most probably the high degree of similarity of industry structure across countries, as 
confirmed by the data on sectors contribution to GDP. 

The second tests aims at assessing the intra-regional trade potential of COMESA. To this purpose, a 
gravity model of bilateral trade is fitted using actual data from COMESA countries. A series of 
predictions concerning the size of intra-regional trade flows are thus obtained. Those predictions can be 
interpreted as a measure of the potential for trade in the region and hence they can be compared with 
actual trade flows. Findings are straightforward. With the exception of Angola, Egypt and Sudan, all of 
the other member states trade with other COMESA countries more than what is predicted from the 
gravity model. lbat is, intra-regional trade in the region is already above the predicted potential. The 
interpretation of this finding is that low trade in the region is not just a consequence of bad physical 
connectivity or persistent barriers, but also, and probably primarily, of very limited economic potential. 
The small economic size of most of the countries and the low income levels imply that demand (and 
supply) for intra-regional trade are small. futra-regional trade can be therefore expected to boost only 
endogenously with economic growth. 

Convergence of macroeconomic outcomes in COMESA 

Per-capita GDP data in COMESA suggest that two important forces are affecting the cross-national 
distribution of income in the region. First, the overall dispersion is increasing: between 1960 and 2001-
2002 it has more than doubled. Second, while income dispersion arnong richer countries in the region is 
growing (75% increase between 1960 and 200 1-2002), the poorer countries are experienciug some form of 
convergence to the bottom. For these poorer cOUlltries, ill fact, the measure of dispersion of income levels 
has gone down since early '70s. But this trend is associated with a decrease in the average income level. 
That is, already poorer countries appear to cluster around the poorest of them. Such a finding might be 
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consistent with (albeit it does not prove) the existence of a poverty trap in which some of the COMESA 
countries are trapped. However, it appears that during the second half of the '90s the forces leading to 
dispersion and convergence to the bottom have weakened. 

Policy recommendations 

Based on the evidence produced for the six RECs under investigation, the report advanccs a set of policy 
recommendations for the way forward. 

The design of macroeconomic convergence criteria 

To ensure the effectivene&~ of the criteria as an instrument to guide the convergence of the 
macroeconomic policy stance across countries, the following is required: 

• Criteria must be accompanied by a credible enforcement mechanism to provide countries with a 
strong enough incentive to comply. A credible enforcement in turn requires that a regular 
.framework for monitoring countries' progress is established and that sanctions are defined for 
countries that do not comply at the specified deadlines. A regional agency, independent from 
national govemments, should be in charge of managing the monitoring process and charging 
sanctions where required. All the elements of this framework (deadlines, penalties and activities of 
the agency) must be clearly specified ex-ante. Once the fr~ework is established, its credibility 
can only be ensured by the continuous and non-arbitrary application of its rules. 

• Convergence criteria must be defmed in tenns of a few key macroeconomic variables, avoiding 
redundancy and inconsistencies. The rationale undcrlying the adoption of criteria suggests that 
they can be used primarily to achieve convergence towards: (i) low inflation and (ii) fiscal 
stability. Accordingly, the three basic variables that need to be targeted are inflation, fiscal deficit 
and public debt. Target values should be specified at 2% for inflation, 3% ofGDP in the medium­
term and 0% in the long-term for deficit, and 70% of GDP for public debt (with a 35% limit on 
external debt). Corollary criteria should be specified to prevent the accumulation of payment 
arrears, to ensure a sufficiently high level of intemational reserves, and to achieve positive real 
interest rates without that nominal interest rates are too high. Targeting other variables would 
appear redundant. 

• . While convergence criteria must be credibly enforced, countries must be granted some degree of 
. flexibility in dealing with shocks. Flexibility can be granted in two ways. First, by establishing 
.that penalties for non-compliance are not charged if a country has faced particularly adverse 
-economic conditions. Those latter can be specified as a given percent decline of GDP relative to 
its average level of the previous years. Second, three-year moving averages (rather than individual 
annual observations) should be used to assess the perfonnance of countries against the targets. 

Some refouns of economic institutions need to be put in place to facilitate sound macroeconomic policy 
management 

• Countries must delegate monetary policy to an autonomous and independent central bank. 
Autonomy and independence must be granted along the following lines: 

o Members of the central bank's goveming board should be appointed by representatives of 
the central bank itself rather than by the government. Members also ought to be appointed 
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for relatively long periods of time, without any association between their term of office 
and the term of office of the goveminent 

o No mandatory participation of a government representative to the board of the central bank 
must be imposed. Moreover, monetary policy decisions should not be subject to the 
preventive approval of the government. 

o Low inflation and price stability must be the statutory objectives of the central banle There 
must be formal provisions to resolve conflicts between the government and the central 
bank to avoid undue interferences of the former. The government must have a limited 
influence in determining how much of fiscal deficit is to be monetised. Thus, there must be 
strict limitations on direct credit facilities at the central bank available to the government. 
In addition, there should be no obligation for the central bank to participate in the primary 
market as buyer of government bonds. Finally, the central bank should be given the 
exclusive right to se the discount rate. 

The same type of autonomy and independence will be granted to the regional common central 
bank, once RECs have achieved the stage of currency or monctary unions. 

• Budgetary procedures should avoid a situation where· decentralized spending decisions are 
financed from a common pool of centralized resources. In a weak budget process, spending 
ministers, public enterprises and local governments predate the common pool of resources 
originated from taxation. The result is the persistence of fiscal imbalances and the inefficient 
allocation of public resources. Especially in a context where the pool of resources is limited, it is 
important to design budgetary institutions so that all agents participating in the process of budget 
formation correctly perceive the existence of an hard budget constraint. If resources are 
centralized, then the formulation of the budget should follow a hierarchical process, where 
spending decisions are centralized in the hands of a strong prime minister (or the minister of 
finance) who represents the populace as a whole against the interest of specifIC constituencies. 
Moreover, to avoid that legislative bargaining can lead to over-spending, it is desirable to structure 
the legislative approval of the budget with a vote on its global size at the beginning of the debate, 
limiting the subsequent number of amendments that can be introduced. 

• Credible regional surveillance agencies must be established to manage the institutional framework 
of convergence. Such agencies will monitor progress of countries on convergence criteria and 
eventually charge penalties. In doing that, it is essential that regional agencies operate 
independently from national governments. Wlule the creation of such agencies can be difficult in 
the absence of political integration, the efforts that countries will put in facilitating their work will 
be a clear signal of since commitment towards the process of integration. 

Shock asymmetries and compensation mechanisms 

Asymmetric shocks imply an unequal distribution of costs and benefits of macroeconomic integration and 
might even cause policy conflicts among member states. It is therefore important to create the conditions 
and institutions for mitigation and compensation of such asymmetries. 

x 

• Labor must be mobile across countries in a region. The mobility of labor will facilitate the re­
equilibration of demand and supply of labor and goods following asymmetric shocks. While labor 
mobility is included in the protocol and objectives of several African RECs, including those 
investigated in this report, many practical obstacles still hamper its effective realization. To 
enhance labor mobility at regional level political initiatives must be pushed forward to abolish 



entry visas, to adopt common travel documents, to hannonize education and training policies 
across member states, and to establish common regional labour standards. 

• A sustainable system of fiscal transfers based on regional funds must be set up to promote 
regional initiatives and to compensate disfavored countries or areas. The irregularity and generally 
limited size of contributions from national budgets suggests that member states should agree on an 
alternative mechanism for financing the system. The report, in line with previous studies 
undertaken by ECA), proposes to establish a levy based on imports of member states of goods 
originating from third countries. In fact, UEMOA, CEMAC and ECOW AS have already adopted 
such a type of mechanism, with levy set at I %, I % and 0.5% respectively. Recommended levy for 
COMESA is 0.3% or 0.7% depending on the compensatory objectives of the regional fund. lbe 
existence of a regional fund will also playa relevant role in enforcing the countries' commitment 
to convergence criteria and harmonization programs. In fact, a possible sanction is to exclude non­
complying countries from regional finance and from accession to the funds redistributed through 
the system of fiscal transfers. 

• Tariff 4Ild non-tariff barriers must be removed in order to promote intra-regional trade. Countries 
must adhere to the timetables for the launch of free trade areas and common external tariffs. As 
discusSed in the report, the low levels of intra-regional trade in Africa largely depend on a lack of 
potential. Hence, intra-regional trade can boost only ,ep,dogenously with economic growth. 
However, the persistence of tariffs and quotas, the lack of'Pbysical connectivity, the heterogencity 
of policies and trade rules pose a significant burden on the extent of regional trade flows. Lifting 
those obstacles and barriers will in itself contribute to fostering intra-regional trade and to enhance 
its action as a buffer for shock divergences. 

Exchange rate arrangements 

lbe process of macroeconomic integration will imply that countries in each REC will have to move 
towards system of fixed, and later irrevocable, parities (of course, this stage has already been achieved by 
UEMOA and CEMAC). However, their starting positions, both across and within RECs, differ 
considerably and hence a path of convergence of exchange rate arrangements must be designed. The 
report advances the following recommendations. 

• The process of implementation of a system of fixed exchange rates in a REC must be gradual. For 
countries straggling with fiscal adjustment, shock asymmetries and vulnerability, a too early 
move to fixed exchange rates might produce considerable distortions. Some basic conditions 
ought to be in place before a country can adopt a peg: 

o Domestic inflation must have been stabilized to a relatively low level, comparable to that 
of the chosen reference country, so to avoid negative real exchange rate consequences. 

o Fiscal stabilization must have been achieved. 

o A sufficiently large stock of international reserves should have been accumulated 

o Economic institutions such as an independent central bank and strong budgetary 
procedures must have been established. It is also desirable that appropriate instruments for 
banking supervision and surveillance have been put in place. 

• Once the conditions above mentioned have been realized, the country should peg its currency to a 
major international currency; that is, EUfO, USD or Yen. The pattern of international trade flows 
suggests that most African economies might find it more desirable to peg to the Euro, especiaUy 
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if Great Britain will join the European Monetary Union. Alternatively, a basket of the three major 
currencies can be adopted as anchor. 

• Countries in a REC will all move toward the adoption of a fixed parity against an international 
currency. Of course, the speed at which this process unfolds will differ from country to country. 
'Ole adoption of bilateral pegs against the international reference will de facto produce a system 
of fixed exchange rates within the REC. In this system, parities between members of the REC are 
determined by the bilateral exchange rate against the international reference. 

• TIle system of fixed parities must remain at work for several years (seven to ten years) before 
moving to the next stage of a currency union. This long transition will also allow RECs and 
Member States to set up the institutIonal and technical arrangements required by a currency 
union. 11lese include the design of an integrated system of central banks, with a common central 
bank that ",ill be in charge of monetary policy, lending-of-last-resort and supervision over the 
over the system itself 

• At the end of the transition, only countries that for the last three years have been able to maintain 
the parity without the need to impose restriction on the free flow of foreign exchange must be 
admitted to the currency union (provided that they are in line with the macroeconomic 
convergence criteria). Countries that did not initially qualify for participation in the union can he 
subsequently admitted once they have satisfied the convergence criteria and have maintained a 
stable parity against the reference international currency for a period of at least three years. 

A hard-peg arrangement against an internatioual currency is to be adopted by the common central bank as 
an anchor for regional monetary policy. Countries in the union should be continuously monitored in their 
adherence to convergence criteria, with sanction applied to non-complying countries 

xii 



1. Introduction 

The objective of tllis study is to generate empirical and econometric evidence for the analysis of 
macroeconomic convergence in selected African regional economic communities (RECs). The relevance 
of this analysis stems from the fact that for most RECs the establishment of deep forms of economic 
integration, such as curreucy unions and full economic unions, is a primary objective incorporated in their 
treaties (see ECA, 2003). Therefore, macroeconomic convergence and policy harmonization are pivotal 
componeuts of the broader strategies ofregional integration in the continent. 

Relative to the existing literature, the value added of this report can be summarised as follows. First, the 
paper investigates different RECs jointly, covering a largc spectrunl of country and experiences, and 
therefore facilitating cross-regional comparisons. Second, evidence is proposed for three dimensions of 
convergence relating to policy stance, shocks and business cycles, and income. Third, data are analysed in 
the longest possible time-series perspective to highlight historical trends and to detect significant changes 
of pattern over time. In addition to that, a case study will discuss the evidence obtained from econometric 
tinle-series models estimated for COMESA. The relevance of COMESA as a case study is twofold. On 
the one hand, its vast membership implies that a broad set of heterogeneous macroeconomic 
performances have to be integrated through the policy harmonization prograJll. On the other hand, lack of 
data has often limited the breadth of the empirical analysis performed for most countries in the region. In 
this respect, the application of tinle-series models constitutes an iI!rlpvative contribution . . . 
The report is structured as follows. Section 2 presents a theoretical fraJllework to explain the three 
dimensions of convergence which are relevant within the context of regionalmacroeeonomic integration. 
The evidence on convergence in five selected African RECs is presented and discussed in Section 3. 
Section 4 contains the case study on COMES A, with the evidence generated from both the indicators 
used for the other RECs and some additional econometric models. Discussion and recommendations 
follow in Section 5. Section 6 concludes. Tables and variables description are reported in the Appendix. 

2. Dimensions of convergence 

Economic convergence is a multi-dimensional concept. It is therefore important to identify those 
dimensions that are more relevant for the process of deep monetary and macroeconomic integration. This 
is done below using both intuitive and formal arguments. 

2.1. An informal discussion of convergence issues in monetary and macroeconomic integration. 

The process of monetary and macroeconomic integration undertaken by several African RECs is aimed at 
the establishment of systems of fixed exchange rates and at the formation of monetary unions (and 
eventually full economic unions). Such a deep form of integration is expected to generate substantial 
micro-economic and macro-economic benefits. A frrst source of these benefits is represented by 
efficiency gains. More stable exchange rates and lower economic uncertainty should stimulate the 
integration of goods and capital markets. Moreover, lower uncertainty on the riskness of investment 
should induce dynamic effects, and hence contribute to faster economic growth. Additional benefits are 
likely to be generated in terms of increased macroeconomic stability. Disinflation and stabilisation of 
fiscal deficits should in fact create a more conducive environment for long-term development, financial 
integration and private sector growthl

. 

I There is a vast literature on the benefits and costs ofmonelacy integmtion. De Grauwe (2000), European Commission (1990) 
and ECA (2003) provide slUIlIJJllries. Masson aud Pattillo (200 I) provide a specific discussion of the effectiveness of a 
monetary union as an agency of restraint for fiscal policy. 
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Benefits however do not come as a free lunch. In the process of integration, countries will progressively 
give up the possibility to set monetary policy autonomously. This in tum is costly to the extent that 
shocks are asymmetric across countries and preferences and/or macroeconomic objectives are 
heterogeneous. To see why, consider the case of monetary integration involving two countries, A and B. 
Country A is hit by a positive shock, and hence it experiences increasing output and employment. 
Country B is hit by a negative shock and hence it enters a recession. Assuming that policymakers in both 
countries are concerned with output stabilization and price stability, the optimal monetary policy response 
will be a contraction in country A and an expansion iu country B. That is, in the presence of asymmetric 
shocks, the two countries tend to implement different monetary policies .. But this conflicts with the idea 
of deep economic integration, where monetary policy should be the same (or at least very similar) for all 
countries in the region. A similar argument can be developed to explain the role of heterogeneous 
preferences/objectives. Suppose that policymakers in cOlmtry A are relatively more concerned with 
inflation, while polic)makers in country B are relatively more concerned with output and employment. 
Even assuming no shocks, hence ruling out the impact of shock asymmetries, the difference in 
preferences/objectives will imply different monetary policies: country A will tend to implement more 
conservative monetary policies, country B will instead choose more expansionary policies. Again, this 
difference clashes with deep macroeconomic integration. 

The previous argument thus suggests that the costs of macroeconomic integration decrease with 
convergence in shocks and in the macroeconomic policy stance2

• An "dditional potential source of cost of 
integration is represented by the unequal distribution ofhenefits or, more generally, by the discrepancy in 
the macroeconomic outcomes of the member-states. This can in tum arise as a consequence of differences 
in industrial structure, size and level of development, foreign trade patterns, initial macroeconomic 
conditions, degree of financial depth. Shock divergence and heterogeneous policy stance themselves can 
drive distributional effects. For instance, in the example of integration between country A and country B 
under asymmetric shocks, if the common monetary policy is conservative, then the cost of not being able 
to set monetary policy independently is greater for country B than it is for country A. Country B will in 
fact be forced to undertake a tight monetary policy while being hit by a negative shock, with the result 
that domestic output and employment will be further depressed. For country A, iustead, the common 
monetary policy is similar to what it would set under autarchy, leading to output stabilization and price 
stability. It is clear that if such inequalities persist, conflicts among member states on the definition of the 
common policy will arise and a country like B will be tempted to drop out of the process, unless 
appropriately compensated. 

The balance between costs and benefits of monetary integration is therefore likely to be affected by 
convergence along three dimensions: macroeconomic policy stance, shocks, and macroeconomic 
outcomes. lncreasing convergence On each of these dimension is likely to strike a more favourable 
balance for individual countries and for the region as a whole. It is to be noted that the lack of 
convergence does not necessarily implies that macroeconomic integration is unfeasible or even 
undesirable. It means however that specific attention in the integration process must be devoted to 
creating the conditions and institutions for the compensation and absorption of divergences. 

To buffer divergences in the monetary policy stance, convergence criteria are often adopted. Following 
the example of the European Monetary Union, these criteria are specified as target values on key 
macroeconomic variables (i,e. inflation, fiscal deficit, public debt). If credible and enforced, they can 
effectively induce countries to commit to homogeneous policy positions. Flexible prices and wages and 
mobile labour across countries can instead compensate shock divergences by facilitating the re­
equilibration of demand and supply (prices and wages) or of the labour market (labour mobility). A 

Z By macroeconomic policy stance it is meant the set of objectives and preferences to which policymakers in each country 
respond. 
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system of fiscal transfers across countries might play an analogous buffer function, also contributing to 
smoothing the distributional impact of the integration process. 

Sections 3 and 4 of the report provide an empirical assessment of convergence in African RECs. The rest 
of this Section 2 presents a simple formalization of the concepts expressed above. Readers non interested 
in the technical model can skip Subsections 2.2 through to 2.5. 

2.2. Basic model 

The dimensions of convergence can be defined in the context of a model of optimal monetary policy with 
random disturbances. The supply side of the economy in generic country i is described by the relation: 

where y is the actual level of output, 11: denotes the rate of inflation, 11:< denotes the rational expectation of 
1t and £; is a random disturbance (a shock) with zero mean a fmite variance. Equation (2.1) incorporates 
the basic features of the Phillips trade-off augmented by a stochastic component. To increase output 
above its natural level, which is implicitly set to zero, policymakers must generate inflation surprises. 
Random fluctuations of output are then determined by non-zero realizations of the shock s.The objectives 
of the domestic policymaker are summarised by a welfare los,!: function which penalizes deviation of 
output and inflation from given targets: 

with y 2: 0 and B, 2: 0 

where y denotes the target level of output and e is the relative weight attached to the inflation objective 
relative to the output objective. Note that for simplicity, the target level of inflation is set to zero. 
The optimal monetary policy (also referred to as equilibrium inflation) is defined as the value of 1t, which 
minimizes (2.2) subject to (2.1).3 This is determined as: 

(2.3) ff, 

A fer'. critical features of (2.3) can be highlighted. First, for any value of 0, and any realization of the 
shock, optimal monetary policy is increasing in the target level of output. The terms y I Birepresents the 

inflation bias of policymakers, that is, the incentive that they have to generate iuflation surprises in order 
to raise output above its natural level. Clearly, when the target level of output is set equal to its natural 
level, the inflation bias disappears and equilibrium inflation is lower for any OJ and ej. When y > 0, the 
inflation bias is increasing in the gap between target and natural level of output and decreasing in the 
weight attached to the zero inflation objective. Second, the optimal monetary policy is stochastic, as it 
depends on the realizations of the random component. A positivc shock reduces eqUilibrium inflation. 
This is because policymakers try to stabilize output around a given target. A positive shock causes output 
to increase above its target and hence calls for restrictive monetary policy. The opposite happens when a 
negative shock hits the economy. The term -f:/(1+0i ) represents this stabilization component of optimal 
monetary policy. The extent of stabilization is decreasing in the weight attached to the inflation objective. 
This follows from the fact that any intervention to stabilise shocks implies deviations of inflation from the 

, Thus, the model assumes that the policymaker perfectly control inflation. While in real world situations polieymakers directly 
control the money base, but not inflation, the assumption is widely used in the theoreticallilernture and does Dot affect the 
generality of results, 

3 



zero target level. Plugging (2.3) into (2.1), and taking rational expectations over inflation, the equilibrium 
level of output is obtained: 

(2.4) OJ 
Y =8··~-~ 

i , 1+0 
• 

Aecording to (2.4) actual output is above or below its natural level depending on whether positive or 
negative shocks hit the economy. 4 

2.3 Macroeconomic integration: the convergence of macroeconomic policy stance and the convergence of 
shocky 

The essence of monetary and macroeconomic integration is that countries will be required to adopt 
similar, if not at all identical, policies. Therefore, as a general rule, where national optimal policies are 
more divergent, it becomes more difficult and costly to achieve the harmonization required by the 
integration process. For this reason it is crucial to understand the sources of divergence (or convergence) 
of country optimal policies. To illustrate this concept, consider the attempt to harmonize policies between 
country i and country j. The optimal policy ofj is defined by (2.3) and (2.4) withej replacing e; and Ej 

replacing E;. 

Convergence of macroeconomic policy stance 

Suppose first that the two countries share common shocks; that is, E j = 8; = 8. Optimal policies reduce 

respectively to: 

Y E 
(25.a) tel =----

0; 1+0; 
and (2.5.b) 

Inspection of (2.5.a) and (2.5.b) reveals that differences in the preferences of the two policymakers lead to 
divergent macroeconomic policies. The policymaker attaching more importance to output stabilization 
delivers a higher rate of inflation, even when there is no inflation-bias. A similar result would be obtained 
if one assumed that policymakers in the two countries share the same weights but not the same targets. 
The implication is that the heterogeneity of the macroeconomic policy stance (preferences and/or targets) 
of the countries involved clashes with monetary integration, 

Cross-cOlmtry differences in the macroeconomic policy stance can originate from differences in the 
preferences of the electorate and/or of the key powerful interest groups. They can also be traced back to 
differences in the way in which the preferences of the electorate and lobbies are aggregated into a welfare 
loss fimction for the policymaker. In practical terms, to ensure some degree of homogeneity, 
macroeconomic convergence criteria are imposed in the fOIID of thresholds on a few key macroeconomic 
variables. Depending on the way in which they are designed, such criteria can be regarded as constraints 
imposed on the weights and targets in the national loss fimctions or even as constraints directly imposed 
on the policies that countries must adopt. 

• This analytical framework is largely used in the literature on monetary policy theory, see Walsh (2003) for a comprehensive 
survey. 
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Convergence of shocks 

Now, let the two countries be characterised by the same macroeconomic policy stance (8i = 8j = 8) and 

differ in tenus ofthe realization ofthe stochastic component; that is, Iii ;t Ii;. Optimal policies become: 

(2.6.a) 
y £; 

1t. =-~-~ 
, 8 1+8 

(2.6.b) 

From (2.6.a) and (2.6.b) it is clear that different shocks induce different monetary policy responses, even 
in the absence of any inflation-bias. Note that differences arise not only when shocks are negatively 
correlated (that is, when one country is hit by a positive shock and the other country by a negative shock), 
but also when shocks are positively correlated as long as they are of different magnitude. The more 
divergent shocks are, the more different policies will be. It then follows that the monetary integration is 
more difficult the more asymmetric shocks are across countries. This is an instance of the theory of 
optimal currency areas, which identifies the convergence of shocks as a critical pre-requisite for the 
adoption of fixed exchange rate regimes and for the forruation of currency unions (Mundell, 1961). Shock 
asymmetries may arise from cross-country differences in the structure 0 f production as represented by the 
contribution of various sectors to GDP. Another possible source of asymmetries are differences in the 
mechanisms through which disturbances are transmitted across ~economy. For instance, there is now a 
rather large body of empirical evidence suggesting that the same supply shock affects output and 
employment differently in different countries depending on the degree of centralization of wage 
bargaining and, more generally, on the type of labour market institutions (Bruno and Sachs, 1985; 
Calmfors and DriffiJ, 1988). 

A related issue is whether trade integration leads to more divergence or convergence. On theoretical 
grounds, both hypothesis are plausible. More convergence would occur if trade in the region is 
substantially intra-industry trade and industrial structures do not differ too much across countries. If 
instead integration leads to local concentration of industries, then trade integration will be more likely to 
lead to greater divergence. On empirical grounds, however, the evidence suggests that trade integration is 
associated with smaller shock asymmetries. Building on this result, recent work has emphasized the 
endogeneity shock convergence to the process of economic and monetary integration.s 

2.4 Convergence of macroeconomic outcomes 

The adoption of common, or harmonized (that is, similar), monetary policies in the context of 
macroeconomic integration can have relevant distributional consequences. Again, to illustrate the point, 
consider the case of monetary harmonization between country i and CQuntry j. In the absence of any 
process of harmoni7..ation, the divergence in ex-post output between i and j is given by: 

v.1rich can be positive or negative depending on the realization of shocks and on the weights in the loss 
functions. 

'For an overview of the issue see De Grauwe (2000, Chap. I). Artis and Zhang (1995) and Frankel and Rose (1998) report 
evidence that divergence and I.r.lde integration are inversely correlated. Frenkel and Rose (1998) and Corsetti and Pesenti 
(2002) discuss the endogeneity of monetary integration and optimal currency unions. 
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Integration is represented by a cornmon/hannonized monetary policy determined on the basis of an 
aggregate regional shock t", and an aggregate weight 8m : 

The stochastie tcnn tm is broadly defined as a region-wide shock that affects countries symmetrically. Its 
correlation with country-specific shocks &j and Ej can be positive or negative.6 The aggregate weight 8m 

instead reflects the way in which individual country preferences are combined into a regional loss 
function. The political economy literature has explored various approaches to the determination of 
aggregate policy parameters in the context of international co-operation. In general, em can be detennined 
either as the result of a bargaining process, where each country tries to obtain a 8m as close as possible to 
its own specific 8;, or as the outcome of majority voting. Obviously, discrepancies between the 
hannonized policy and the country-specific policy will be larger for those countries whose specific 
weight eo is more different from the aggregate regional weight em•

7 

Given (2.8), the divergence of output across the two countries reduces to: 

(2.9) (y, - y) 8, -8j 

To compare outcome divergence in the two situations, consider that the ratio of two perfectly convergent 
outcomes would be l. Thus, deviations of the outcomes ratio from 1 reflect some degree of divergence. 
An index of divergence can be therefore constructed for the case of no integration (autarchy) as follows: 

The index is squared to penalize both deviations above and below 1. For the case where countries 
hannonize their po !icies the index is: 

(2.11) Divergence ... "' ..... = [1- ;: J 
To assess whether integration increases or decreases the divergence of outcomes one needs to compare 
(2.10) and (2.11). As it can be seen, there is no unambiguous pattern a priori. The change in divergence 
will depend upon the degree of correlation of shocks and the relative size of weights. Clearly, an increase 
in divergence due to the adoption of the hannonized policy would imply that specific attention to 
compensation mechanisms must be given in designing the integration proccss. 

The effect of integration on outcomes is therefore a matter to be assessed empirically. This is normally 
done in the literature by looking at the standard deviations of output levels in the region. Complementary 
information is also obtained by estimating the correlation between income levels and subsequent rates of 

• Technically, the correlation depends on the assumptiO!lll concerning the structure of shocks, A possible approach is to assume 
that the cOlmtry specific shock is dermed as 0, ~ Tj + 4>. and OJ = Tj + 4>j, where both Tj and 4> are random variable with zero mean 
and finite variance, In that case, the regional shock is represented by the common part Tj. 

1 Alesina and Grilli (1992) discuss the issue of choosing a comroon policy parameter in a theoretical setting that can be related 
U) the European Monetary Union. Most ofthcn resuflS can be extend 1D a more general case of monetary integration. Drazen 
(2000, Cbp.12) surveys the political economy literature on international policy cooperation and integration. 
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growth. Positive correlations will imply convergence of income and output, with initially poorer countries 
catching up the richer ones. 

2.5 Extension: monetary integration as an anti-inflationary policy device 

When the loss function of policymakers incorporates a positive inflation-bias (Le. a positive y in equation 
2.2), then optimal monetary policy defined according to (2.3) leads to inefficient domestic equilibrium. 
To see why, consider that inflation is certainly higher when y > 0 than when y = 0, but output is the 
same in the two cases. That is, a positive inflation bias implies higher inflation without any higher output. 
The problem is that the inflationary bias leads polieymakers to try to engine inflation surprises. But as 
agents perfectly anticipate this incentive, the real impact of inflationary policies is zero. At the same time, 
because the inflationary bias is incorporated into his loss function, the policymaker cannot credibly 
commit to non-int1ationary policies. 

The problem of how to get rid of the inflation-bias is a widely debated one in the monetary theory 
literature. Increasing the weight on the inflation target, 9, would reduce the extent of the inflation bias, 
but at the cost of greater output volatility. However, as shown by Rogoff (1985), there is a value 9* such 
that if monetary policy is determined from this 9*, then the social loss is smaller for any 9 i than what it 
would be were monetary policy determined from 6i. This 6* turns out to be larger than 6i for any value of 
Oi , but it is always finite. The implication is that the inflation-bias is not completcly removed and the 
resulting equilibrium is a second best solution. To achieve such an equilibrium, monetary policy must be 
delegated to a conservative central bank whose loss function is given by (2.2) with 6* replacing 6i. The 
problem is that for this arrangement to work, the central bank must be granted independence and 
autonomy from the fiscal policymaker, and this is not always feasible. 

The monetary integration process can then work as a substitute for delegation to the independent and 
autonomous central banker. If thc hamlOnized monetary policy in the region is determined from a weight 
9m that is larger than the domestic weight 0;, then the inflation-bias effect on domestic equilibrium will be 
reduced. This represents an important benefit of monetary integration, which to some extent can 
compensate the cost due to the loss of monetary policy as a stabilization tool. There are however two 
important caveats. First, national policymakers can decide at any time to abandon the process of 
integration. Therefore, effective anti-inflationary effects are most likely to be realized only once countries 
have credibly committed to deep macroeconomic integration. Second, as shown by Alesina and Grilli 
(1992), net welfare effects from deep monetary integration will be unambiguously positive only if shocks 
across countries are identical. In fact, with shock asymmetries, the possibility that the costs generated by a 
too restrictiVe/expansionary common monetary policy will more than compensatc the benefits of anti­
inflation cannot be ruled out. 

2.6 Wrapup 

This Section has identified threc dimensions of convergence which are relevant in the context of 
macroeconomic integration: convergence of macroeconomic policy stance, convergence of shocks and 
convergence of macroeconomic outcomes. 

Integration requires countries to move toward the adoption of common or harmonized policies. 
Differences in the policy that countries would determine under autarchy thus clash with the integration 
process. Two key sources of such differences have been identified. Thc first one is divergence in the 
general macroeconomic policy stances, as represented by macroeconomic objectives and weights in the 
national welfare loss function. The macroeconomic convergence criteria that have become popular after 
the European experience to some extent try to induce convergence along this dimension. The second 
source of divergence is represented by shock asymmetries. This in tum arises from differences in the 
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production structures of countries and in the transmission mechanisms of disturbances across the 
economy. While the theory suggests that trade integration does not necessarily reduce shock asymmetries, 
empirical evidence is supportive ofthe view that divergence and trade integration are inversely correlated. 
Monetary integration can also produce divergent macroeconomic outcomes across countries. Relative to a 
situation of autarchy, the cross-national dispersion of outcomes will increase or decrease depending on 
the degree of correlation of domestic-specific shocks and on the extent of differences in policy 
preferences. The matter is thus to be settled empirically. However, evidence of increasing divergence will 
call for the definition of mechanisms to smooth the distributional implications of the process. 

3. Macroeconomic convergence in selected African regional economic communities 

Regional economic integration has been on the agenda of African policymakers for quite sometime, with 
the first experiment, the Southern African Customs Union, dating back to 1910. At present, there are 
fourteen regional economic communities (RECs), which represent the building blocks of the African 
Economic Community (AEC).8 These RECs differ in tenus of size, objectives and effective status of 
integration and co-operation9

• Six of them are selected to investigate the extent of intra-regional 
macroeconomic convergence along the three dimensions outlined in Section 2. The selection responds to 
broad criteria concerning size, geographical distribution of membership, and practical relevance of 
macroeconomic integration efforts. 

. " 
The six RECs are: (i) the Central African Economic and Monetary Community (CEMAC), (ii) the 
Common Market for Eastern and Southern Africa (COMESA), (iii) the East African Community (EAC), 
(iv) the Economic Community of West African States (ECOWAS), (v) the Southern African 
Development Community (SADC), and (vi) the West African Economic and Monetary Union (UEMOA). 
Among these, COMESA represents an interesting case-study that will be invcstigated in greater details in 
Section 4. Country membership of each REC is given in the Appendix. 

3.1. Background information and some basic facts 

The six RECs selected for this study all share a common focus on monetary and macroeconomic 
integration as a step towards the achievement of an economic union. This Jocus is incorporatcd into 
programs of policy harmonization and, in particular, into the definition of convergence criteria for 
macroeconomic variables. Before turning to the econometric investigation of convergence, however, it is 
appropriatc to provide some basic infonuation concerning the economic and social situation in each 
group. 

Brief sketch ofRECs' profileslO 

CEMAC and UEMOA are two currency unions that originate from the monctary arrangements set up by 
France with its colonies (Colonies Franyaises d' Afrique, or CFA) during the colonial era. Following 
independence, the CFA franc continued to serve as the common currency for the countries in the two 
African zones (West and Central), with value pegged to the French franc. In 1994, the prolonged 

• The 1991 Ahuja Treaty establishes llie African Economic Community willi llie ultimate objective to realize an African 
monetary and economic union. TIle Treaty sets the 1<>nns of a gradual transition process, articulated in six stages, that involves 
first strengthening of intra-RECs integration and subsequently the achievement of inter-RECs integration. For details see ECA 
(2002). 

, For a comprehensive assessment of the status of regional integration in Africa, see ECA (2003), 

\Q it is not the purpose of this paper to discuss in length .lIllie objectives and activities of the RECs. Attention will be therefore 
concentrdted on macroeconomic issues. A more cotnprehel15ive analysis of integration in African regional communities can be 
found in ECA (2002,2003). 
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economic and financial crises associated with the overvaluation of the currency and with a situation of 
fiscal distress in some of the larger countries made it necessary to devaluate the exchange rate by a factor 
of two. Having realized that maintaining the parity would require sound and co-ordinated fiscal policies, 
the countries in the two zones decided to strengthen economic co-operation and to extend it to banking 
supervision and regional trade. CEMAC and UEMOA have thus been formally established as the 
institutional frameworks for the achievement of such co-operation and formal criteria for the convergence 
of macroeconomic policies have been adopted. 

ECOWAS is a regional group formed in 1975 with the objective to promote economic integration among 
its members and to set up a full monetary union. Eight of its members are the UEMOA countries, and 
hence already participate in a monetary union since the colouial period. To accelerate the pace of 
integration, the non-UEMOA countries took the initiative in 2000 (Accra declaration) to set up a second 
monetary zone and to this purpose agreed on a set of macroeconomic convergence criteria as well as 
institutional arrangements. The ECOWAS-wide monetary union would be then achieved by merging the 
two monetary zones. The date initially established for the launch of the second monetary zone was 2003, 
but this has now been postponed to 2005. 

COMESA has been created in 1994 from the transformation of the Preferential Trade Area for Eastern 
and Southern Africa (PTA), previously constituted in 1981. AJready in 1989 the decision was made to 
form a monetary union within PTA. In 1992, the Authority of Reads of State and Government adopted a 
Monetary and Fiscal Harmonization Programme towards the estabiishment of a monetary union in 2025 
through a gradualist transition articulated in four stages. The program has been subsequently reviewed in 
1995 (see Section 4 for more details). 

SADC is the offspring of the Southern African Development Coordination Conference (SADCC), that 
existed between 1980 and 1992 as a conunon front against the adverse effects of the apartheid policy 
undertaken by South Africa. In 1992, with the end of apartheid, the conditions were in place to transform 
the organization into a regional conununity focused on objectives of sustainable development and policy 
co-ordination. Since then, SADC includes South Africa. A sub-group of four SADC countries are 
members of the Common Monetary Area (CMA), which has evolved from the monetary arrangements of 
the colonial period into a monetary union dominated by South Africa, with the Rand used as the common 
currency. In 2003, SADC countries have agreed on a Memorandum of Understanding on macroeconomic 
policy convergence. This memorandum designs the framework of monetary and economic integration in 
the region and highlights the economic variables that must he included in a set of macroeconomic policy 
convergence criteria to be defined in the future. 

Lastly, EAC was estahlished in 1999 to revive a former East Africa Community created in 1967 and 
subsequently coJlapsed in 1977 (and officially dissolved in 1983) as a result of enduring economic and 
ideological conflicts. The new EAC objectives are incorporated into a five-year integration strategy for 
the period 2001-05. This strategy covers co-operation in a broad range of areas, including monetary and 
fiscal policy_ A set of macroeconomic convergence criteria has also been reconunended to facilitate the 
process of economic integration among memher states. 
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Key economic and social in<ficators 

Table I and Table 2 report some basic economic and social indicators for the six selected RECs and for 
the entire continent. As a point of comparison, data are also reported for non-African groups of countries. 

Table I. Basic Economic Indicators for selected African RECs 

Aggregate GDP Per capita GDP Gross ~pibtl 
Area l'opulatio GNlp.e. growth growtb GINI formation/GDP CA balance/Gnp 

thou (tOOu) (USD) 199<1-95 1996-<11 1990-95 1996-<l1 1990 1995 2000 1990 1995 2000 ! 

CEMAC 2975 31003 589.345 0.084 4.283 -2.666 I.nl N.A. 18.071 20.410 20.164 -2.206 -4.178 -1.915 

~OMESA 11480 348166 471.185 2.876 4.709 0.609 2.460 43.97 22.848 17.149 20.305 -3.749 -3.098 -3.272 ! 

EAC 1653 85998 315.741 3.024 3.670 0.717 1.112 40.03 19.161 17.777 15.810 -9.254 -7.303 -6.318 

ECOWAS 4936 230885 308.220 2.857 3.276 .(1.066 0.878 46.17 14.233 16.991 20.427 3.324 -7.206 4.000 

~ADC 9067 199790 891.004 0.879 2.634 -1.361 0.797 50.77 14.471 18.913 16.144 0.381 -2.337 .(1.710 

'uEMOA 3465 70603 374.585 1.B66 4.291 -1.062 1.421 47.24 12.965 16.532 17.231 -8.049 -6.406 -4.471 

iu-ruCA 26886 779429 650.042 1.982 3.709 -0.342 1.860 44.70 18.715 19.842 20.306 -1.402 -4.623 -0.657 

lodwtrlal 
~8316.008 <:6uatries 30281 850534 1.979 3.042 1.263 2.292 30.72 23.t54 21.302 21.937 .(j.392 0.166 ~.880 

~uth 
~meriCA 5701 20308B 2946.466 5.712 4.125 2.617 0.609 34.21 23.621 21.260 18.883 0.438 -1.364 6.462 i 

Middle 
East 17081 345888 3634.183 3.325 2.115 1.700 0.882 50.73 18.197 21.546 18.873 0.963 -2.508 -2.510 

East Asia 13110 1788810 1229.895 8.828 6.655 7.227 4.097 40.61 34.095 37.307 29.780 1.086 .(j.770 4.385 

Notes. Own computation from WDI. WADB and iFS. Data for Area. Population and Gross National Income (GN1) per...capita {erer to base year 2001} Growth 
rates are measured fm- Ule period 1990-2001 (2002 wbere 4a12 are available). OINt is computed from the latest possible observations. Regional averages are 
computed as weighted averages of national data, with weights given by sl1.ares of GDP and shares of population. GOO regional data are instead computed as 
un~weighted averages of national data. For- Jist of countries in non-African groupings see Appendix. 

In five of the six RECs, average Gross National Income (GNI) per-capita is below the African average, 
which in turn falls much short of the other developing areas worldwide. The dynamics of real GDP 
suggest that in the first half of the '90s, aggregate growth has not matched popUlation growth, 
detennining negative (or barely positive) per capita growth rates. The perfonnance improves in the 
second half of the '90s and early 20005, with growth rates that are higher than those observed in South 
America and Middle East, but still generally lower than those achieved in industrial cormtries and East 
Asia. COMESA comes out as the only exception, with per-capita growth at the level of industrial 
cormtries. These trends broadly confirm the hypothesis advanced by several economists (see for instance 
Durlauf and Quah, 1997) that worldwide income distribution is becoming bi-modal, with a widening gap 
between a relatively smaller group of richer cormtries and a larger group of poorer ones. The not 
particularly strong growth perfonnance is coupled with a degree of inequality of domestic income 
distribution that for most RECs is significantly greater than in the rest of the world, with the exception of 
Middle East. Together, the two elements indicate the persistence of poverty as a fundamental 
development challenge in the regions. Some RECs are also characterised by a general external 
disequilibria, as reflected by large deficits of the current account. Such deficits, rmless compensated by a 
surplus of the capital accormt, are likely to put pressure on the exchange rates, thus making it more 
difficult and costly to eventually peg domestic currencies to external anchors. . 
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Table 2. Basic Social Indicators for Selected A 'ricanRECs 

Young femaae Young male Population 
Life expectancy InlanillOflaIily Uilleraey IAiteracy Female sec enrol Male secenroi Ter1iary enrol !jfowlh 

1990 2000 1990 2000 1990 2000 1990 2000 1990 1998 1990 1998 1990 1998 1990-95 199iHl1 

CElIAC 50.951 49.135 153.032 155.595 31.934 1922tl 18.868 11Jl50 19.065 23.170 31.338 36.455 2.738 4,696 2,m 2.460 

COMESA 51.9Il6 49.607 147,110 134,9,')2 34.996 24.636 21_ 16.507 23.468 28.559 28.559 33,OM 2.696 4.678 2.513 2.535 

EAC 51.661! 44,61l:l 146.299 141.109 25.173 15240 12,647 8.ll8O 11.423 14,097 16.700 !9JJ87 1.013 1.430 3JJGl 2.589 

ECOWAS 48.662 47.529 163.190 162.674 59.969 46.024 39.172 29.018 11.1lMl 17.727 21.478 27.785 1.708 2,300 2.665 2,622 
, 

SAOC 52.505 44.670 146.036 146.100 23.026 15.666 16.5ilS 11.778 31.000 40,826 32299 41,727 3,090 4247 2.707 2.411 

UEMOA 47,673 46.731 206.508 188214 71.329 57274 47.160 36.07l! 7.954 11.630 18,001 23.!7ll 1,625 2.786 2,850 2,m 

AFRICA 52.554 50227 144209 135.185 41.Q44 29,526 26285 19.410 212116 28A55 28.081 34,42t) 3.039 4.593 2.579 2.427 

industrial 
countries 76285 78,147 9.164 7.011 0,338 0200 0.443 0220 9],112 116,177 95.127 115.006 37.682 53.436 0.6\l8 0.624 

_AmerIca 64.339 68.433 72279 44.Q40 22.162 13.914 11.068 7.335 58.300 69.627 68272 73.934 15.033 23.434 6.362 7.117 

II_east 67.340 69.216 50.458 33.516 4.668 2.694 4.165 2.627 58.489 70.948 54.171 64.905 20.862 24.047 4.as7 3Jl59 

ea.IAsia 67.704 69.700 39.073 30.482 11.731 7.408 5.594 3.944 51.313 67.500 56.003 73.764 14,163 22.686 1.393 1.112 

Notes. Own OO1TI.pUtltion from WDI. WBAD and ADS. RJ:gJonal averages. are computed as wei~ti:~ averages of national data, with weignts given by shares 
ofpopulati<m, for the following variables: life expectancy. infant mortality and population gn)""i:h. The other variables are obtained as non~weighred averages 
of national data Composition of non-African groupings is given in the Appendix. 

Social indicators closely corrclate with economic ones. Life expectancy in the RECs is generally more 
than 25% shorter than in industrial countries. The gap has actually increased over the '90s, reflecting the 
enduring economic and health problems in the continent. The effects of the HIV/AIDS pandemic in this 
respect are particularly strong. Infant and child mortality are three to four times higher than in the other 
developing areas, suggesting an overall lack of medical infrastructures and assistance. The data on 
primary health care and mortality rates reported by ADB (2003) broadly confinn this interpretation. In 
tenns of future economic growth prospects, the data on illiteracy and school enrolments, typically used as 
proxies for human capital formation, are not particularly promising. In all RECs the high illiteracy of the 
young goes together with enrolment rates in basic schooling (primary and secondary) that are 
substantially below those observed in the rest of the world. Furthermore, as shown by the empirical 
evidence, tertiary education plays a pivotal role in pro-poor growth as it allows developing countries to 
make the most out oftechnological spillovers arising from FOL With eurolment rates in higher edncation 
of leSs than 5%, RECs, and Africa in general, are likely 10 continue lagging behind the rest of the world in 
terms of technological gap. An additional negative feature emerging from the data is the discrimination 
between male and female popUlation. Uneven access to education implies future inequalities in the 
distribution of hnman capital and hence in job and development opportunities. The result is likely to be 
the persistence of gender inequalities, with adverse effects on economic and social progress. 

ClearJy, aggregate data sometimes may hide significant differences across countries in each region. Some 
more infomlation on such differences "ill be given in the econometric analysis to follow. Still, the overall 
pictu,re that results from the basic data is one of widespread critical economic and social conditions. 
Against this background, RECs pursue regional economic integration as a development strategy with 
potentially high benefits in terms of macroeconomic stability, increased flows of trade and investment, 
increased scale and competition, and in the end better growth prospects. Monetary and macroeconomic 
integration are components of this broader process of integration. As discussed in Section 2, there are 
three notions of convergence that are relevant in the context of macroeconomic integration: convergence 
of macroeconomic policy stance, convergence of shocks and business cycles, and convergence of 
outcomes. Each of these three dimensions is investigated for each of the selected RECs. The evidence for 
COMESA is postponed to Section 4. 

11 



3.2. Convergence of macroeconomic policy stance 

RECs have mostly centred their monetary and macroeconomic harmonization programs around the 
definition of a set of macroeconomic convergence criteria. These are specified as target values on key 
macroeconomic variables (both outcomes, such as inflation, and instruments, such as the stock of money) 
10 be achieved within given deadlines. Table 3 reports the criteria adopted by the six RECs in this study. 
For SADC no specific parameters are reported as the memorandum of understanding on macroeconomic 
convergence only indicates the variables that ought to be incorporated into a set of future criteria. It 
appears however that the Committee. of Central Bank Governors of SADC has already agreed on some 
reference values: inflation should be below 10% for the period 2004-08 and then below 5% for the 
subsequent period 2009-12, budget deficit should be no more than 5% in 2004-08 and no more than 3% 
in 2009-12, external reserves should be at least equal to 3 months of imports in 2004-08 and then rise to 6 
months of imports in 2009-12, an upper limit of 10% (to be reduced to 5%) on central bank credit to 
government as ratio to previous year's tax revenues should also be maintained. For COMESA instead two 
sets of criteria are reported. One refers to the criteria as spelled out in the review of the implementation of 
the Monetary Harmonization Program of 1995. The other one states the criteria as spelled out in a recent 
brief on the monetary integration program issued by COMESA. 11 . 

11 For UEMOA, CEMAC and £COW AS secondary criteria are reported only ifthey also constitute primary criteria for any of 
the other RECs. See also notes at the bottom of Table 3. 
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~able 3. Convergence Criteria in Selected African RECs 

UEMOA CEMAC ECOWAS 1 EAC SADC2 COMESA 

1995 2003 

Inflation <3% <3% <5% <5% memo <10% 

>0% >0% <4% <5% memo <10% <3% 
iscal balance 

excluding grants) 

External reserves :> 6monlhs ,. 6 months 

in months ofirnports) 

<10% <20% <20% 

I 
CB financing of deficit 

(in % of tax revenues ) 
100bt service <15% <20% 
! in % of export earnings) 

iP.yment """"" 0 0 
external and domestic) 

,iax revenues >17% * > 1r >20%'" >10% . 
in % ofGDP) . " 

ITotal claim 00 CG <10% 
~n%QfGDP) 
illroad money grQwth <10% GDP!lf + 

%n"') ioilation + 
:Real interest rate >0' >0 
'Domestic saving rate >20% 

Total debt <70% <70% memo 
%of~) 

~cit <5%" <5%. memo 
excluding grants in % of 

(lOP) 

I}()mestic credit to Adequate 

to private sector Flow 

Notes. For ECOWAS. those reported an:: the norms for end 2003. Norms for end 2000 are as follows: inflation below lerro, ftscal deficit below 5%. e)ttemal 
reserves greater than J months of imports. For SADC memc means that those are the variables mentioned in the Memorandum of Understanding on 
M~c Convergence adopted in 2003 (see text for details) .• denotes secondary criteria. For additional details on COMESA see Section 4 of the -. So",,,,,, IMF (2002). M""SOtl ",d Pattillio (200lb). EGA (2002). COMESA (1995). COMESA (2003). RECs' ~~b-sites. 

A glance at Table 3 shows that there is a significant degree of cross-RECs variation in tenus of both the 
variables chosen as reference and the target values selected for those variables. It is therefore worth 
devoting some attention to the analysis of the structure of these criteria, trying to highlight the rationale 
beyond their design. Then, the empirical evidence on the perfonuance of RECs vis-a-vis the criteria will 
be presented 

The design of macroeconomic convergence criteria 

A specific theoretical framework for the optimal design of macroeconomic convergence criteria does not 
exist. Therefore, the selection of variables and definition of parameters must be guided by the more 
general rationale underlying the need for their adoption_ As noted in Section 2, this rationale is to ensure 
that countries participating into the integration process develop a sound, common, macroeconomic policy 
stance. The implication is that convergence criteria should be designed in tenus of prudent values of some 
key variables which summarize the overall macroeconomic policy stance of a country. Then, different 
economic contexts and preferences, by leading to discrepant interpretations of what constitutes a sound 
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stance, generate different specifications of the criteria. Even the best-known example of convergence 
criteria, namely those spelled out in the Maastricht Treaty establishing the European Monetary Union 
(EMU), have been criticised for being ad-hoc and arbitrary.12 

While the above argument suggests that it should not be surprising to observe variation in the design of 
criteria across RECs, it must be pointed out that inflation and fiseal deficit are two variahles targeted in all 
regions. This reflects the general consensus that the success of monetary integration requires commitment 
towards anti-inflationary policies and (iscal stability to avoid pressure on monetary authorities for the 
monetization of deficit. Less clear-cut is the interpretation of their target values. There is no agreement in 
the economic literature on the optimal level of inflation. As a point of reference, consider that the 
European Central Bank, an institution strongly committed to price stability and anti-inflation, targets 
inflation between 0% and 2%. The Maastricht parameter on inflation was instead set at 2.7%, which was 
the average of the three lowest inflation rates in EMU plus a margin of 1.5%. Based on this, one can 
argue that the 3% limit on inflation in UEMOA and CEMAC is probably a good proxy for low infiatiOIL 
The higher targets in ECOW AS and EAC reflect the fact that in those two regions inflation has typically 
been higher than in the CFA zones, also as a consequence of different exchange rate arrangements. A 
10% inflation level is instead more difficult to justify, unless it is adopted as a first step in the stabilisation 
of very high inflation. For the case of COMESA, Harvey et al. (2001) already recommend to 
progressively reduce the target. 

The norm on fiscal deficit must be assessed in terms of its consistency with other fiscal policy targets. 
The fmancing constraint of the public sector in fuct implies that there is a maximum limit of deficit which 
can sustain a given level of debt to GDP ratio, given the growth rate of nominal GDP. For instance, a 5% 
deficit coupled with a growth rate of nominal GDP of 6% allows to maintain debt at around 80% of GDP, 
assuming negligible seignior-age revenues, as it should be under low inflatiolL If the desired level of debt 
is smaller than 80%, or the rate of nominal GDP growth is lower than 6%, then the 5% target on deficit 
would be inconsistent, unless the difference can be compensated through grants. The deficit targets of 
UEMOA and CEMAC are clearly consistent with the limit of 70% on total debt. ECOWAS, EAC and 
COMESA (and of course SADC) do not specify any limit on total debt, but still they need to take into 
account the mathematics of the budget constraint. Assuming that 70% is a sustainable level of debt, then 
countries in ECOW AS should achieve a 6% growth rate of GDP f()r the 4% limit on deficit to be 
consistent with debt stability. Similar simple computations show that the growth rate of GDP should be 
more than 7% in EAC and 14% in COMESA (if the 10% limit is considered, otherwise the required 
growth rate of GDP drops to 4.S%).In the absence of grants, lower growth rates would lead to 
accumulation of debt, with adverse consequences~on interest rates and negative budgetary feedback. 
Again, as a reference, consider that the Maastricht Treaty required a 3% deficit with a 60% upper ceiling 
on government debt. These figures are consistent with an expected 5% growth rate ofGDP13. 

Moving on to the other criteria, it can be observed that an upper ceiling on central bank (CB) financing of 
deficit and lower limit on tax revenues are adopted by most of the six RECs (even though for UEMO~ 
CEMAC and ECOW AS the tax revenues to GDP ratio is a secondary criterion). Both criteria respond to 
the need to impose a sound fiscal policy stance on the government while granting monetary authorities a 
sufficient degree of independence to commit to low inflation. lnflationary financing of deficit, especially 
where monetary authorities are not autonomous from the government, can he a major source of inflation. 
Moreover, when the government knows that the CB will finance a more or less large share of its deficit, it 
has a greater incentive to spend in excess to expected revenues. hnposing a limit on CB financing is 

"Builer el al. (1993) and Buiter (1995). 

" Section 5 provides some reccomendations on large! values for a debt criterion separating external from domestic debt. In 
fact, for many African countries, the external component of debt represents the most relevant burden on the economy. This 
situation is clearly diffeIem from the one faced by European countries, where the predominant component of debt is domestic. 

14 



therefore a mean to enforce the overall anti-inflationary stance of the country and to harden the budget 
constraint faced by the government The norm on tax revenues can be rationalized in terms of incentive 
for the government to promote the efficiency of the tax system, and in particular of tax collection. This is 
seen as instrumental to achieving fiscal stability, since tax revenues are the primary source of finance for 
the public sector. It is however to be stressed that the norms of 10%, 17% and 20% for tax revenues do 
not appear to be particularly ambitious, if one considers that 15% is now one of the thresholds for 
eligibility in the HIPC initiative of World Bank and IMF (it used to be 20%)[4. On the other hand, in 
setting targets for tax revenues, one has to account for the possibility that too high tax rates can distort 
economic activity, reducing the incentive to invest and hence limiting economic growth prospects. 

Four of the six RECs have also established criteria on either the level of debt or the debt service. High 
levels of debt are a burden on developing economies since they imply that a considerable amount of 
fmancial resources are devoted to debt service, rather than being used for poverty reduction and 
development policies. Oebt and debt service criteria are meant to prevent a situation where the poverty­
debt cycle hampers the growth prospects of countries and forces them into fiscal and financial distrcss. In 
this respect, a debt service to exports ratio of between 20% and 25% is generally regarded as sustainable. 
The sustainable level of debt will instead depend upon the relative size of real interest rates and growth 
rate of GOP and on the size of external component of the total stock. For instance, the average extema1 
debito GOP ratio of countries in the HIPC initiative was 57% as of 1999, falling to a projected 29% by 
end 2003 (IMF 2001). It is thus more difficult to judge the consistency of the 70% threshold in UEMOA 
and CEMAC. Again as a point of reference, consider that in a stUdy on macroeconomic convergence in 
COMESA, Harvey et al (2001) set a 100% limit on total debt with a 50% external component as desirable 
outcomes. 

Specifically devoted to the enforcement of external equilibrium are the criteria adopted by some RECs on 
the size of external reserves and of current account deficit. In particular, a minimum amount of reserves is 
normally regarded as a necessary condition to adopt and maintain fixed exchange rate arrangements. 
Additional restrictions to enforce a sound fiscal stance are imposed by UEMOA and CEMAC in the form 
of non-accumulation of domestic and external payment arrears, and by COMESA in the form of an upper 
limit on total claims on the central government. The criterion on the rate of broad money growth in 
COMESA goes instead in the direction of imposing tight monetary policies, even though the way in 
which it is specified in the 2003 version of the criteria accounts for the necessity to provide the system 
with sufficient liquidity in the presence of sustained economic growth. The need to provide financial 
resources to an adequate extent to support growth is also incorporated into the general provision of 
COMESA concerning the size of domestic credit to the private sector. The target of positive interest rates, 
adopted again by COMESA and as a secondary target by ECOW AS, reflects the more recent evolution of 
economic thinking which identifies negative real rates as a distortion of the financial·system. Finally, the 
target on the saving rate in EAC originates from the belief that factors accmnulation is the engine to 
economic growth. even though such a view has been challenged by recent econometric findings (see 
Easterly and Levine, 2000)_ 

To summarise, two basic primary criteria appear to be adopted by all the RECs: inflation and fiscal 
deficit. For both these criteria, a clear economic rationale does exist. The other criteria also respond to the 
general economic argument of enforcing internal (fiscal and monetary) and external equilibrimn, although 
some.of them might appear redundant or inconsistent. This is the case, for instance, of money growth and 
inflation in the 1995 version of COMESA criteria. A country with inflation at loolo (the limit set by the 
inflation criterion) could meet the money growth criterion of 10% only if GOP growth were 0% and 
assuming that there is no monetization of deficit. Given that a zero growth is unlikely, either the threshold 
on money growth must be increased, or the one on inflation must be decreased. In filet, the 2003 version 

14 RlPC stands for Highly Indebted Poor Co1ll1tries. 
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of the criterion does not include a criterion on inflation and the only restriction is placed on money as the 
primary instrument under the direct control of the central bank. 

Performance ofRECs vis-il-yisj:ionvergence criteria: inflation and fiscal deficit 

The macroeconomic convergence criteria set by each REC represent the obvious benchmark against 
which the degree of convergence in policy stance can be assessed. Specific attention is first devoted to 
inflation and fiscal deficit, as these two variables are incorporated into the criteria of practically all 
RECSI5

. The period considered for this assessment starts in 1985. Even if some of theRECs were fonned 
(and/or established criteria) later than 1985, it is important to assess convergence in a time-series 
perspective to see whether the unfolding of the integration process over time has determined significant 
changes in the historical trends. To facilitate this analysis, the sample period is divided into sub-periods. 
Data and assessment for COMESA are postponed to Section 4. 

Inflation 

Table 4 reports data by country in each REC starting in 1985 up to the latest possible observation (2002 
in most cases). Inflation is measured as the annual percent change in the Consumer Price Index. Annual 
data are averaged over sub-periods of five years, with the exception of the latest sub-period which 
includes only three years. For each country, the most recent annual 0bservation is also reported. Weigbted 
and un-weighted regional averages of country data are displayed to assess the overall performance in the 
REC. Finally, the standard deviation of country observations in each sub-period provides information 
upon the overall dispersion of inflation across member-states and hence it can be interpreted as an 
indicator of overall convergence of inflation in the region. Ideally, one would like to observe a decreasing 
standard devistion matched by a decreasing average of inflation in the region. This would indicate that 
countries are effectively converging towards low inflation levels. A decreasing standard devistion 
associated with an increasing average would instead suggest an undesirable convergence pattern away 
from low inflation. 

Starting with CEMAC, there is clear evidence of convergence, as shown by the steady reduction in the 
standard deviation. Overall, the dispersion of inflation levels across the region has been reduced from an 
initial normalized value of I in 1986 to a current value of 0.2. Most of this compression appears to have 
taken place in the second half of the '80s, with subsequent fluctnations around a downward-sloping trend 
in the '90s. The regional average, while remaining relatively low througbout the period of observation, 
displays a marked increase around the mid-90s and the first years of the second half. This reflects the 
inflationary impact of the 1994 CFA franc devaluation. The inflationary push however seems to be 
reverted in the early 2000s, even thougb four countries still remain above the 3% norm. 

EAC shows a particularly positive performance in reducing both inflation levels and standard deviation 
across countries. The stabilisation efforts of Uganda in the second half of the '90s are noteworthy and 
have a statistically significant impact on the pattem of regional convergence. All the three member stales 
are in line with the 5% target and there is evidence of progressive convergence. 

The data reported for ECOWAS refer to the group of non-UEMOA countries (excluding Liberia for 
which no data are available). Again, there is evidence of regional convergence towards the 10% norm set 
for 2000. The 5% norm set for 2003 has been also already achieved by some of the countries. Because of 
its dominant economic size, Nigeria heavily affects the weigbted regional average and this explains the 

15 CEMAC and UEMOA are integrated monetary areas. This means that countries in the regiOllIJave a conmlOn monetary 
policy; that is, their policy stance converges by definition. In this respect, possible divergence of inflation rates should not be 
regarded as divergence in monetary policies across oountries1 but rather as divergences in the monetary outcomes generated by 
the common policy (possibly due to country asymmetries in transmission mechanisms), 
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discrepancies between weighted and un-weighted averages. In fact, together with Ghana, Nigeria is the 
only country in the region with inflation still at two-digit level, even though one must highlight the 
significant stabilisation undertaken since 1995 (in that year inflation was at 72.81% in Nigeria). 

SADC offers quite a variegate picture. In the region there are two clear statistical outliers. These are th<'l 
two war-tom countries, Angola and Democratic Republic of Congo (DRC), where inflation actually 
explodes into hyperinflation throughout the '90s. Therefore, their inclusion in the computation of regional 
data implies a massive increase in both divergence and average inflation between the first and the second 
sub-period. To separate the underlying regional patterns from the outliers, aggregate data are therefore re­
computed excluding the two countries. Interesting, the standard deviation fluctuates around an upward­
sloping trend. This can be taken as evidence of progressive divergence. Still, it is important to stress that 
over the second half of the '90s most countries in the region do converge towards lower inflation levels. 
Zimbabwe however follows the opposite trend, with a fast increase in inflation since I997-98. The 
consequence is an increase in the regional standard deviation. If Zimbabwe is removed, the standard 
deviation exhibits a steady decrease since 1994. Nevertheless, inflation levels in the countries remain 
generally higher than those observed in the other RECs. 
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Table 4. Inflation in selected RECs 
Sub verimb I I 

85-89 I '0-94 I .5-.. I 2000-(1) I Latest 

CEMAC , 

icameroon 5,88 2.02 8.0B 327 4.50 I 
k;entr'dt African Rq:)ub!ic 04. 3.57 4.22 3.02 3.39 
q... -OJ,. 7.04 4.64 641 3.00 I 

3:60 9.67 7.38 1.61 4.38 

lEquatorial Guinea -5.61 7.89 5.88 6.00 6.00 , 

Kl:lloon 2.13 4.63 2.76 -0.65 ~1.00 I 
~'tnndard deviation 6.93 6.2<) 4.54 3,16 2.24 

W'ei£hted aYUal!'ff 2.63 4.20 6.09 242 1.09 

lSinw1e a').'€raN 1AO 5,80 5-49 3.61 2.30 

EAe 
~~'''' 10.05 26J.lO 6,85 5.87 1.00 

rram.ania 30.54 28.95 17.23 5.22 4.60 

\J""", 155.25 25.89 5.81 1.51 ...0.30 
'SJlZmJard df!Viation 78,66 12.65 6.71 Ui8 2.00 

Weighted avera~ 59.B2 27.68 9.93 4.36 2.13 

'iimple dWragY. 65,28 27.61 9.96 4.20 2.07 

ECOWAS 

bne Verde 5.75 6.50 6.35 0.63 3.74 

~.mbia 23_68 7.69 3,16 0,84 0.84 

k;""", 26.26 23.04 32.19 • <24.31 14.8Z 

k;oline> 24.08 16.15 4.04 •. SO 6.80 

'jgeria 25.69 35.83 2..'5.08 13.45 12.88 

tern Loone a.25 65.11 26.74 -0.68 --3,29 

lswndtml deviation 33,69 2fU37 16.30 11.61 4.63 

WeiKhted avcraS!i' 42.33 31.91 23,43 9.57 11.81 

~mp(e <tvercgc 32.35 Z.'i72 16.26 9.47 4.31 

SADC 

"'-I> NA 677.72 1480.74 195.48 108.89 

b3""""", 9.56 12.84 8.74 7.77 8.14 

k;o.,.,DRC 64.41 6424J}6 314.68 301.79 31.52 

"""1M 13.85 13.51 8.87 -1.75 -9.62 

Malawi 1R22 21.12 4092 2421 16.00 

.. minus 6.14 8.59 6.63 5.33 6,40 

Mozanitique 60.45 46.16 2293 12.85 16.78 

Namibia 13.19 12.19 8.32 9.96 11.35 

Seychelles 1.42 2.46 1.63 4.14 0.18 

South Africa 15.72 12.44 737 6.89 10.60 

SWWt"", 15.36 11.07 $,{)1 9.013 5.94 

-"" 30.54 28.95 17,23 5.22 4J;0 

Zambia 62.91 122.19 31.32 23.20 22.20 

Zimbabwe 11.12 26.52 30.62 89.03 134.tiO 

tanwd deviaticn. 1 23.10 1728.04 400.83 98.19 43.54 

tarnmrd deviation 2 .20.17 33.60 15.18 25.53 39.67 

WeiJthred average 16.50 328.19 95.32 32.32 20.21 

imple !Jlrerilge 1 23.60 520.79 142.00 5(te2 30.93 

j",pie Oller.age 2 20.15 26.51 16.05 17.41 23.0a 

UE.VlOA 

Benm NA 9.62 5.85 3.56 2.50 

B..ronaF"" 1.08 5.08 3.97 2.30 2.18 

ote d'ivoire 5.29 6.6f 5.26 3.28 3.11 

Guinea-Bissau 70.54 44.69 30.20 5.25 3.15 

Mali ..0.08 3.82 4.55 3.18 5.03 

Niger -3.01 435 4.21 3.18 2.63 

SeIlC)!;ai 2.73 6.03 2.a4 2.01 223 

rrogo 0"27 8_19 6.05 2.96 3.01 

lst.mdard d.eviatifm 1439 16.57 9Ji1 1.55 0.95 

W£jghted average 2.78 6.60 4.88 2.98 2.99 

ls'imple average 5.57 11.06 7.86 3_21 3_06 
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The UEMOA region, similarly to CEMAC, is characterised by relatively low inflation throughout the 
period 1985-2002. The only exception is Guinea-Bissau, which joined UEMOA later in the '90s and 
where inflation has been brought under control since 1997. Most of the countries are in line with the 3% 
norm. The inflationary effects of thc January 1994 devaluation appcar to have been stabilised faster than 
in CEMAC. Annual data show a generalised dramatic increase in inflation between 1993 and 1994, thus 
confirming that the devaluation did have relevant inflationary consequences. However, alrcady in 1995 
inflation rates drop to around half their 1994 level in all countries and by 1996 they return to single-digit 
leveL This quick anti-inflationary response explains why sub-period average data do not pick in the 
second half the '90S16

, as instead it is observed in CEMAC. The region also has a positive performance 
with respect to overall convergence, as shown by the steady decrease of the standard deviation since the 
first half of the '90s. 

The general picture emerging from the analysis of inflation dynamics is quite positive. Albeit in some 
regions there are several countries still struggling to meet the targets, a broad disinflationary process has 
taken place almost everywhere. Perhaps even more important is the observation that for most RECs, there 
is evidence of significant cross-country convergence towards lower inflation levels. The only exception, 
in this respect, is SADC, where however results are driven by the presence of a few outliers. It should be 
pointed out that in some cases the process of convergence appeai6:to initiate before the formation of the 
RECs and/or the adoption of convergence criteria. This is because most countries have undertaken 
inflation stabilization as a part of World Bank and lMF sponsored programs of structural adjustment. In 
such circumstances, the role of the criteria goes in the direction of strengthening (or locking-in) the 
existing trend. Two reasons of concern are left. First, maintaining low inflation is as much difficult as it is 
to bring it down. It will require the continued implementation of tight monetary policies, resisting the 
temptation to generate inflationary surprises (to stimulate OUtpllt) and to monetize the deficit. It is 
therefore desirable that countries develop an institutional framework where monetary policy is delegated 
to credible monetary authorities that are autonomous and independent from fiscal authorities. Second, in 
some cotmtries, the observed decrease in inflation might be driven not much by coherent policy stances, 
but rather the consequence of prolonged recessions. In tins respect, negative inflation rates might be 

. ul 1 . 17 partie ar y worrymg. 

Fiscal deficit 

Data on fiscal balance are reported in Table 5. In accordance with the criteria established by the RECs, 
the data exclude grants. Information is organised along the same lines of Table 4. Data are averaged for 
sub-periods of five years. For each sub-period, regional weighted and un-weighted averages are reported 
together with the standard deviation as an indicator of the degree of cross-country convergence. A 
problem with fiscal deficit data is that different sources follow different definitions and hence series are 
not always comparable. For this reason, Table 5 reports data from a unique source (World Bank Africa 
Database), where fiscal balance is defined as current and capital revenues (excluding grants) minus total 
expenditure and lending minus repayments. However, available data from that source do not extend 
beyond 2001 (and sometimes 2000). This is why the last sub-period covers only two years. In the 
Appendix, additional data from a different source are reported for the UEMOA countries, covering the 
period 1995-2002. 

'6 The pattern holds whether or not Guinea-Bissau is included in !he cornpullltion of regional averages. 

,7 As it is well knovm, the macroeconomic theory suggests that inllation and output are independent in the long-teon, when 
inflationary expecllltions are eorrect. However, before that expecllltions are fully adjusted, the Phillips trade-off holds and 
inflatiou is positively correlated with output growth. TI,e speed of adjustment of expectations is in turn an empirical matter. 
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The data for CEMAC suggest that fiscal balances across countries tend to diverge. The regional weighted 
and un-weighted averages steadily decrease throughout the sample period, eventually approaching 
balance. At the same time, however, the standard deviation increases. This reflects the diversity of 
national experiences since the first half of the '90s. Still in 1994, all the six countries scored a deficit 
between 2% (Gabon) and 15% (Central Afiican Republic), with an un-weighted average of around 6.6%. 
Subsequently, four countries have been able to revert the trend and achieve balance, or even surplus, 
whilst the other two, after a period of initial adjustment, have seen their deficit raise again since 1997-9&. 
Incidentally, the four countries achieving balance are the crude-oil producers (Cameroon, Congo, 
Equatorial Guinea and Gabon). This suggests that much of their performance might be driven by 
movements in the terms of trade. Correcting for terms of trade shocks would therefore yield lower 
dispersion across countries, but also higher regional averages. 

In EAC, all the three countries remain in deficit for the entire sample period. The only exception is a 
slight positive balance for Tanzania at the beginning of the '90s. The 5% norm is achieved only by 
Kenya, with Tanzania slightly above (following a deficit upsurge in 2000-01) and Uganda more distant. 
The dynamics of the standard deviation are quite intriguing. Overall, the pattern seems to be one of 
fluctuations around an almost flat trend. However, since 1999; that is, since the date of formation of the 
new EAC, a mild but still significant decrease in dispersion can be observed. This convergence effect is 
matched by an increase in the regional average level of deficit·- in fact, deficit in any of the three 
countries increases between 1999 and 2000, reflecting the worsening state of the economy. 
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Vable 5, Fiscal d~ficit in selected RECs 

I Sub periods. 

I 85-89 I 90-,4 I 95-99 I 2000-<11 

CEMAC 

~ITICfOOtl -5,23 -7,56 -2,31 1,22 

Central Amcan R'f)ublic N.A, -14.95 -7,99 -9,18 

had -16.02 -13.02 -10.32 -12.29 

k;ongo Rep -8.05 -12.26 -9,78 0.78 

Equatorial Guinea NA. -9.86 -4.37 8.92 

f:;aoon -7.57 -4.03 -1.48 0.62 
'Stalldard deviaikm NA. 4.93 5.28 7.76 
:Weighted average NA -8.89 -4,06 -6,63 

Simple averagi! -7.98 -9.38 -6.04 -1.65 
: EAC 
Irenva ,il.15 -5.94 -1.67 -4.61 

anzania -6.70 -1.15 -3.30 -5.47 
tuganda -4.66 -9.88 -6.01 -10.23 

~t.aru:lard deviatUm 1.55 4.94 2.28 2.01 

Weighted averaze "'5.89 -5.54 -3.49 -6.66 
lSimple /Werage -5.54 -5.66 -3.66 -7.20 

ECOWAS 
I::aPe Verde -24.54 -20.84 -18.45 -24.56 

IGambia -10.46 -4.05 -7.36 -3.64 
IGhana -5.06 -7.76 -8.06 . " -10.00 
Puinea -8.47 -7.40 -5.56 -5.67 
:Nigeria NA. 1.90 0.64 2.22 

ierra Leone -13.96 -8.58 -9.99 -18.17 
tmufard d~iatiQn 7,38 7.08 7.51 9.87 

Weighted average NA -1.99 ·2.17 -1.55 

~imple average -11.84 -9.31 -8.28 -9.97 
SAnC 

In""" -11.13 -29.48 -20.84 0.17 
[lOWNana 12.55 6.06 0.88 1.91 
CoogoDRC NA. N.A. NA N.A. 
,Lesotho -11.35 -1.80 -2.52 -13.84 
Malawi -9.83 -13.04 -10.75 -14.39 
Mauritius -3.19 -2.89 -4.84 -7.34 
Mozambique -13.41 -16.25 -11.68 -15.37 
Namibia -7.51 -3.48 -3.99 -2.96 
~e)":hell .. NA -5.10 -11.34 -16.n 
~outh Africa -4.36 -6.10 -5,00 -3.69 
Swaziland NA -2,55 -0.66 -2.63 

anzania -6.70 -1.15 -3.30 -5.47 

Zambia -11.98 -13.32 -8.34 -13.15 
imbabwe -8,96 -7.77 -8.88 -22.45 

WaNlaJ'd devintion 8.85 10.38 6.70 7.50 
Wei1!hted aveT(JJ!C -5.30 -7.39 -6.04 -4.70 
:itnfJ/e aller~e -6.90 -7.45 -1.02 -8.92 

UEMOA 
Benin -15.49 -10.35 -4.00 -3.84 
BurlcinaFaso NA -9.09 -10,92 -13.92 
~~ -d'!V01re -8.20 -11.34 -3.31 -1.61 
Guinea~Bissau -38.42 -29.59 -20.69 -21.71 
Mali -10.51 -11,25 -9.06 -9.41 
Niger -9,42 -10.27 -7.50 4l.70 
Senegal -3.40 -3,46 -3.34 -1.94 

ogo -6.86 -9.63 -4.73 -5.97 
Standard deviation. 13.01 7.95 6,14 6.84 
Weigllled ave,age -10.18 -9.65 -5.16 -4.45 
Simple averaf!€ -12..84 -11.90 -7.94 -8.11 

Notes; Wcighted averages are compuled using share of rea} GDP as weights. Source: WBAD. 
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In ECOWAS, Nigeria is the only country able to maintain a positive balance over a significant period of 
time, with the exception of 1998 and 1999. As noted for the oil-producer countries in CEMAC, this might 
reflect sharp movements in the tenns of trade. For the other non-UEMOA members of the group, the 
deficit does not display any specific trend, neither in terms of average level nor in terms of standard 
deviation dynamics. Once Nigeria is removed from the sample, the regional un-weighted average deficit 
exhibits fluctuations around a flat trend of roughly 11 % (weighted averages are slightly lower). Similarly, 
the standard deviation does not show any systematic pattern of convergence: after 1994 an initial 
reduction of the degree of dispersion is more than compensated by a widening of cross-country 
differences towards 1999-200 L 

To some extent SADC presents a situation similar to ECOW AS, with no clear systematic pattern in either 
deficit levels or standard deviation. The discrepancy between the weighted and the un-weighted average 
towards the end of the sample period is due to the different evolution of deficit in South Africa relative to 
most of the other member states. While deficit decreases between 1998 and 2000-2001 in South Africa, it 
increases in other nine countries (in a tenth country, Botswana, there is a decrease of the surplus). Since 
South Africa has a large weight in the aggregate GDP ofSADC, the weighted average deficit goes down, 
whilst the un-weighted one goes up. These divergent trends clearly cause an increase in overall 
dispersion. 

. " 
The picture for UEMOA appears to be more optimistic, as both standard deviation and average level of 
deficit are on a decreasing path. However, there are reasons of concern. First of all, the target of balanced 
budget is still quite some distance away. The World Bank data in Table 5 suggest that none of the 
countries in 2000-2001 actnally met the target. The lMF data reported in the Appendix show instead that 
Ivory Coast and Senegal in 2002 achieved slightly positive balances. Second, the decrease in the regional 
average of deficit is significantly affected by the progressive deficit reduction in Ivory Coast. However, as 
noted by Don! and Masson (2002) this reduction is not much the result of fiscal adjustment or of 
budgetary discipline imposed by the macroeconomic convergence criteria, but rather the consequence of 
the political crises that lead to a drying up of external financing and hence pushed the government to cut 
capital expenditure. Third, annual data show that in most countries progress towards fiscal stabilisation is 
more marked in the first three to four years following the 1994 devaluation and the subsequent adoption 
of regional surveillance procedures. The end of the '90s and the beginning of the new decade instead 
witness increasing difficulties for most countries and persistent imbalances18

• 

To wrap up, it is clear that regional convergence of fiscal balances is quite weak. Actually, for some 
RECs, the trend is more one of divergence than one of convergence. Even in the two monetary unions, the 
evidence of increasing budgetary discipline is not strong. On the contrary, some of the apparently positive 
results might be driven by factors that do not constitute any foml of sonnd fiscal stabilisation. This is in 
line with the point made by Masson and Pattillo (2001 a) that a monetary union in itself does not 
automatically work as an "agency of restraint" for fiscal policy. For several countries in all RECs the gap 
between actual deficit and target is still large. Because of the potentially relevant negative effects of 
persistent deficits on the anti-inflationary stance of a country, and hence on the overall success of 
monetary integration, it will be desirable in the future to develop efficient mechanisms to enforce and 
monitor the progress of countries on this criterion (See also Section 5). 

Performance ofRECs vis-a.-vis the other criteria 

Table 6 summarizes the data for the other criteria reported in Table 3. For each REC, regional average 
level and standard deviation of the relevant macroeconomic variables are reported for the fonr sub­
periods up to the latest possible observation. 

"This piece of evidence is familiar from the analysis ofDore and Masson (2002). 

22 



ill CEMAC, the average debt level is signifieantly higher than the 70% target. According to the latest 
available information, only one country (Chad) meets the criterion. However, some considerable progress 
in reducing debt has been achieved since the second half of the '90S.1 9 Current account balances are 
instead more in line with the 5% deficit norm. Aunual data show that following the devaluation of the 
currency, the average current account deficit decreases between 1994 and 1995. This stems from the 
external competitivity effect of the realigrunent of the exchange rate. However, deficit subsequently 
increases, peaking above its pre-devaluation levels between 1996 and 1998. The sharp adjustment in 
external accounts thus occurs in 1999-2000. Changes in the stock of domestic payment arrears at the end 
of 2002 are negative in Cameroon and Chad, almost zero in Equatorial Guinea, and positive in Congo and 
in the Central African RepUblic. Turning to the standard deviations, there is some significant evidence of 
convergence in debt levels for the entire sample period and in current account balances for the post-1994 
period. For the case of payment arrears, convergence is not much a situation where absolute values of 
changcs in the stock are similar, but rather one where thesc changes are of the same sign. Thus, the 
standard deviation is not the appropriate statistical indicator. Thc cvidence based on the direction 
(positive or negative) of changes across countries shows increasing divergence. 

For EAC countries, the data provide a composite picture. Two of the three macroeconomic variables 
appear to converge to some extent, at least starting from 1993-1994. However, while debt service levels 
actually converge towards the target value of 15%, the gap between target and actual level of domestic 
savings in percent of GOP (used to proxy the domestic saving rate) widens. This latter negative trends 
reflects the contraction of savings in Uganda and, more importantly, in Kenya. For the third 
macroeconomic variable, external reserves, a generalized increase coupled with increasing dispersion is 
observed. Still, the regional average falls short of the norm stated in the criterion. These dynamics are due 
to the stagnation in the level of reserves held by Kenya between the second half of the '90s and the first 
years of the 2oo0s. 

The striking feature emerging from the data for the non-UEMOA ECOW AS countries is the very large 
level of central bank financing of deficit. The norm of 10% of tax revenues is met only by Gambia, with 
Nigeria approaching 12% in 2000 but then experiencing an increase throughout 200 I and 2002. ill Ghana 
and Guinea the ratio hits 

three digit leveL For these two countries it is particularly in the second half of the '90s that CB financing 
appears to go out of controL However, over the same period, no systematic patterns are observed in either 
inflation or fiscal deficit. ill fact, in Ghana, the sharp increase in CB financing that takes place in 1998-
1999' is accompanied by progressive stabilisation of inflation. ill Guinea, inflation remains relatively low 
(below 5%) even when CB financing peaks. ill both countries deficit fluctuates over a flat trend over the 
period of highest financing. Thus, at least for those two countries, it appears that high CB financing does 
not produce the expected large negative effects on inflation (and deficit). The standard deviation across 
countries significantly increases during the '90s, reflecting the divergence between Guinea and Ghana on 
one side and average financing in the other countries on the other side. The other criterion set for 
ECOW AS concerns the level of external reserves. The overall picture is encouraging. Most countries 
have been able to raise their reserves to meet the norm of three months set for 2000 and appear to be on 
the way to achieve the level of 6 months. There is however no strong evidence of convergence, with 
standard deviation practically constant throughout the observation period. 

"Most oftlte CEMAC countries are effectively in tlte IDPC initiative for debt relief: 
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Table 6. Convergence of macroeconomic variables in selected RECs 
Weighted averages Simple averages Standard deviation 

1985-89 1990-94 1995-99 2000-02 1985-89 1990-94 1995-99 2000-02 1985-89 1990-94 1995-99 2000-02 

CEMAC 
- - i -5429.09 17879.99 13524.50 20073.84 NA N.A. uPay""entarrear. 273()4.35 -6364.37 23271.61 33700.00 N.A. NA 

---j 
I 

!Public deJJt NA 85.47 114.87 94.99 NA 84.99 119.21 93.78 N.A. 88.88 62.49 29.03 l 
Current 
~ccount* -8.32 -5.29 -6.14 -0.74 -5.00 -11.09 -17.68 -4.39 13.03 13.71 

EAC 
IRxternal 
~eserves 0.99 1.58 3.08 3.73 0.95 l.flO 3.14 3.82 0.74 0.70 

Ioebt service 40.77 40.88 22.13 16.72 41.15 41.90 21.89 16.75 7.58 15.97 

!Domestic saving 9.11 7.50 7.81 6.96 8.53 6.68 7.52 7.01 8.08 11.81 

ECOWAS 
I&ternal 
reserves 1.99 2.36 3.65 4.14 3.09 2.70 2.84 3.20 2.90 1.88 

CB financing 62.48 92.90 96.52 67.92 78.20 77.58 1()4.04 103.B2 55.98 48.30 

SADC 

""lernal 
!reserves 1.37 1.42 1.77 4.06 2.B7 3.70 4.52 4.98 4.09 5.58 

CB financing 12.64 15.98 13.74 11.65 61.55 40.36 32.93 29.93 93.81 42.57 

!Public debt 27.52 35.42 49.96 54.08 30.05 33.39 64.32 78.95 23.62 31.04 

UEMOA 
- - -

lPayment arrears NA 21821.63 13228.8 33162.44 19633.64 7224.82 12591.61 23200.00 N.A. N.A. 
!PUblic debt 59.73 56.21 78.38 111.37 106.22 116.88 112.71 113.65 82.33 112.11 

Current 
k4ccount* -8.51 -8.54 -6.17 -7.26 -9.99 -9.07 -8.11 -9.79 7.57 6.41 

Notes. Own computation from data in WDI, WADB. IFS. ADB" Weighted averages are oornputed using shares of real GDP. 
criteria.. 

25.21 10.14 

1.08 1.48 

3.98 0.54 

4.88 1.61 

1.73 1.1;9 

92.05 116.03 

6.64 5.44 

38.62 36.26 

61.79 68.39 

NA N.A 
70.00 33.24 

3.68 4.99 

., denotes secondary 

Most SADC countries display a rather low level of CB financing, with significant convergence taking 
plaee towards the end of the '80s and early '90s. Seychelles and Zambia are the only two countries whose 
CB financing ratios are significantly higher than the regional average. Again, inflation data suggest that 
this high CB financing has had negligible inflationary effects. In Seychelles, inflation CB financing grows 
significantly between 1993 and 1997. Over the same period inflation slightly decreases from 1.29% to 
0.62%. In Zambia, CB financing is generally high over the entire period; however the peak observed in 
the mid-90s corresponds to a period of inflation stabilisation. A positive correlation appears instead to 
exist between the size of deficit and the extent of CB financing, at least in Seychelles. Less comforting is 
the regional performance on public debt, with both average ratios and standard deviation that increase 
over time. Wider dispersion is mostly driven by the growing stock of debt in Malawi, Seychelles, Zambia, 
and to a smaller extent, Lesotho. In fact, by 2001 Malawi and Zambia were admitted to the RIPC 
proeedure. The data on the current account balance are heavily affected by the weight of South Africa in 
the region, as it is clear from the difference between weighted and un-weighted averages. While Namibia 
stands out as the only country with a surplus position at the beginning of 2000s, the average dispersion of 
current account deficit is on a decreasing trend. Finally, external reserves increase on average, but the 
cross-country dispersion does not display any signifieant reduction. 
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UEMOA countries are characterised by generally high, and more importantly growing, debt to GDP 
ratios. The fact that the standard deviation is decreasing does not represent mueh of good news, sinee it 
clearly means that all COlliltries are following similar upward sloping trends. Coupled with the previous 
observations concerning the pattern of fiscal deficit, it appears that further efforts to achieve fiscal 
consolidation are a priority for the region. All of the member states are in the HIPC initiative and this 
should help improving debt indicators in the future. The current account scores a negative balance in 
almost all countries throughout the entire period. The 1994 devaluation has not much affected the external 
balance. Real effective exchange rate data show that the external competitiveness of UEMOA countries 
has been marginally eroded since the devaluation. Still, the region appears to be quite vulnerable to 
external shocks. including fluctuations of terms of trade. This might be at the root of both the generalised 
deficit of the current account and the decline in the pace of growth in 2000-2001 (IMF, 2002). The 
standard deviation of the current account balance is relatively low if compared to the case of CEMAC, 
denoting generally hannonized situations. However, no significant increase in convergence has taken 
place since 1994. Overall, the stock of payment arrears is diminishing, thus conforming to the norm of the 
convergence criterion. However, at country level, the picture is quite heterogeneous. In particular, it 
seems that Ivory Coast and Togo have accumulated domestic and external arrears to partially finance the 
fiscal deficits of the end of the '90s and 2000. In both countries, and also in Guinea-Bissau, the stock of 
arrears is still increasing in 2002. 

Wrap up: convergence of macroeconomic policy stance in the RECs 
• n 

The evidence emerging from the analysis of the trends and standard deviation of macroeconomic 
variables is rather mixed. A broad indication of convergence in monetary policies and outcomes can be 
derived from the inflation data. Certainly less convergent are fiscal policies. Fiscal consolidation and debt 
control still are a priority in several countries in different RECs. A glance at the standard deviations 
reported in Table 6 again highlights a significant heterogeneity of experiences, both across RECs and 
across macroeconomic variables. Probably, in CEMAC and UEMOA, because they have been integrated 
monetary areas for a long time, one would expect to observe a greater degree of convergence -aside from 
monetary policy that converges by definition - than what actually results from the data. In SADC, actual 
convergence might be limited to some extent by the presence of conflict affected outliers with distorted 
economic policy stances. In ECOW AS, in addition to fiscal deficit, the major source of divergence is the 
size of CB financing of deficit. However, it appears that the inflationary effects of high financing are 
small. In EAC negative convergence (that is, convergence away from the targets), positive convergence 
and divergence co-exist. 

<,-

Two additional eomments are in order. First, the time-series perspective allows to idcntify a few 
situations where convergence increases following the formal launch of a REC and/or the adoption of 
criteria. Still, because most RECs are quite recent, the small nnmber of annual observations does not 
permit to run a specific econometric test of structural break in the macroeconomic time-series. The 
convergence observed from the inflation data appears to have started, for most RECs, before their actual 
formation. In this respect, the adoption of formal macroeconomic convergence frameworks has worked in 
the sense of strengthening, more than creating, convergence. Second, the effectiveness of criteria as a 
device to effectively induce convergence of policies is strictly linked to the credibility of the criteria 
themselves and of the general iustitutional framework of macroeconomic convergence. Therefore, in 
designing convergence criteria attention sbould also be paid to establishing enforcement mechanisms that 
create an incentive for countries to comply with the numerical norms. This issue is investigated in more 
details in Section 5. 

3.3 Convergence of shock~, cyclical variation in economic activity and trade patterns 

Shock asymmetries and low correlation of business cycles across countries can complicate the process of 
macroeconomic integration, as discussed in Section 2. Based on this result derived from the theory of 
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optimal currency areas, a number of papers have identified more or less sophisticated econometric 
techniques to measure the degree of shocks and business cycles convergence in a regional cluster.2o Most 
of this literature focuses on the case of Europe, exploiting the relatively long and complete time-series 
that are normally available for those countries. Some of the more advanced techniques will be used in the 
analysis of the COMESA case study in Section 4. To gain some insights on the degree of shock and 
business cycles convergence in the other five RECs, a good starting point is to look at the correlations 
between key indicators reflecting the fundamentals of the economy. A second relevant piece of evidence 
comes from trade patterns and the extent of intra-regional trade. Again, it has been noted in Section 2 that 
some empirical evidence, backed by theoretical arguments, is now available suggesting that the degree of 
"real" divergence in a region is smaller the more countries in that region trade with each other. A high 
share of intra-regional trade would therefore increase the expected benefits from deep forms of economic 
integration. 

Cross-countrv correlations 

Cross-country bilateral correlations for four macroeconomic variables are computed for each pair of 
countries iIi each region. If shocks are convergent and business cycles synchronized, then one should 
observe positive and statistically significant correlations. On the other hand, close to zero or even 
negative correlations are a symptom of divergence. Table 7 reports the basic summary statistics of the set 
of correlations computed in each REC. Data are averaged over the-entire sample period (1965-2002) and 
over a shorter sub-period (1985-2002) to capture variation over time. As a point of comparison, the 
summary statistics of correlations in the EMU are also displayed, including a third sub-period to isolate 
the pre-Maastricht period. The variables considered for this exercise are those indicated by the existing 
literature as those more likely to reflect the fundamentals of the economy. Masson and Pattillio (2001b) 
note that an important source of shocks is the terms of trade. Therefore correlations in terms of trade 
changes are likely to incorporate shock symmetries or asymmetries. Angeloni and Dedola (1999) focus on 
correlations in real GDP growth and inflation. Mkenda (2001) adds correlations to her analysis of 
covariation of cycles. 

A broad interpretation of the data in Table 7 is that, with a few exceptions, low correlations are the norm. 
This means that there is little evidence of systematic co-variation of shocks and cyclical economic activity 
within the RECs. The extent of divergence can be grasped by looking at how correlations in the RECs 
compare with correlations in the EMU, before and after the launch of the Maastricht Treaty. Only 
UEMOA and CEMAC display correlations that for inflation are comparable with EMU, but this should 
not be surprising since the two regions have been monetary unions since independence. The highest 
correlations in real aggregate GDP growth are observed in EAC and SADC, but fall short of Y. (and 
more) of the correlation observed in the pre-Maastricht EMU. 

As just noted, CEMAC and UEMOA are characterised by high correlations of inflation across their 
member states. Bilateral correlations are in fact statistically significant at usual confidence levels for most 
pairs in each region. This result is a clear consequence of the monetary arrangements existing in the two 
zones. The fact that monetary policy is common also explains the positIve correlation in money growth. 
Still, one might wonder why in monetary integrated areas money growth is .significantly less correlated 
than iuflation. A possible explanation has to do with differences in money demand across countries. Since 
national money supply in a monetary union is determined endogenously, variations in money demand 
would induce different money growth rates. Over the entire sample period, correlations of changes in the 
terms of trade and real GDP gro'l'<th are generally not different from zero in both zones. There is however 
some weak evidence of non-zero positive correlations in the SUb-period 1985-2002. Bilateral data suggest 
that in CEMAC the degree of correlation of each country with the others is quite uniform, perhaps with 

'" See, inter alia, Bayoumi and Eichengreen (1993 and 1997), Angeloni and Dodola (1999), Martin and Velazquez (2001). For 
specific analysis of African regions see Fielding and Shields (1999) and Mkenda (2001). 
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Cameroon slightly diverging apart. In UEMOA, instead, Guinea-Bissau appears to be characterised by 
substantially non-synchronized cycles and asymmetric shocks with the rest of the region. In fact, the 
correlations computod between this country and the other member-states are generally low and often 
significantly negative. 

Aside of the two monetary zones, the highest correlations are displayed by EAC. In particular, EAC is the 
only REC where correlations of tenus of trade changes are often significantly different from zero. An 
interesting aspect emerging from the data for EAC is the existence of very strong correlations of the rate 
of money growth, which however do not appear to translate into significant correlations of inflation. 
Cross-country differences in transmission mechanisms of monetary policy and disturbances (stemming 
for instance from differences in the development of the financial sector and from market rigidities) may 
be the reason for this discrepancy. 
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[fable 7: Summary of correlations between macroeconomic variables in selected RECs 

Money 
Terms oftrade Inflation GDP!:rowth growth 

1965- 1985-
1965-21102 1985-2002 1965-2002 1985-2002 1965-2002 1985-21102 2002 2002 

CEMAC 

kiverage 0.0488 0.0491 0.6440 0.6361 0.0893 0.1161 0.4384 0.4562 

~td. Deviation 0.2621 0.2742 0.1842 0.2092 0.2009 0.2358 0.1251 0.1741 
~in -0.3015 -0.3015 0.2201 0.2201 -0.2261 -0.2238 0.2448 0.0355 

~ax 0.4856 0.6525 0.8318 0.8395 0.5632 0.5632 0.7097 0.7097 
!EAC 

f4verage 0.1359 0.1489 0.0993 0.0868 0.1952 0.1775 0.8595 0.2931 

!std. Deviation 0.2184 0.2113 0.3813 0.3784 0.2804 0.3019 0.1072 0.2224 
lUlu -0.0384 -0.0384 -0.3124 -0.3124 -0.0235 -0.0764 0.7827 0.0363 

~1lX 0.3780 0.3780 0.4402 0.4402 0.5113 0.5113 0.9820 0.4241 
iECOWAS 

4verage 0.0490 0.0042 0.2038 0.2055 0.0063 0.0630 0.0745 0.0351 . 
~td. Deviation 0.2089 0.3090 0.4409 0.4539 0.2229 0.2567 0.2711 0.3197 

~in -0.5043 -0.7435 -0.4333 -0.4069 -0.4660 -0.4927 -0.4598 -0.5526 
~ax 0.6190 0.6258 0.9840 0.9840 0.4713 0.6037 0.7450 0.7768 

SADe 
VlveraR"e 0.0005 -0.0074 0.0922 0.0975 0.1211 0.1230 0.0290 0.0571 

~td. Deviation 0.2719 0.3029 0.3381 0.3462 0.2267 0.2758 0.2837 0.3172 

~in -0.6479 -0.6479 -0.8334 -0.8573 -0.4571 -0.5907 -0.7655 -0.7655 

~ax 0.6380 0.6380 0.7556 0.8510 0.6485 0.7574 0.7854 0.7854 

UEMOA 

Average 0.0911 -0.0173 0.5857 0.5859 0.0956 0.1235 0.2540 0.2677 

Std. Deviatio1l 0.1927 0.3112 0.5171 0.5249 0.1872 0.2918 0.3196 0.3595 

Mill -0.4001 -0.7435 -0.3102 -0.3102 -0.2568 -0.4927 -0.3693 -0.3693 

. Max 0.4596 0.6256 0.9840 0.9840 0.4713 0.5590 0.7450 0.7768 

Memorandum Items 

Inflation GDP erowtb 
1985- 19611-

1961)..1002 1985-2002 1960-1991 1960-2002 1002 1991 

!EMU 

Average 0.6827 0.4857 0.6027 0.4610 0.4674 0.4708 

Sid. Deviation 0.1897 0.3263 0.2441 0.2406 0.2585 0.2185 

Min 0.0611 -0.2485 -0.1146 -0.0793 -0.0406 0.0443 

Max 0.9467 0.9380 0.9393 0.8163 0.8877 0.8037 

Notes. O\\-'u computations from WDI and WEAD data. Average 1S the average of bilateral correlations in the region. Skt Deviation is the standard deviation of 
bilateral rorreJatiofis in the region. Min and Max are respectively the lowest and the highest ararI correlatiQrtS in the region. 

The two larger regions, ECOW AS and SADC, display correlations that are hardly different from zero ill 
statistical terms. The relatively high correlation of inflation in ECOW AS is mostly driven by UEMOA 
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countries. For non-UEMOA countries, the average value drops by more than 50%. A few countries 
(Guinea-Bissau, Liberia and Sierra Leone) in particular appear 10 diverge from the rest of the group. 
SAOC incorporales the CMA monetary area based on the Rand. As a matter of fact, bilateral correlations 
between South Africa, Lesotho, Swaziland and Namibia are very high for inflation. As for CEMAC and 
UEMOA, correlations of monetary growth in the CMA sub-group are still significant, but considerably 
smaller than those of inflation. Again, differences in money demand may explain the gap. The war-torn 
countries, Angola and DRC, which are outliers in terms of macroeconomic policy stance, do not seem to 
diverge particularly from the rest of SAOC in terms of correlation of fundamentals. More divergent are 
instead the positions of Malawi, Seychelles, Zimbabwe and, with the exception of the CMA zone, 
Namibia. 

Trade patterns 

Table 8 reports trade data for the five RECs. Intra-regional, intra-African and total trade are all expressed 
in percent of GDP. Trade index I (TI) is the share of intra-regional trade on total intra-African trade, 
trade index 2 (T2) is the share of intra-regional trade on total trade. 

Data generally confirm that intra-regional trade in the RECs is low. This is evident from the comparison 
with the statistics available for EU, MERCOSUR and ASEAN. In partiCUlar, whilst intra-regional trdde 
appears to be a relatively large share of African trade, it is only a small percentage of total trade. Thus, 
countries tend to trade significantly more with the rest of the world than with their partoers in a REC. In 
fact, in most of the cases Europe appears to be the largest trading partoer. 

[rable 8: Trade statistics for selected RECs 
i ~ nlra-regionsl Irad nlra-African trade Total trade Trade index 1 Trade index 2 

1980-1990 1991-2001 1980-1990 1991-2001 1980-1990 1991-2001 1980-1990 1991-2001 1980-1990 1991-2001 

CEMAC 2.824 3.069 3.788 5.474 45.695 61.440 47.736 43.063 6.354 5.039 

EAC 3.052 4.193 3.131 7.315 30.448 35.512 76.414 60.046 10.450 13.611 

ECOWAS 4.953 8.024 6.198 9.618 50.308 55.978 79.192 80.053 11.622 14.199 

SADe 5.881 11.091 6.888 12.474 47.689 59.326 71.408 81.408 12.142 20.203 

UEMOA 4.137 5.317 7.570 11.611 44.400 53.831 56.956 53.426 10.816 10.730 

EU 29.011 36.652 N.A. N.A. SO.621 58.475 NA N.A. 57.261 62.614 

)\fERCOSUR 5.614 10.721 NA NA 22.018 27.258 NA NA 25.489 39.363 

lA,sEAN 17.359 27.378 N.A. NA 89.723 109,649 N.A. NA 19.051 25.423 

NotCll. Own (;omputatioo from DOTS data. Intra-regional, Intra-African and Total trade are expressed ill pen::ent ofGDP. Trade hldex 1 tS the share of tntt'3~ 
regional trade on intra~African trade. Trade lndex 2 is the share of intra;regional trade on total trade. Sample period ends in 2001 because this is the latest 
available information for most of Ihe Afriean eountries.. For oomposition of Ute non~Alrican groupings see Appendix... 

Intra-regional trade exhibits a modest increase over time in all RECs. However, intra-African trade grows 
faster and Tl does not increase. The only exception is SADC, for which the share of intra-regional trade 
on intra-African trade does grow. Much of this growth is to be associated with the entry of South Africa 
and the transformation of the old SADCC. T2 exhibits a positive trend in EAC and ECOW AS and SADe. 
Still, this might be a reason of concern as movements appear to be the result of progressive isolation of 
African economies from global trade. In UEMOA and CEMAC, instead, the share ofintra-regional trade 
on total world trade is stagnant or even decreasing. 

A point that would deserve attention is whether intra-regional trade is endogenous to the process of 
macroeconomic integration. Empirically, endogeneity would imply that the series of regional trade 
exhibits a structural break following the fonnallaunch of a convergence framework (in the form of either 
a policy harmonization program or a set of macroeconomic convergence criteria). The problem in testing 
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for a structural break is that RECs have generally launched formal convergence frameworks quite late in 
the '90s. Thus, there are very few observations for the "post-convergence" period, even assuming to have 
trade data up to the current year (which is not the case since for most countries data available from the 
Direction of Trade Statistics of the IMF end in 2001). A test focused only on CEMAC and UEMOA 
would also present difficulties. The two areas have been currency unions since independence, thus in this 
respect there is no variation in the type of monetary arrangement. Convergence criteria in tum have been 
formally introduced in 1999, and this leaves only two or three observations for the post-convergence 
period. Still, the overall attempt to harmonize macroeconomic (and in particular fiscal) policies can be 
dated back to 1994, after the devaluation. Using the seven observations from 1995 to 2001 and the 16 
observations from 1980 to 1994, regional averages of regional trade can be computed for both areas and 
compared to gain some kind of crude evidence. In CEMAC intra-regional trade grows from 2.75% 10 
3.33% between the two sub-periods. At the same time, intra-African trade increases from 4.07% to 5.83% 
and world trade from 46.13% to 69.49%. The effect in terms of intra-regional trade shares is almost 
negligible, with TI and T2 practically unchanged between the pre and the post-convergence period. An 
analogous pattern is observed in UEMOA. Intra-regional trade goes from 4.02% to 6.22%, intra-African 
trade from 7.78% to 13.45% and total trade from 44.16% to 59.7%, but TI hardly changes, while T2 
somehow decreases. Thus, it appears that the relative weight of regional trade in the two zones has not 
been significantly affected by the macroeconomic integration process. These evidence is fully consistent 
with that reported in Table 8 for the period 1991-2001. hI fact, it is tempting to try to explain trade 
patterns in the CFA zones in the second half of the '90s in terms of the external competitiveness effect of 
the 1994 devaluation, more than in terms of endogeneity to macroeconomic convergence. Annual data 
disaggregated for imports and exports are consistent with the follo\\wg explanation. The devaluation has 
initially increased the rate of grO\\1b of extra-bloc exports, without much affecting the growth of imports. 
As a result extra-bloc trade has grown fastcr than regional trade, causing a contraction of TI and T2 in 
1995 and 1996. However, thc greater margin of external competitiveness gained in 1994 has been 
subsequently eroded. Hence, both extra-bloc exports and trade bave soon reverted to pre-l 994 trends, and 
the initial weight of regional trade on African and world trade has been re-established. The averages ofT! 
and T2 for the '90s therefore incorporate the contraction of the period 1994-1997 and this explains the 
dccrease (or stagnation) observed from the figures in Table 8. 

Wrap up: cyclical covariation and trade patterns 

The analysis of bilateral correlations suggests that countries' fundamentals in.the five RECs do not tend 
to move very much together. This can be interpreted as evidence that business cycles are not synchronised 
and countries are hit by substantially asymmetric shocks. Intra-regional trade is low and does not appear 
to be on a sustained growth path. In spite of the efforts devoted to forming free trade areas and custom 
unions, several factors concur to limiting the size of trade flows within RECs: non-tariff barriers, lack of 
physical integration and infrastructures, low product diversification across countries, lack of 
complementarity and supply-side bottlenecks. 

The divergence of shocks and cyclical economic activity is likely to determine an unequal distribution of 
thc costs and benefits of the monetary integration process across countries. To compensate inequalities, 
labour mobility and a system of regional fiscal transfers are desirable items to be incorporated into the 
integration agenda. As discussed in Section 5, however, there are clear political-economic problems in 
promoting such items within the context of African RECs. While these problems need to be addressed 
and solved in the long-run, it will be important in thc meantime to focus on the development of intra­
regional trade as a buffer that can mitigate the extent of shocks asymmetries and divergence. 

3.4 Convergence of outcomes: income convergence 

The third dimension of convergence that is relevant in the context of macroeconomic integration is the 
convergence of outcomes. In a theoretical framework, outcomes substantially refer to the arguments of 
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the welfare function. As an empirical proxy, the literature has generally considered convergence in per­
capita income levels. Two basic approaches have been adopted. Sigma convergence measures dispcrsion 
as the standard deviation of income levels across countries. Clearly, convergence is represented by a 
decreasing value of the standard deviation. Beta convergence instead refers to the statistical correlation 
between the level of per-capita income at the beginning of the sample period and its subsequent average 
rate of growth. In this context, there is convergence if the correlation coefficient is negative. The formal 
test of this type of convergence involves estimating a growth regression. Then, two different notions of 
beta convergence can be identified. If the growth regression does not include any explanatory variable 
other than initial per-capita GDP, then a form of absolute beta convergence is being tested. If instead 
other explanatory variables are added to model, then the resulting test is one of relative beta convergence. 
The difference is that whilst absolute convergence assumes that countries share the sanle steady state and 
differ only in terms of their starting point, relative convergence accounts for the possibility that countries 
move to different steady states. 

The literature on convergence of income is voluminous, being essentially constituted by the whole of the 
empirical literature on growth. Several econometric issues contribute to making the debate quite lively. A 
rather unanimous conclusion is that there is no convergence of income levels across large cross-section of 
countries. This result also appears from the simple indicators reported in Table I, where industrial 
countries display generally higher growth rates than developing countries. In other words, world-wide 
per-capita income dispersion is increasing, and the gap betwecn rich and poor countries is widening up. 
However, some anthors have found evidence of convergence within smaller and more homogenous 
clusters of countries. That is, in groups of countries that are characterised by similar fundamentals and 
b1eady states, it appears that the initially poorer grow faster and catch up with the initially richer. This 
result, which particularly shows up for high-income OECD conntries, might however be driven by sample 
selection bias. In testing for convergence, one needs long time-series of growth data. These series are 
normally more easily available for rich countries. Thus, if samples are selected on the basis of the data 
availability, they will end up including mostly rich countries; that is, they will include countries that from 
wherever they departed, have in the end achieved similar (high) income levels. The consequence is tlIat 
convergence of income levels in these clusters is a result ofthe way in which the sample is constrnctedY 
The evidence on income convergence within regional integration agreements (RIAs) is quite mixed. 
Probably the most popular result is the convergence taking place within the European Union (see, for 
instance, Ben David, 1993 and 1996). However, for RIAs constituted by low income countries, there is 
evidence of divergence (Venables, 2(02). Table 9 reporta some evidence on convergence of per-capita 
income levels in the five selected African RECs. Data are averaged over four decades. The latest 
obsCIYation refers to the period 2000-2002. EMU is reported as a comparison. It must be stressed that 
because of the low number of countries in each REC (especially UEMOA, CEMAC and EAC), the test of 
beta convergence is based on a very smallnunlber of observations. Therefore, the little number of degrees 
of freedom makes statistical inference rather weak. A more appropriate interpretation of the test can be 
thus given in terms of scatter plots. A negative correlation coefficient summarises a broadly downward 
sloping scatter plot of initial income and subsequent growth. This in turn is taken as evidence of beta 
convergence. 

There is evidence of sigma convergence only in UEMOA and CEMAC throughout the '80s and the '90s. 
In both regions, however, the pace of convergence seems to slow down in the '90s. The other regions, 
including EMU, appear to be characterised by increasing dispersion of income levels. The seatter plots 
broadly confirm this result. For the case of EMU, however, the correlation coefficient is heavily negative, 
suggesting that significant beta-convergence is taking place. 

21 For surveys on convergence see Durlaufand Quah (1997). Easterly (2001, Chapter3) surveys the issue of convergence in 
clubs. The seminal contribution on convergence clubs is due to Bawnol (1986). De Long (1988) points out the problem of 
sample selection bias. 
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A question that deserves further analysis in future work is whether or not the convergence displayed hy 
the two CFA monetary zones is generated hy the tighter links they have with the richer European 
countries. In fact, large trade flows and a fixed exchange rate arrangements with the French franc, and 
later the Euro, may constitute a form of surrogate de facto North-South RlA that does not exist for the 
other RECs. The spillovers from such a North-South RlA would then benefit the poorer countries 
allowing them to catch up. 

Table 9: Test of Sigma and Beta Income convergence for selected 4frican RECs 

; Si2ma conver2ence 

1960-69 1970-79 1980-89 1990-1999 Latest 

CEMAC 927.76 2167.35 1835.23 1674.29 1565.18 

EAC NA N.A. 71.76 84.30 85.78 

ECOWAS 189.48 238.80 258.52 28729 352.56 . 
SADC 1157.70 1485.32 1597.86 2032.01 2194.84 

iUEMOA 216.12 290.66 241.49 191.05 197.58 . 
EMU 432827 5483.70 6878.67 9400.78 11849.88 i 

Beta convergence 
, 

CorreL Std.Err~ " I-ratio P-value I 
CEMAC 

1960-2000 -0.0147 0.0846 -0.1741 0.8702 

1980-2000 -0.0323 0.0471 -0.6871 0.5298 

1990-2000 -0.0480 0.0750 -0.6406 0.5566 I 
ECOWAS 

I 

1960-2000 -0.0156 0.0131 -1.1933 0.2633 J 
1980-2000 

I 

0.0006 0.0238 0.0264 0.9794 

1990-2000 0.0239 0.0255 0.9373 0.3671 

SADC 

1960-2000 -0.0007 0.0206 -0.0324 0.9750 i 

1980-2000 0.0151 0.0137 1.1062 0.2923 

1990-2000 0.0157 0.0149 1.0505 0.3142 

UEMOA 

1960-2000 -0.0213 0.0152 -1.4011 0.2201 

1980-2000 -0.0337 0.0180 -1.8691 0.1108 

1990-2000 -0.0155 0.0253 -0.6111 0.5636 

IEMU i 
1960-2000 -0.0153 0.0057 -2.7067 0.0240 

1980-2000 ·0.0104 0.0187 -0.5591 0.5564 

1990-2000 -0.0122 0.0256 -0.4754 0.6447 

EAC 

,--, 1990-2000 -0.0487 0.1387 -0.3512 0.7850 

Notes. Own computation from data in WDI and WBAD. Sigma convergence is the standard deviation of per-capita GDP across countries in it ROC. Beta 
convergence is the estimated correlation coefficient between average growth rate of per-caplta GDP and log level of per-capiu GDP at the beginning of the 
sample period (see texl for details). EAC is. reported after EMU because the very small number of cnem'ber states mak<:s statistical inference quite difficult in 
the test ofbeta oonvergence. 
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3.5. Wrap-up: macroeconomic convergence in selected African RECs 

Macroeconomic convergence has been assessed along three dimensions: convergence of the 
macroeconomic policy stance, convergence of shocks and cyclical variations in economic activity, 
convergence of per-capita income lcvels. All three dimensions are relevant since they influence the 
balance bctween costs and benefits of the macroeconomic integration process and contribute to 
determining its distributional effects. 

The convergence of policy stances is analysed in tcrms of the cross-country dispersion of those 
macroeconomic variables that in each REC are targeted by macroeconomic convergence criteria. A few 
general results emerge. Within each REC there appears to be some significant degree of convergence in 
inflation and hence in the overall monetary policy stance. Fiscal policy stances are instead much less 
convergent and there is a clear indication that fiscal consolidation is still to be achieved in several 
countries in most RECs. The trends and standard deviations of other macroeconomic variables provide a 
rather mixed and heterogenenus picture. The general impression, however, is that often divergence tends 
to overcome convergence. 

The convergence of shocks and business cycles is assessed by looking at cross-country correlations of 
variables representing the fundamentals of the economy. Such correlations are generally low and 
statistically not significant, especially if one excludes the correlations of inflation in CEMAC and 
UEMOA. Comparison with a European benchmark confirms :the broad picture. A further piece of 
evidence comes from the analysis of trade patterns. It is argued that increasing intra-regional trade flows 
might mitigate the actual degree of divergence of shocks. However, intra-regional trade in all RECs is 
low, both as a share of GDP and as a share of extra-regional trade. Moreover, it seems that intra-regional 
trade flows are not growing particularly fast. 

The convergence of per -capita income is measured lIS the dispersion of income levels across countries and 
as the correlation between initial level of income and subsequent growth rates. There is some evidence of 
convergence over the '80s and the '90s for the two CFA monetary zones, whilst per-capita GDP in the 
other RECs tend to diverge. 

Even though one has to bear in mind the existeuce of differences across RECs, the general conclusion is 
that there is not strong evidence of macroeconomic convergence. Ofteu, the evidence points more to 
divergence than to convcrgence. Certainly, the fact that RECs have only recently launched formal 
frarn<;<works for convergence and macroeconomic integration may to some cxtent justify the weak 
performance so far, At the same time, different degrees of success across countries in reforming the 
economy and in undertaking structural adjustment contribute to existing intra-regional discrepancies. 'The 
divergence of shocks and business cycles originates from structural differences (sectoral composition of 
the economy, endowment of resources, market rigidities) that are more difficult, and take a long time, to 
harmonize. It is therefore important that over the shorter term RECs focus on the convergence of 
macroeconomic policy stances and on trade-integration as means to compensate, and possibly 
endogenously reduce, shock asymmetries. Section 5 will address these issues in more details. 

4. Macroeconomic convergence in COMESA: case study 

There are three basic elements that makes COMESA a relevant case study. The first one is its geographic, 
demographic and economic dimension. The region comprises 20 countries, accounting for 42.68% of 
total Afiican land, 44.66% of total population, and about 32% of total GDP in the continent. The second 
element is the heterogeneity of its membership. Economic and social conditions in the region 
considerably vary across countries. In COMESA there are five countries with GNI per-capita income 
above USD 1000 in 2001 (including the two economies with the highest per-capita income in the 
continent, Seychelles and Mauritius) and five countries with GNI per-capita below USD 200 in 200 I 
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(including the two poorest African countries, out of those for which data are available, Ethiopia and 
Burundi). Similar differences are observed on human development indicators. For instance, the region 
includes the country with the longest life expectancy in Africa (Mauritius, almost 72 years) and the 
country with the shortest one (Malawi, barely 39 years). Under five year mortality rates range between a 
maximum of 20.8% (Angola) to a minimum of2.1% (Mauritius, the lowest in Afriea). Third, in spite of 
this heterogeneity, which could imply significantly different policy preferences and disturbances, 
COMESA countries have engaged in a broad process of regional economic integration. This process, 
aiming at the formation of a monetary union in the long term, has unfolded for a few years now and it is 
therefore important to assess the progress of transition. 

The structure of the case study follows the analysis of the previous section. First a few basic economic 
and social facts are surveyed. Then, each of the three dimensions of macroeconomic convergence is 
investigated empirically. However, for COMESA, evidence is produced from a variety of econometric 
techniques in addition to those introduced in Section 3. The flow of information generated with such 
techniques facilitates the interpretation of basic descriptive statistics and hence it is of critical support in 
the analysis of policies and in the formulation ofrecommendationsn . 

4.1. COMESA: basic facts and economic trends 

The fundamental rationale of macroeconomic and monetary integration in COMESA is to create the 
conditions for the sustained economic development of the sub-region. The objective of the process is thus 
to achieve deep forms of integration, and most notably to establish a monetary union and a full economic 
cOllllllunity. To this purpose, the thrust of implementation activities focuses on: (i) liberalization of the 
exchange system of member states to promote intra-regional trade and cross-border capital flows, (ii) 
harmonization of national policies to correct misalignments, strengthen macroeconomic adjustment and 
performance, (iii) achievement of currencies convertibility, (iv) mobilization of financial resources to 
expand trade and support development projects (COMESA, 2003). 

The predecessor of integration efforts in Eastern and Southern Africa was the Preferential Trade Area 
(PT A) which came into effect in 1982 with the purpose to promote trade and factor mobility among 
member states. A trade liberalization program was launched in 1984, with a target period of eight years 
for the complete elimination of tariffs on a selected list of commodities. The deadline was subsequently 
postponed to 2000 to give countries more time to adjust their budget structures to changes in the flow of 
tariff revenues. The decision to create a monetary union within PTA dates back to 1989. It was essentially 
motivated by the consideration that trade integration is endogenous to broader economic integration and 
that the co-ordination of macroeconomic policies would reduce the costs of transition and stabilization. In 
1992 the Authority of Head~ of State and Government adopted a Monetary and Fiscal Policies 
Harmonization Program that constituted the framework of economic integration in the region. The 
program takes a gradualist approach articulated in stages and spanning over a period of more than 30 
years: 

• Stage J (1992-1996). Consolidation of existing instruments of monetary co-operation and 
implementation of policy measures aimed at achieving macroeconomic convergence. 

• Stage 2 (1997-2000). Introduction of limited currency convertibility and informal 
exchange rate union. 

• Stage 3 (2000-2024). Formal exchange rate union and co-ordination of economic policies 
by a common monetary institution. 

• Stage 4 (2025 onwards). Full monetary union involving the use of one common currency 
issued by a common central bank. 

22 For the implementation of these additional techniques) a data-set of time-series for a large number of macroeconomic 
vru:iables bas been assembled. Variables are described in the Appendix. 
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PTA was officially transfonned into COMES A in 1994 and its Treaty envisages a comprehensive 
program of co-operation in a variety of fields extending beyond trade and maeroeconomic policies (i.e. 
research in science and technology, peace and security, physical infrastructures development). As of July 
2003, members of COMES A are: Angola, Burundi, Comoros Islands, Democratic Republic of Congo 
(DRC), Egypt, Eritrea, Ethiopia, Kenya, Madagascar, Malawi, Mauritius, Namibia, Rwanda, Seychelles, 
Sudan, Swaziland, Uganda, Zambia and Zimbabwe. 

The four-stage program of economic integration adopted by PTA has been endorsed by COMESA and its 
implementation reviewed with. the definition of specific criteria to lead the process of macroeconomic 
convergence (COMESA, 1995 and garvey et"aL 200 I). Following the e:oognition that the achievement of 
a monetary union does necessarily require the integration of financial and banking systems, COMESA 
has engaged in interventions to strengther~ai\sfonn and -Update itS institutions of financial co-operation. 
For instance, the Clearing House set-up in 1984 to enable member states to trade in national currencies, is 
being transfonned to focus its activity on the establishment of a regional payment system, on the delivery 
of eledronic financial services, and on the provision of trade insurance. Steps to developing regional 
banking have been undertaken through the Meetings of Bank Supervisors (in the area ofhamlonization of 
banking supervision and regulation) and the COMESA Banker's Association (in the area of exchange of 
infonnation on banking practices). Other relevant regional financial agencies are The Eastern and 
Southern Africa Trade and Development Bank (PTA Bank), which provides business capital and trade 
finance to the private sector, and the COMESA Reinsurance Company (ZEP-RE), which provides 
insurance and re-insurance services. : -: 

Over the last few years, COMESA has also achieved some important progress in the sphere of trade 
liberalization. The COMESA free trade area (FT A) has been launched in October 2000, with Djibouti, 
Egypt, Kenya, Madagascar, Malawi, Mauritius, Sudan, Zambia and Zimbabwe trading among themselves 
on a zero tariff. Burundi, Rwanda and Swaziland joined the FTA in 2003. Furthennore, the 
inlplementation of a common external tariff, and hence the transfonnation of the FT A into a custom 
union, is planned for 2004. 

Tables 10 and 11 report some basic economic and social infonnation on CO:MESA countries. This 
infonnation is directly comparable with that reported in Tables 1 and 2 for the other five African RECs 
and for non-African groupings. 
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Table 10. COMESA: Basic Economic Indicators 
Aggregate Per capita I 

GNI GDP GDP Gross capital 
I Area. Population p.<- growth ~rowth GINl formation/GDP CA baJ.ncelGDP : 

I(.hou\ (th •• ) (USDl 90-95 96-<)1 90-95 96'()1 19'10 1995 2000 1m 1995 2000 I 
IAngola 1247 12717 240 ·2.80 5.73 -5.79 2.66 NA 11.71 21.00 28.27 -2.30 -5.85 ..(),05 ' 

!Burundi 26 6807 110 -1.27 -{),78 -3.70 -2.75 33.30 14.54 9.58 8,96 -~U3 1.04 -7.09 

leomoros 2 558 380 0,35 0.97 -2.23 -1.54 33,90 19.67 21.42 10,44 -4.19 -8,18 -o.so 
DRe 2201 51390 100 -7,03 -1.20 ·10,13 -4.25 NA 9.05 9.37 7,12 -7,89 -8.23 -10,44 

~ibouti 23 660 840 -1.78 -{),10 -6,49 -1.80 38,63 20.66 8,44 12,87 ·18.62 -4.62 -2,80 

EllVPt 995 63819 1490 3.79 5.44 1.62 3.46 28,90 28,81 17.21 23.89 -1.47 0,54 -1,19 

Eritrea 101 4097 170 3.40 2.23 0.75 -0.53 N.A. 0.00 19:25 38.00 0.00 -5,43 -J4.21 

IEthiopia 1000 54298 100 2.60 5,28 0.44 2.60 30,96 11.83 16.44 14.15 -3.56 -1.58 -5,24 

Kenya 569 30092 360 2.04 1.78 -0.71 -0.63 44.54 19.70 17.53 12.70 -6.18 -4.43 -2.30 

~.dagaliCar 582 15523 260 0.29 3,58 -2.39 0.69 46,00 16.97 10.94 16,14 -8.60 -8.73 -8,]2: 

iMalawi 94 11042 170 3.88 4.03 1.98 1.70 62.00 23.04 17,01 13.09 -4.58 -30.34 -30.84 

M~uritius 2 1186 3800 5,31 5.76 4.14 4.59 36.70 31J:88 25.78 25.71 -4.51 -0,55 -{l.7e 

Namibia 823 1740 20SO 4.55 3,84 1.36 1.72 N.A. 34.68 21.70 23,00 1.09 5.02 5,86 ! 
Rwanda 25 8508 230 -3.85 9.92 -4.40 3.88 NA 14.65 15.00 15.20 -3.32 4.47 -{l.38 

~eycbelles 1 81 7310 3,95 2.32 2.56 0.78 NA 24.57 30.34 29,30 -3.52 -10.61 -9,74 

!sudan 2376 29677 320 7.33 6.66 4,88 4.41 N.A. 13.99 13.59 14.30 -9.86 -20.55 -8,46 

Swaziland 17 1045 1290 3,75 3.42 0.56 0.38 00.00 20.03 20.21l 19.58 6.03 -2.28 -2.71 

Ulland. 200 22210 310 4.58 5.61 3.48 3.06 37.40 12,70 16.42 18.19 -9.97 -7.72 -13.95 

Zambia 743 10089 300 -1.11 2.70 -3.93 0.34 52.60 17.28 15.95 18.27 -18,08 -4.20 -8,SO 

Zimbabwe 387 12627 480 2.33 2.07 -0.12 0.13 56.83 17.38 19.66 12.59 -1,59 -{;.11 :i'.15 

COMESA 11480 348166 477.185 2.876 4.709 0.609 2.460 43.97 22.848 17.149 20.305 -3.749 -3.098 -3.272 

Notes. Own computation from data in WDI, WADB, IFS and ADB. Additioualnotes are in Table t. 

The data on GDP growth present an almost bi-polar situation. On one extreme there is a group of seven 
COlllltries that have achieved sustained per--capita growth rates over the sub-period 1996-2001, actually 
outperfonning the average of industrial cOlllltries. Of these seven, four (Angola, Egypt, Ethiopia and 
Rwanda) exhibits a significant increase in the pace of growth since the previous sub-period 1990-95 23. 

The other three (Mauritius, Sudan and Uganda) have substantially maintained their trend. The group is 
clearly non homogenous in terms of per-capita income levels. In fact, fonr out of these seven fast growing 
countries still have GNI per-capita well below both the Afiican and the COMESA average. On the other 
extreme, there are eleven countries (Burundi, Comoros, DRC, Djibouti, Eritrea, Kenya, Madagascar, 
Seychelles, Swaziland, Zambia and Zimbabwe) that in the latest quinquennium have experienced 
negative growth or stagnation (growth below 1%). Badly enough, all of these eleven countries would be 
classified in the same group also on the basis of 1990-95 data, even though one has to highlight that two 
of them (Madagascar and Zambia) have moved from significantly negative to barely positive rates. Thus, 
there appears to be some persistence of poor economic performance. For some countries such persistence 
is particularly worrying since it is coupled v.--ith income levels that are already below the USD 300 

13 For Angola a critical factor boosting GDP, in spite of continued internal conflicts, is oil production-In fac~ Angola's GDP 
could be among the world's fastest growing economies in the years to come if oil production meets the predicted levels (CIA, 
2003). 
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threshold. Two countries remain outside these groups (Malawi and Namibia). They appear to be on a 
constant growth pattern at around 1.7% with minor fluctuations since 1990-95. 

Turning to social indicators, as already noted, the picture is certainly variegated. Probably, the most 
striking feature is the high negative correlation between life expectancy and infant mortally (-0.9 for 1990 
data and-O.88 for 2000 data), which emphasizes the extent of human development challenges faced by 
several countries. 

Table 11 COMESA social indicators 
Young Young 

Life Infant female male Female sec Malesee Tertiary Population 
~""ectancy Mortality illiteracy illiteracy enrol enrol enrol IIrowtb 

1m 2000 1990 2000 1m 2000 1990 2000 1990 1998 1m 1998 1990 1998 9tl-95 ~6-O1 

Aneola 45.46 46.58 131.00 207.80 N.A N.A N,A. NA 9.77 13.15 14.99 18.79 0.77 0.76 3,14 2.94 

Burundi 43,59 41.96 160.00 175.80 55.17 37.99 41,53 34.10 4,12 6.22 7.13 8.33 0.73 0.96 2,48 2,01 

Comoros 55.97 60,97 120.00 80.00 50.35 48.16 36,19 34,60 13.76 22.19 21.20 27.36 0.46 1.03 2.60 2.52 

toRe 51,55 45.75 155.00 162.53 42,35 25.09 19.69 11.57 14.06 12.52 29.37 24.06 2.36 1.41 3.39 3.00 

DJibouti 47.77 45.81 175,10 178.04 35.75 20,61 17.76 11.33 9.37 13.16 14.38 18.59 0,00 0.32 4.94 1.72 

Elm't 62.80 67.46 85.00 52.15 48.92 37.30 29,11 23.57 68.12 77.87 ,83.60 84,01 15.85 38,84 2.12 1.90 

Eritrea 
. ' 

48.94 52.03 139.00 102,92 SO.72 39,80 27.48 19.88 NA 19.40 N.A. 28.18 N.A. 1.24 2.67 2.73 

!Ethiopia 45.00 42.29 213.40 178.92 66.07 51.58 48.40 38.85 12.54 13.05 15.87 21.10 0.60 1.02 2,27 2,58 : 

Kenva 57.11 46,97 97.00 119.60 13.29 5.78 7.16 3.98 20.65 29.24 21.56 32.02 1.58 1.46 2,73 2.40 

h\-Iada~ascar 52.76 54.66 170.00 143.90 33.41 23.45 22.18 16,39 17.85 15.68 18.23 15.76 2.96 2.34 2.70 3.09 

Malawi 44,61 38.80 234.00 193.04 48,61 39.05 24.26 18.97 4.92 12.29 10.82 22.19 0.57 0.19 1.84 2.26 

Manritius 69.64 71.67 25.00 20.12 8.84 5.64 8.80 6.62 53.08 71.11 52.12 70.35 3.52 726 1.13 1.11 

Namibia 57.52 41.15 84.00 112.06 10.95 6,66 14.15 10.06 49.04 64.04 38.61 54.!!2 N.A. 7.29 3,10 2.06 

Rwanda 40.19 38.94 202,00 202.90 32.83 18.61 21.90 14.70 6.88 9.28 9.14 14.95 O,SO 0,92 -Q.99 5,69 

Sevcbelles 70.30 72.34 21.00 13.98 NA N.A. NA NA N.A. NA NA NA NA NA 1.36 1.52 

Sndan 52.17 56.17 125,00 81.20 45.95 28.51 24.31 17.11 21.11 27,90 26.91 29.60 2.97 726 2.29 2.13 

'Swaziland 56.64 45.62 115,00 119.46 14.51 8.76 15.31 10.39 43.41 55.17 45.15 56.30 4.11 5.06 3.12 2.99 

Ul!:anda 46.75 42.13 165.00 161.00 39,51 27.89 20.06 14.45 9.53 12.56 16.95 19.60 1.17 2,17 3.30 2.69 

Zambia 49.15 37.97 194.00 186.46 23.90 14.54 13.63 9.21 18.22 23.13 30.07 29.79 2.29 2.86 2.90 2.33 

Zimbabwe 56.16 39.93 77.00 115.84 8.63 4.26 3.40 1.35 45.99 44.61 53.10 52.42 5.20 6.70 2.42 1.91 

~OMESA . 51.99 49.61 147.11 134.93 35,00 24.64 21.96 16.51 23.47 28,56 28.66 33.06 2.10 4.68 2.51 2,54 

Notes. Own computations from data in WDI, WBAD and ADS. Additional notes are as in Table 2, 

However, a comforting trend still emerges. The data show that the pace of human capital formation is 
increasing in almost all countries. As a matter of fact, female and male illiteracy decrease between 1990 
and 1998 (latest possible observation) everywhere and school enrolment rates in any grade increase in all 
but two countries (DRC and Madagascar, plus a slight decrease in tertiary enrolment in Malawi). What is 
probably even more important is that this increase tends to be uniformly distributed across the popUlation, 
with female schooling progressing at a rate roughly equal to Ihat of male schooling. 

A few critical economic and social development issues emerge from the experiences of the past decade. 
First, political instability has been in several countries at the root of macroeconomic mismanagement and 
negative growth perfonnances. The adverse effects of social unrest and conflicts are evident from the case 
of Rwanda. The etluric war of the first half of the '90s is associated with a -4.4% growth rate of per­
capita GDP, -3.85% growth of aggregate GDP and negative popUlation grO\\1:h. The poverty effect seems 
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to have been particularly heavy for women. Since 1994, the improved political context has made possible 
a partial economic recovery, as witnessed by the sharp growth of GDP and inflation reduction. Examples 
of this sort are quite common across the region and the association between political instability and poor 
socio-economic achievements is strong also in econometric tenns. Second, most countries rely on 
agriculture both for subsistence and exports. Therefore they are quite vulnerable to external shocks (such 
as fluctuations of prices of agricultural products) and extreme climatic conditions. For instance, the 
deterioration of world coffee prices affects the economic perfonnance of countries like Madagascar, 
Burundi, Ethiopia and Uganda. External vulnerability also shows up in the sharp fluctuations of the 
generally large current account deficits. Droughts, erratic rainfalls and soil deterioration severely limit 
growth prospects in the agriCUltural sector and reduce food security across the region. Third, the 
HNI AIDS pandemic is rapidly eroding the social base in most countries. The statistical correlation 
between changes in lite expectancy between 1990 and 2000 and prevalence ratios is negative and highly 
significant (-0.76). The extent of the problem is clear from a few examples. In Zimbabwe, the adult 
prevalence ratio has achieved 25%, and life expectancy is now falling below 40 years when it was 56 in 
1990. In Swaziland, the prevalence ratio is estimated to be 35.6% in 2002 and over the '90s life 
expectancy decreased from 56.64 to 45.62. The problem also has a clear economic dimension as it implies 
disruption of human capital and hence deterioration of future growth prospects. Furthennore, because 
only very limited budget resources are aVail,able in most countries, medical care is very much unlikely to 
keep up the pace with the spread of the disease. The consequence is increasing dependence on foreign 
assistance andlor domestic fiscal distress. • " 

4.2. Convergence of macroeconomic policy stance across COMESA countries 

Convergence of macroeconomic policy stance is assessed against the set of criteria adopted as a part of 
the macroeconomic hannorrisation program. For the case of COMES A, two sets of criteria are considered 
(see Table 3). One stems from the proposal following the review of the implementation of the 
harmonisation program in 1995 (COMESA, 1995 and Harvey et aI., 2001). The other is instead the set of 
agreed criteria as they are reported by COMES A (2003). A discussion of the rationale and possible 
inconsistencies ofthe criteria is given in Section 3. 

Evidence from basic statistics on macroeconomic variables 

The first piece of evidence is based on the analysis of historical trends and some basic summary statistics 
for the macroeconomic variables covered by the criteria. This analysis is thus the connter-part of the one 
perfonned in Section 3 for the other five RECs. To start with, consider inflation and fiscal deficit. For 
each country, five year averages starting in 1980 are reported in Table 12. Weighted and unweighted 
regional averages are also shown, together with the cross-national standard deviation in each sub-period. 
As notes in Section 3, this latter is an indicator of dispersion in the levels of the macroeconomic 
variables .. 
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Table 12. Inflation andfiscal deficit in COMt.'SA 

Inflation Fiscal deficit 

1980-84 1985-89 1990-94 1995-99 2000-02 1980-84 1985-89 1990-94 1995-99 2000-02 

Amlola N.A. N.A. 677.72 1480.74 195.48 NA -11.13 ~29.48 -25.85 -4.67 

Burundi 8.60 5.75 8.47 18.54 10.78 5.40 -5.98 -9.66 -7.48 -3.88 

Comoros 7.39 2.11 6.07 4.28 2.58 -19.15 -24.00 -17.44 -12.99 -6.11 

DRC 49.50 64.41 6424.98 314.68 301.79 0.00 -1.65 -6.82 -4.71 NA 

Djibouti 3.63 6.56 5.79 3,69 NA NA NA -19.76 -8.27 -10.40 

Egypt 15.78 18.92 14.08 6.96 2.55 -10.48 -13.84 -8.28 -1.73 -3.88 

Eritrea NA N.A. B.08 8.75 19.90 NA NA -23.34 -39.10 -67.61 

Ethiopia 4.85 4.34 12.51 3.56 -1.97 -7.84 -9.41 -10.25 -8.36 -14.76 

Kenya 13.56 10.05 28.00 6.85 5.87 -5.48 -5.78 -5.94 -1.67 -4.61 

Madal(ascar 21.95 15.18 16.77 17.89 11.63 0.96 -0.96 -8.38 -8.78 -6.42 

Malawi 13.79 19.22 21.12 40.92 24.27 -12.57 -9.83 -13.04 -10.75 -11.10 

'Mauritius 16.17 6.14 8.59 6.63 5.33 -10.67 -3.19 -2.89 -4.84 -7.34 

Namibia 12.85 13.19 12.19 8.32 9.96 -17.22 -7.51 -3.48 -3.99 -3.02 

Rwanda 7.65 1.75 13.55 12.85 3.08 -5.15 -7.74 -8.79 -10.79 -12.55 

SeycheHes 6.68 1.42 2.46 1.63 4.14 NA -12.58 -5.11 -11.34 -16.77 

Sudan 28.08 44.38 104.63 56.19 7.13 -8.24 " -12.12 -9.67 -1.73 -0.93 

Swaziland 14.81 15.36 11.07 8.01 9.08 -3.88 -0,29 -0.87 -0.07 -3.30 

UlI8uda 5620 155.25 25.89 5.81 1.51 -3.26 -2.84 -8.02 -6.43 -11.50 

iZambia 15.56 62.91 122.19 31.32 23.20 -14.07 -15.09 -11.35 -5.18 -3.97 

Zimbabwe 14.49 11.12 26.52 30.62 89.03 7.01 -6.96 -7.77 -6.88 -22.45 
Un-weighted 
laveraJ~e 15.36 23.15 25.47 15.33 13.75 -5.87 -8.49 -10.07 -9.27 -7.42 
Weighted 
~verage 16.20 23.91 24.54 12.79 9.00 -6.72 -10.04 -9.03 -4.70 -5.01 

~tandard 
~eviation 13.46 40.46 35.71 18.67 22.91 7.93 6.96 9.41 9.84 7.40 

Notes. Own computatioo from lM:F, EID and WADS data_ For Eritrea there is only <me obs<:rvation in the period J990-94. Regiooal averages fur i:nf1ation 
exelude Angola and DRC. Data including Angola and ORe are as rollows: Un·weigbted average: 1980-84: 17.4:V,4. 1985~89: 25.45%, 1990-94: 375%, 1995-
99: 103.90/" 2000.()2: 39.84%. Weighk<l av=ge: 19980-84: 19.52%, 19115·89: 27.51%, 1990-94: 363.26, 1995-99: 85.\35, 2000.()2: 22.69'1,. S1MdMd 
dcviatiQ!l: 1980-84: 1M, 1985.Jl9: 41, 1990·94: 1456.6, 1995-99: 337.9, 2000'()2: 81.8. 

Excluding the two outliers Angola and ORe, which are affected by hyperinflation, the number of 
countries with single digit inflation significantly increases between the first and the second half of the 
'90s. According to the latest available infonnation (sub-period 2000-02) in addition to Angola and ORe, 
there are only other four countries with inflation above 10% (Madagascar, Malawi, Zambia and 
Zimbabwe). This disinflatioruuy trend is reflected by the pattern of regional averages. The overall 
regional dispersion of inflation appears to be on a decreasing trend since mid '90s, even though the 
upsurge of inflation in Zimbabwe since 1998 has driven the standard deviation up in the last sub-period. 
Of the six countries above 10% in 2000-02, Madagascar, Malawi and Zambia have in fact been able to 
curb inflation relative to the previous sub-period. In particular, Zambia has sharply corrected its 
inflationary stance, which was degenerating into hyperinflation between t 992 and t 993. Angola and ORe 
are both conflict-affected countries and the need to finance high levels of fiscal spending through the 
inflation tax significantly contributes to explaining hyperinflation. The case of Zimbabwe is partiCUlarly 
worrying, since the country is driving away from the regional trend and ramping inflation is coupled with 
a variety of other emerging problems, including large budget deficits. 

Oata on deficit suggest that fiscal stabilization still has to be achieved in most countries. The regional 
average is decreasing, even though the behaviour of the weighted average suggests that problems persist 
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for some of the larger countries. The standard deviation also shows some evidence of convergence across 
the region. However, in 2000-02 there is only one country with deficit helow 3% (Sudan) plus five with 
deficit below 4% (Burundi, Egypt, Namibia, Swaziland and Zambia). Fiscal imbalances are generally the 
result of spending growing faster than revenues. For the entire sample, correlation coefficients suggest 
that problems might be more on the revenues side. While the association between changes in spending 
levels and deficit is not statistically significant, the one between changes in tax revenues and deficit is 
equal to · .. (US and significant at 5% level of confidence. Of course, simple correlation coefficients do not 
provide conclusive evidence. However, they point to a direction for future analysis. 1he effect of fiscal 
deficit on inflation appears instead to be limited. While the association between the two variables is 
evident for some countries (i.e. Zimbabwe), for the entire sample the computed correlation coefficient is 
negative (-0.03), but not statistically different from zer024

• 

Table 13 reports the data for Central Bank (CB) financing of the budget deficit and total claims on central 
government in percent of GDP. The table is organised as Table 12, with country-data for snb-periods, 
regional averages and standard deviation. Note tbat the fignres for CB financing are already expressed as 
ratio to 20% of one period lagged tax revenues. This means that to meet the eriterion, a country should 
have a ratio of at most I. 

CB financing is generally larger than the larget value. However, the regional trend is decreasing and over 
the second half of the '90s and the early 2000s there is evidmce of increasing convergence across 
countries. In some cases, the high levels of the ratio are explained more by the very slow increase of tax 
revenues over time than by accumulation of new lending or non repayment or previous lending. The most 
interesting feature of the data is the strong correlation with inflation. This partially contradicts what is 
observed for some countries in ECOW AS and SADe, where inflation does not appear to respond to 
peaks in CB financing (see Section 3). For the group of COMESA countries, the correlation coefficient is 
very close to unity and significant at I % confidence level. A formal test to assess the direction of 
causality confirms that the effect works from CB financing to inflation. 25 That is, countries that can keep 
CB financing under control are more likely to be successful on curbing inflation. On the other hand, 
excessive CB financing will drive inflation up. In this respect, the effort of Angola to rednce CB 
financing is likely to translate into further stabilisation of inflation in the future. By the same token, the 
disinflationary process in Zambia and even more in DRC will benefit from additional rednction in CB 
financing. The next question is whether CB financing increases with fiscal deficit. Here, however, there is 
no evidence of a statistically significant relationship, with correlation coefficient practically equal to zero. 
This might also explain why in the COMESA sample fiscal imbalances seem to have a negligible effect 
on inflation. 

24 Harvey et aL (2001) suggest that the fIscal defIcit data for DRC and Zimbabwe might actually be underestimatod since 
military expenditures would not be fully reported. 

"The fonnal test implemented is the test of Granger causality. 
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'f!:!!le 13. CB financing and claims on government in COMESA. . 
Central Bank fiuucine:: Total claims on <:entral government 

~:;;::-: .. - --.. ;:= ~- 19804!4 1985-39 1996·94 199:;"99 2000.<12 1980·84 198s.89 1996·94 1995·99 [2000,;)2 
.. 

iAn •• I. NA N.A. NA 31.99 0.38 N.A. NA N.A. 11.82 ·16.77 

Bnrupdi 3.38 3.52 1.67 2.03 3.45 8.32 9.24 2.54 8.79 7.80 

Ic(ttnoros N.A. 0.99 1.24 1.61 1.63 4.09 3.63 4.74 3.42 2."'~ 

inRC 139.25 76.72 6917.99 43.99 N.A. 35.93 34.89 81.92 1.09 NA 

!ojibouti N.A. 0.00 0.04 0.35 0.88 N.A. -1.49 0.12 6.21 2.64 

~Pt 6.53 7.14 8.25 3.97 6.93 49.48 48.40 38.45 23.80 28.30 

Eritrea NA N.A. NA NA NA N.A. NA NA NA NA 

Ethio~bt 4.17 9.12 8.48 7.49 NA 15.99 22.89 33.01 21.40 28.19 

Kenya 2.20 2.70 3.11 2.25 1.01 13.34 12.21 12.26 12.53 10.53 

~da ..... r 8.43 14.61 12.56 6.02 3.61 26.94 19.45 12.25 5.96 7.29 

Malawi 3.97 3.91 3.14 1.83 0.90 15.00 15.14 8.43 2.27 2.39 

M~uritius 7.69 2.31 0.75 0.61 0.42 36.98 21.88 15,48 16.83 13.55 

Namibia N.A. N.A. 0.88 0.44 0.00 NA NA 1.76 3.1S 0.50 

Rwanda 0.85 1.40 5.37 9.82 2.99 -0.57 3,49 10.88 3.92 2.31 

SeYchelles N.A. 1.10 1.19 3.00 2.50 6.19 25.23 35.13 68.76 102.59 

Sudan 9.53 13.51 16.64 6.78 3.55 14.95 14.12 12.16 5.80 3.61 

~!faziland 0.28 0.32 0.04 0.02 0.G3 -6.24. ·3.06 -17.51 -16.47 ·18.81 

~ •• nd. 
... 

34.97 31.00 22.28 11.88 9.03 15.78 15.33 6.10 -0.31 4.69 

iZambia 11.23 26.69 58.135 29.61 27.32 48.06 40.74 50.22 47.28 48.23 

Zimbabwe 1.14 0.75 1.66 6.75 5.16 9.05 6.30 6.06 12.51 15.36 

Unwetg!Jied ave~ 7.00 6.03 7.58 5.39 3.30 18.65 16.84 17.38 13.04 11.77 

Weighted average 6.40 7.47 8.97 5.18 4.94 17.12 15.58 24.68 19.38 22.37 

Standard deviation 9.83 9.33 12.79 7.78 4.21 34.07 32.45 30.95 17.60 19.34 

Notes. Own computations from WBAD and IPS da~ for Eritrea there is only one observation in the period 1990-94. 

A general assessment of the regional trend of total claims on central government is complicated by the 
large discrepancy arising between the un-weighted and the weighted averages towards the end of the 
sample period. In fact, whilst most countries do appear to be on a decreasing trend, approaching the 10% 
threshold, some of the large countries are moving in the opposition direction (Egypt, Zimbabwe and 
Ethiopia). The standard deviation decreases steadily until the latest snb-period. Then, a slight increase is 
observed mostly driven by the presence of Seychelles as a clear outlier. In fact, when Seychelles is 
dropped from the sample, cross-national dispersion continue to decrease also in 2000-02. Not 
surprisingly, total claims highly correlate with CB financing and inflation. 

Data on debt service to export earnings ratio and tax revenues to GDP ratio are shown in Table 14. The 
structure of the table is as usual. 
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Table 14. Debt service and tax revenues in COMESA I 

Debt service Tax revenues i 

1980-84 1985-89 1990-94 1995-99 2000-02 1980-84 1985-89 1990-94 1995-99 2000-02 

1An2ola 2.05 8.35 7.55 23.81 23.89 NA 32.32 32.13 36.60 41.83 

Burundi 12.01 31.19 37.44 39.25 35.82 18.04 17.93 17.33 18.08 21.29 

Comoros 7.57 5.04 6.41 3.88 4.64 17.61 12.86 15.16 13.15 10.21 

DRC 18.29 21.42 6.37 1.69 2.13 NA 9.26 4.83 5.31 NA 
Injibouti NA NA 4.81 4.19 5.50 NA NA 28.27 26.76 22.32 

Egypt 18.25 23.17 17.45 10.89 8.61 42.70 33.19 33.63 28.59 21.33 

Eritrea NA NA N.A. 0.66 1.53 N.A. NA 29.28 36.44 34.06 

Etbiopia 14.26 37.55 24.45 19.69 16.41 17.68 20.05 13.58 17.96 18.24 

Kenya 27.89 38.27 31.97 25.84 16.20 24.88 22.38 26.18 26.12 22.27 ! 
Madagascar 25.25 45.03 20.70 15.18 34.36 16.82 13.61 10.72 9.97 11.69 

::Mala~j 32.03 38.60 24.62 16.00 12.60 19.99 22.42 19.20 16.68 17.54 

Mauritius 18.59 14.17 7.89 8.32 12.60 23.42 24.84 22.81 20.85 18.78 

lNamibi. NA NA NA 2.84 1.77 21.87 27.73 31.08 31.31 31.86 

Rwanda 5.57 12.87 14.93 20.00 26.85 11.93 .13.26 8.69 9.32 9.80 

~ycbelles 11.21 9.19 7.74 5.76 3.13 40.16 47.03 48.40 45.19 40.48 I 

Sudan 22.12 14.54 4.47 8.50 3.26 11.53 6.68 7.88 7.44 11.67 i 

Swariland 5.17 7.75 3.23 2.63 2.92 31.38 27.72 31.43 31.60 28.30 i 

Uganda 22.65 49.12 59.54 20.59 16.89 5.64 4.10 6,41 10,45 11.27 

Zambia 29.10 22.42 31.86 54.70 25.52 23.60 20.35 20.01 20.74 20.77 

Izimbabwe 26.19 29.09 26.67 26.33 14.47 18,45 26.61 26.51 28.24 27.45 
Unweighted 
klveral!e 17.91 23.99 19.17 15.96 14.41 20.24 21.78 21.52 22.39 22.49 
Weighted 
laverage 10.54 15.22 15.71 18.14 12.63 27.39 26.14 25.91 24.31 21.35 
f"tandard 
~eviatian 19.54 25.00 19.62 15.11 12.25 9.88 10.61 11.65 11.17 9.68 

Notes. Own computations from data in WED(, EIU. IFS, For Eritrea, the period 199Q..94 includes ml'Y one observatioo. 

Debt service is on a decreasing trend at regional level since the mid'80s. There are only five countries 
(Angola, Burundi, Madagascar, Rwanda and Zambia) that in 2000-02 do not meet the target. Out of these 
five, however, Zambia and to a smaller extent Burundi are on a decreasing trend over the last few years. 
Several COMES A countries participate, or expect to participate, in the HIPC initiative for debt relief 
This is likely to have a significant impact on debt service statistics both at national and at regional leveL 
As projected by IMP for the period 2001-03, debt servicc as percentage of GDP in countries with debt 
relief arrangements in place is cxpected to be 50% lower than otherwise. A similar effect is predicted for 
debt service in percent of export earnings. To some extent, data stretching to 2001-02 already incorporate 
some of this relief effect. Further improvements are likely to show in the statistics in the immediate 
future. Still, the optimistic picture might somehow be driven by the fact that the data on debt service refer 
to paid debt and hence do not include the unpaid stock. This latter in turn might be large, as for instance it 
seems to be thc case in DRC (see Harvey et aL 2001). The standard deviation displays some significant 
pattern of convergence starting in 1996-97. 

Tax revenues in percent of GDP, as already noted, do not display any significant tendency to increase 
over time. On the contrary, following the sharp decrease of revenues in Egypt, the weighted regional 
average decreases from 27.39% to 21.35% over the entire sample period, whilst the un-weighted average 
is practically unchanged since the mid-90s. Fourtcen countries (Angola, Burundi, Djibouti, Egypt, Eritrea, 
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Ethiopia, Kenya, Malawi, Mauritius, Namibia, Seychelles, Swaziland, Zambia and Zimbabwe) all meet 
the target value in 2000-02. However, it is important to stress that none of them was below the target at 
the beginning of the sample period. The other six countries remain above 10%, with the exception of 
DRC. Given the essentially flat trend that characterise most countries, it is not surprisiug that the standard 
deviation exhibits little fluctuations, denoting a relatively constant degree of cross-country divergence. A 
tendency to greater dispersion shows up in annual data around 1992-93 but is theu reversed towards the 
end of the decade. In light of the previous discussion on fiscal deficits being apparently driven by low tax 
revenues, it can be argued that the target value of the criterion is too low: most countries are able to meet 
it and-still they do uot balance their budget. The definition of a higher target for taxation however must 
take into account the potentially adverse effects of over-taxation on the incentive to invest. Section 5 will 
further discuss this point. 

Table 15 reports the data on nomiual interest rates and inflation. Unfortunately, time-series on nominal 
interest rates are not complete for most countries. For this reason it is preferable to compute regional 
trends only on the basis of un-weighted averages. 
Two basic features are immediately evident. First, for several countries and for the aggregate regional 
average, real interest rates switch from negative to positive around mid'90s. This is the result of an 
increase in nominal rates, especially on the lending side, and even more significantly of the decrease in 
inflation. In 2000-02, real interest rates remain negative in Angola, DRC and Zimbabwe, namely the three 
countries with highest inflation, and, only on the deposit side, iI!: Namibia, Swaziland and Zambia. The 
second important feature is that nominal interest rates tend to be -quite high, and the gap between lending 
and deposit rates is large (10 percent points on average in the last sub-period). While it is recognised that 
positive real interest rates are beneficial to the economy, it is also pointed out that high nominal rates 
distort the allocation of resources 

in the financial matket by increasing the risk faced by borrowers. Thus, it is desirable that positive real 
rates are achieved through continued reduction of inflation, so as to allow a further cut in nominal rates. 
In this respect, a target level for nominal interest rates might be imposed as an additional criterion. The 
gap between lending and deposit is a clear indieator of inefficiencies in the financial system. Increasing 
competition in the banking sector, combined with appropriate supervision and regulation to avoid the 
crises that are often observed in transition economies, should contribute to curbing the spread. In tenus of 
policy stance, the convergence trend over the second half of the '90s is apparently reversed in the last 
sub-period. In fact, the pattern of the standard deviation matches quite closely the one observed for 
inflation. Therefore, it appears that while countries are generally cutting nominal rates, the extent to 
which they do it varies across countries in a more or less synchronized fashion with inflation dispersion. 
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Table 15. Nominal interest rates 
Aupola Burundi Comoros Coneo Diibouti E ypt 

deposit --lendiM' denosit lending dep()sit lendinf! deposit /et/.ding deposit icndifIJr dep{)$f( lending, 

1980-84 N,A, NA, 4,2J) 12,()() 7.50 15,()() N.A NA- NA 8,50 10.17 14.67 
1985-89 N.A. N.A, 4.95 12.00 7.00 14,()() N.A. N,A, NA. 9.30 1l.13 16.33 
199(1-94 NA N.A NA 13,35 N,A. N.A, 60()() 398.25 N.A. 10,50 11.97 18.53 
1995-99 75.15 117,43 NA 1525 NA N.A. 6<J.00 165,81 N,A, N,A. 9.97 14,}7 

()I)()-03 45.11 98.82 N,A. 17.3\ NA NA NA 133.24 2.81 11.46 9.42 13,43 

Memorandum Item: InOatioll 

1980-84 NA 8,60 7.39 49,50 ),63 15,78 

1985-89 N,A, 5.75 2.11 64.41 6.56 18,92 
I99IJ-94 677.72 3.47 6.Q7 6424,98 5.79 14,08 , 
1995-99 1480,74 . 18.54 4,28 314,68 3,69 6,96 

12()1)()-O3 195.48 to,78 2.58 301.79 N.A. 2.55 

Eritrea Ethionia Kenva Mada ,<or Malawi l'ttfauritiU$ 
dem>sit Iemling I dePosit lendinv deDosit lendilul Devosit lendin!! deoosil lendini!' d_siJ lendin~ 

1980-U N.A, N,A. N.A. N.A. 10,37 13.55 N,A, NA, 9.82 \7,70 10.69 13.47 
. 19li5-1l9 N.A. N.A. 6,49 6.75 11.03 14,85 17.75 22.25 13,15 2M3 9,88 14.67 

1990-94 NA N.A. 6.81 9,67 13,67 25.01 20.10 26.36 17.57 24,70 10.88 17,6& 

1995-99 NA. N.A. 8,04 12.12 15,17 28,94 15.04 31.os 25.22 42,43 to,46 2Q.42 

11000-03 N,A, NA 5.92 10,14 7.37 20.15 13,50 25,88 32.26 53.49 9.76 2J),96 

Memorandum Item: Intlation .. 
1980-M N,A. 4,85 13.56 21.95 13.79 16,17 , 
1985-89 15.IS I N.A. 434 10,05 19.22 6,14 

199(1-9< 8.08 1251 2S,00 16,77 21.12 859 

1995-99 8,75 3.5. 6.85 11.89 40.92 6,63 I 
"000-03 19.90 ·1.97 5,S7 1l,63 24,27 5.33 

Namibia Rwanda Sevcbell", Sudan Swaziland U2anda 

devosit lendin$! deposit lendimr ~t lendine J;;;;;" lendi ... M.:oosit 1endim! droosit lendm .. I 
1980-84 NA NA 6.25 14.80 9,15 N,A. 10,43 N,A, 9.78 14.99 9.94 15.IS 

1985-89 NA N,A, 6.26 14.04 9.84 15.52 N.A. N,A, 854 14.S8 23,40 33.40 

1990·94 1073 19,66 7.09 16.25 9.42 15,63 N,A, N.A. 9.05 15.01 24,90 36.54 

1995-99 11.97 19.41 9.21 N,A. 8.20 14,65 N.A. N.A. 10.86 18,43 10.03 20,85 

lOCO-<J3 7.33 14,55 8,72 NA 4.87 11.23 N.A, NA 6.90 14.17 7.96 21.51 
1 

Memorandum Item: Inflation 
1911(1-84 12.85 7.65 6,68 28.08 14,81 56.20 

1985-89 13.19 1.75 1.42 44.38 15,36 155,25 

199IJ-94 12,19 13.55 2.46 104,63 t 1.07 25.89 

1995·99 8.32 12.85 1.63 56,19 &.01 5.81 

11000-03 9,96 3,08 4.14 1.13 9,08 1.51 

Vnweighted 
Zambia Zimbabwe. AveMl'e Standard deviamm 

deposit Iemlin~ deposit lendint devosit Ien.dinf? rdeoosit lending 

1980·IN 6.78 lUI 9,71 21.36 8.72 14,70 2.51 3.43 

1985-89 13.84 20,79 9.69 13.83 10.68 15,89 4,95 6,71 

1}990-94 40,10 68.38 1156 23.63 15,18 12.59 9.50 14.23 

1995-99 28.04 43,67 26.73 39.79 14.64 25.17 8.55 11.94 

12()1)()-O3 22.33 43.41 32.06 53.11 12.23 23,35 9.94 15.lS 

Memo-raodum Item: IntIalion 

1980-84 [5.56 14.49 15.36 13,46 

1985-89 62,91 11.12 23.15 4046 

1990-94 122.19 26.52 25.47 35.71 

1995-99 31.32 30.62 15.33 18,67 

2000-03 23.20 89.03 13.75 22.91 

Notes. SQurce: IMP and WBAD. Regional averages aTe un~weighted and exclude Angola and DRC 
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The last two variables that are incorporated into the set of convergence criteria are money growth and 
domestic credit. Data are reported in Table 16. For money growth, the target value is defined as a function 
of the growth rate of GDP and the tolerable rate of inflation, plus a spread of 5%. Clearly, what level of 
inflation is to be considered tolerable might be subject to discussion. If one takes the 10% norm of the 
1995 version of the criteria, then the threshold for money growth would be around 20%, with some cross­
country differences due to different growth rates of GDP. If instead one takes an inflation target 
corresponding to "price stability", as for instance identified by the European Central Bank, then the 
appropriate norm for money growth drops to around 10%. In the analysis to follow, the range 10%-20% 
will be maintained as the reference target. For domestic credit instead, no specifie numerical parameter is 
set. The target is to provide an adequate flow of credit to the private sector. Probably, the best way to 
assess the performance on this criterion is to compare credit to the private sector in COMESA countries 
willi ·credit in other economies. Now, the size of credit to the private sector is a function of the degree of 
financial development of a country. In this sense, it would be probably unfair to compare COMES A with 
the standards of industrial countries, or even emerging and developing economies already well integrated 
into .global financial maikets. Eastern European transition economies and lower income developing 
countries in Latin America and Asia are therefore a more reasonable benchmark. The average level of 
credit to GDP for such a sample in the second half ofthe '90s oscillates between 30% and 40% depending 
on the actual composition of the benchmark. These wiII be the reference values to measure adequacy in 
cOMESA. 

Money growth in 2000-02 is above 20% in 6 countries (Angola.,:G()moros, Malawi, Sudan, Zambia and 
Zimbabwe - DRC should be added to the list, even if data for the last sUb-period are not available) and 
below 10% in only four (I!iibouti, Namibia, Swaziland). Certainly, one would expect that countries 
whose GDP is growing faster also exhibits higher rates of money growth. However, the correlation for the 
entire sample is not statistically different from zero. There is instead a strong correlation between 
inflation and money growth and between changes in inflation and money growth (0.46 and 0.64 
respectively, both significant at 5% confidence level). The Granger test of causality shows that inflation 
determines money growth and not vice-versa26

. This is interesting as it suggests that the money gro\\1h 
criterion might be redundant once an inflation criterion is imposed. 

The regional averages and the standard deviation of money growth appear to increase between the last 
sub-period and the previous one. This result is almost entirely driven by Zimbabwe. When this country is 
excluded from the sample, both the average and .the standard deviation remain in 2000-02 on a decreasing 
trend. As a matter of fact, annual data by country suggest that starting in 1995 there has been a significant 
reversion of the trend of monetary growth across the region. The econometric analysis of the next sub­
section will highlight this structural break. 

It is difficult to discern a regional pattern for domestic credit to the private sector. The weighted and 
unweighted regional averages suggest that there is an overall positive trend, probably more marked in 
larger countries (and this is particularly true for Egypt). 

'" Casual inspection of annual data also oonfums that inflation picks before money growth in most of d.c high-inflation 
countries in the sample. 
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Table 16. Money f!rowth and domestic credit 
MMcygrowth Domestic credit I 

1980-84 1985-89 1990-94 1995-99 lOOO-Jl2 1980-84 1985-89 1990-94 1995-99 2000-Jl2 

Angola N.A, NA 1162.40 1250,94 208,83 NA NA NA 3.94 2.08 

Burundi 11,93 11,70 15,06 13.23 16.80 11.18 9.89 16.21 18.43 23.50 

Comoros 9.31 15.80 4,56 0.75 30.64 13,54 11,80 15.69 12.26 11,95 

!>RC 244,18 76,66 3240.08 357.63 NA 2.23 2.20 1,15 1.06 N.A. 
PjibouU N.A. 8.42 1.38 -2.93 4.33 NA 55.31 46.80 42.80 31.97 

IE""P! 30,99 19.85 18.39 9.59 12.48 28.04 35.30 28.72 47,77 59.31 

Eritrea N.A. NA NA N.A. NA NA NA. NA NA. NA 
Ethiopia 10.45 11.94 17.36 7.10 12.45 13.64 15.79 14.67 22.13 28.97 

K<nya 9.74 14.23 27.63 15.49 6.22 29.74 30.43 33.12 32.B7 30.11 

M.da ..... , 13.67 22,69 26.92 15.67 16.29 18.64 18.43 16.52 9.75 9,20 , 

Mila"; 18.34 18.10 25.74 37.04 24.14 19,18 11.06 14.18 6.54 6.16 

Mauritius 15.00 26.90 17.66 13.81 10.87 22.08 29.64 38.66 51.81 61.36 

Namibia NA N.A, 26.36 17.91 8.13 NA. N.A. 32.39 46.66 44.70 

Rwanda 7.20 8.B8 4.48 23.73 13.30 B.06 8.35 6.79 8.22 10.07 

Sevehell .. B.05 14.82 11.84 22,07 11.79 15.89 . 9.51 11.21 18.58 21.90 

~u<l.a. 30.97 42.96 82.26 45.93 33.54 12.93 8.64 4.18 2.49 2.41 

Swazil •• d 15.36 22.19 13.27 13.82 5.74 23.90 18.41 23.86 17,25 14.16 i 

U ... da 56.61 126.30 54.28 17.84 17.46 3.35 3.15 4.27 5.22 6.26 

z..mbia 15.52 59.60 85.32 33.77 33.46 19.56 9,96 6.80 6.08 9.51 

Zimbabwe 15.17 18.83 27.12 29.44 129.70 23.33 16,70 27.25 34.14 25,18 

Utt~weighted average 18.27 27.83 26.96 18,48 23.51 16.57 17.38 19,51 21.40 22.16 

We4dtred average 18.63 31.76 27.33 17.10 33.18 21.15 24.68 23.48 34.00 40.14 

standard deviation 24.45 26.03 26.85 15.68 20.70 8.67 12.82 13-37 17.11 18.13 

Notes. O"'Tl computations from data in IMF, Etu and WBAn. Regional. avetages for money growth do not include Angola and Congo 

Country data show that the sample is almost equally partitioned between countries where domestic credit 
is increasing and countries where it is decreasing. The standard deviation confitmS the substantial 
divergence of cross-country experiences. Based on the latest possible observation, there are five countries 
where the ratio is above 30%. These five countries have achieved the eurrent position from very different 
starting points in the early '80s. In Djibouti the ratio has actually decreased steadily sinee 1985, in Kenya 
it has essentially remained constant, whilst in Egypt and Mauritius it has grown fast. In Namibia an initial 
quick growth has been followed in the late '90s by a stagnation. In addition to those five, there are other 
five countries (Burundi, Ethiopia, Seychelles, Uganda and Rwanda since 1995) where the ratio is on a 
positive growth path, even though the slope of this path is quite differentiated across countries. The other 
COMESA members present either fluctuations around a constant trend or a sustained decrease. As 
mentioned, the level of domestic credit to private sector is an indicator of financial development. 
Combined with the evidence on the large interest rates spread, these data on domestic credit present a 
picture of underdevelopment of the financial system, and of the banking system in particular, for many 
countries in the region. This underdevelopment in tum translates into a tight constraint on the possibility 
to create strong domestic private entrepreneurship and to allocate resources efficiently to profitable 
investment projects. 

Econometric test of convergcrtce of macroeconomic policv variables 

Using time-series data it is possible to implement a more rigorous econometric test of convergence. The 
details of the procedure are described in Box 1. In a nutshell, for each country and each of the 
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macroeconomic variables included in the set of convergence criteria, lagged dependent variable 
regressions are estimated. Dummy variables are used to account for possible structural breaks in the 
relationship, in particular policy changes associated with formal adoption of a policy convergence 
framework, The coefficients estimated from these regression can be used to see if variables display any 
tendency to converge to some mean value and eventually to estimate this value, 

Box 1. A procedure to test for convergence of macroeconomic variables 

The procedure is based on a simple first-order autoregressive process (AR(I »: 
(AI) Y,=£lo+£l'YH+e, 

where Y denotes a generic macroeconomic variable (i,e, inflation), s is a white-noise 
, disturbance, as are parameters (to be estilTh"lted) and t denotes time. 

Based on (AI), the sequence {y,} converges if £l, < 1. A statistical test can therefore be 

formulated with the null hypothesis specified as Ho: £l, = 1. Rejeetion of the null 

hypothesis is then evidence that the series converge. The framework could thus be 
characterised as a sort of Dickey-fuller test in levels. There is however a complication. 
The introduction of a policy harmonization program, to the extent that it induces a once 
for all change in the policy stance of a country, may generate a structural break in the 
time-series. In the presence of such a structural break, model (AI) is inadequate as it tends 
to be biased towards non-rejection of the null-hypothesis." That is, if the harmonization 
program effectively leads countries to change their policy stance, then the econometric 
test would be more likely to predict non-convergence of the macroeconomic variables, 
Following Perron (1989), it is therefore appropriate to extend (AI) as follows: 

where D is a dummy variable taking value 1 in year ~ and in any subsequent year t > ~ 
(alternatively, it can be defined as taking value 1 only in year t= .). 
The role of the dummy in (A2) is to account for the possibility that the slope andlor the 
intercept of the relationship are affected by some event taking place in year ~. If the two 
estimated coefficients a2 and a3 are not statistically different from zero, then it means that 
the structure of the relationship does not change significantly and hence that there is no 
structural break. If instead the two parameters are significant, then it means that there is a 
structural break: the intercept shifts from ao prior to the break to (ao + a2) after the break, 
the slope shifts from a, to (at + aJ). Note that the structural break might determine 
convergence in a series otherwise non convergent or vice-versa make a convergent series 
non stationary. Similarly, the valne to which the scries eventually converge might increase 
or decrease. 

Table 17 summarizes the results of the test. The table reports the estimated value to which each series 
converge, if converging at all. NONE indicates that there is no evidence of convergence. When the null 
hypothesis of no convergence (see Box 1) is rejected at the critical values computed by Perron (1990) 
from Monte-Carlo simulations, the associated estimate is indicated by a sW7

• The values that incorporate 
a significant structural break associated with either the adoption of the harmonisation program or the 
launch of COMESA are reported in black. 

21 The critical values computed by Perron are generally higher than those normally used in testing for convergence. Therefore, 
rejection of the null hypothesis under Perron's critical values is less likely. 
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Table 17, Test of con vergence of macroeconomic policy variables 
~'iscal eB Total Debt Tax 

InOation deficit financing claims Service revenues M2 £rowth 
lRurundi 8.775" NONE NONE NONE 17.268 18.613 14.078' 

'oRC NONE 0.000 NONE NONE 15.234 NONE NONE I 
iEgypt 1Q.934 -7.736 NONE 41.857 15.682 NONE 18.964' 

Ethiopia 7.754 -6.565 NONE 22.759 17.171' 18.124 12.886· 

Kenya 2.261* -3.507 2.422' NONE NONE 22.57 16.069' . 
!Madagascar 14.079 0.3. o,a, NONE 21.640 n.a. 16.00 

!Malawi NONE NONE NONE NONE NONE 20,56 43.58 ! 

!Mauritius 9.999 NONE 1.041 NONE 27.123 21.265' 18.544 

ltwanda 3.408· -11.017 NONE 3.334' 5.286 11.708' 20.083' 

Seychelles NONE n.3. NONE NONE 6.267 o.a. 13.821' ! 

Sudan 9.227 o.a. n.a. 13.270 8.348' NONE 35.653 

Swaziland 11.602 -2.381 n.8. NONE 2.274 29.643 17.017' 

[uganda NONE NONE 19.654 9.664 NONE 5.695 59.163 

rz,ambia NONE -13.434 36.208 47.484 23.057 23.603 36.933 

Zimbabwe NONE NONE NONE NONE NONE 24.728 NONE 

Notes. Own computations form WBAD, WDland IFS data, Ta.ble reports the estimated value to ""fuel; series converge in each country. NONE denotes that 
the hypothesis of no convergence cannot be rejected at standard critical values. A .. denotes rejection of the hypothesis of no convergence at Perron's critical 
values. In black are estimates that incorporate significant slructural breaks associated with the adoption of a policy hannonizatioo framework 

There are many cases where macroeconomic series do not converge, even taking into account the 
possibility of structural breaks. The test based on Perron's critical values reduces the number of 
convergent series to 16 out of 77 checked (no series is tested for Angola, Comoros, Djibouti, Eritrea and 
Namibia since there are not enough observations available). Most of convergence cases are observed with 
respect to the growth rate of money. The values to which M2 growth rate is estimated to revert fall 
between a maximum of 20.8 % in Rwanda to a minimum of 12.8% in Ethiopia. These values are 
consistent with a target between 20% and 10%. Inflation converges in a few countries at a level below (or 
slightly above) 10%. The exception is Madagascar, where the estimated value of convergence is 14%. 
However, this is a case where Perron's critical values would reject the hypothesis of convergence. The 
impression that fiscal stabilization is not achieved in COMES A is confirmed: in several countries the null 
cannot be rejected even at usual critical values and for no country the null is rejected at Perron's critical 
values. Similar lack of convergence is observed for CB financing and total claims on government. 

Out of the 15 countries included in the table, Rwanda is, perhaps surprisingly, the one where 
macroeconomic series tend to converge the most, and to values that are in line with the norms established 
by the criteria. The structural break associated with 1994 and 1995 in this country is probably more 
related to the evolving internal political conditions than to the effect of adopting the macroeconomic 
hannonization framework. Kenya is a second country where some series significantly converge. 
However, the estimated value of2.422 in CB financing is not consistent with the target value of L 

The adoption of the hannonization program and the fonnal establishment of COMESA only occasionally 
produce significant structural breaks. A statistical problem is that there are relatively few observations 
covering the period after these events. This shortage of infonnation increases the likelihood that the 
estimated coefficients (12 and (13 are not significantly different from zero. However, when significant, the 
COMESA structural breaks lead to the rejection of the null hypothesis for series that would be otherwise 
non-stationary. Two exceptions are the money growth rates series of Rwanda and Kenya, that converge 
independently from the structural break. In these cases, the effect of the adoption of the harnlonization 
program is to bring down the value at which series converge_ For both countries, the result is probably 
driven by the significant impact that structural breaks have on inflation (otherwise non convergent). 
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To check whether results are sensitive to the number of lags used in the regression model, the test has 
been performed assuming different lag-structures and introducing moving average terms. In fact, no 
qualitative change is observed relative to the results reported in Table 17. The impact of structural breaks 
associated with COMESA initiatives is slightly less relevaut the larger the number of lags of the 
dependent variable, probably as a consequence of the fact that critical values for the rejection of the null 
hypothesis tend to increase. Still, evidence remains that at least for some series in some countries those 
structural breaks do induce convergence in series otherwise non convergent. 

Wrap~ macroeconomic policy convergence in COMESA 

The econometric test suggests that macroeconomic time-series are mostly divergent in COMESA 
countries, in the sense that they do not exhibit a tendency to revert to some given value. Where 
convergence exists, however, it appears to lead to outcomes that are in line with the nomlS established by 
the criteria. Another way to look at this result is to say that there are small sub-groups of countries where 
macro-economic variables converge aud the estimated values of convergence are rather similar across 
countries. The statistical impact of the adoption oithe monetary harmonization program and ofilie launch 
of COMESA is not systematic. In a few countries, these events effectively generate a structural break that 
strengthens convergence both wiiliin and across countries. However, the number of cases is limited, even 
though the long-term effects ofthose events might not yet have shown up in the time-series. 

These results summarise and clarify the evidence obtained from the analysis of historical trends, regional 
averages and cross-sectional staudard deviatioIL The overall picture is that while some progress must be 
acknowledged, COMESA countries still constitute a rather heterogeneous bunch in terms of 
macroeconomic policy stance. More specifically, the monetary side (inflation, monetary growth) is 
showing consistent signs of convergence, but the fiscal side (deficit, tax revenues) is lagging much 
behind. Fiscal deficits overshoot the target and tax revenues in percent of GDP do not grow fast enough 
to allow countries to stabilize the overall balauce. Finally, it is to be pointed out that in some cases 
regional trends are negatively affected by the presence of outliers with a record of particularly poor 
macroeconomic performance. 

4.3. Convergence of business cycles and shocks asymmetry 

The assessment of convergence of cyclical economic activityaud shocks across countries is conducted as 
follows. First, as it is done in Section 3 for the other RECs, the bilateral correlations of the 
macroeconomic variables representing the fundamentals of the economy are estimated. High and positive 
correlations will be evidence of convergence. Second, divergence of shocks is more likely the more 
dissimilar is the production structure of countries in the region. Data on sector contributions to GDP are 
therefore analysed to gain an insight on the extent of such dissimilarities. Third, trade data are considered. 
Intra-regional trade can work as a buffer for shocks divergence. Thus large flows of trade are likely to 
favour the process of policy harmonization, and make it more beneficial. In addition to what is done in 
Section 3, the actual data are compared with the estimated trade potential for each country. This trade 
potential is obtained from fitting a gravity equation of bilateral trade. Fourth, an econometric test of 
convergence of fundamentals is implemented using quarterly data on real exchange rates (RERs). 

Evidence from bilateral correlations 

Table 18 reports for each country in COMESA the average value of bilateral correlations with each ofthe 
other member states for four key variables (see Section 3) in two periods (full sample period from 1965 to 
2002 aud short sample period from 1985 to 2002). Regional summary statistics are also shown at the 
bottom ofthe table. 
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The correlations are generally quite low and not very different from zero. They also do not display any 
tendency to increase over time. In fact, the regional averages show that for three of the four variables 
considered, the second half of the sample period is characterised by even weaker correlation. Coefficients 
tend to be slightly higher for inflation, while changes in terms of trade are largely asymmetric across 
countries. The absence of systematic correlation is also spread uniformly across countries. None of them 
stands out as displaying particularly high (or low) coefficients on average. Seychelles possibly looks like 
the most divergent country, with four out of six average correlations which are negative. However, 
bilateral coefficients are always very close to zero. 

A first interpretation is thus that the COMESA group as a whole is not characterised by systematic 
convergence of cycles and shocks. However, as it also appears from the statistics on the minimum and the 
maximum of coefficients in the sample, there are cases of bilateral correlations being statistically very 
high and significant. That is, there are pairs of countries, and in some cases even groups of countries, 
where macroeconomic variables tend to move together. An example is represented by the sub-group 
comprising Burundi, Kenya, Madagascar, Rwanda and, more marginally, Namibia and Zimbabwe. For 
these six countries, bilateral correlations of changes in terms of trade are always statistically different 
from zero. The sub-group also displays some relevant degree of correlation in real GDP growth, whilst 
inflation and monetary growth move independently. More systematic evidence on the existence of sub­
groups of convergence will be provided with econometric test of cointegration below . 

. 
Table 18. Correlations of key macroeconomic variables in COMESA 

Chalt!!e in ToT Inflation Real GDP !!Towth Mone ' 2rowth 
1965- 1985- 1965- 1985- 1965- 1985- 1965-
2002 2002 ~002 2002 2002 ~OOl !z002 1985-2002 

lAB •• b -0.072 -0.072 0.104 0.104 0.107 0.129 0.098 0.098 

Burundi 0.144 0.110 0.066 -0.041 0.001 0.013 0.047 -0.004 

lromoros -0.018 ·0.050 0.104 0.112 -0.049 0.006 -0.034 -0.027 , 
DRC ·0.145 -0.177 0.131 0.139 0.064 0.171 0.121 0.050 

I 

DUb •• ti N.A. N.A. 0.061 -0.012 0.013 0.013 0.035 0.0351 

.;I'VDt -O.U26 -0.042 0.185 0.109 0.008 0.085 0.048 0.067 

Eritrea 0.091 0.091 -0.126 -0.126 0.074 0.074 N.A. N.A. , 

iEthio.ia -0.072 -0.080 0.038 0.033 -0.045 -0.046 0.132 0.153 

iKenva 0.032 0.013 0.174 0.110 0.083 0.184 0.163 0.183 

M.d.~asClir 0.096 0.066 0.217 0.164 0.008 0.067 0.147 0.150 

Malawi -0.116 -0.103 0.034 0.040 0.041 0.057 -0.005 -0.120 

Mauritius -0.064 -0.059 0.114 0.026 -O.06S 0.040 0.073 0.074 I 

Namibia 0.070 0.033 0.039 0.047 -0.060 -0.143 0.204 0.204 

Rwanda 0.092 0.053 0.158 0.103 0.097 0.136 -0.029 ·0.089 

l"'vchelles ·0.015 -0.015 -0.089 -0.143 0.010 0.022 -0.136 -0.181 

Sudan N.A. N.A. 0.229 0.199 0.024 -0.034 0.165 0.134 

IOwaziland 0.053 N.A. 0.193 0.035 0.106 0.164 0.012 0.079 

lunnda 0.204 0.150 -0.026 -0.043 -0.007 -0.020 0.039 0.114 

Izambia 0.070 ·0.026 0.027 0.096 0.010 0.066 0.125 0.150 

!zimbabwe 
, 

0.136 0.020 -0.101 -0.207 0.033 0.049 -0.095 -0.137 

be 0.025 -0.005 0.077 0.037 0.023 0.052 0.058 0.049 

I<'tandard deviation 0.264 0.277 0.288 0.304 0.259 0292 0.320 0.333 

Minimum -0.625 -0.625 -0.779 -0.779 -0.654 -0.737 ·0.612 -0.680 

Maximum 0.692 0.672 0.694 0.807 0.852 0.852 0.746 0.876 

Notes. Own computabons from WEAD data. The table reports for each country the average of tbe bilateral correlations with the other member states of 
COMESA. Average, standard deviation, minimum and maximum at Ule bottom of the table refer to the full sample of hi lateral correlation for all countries. 
There are some countries for whIch data are lh'aiiable on1y from 1985. For these countries thc correlation coefficient in the twa 5ub-perioo coincides. 
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Evid"nce from seetor contributiol1s I!lQQI) 

Shock asymmetries and divergence of business cycles are more likely to occur the more different is the 
industry structure across countries. Table 19 reports sector contributions to GDP in COMESA countries 
and in three regional aggregates (EMU, MERCOSUR and ASEAN) that can be used as reference. Data 
are presented for three years, 1985, 1995 and the latest possible observation (2000 for most countries). 
Since they measure the dispersion of shares across-countries, regional standard deviations are a good 
starting point for the analysis. It is clear that COMESA is characterized by greater dispersion than EMU 
and MERCOSUR. but almost equal dispersion as ASEAN. Differently from ASEAN and MERCOSUR 
in COMES A dispersion is increasing, meaning that industry structures in aggregate tend to become more 
different over time. 
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Table 19, Sectors contribution to GDP 

Induste Manufacturing A ricultur. Services i 
1985 1995 Latest 1985 1995 Latest 1985 1995 Latest 1985 1995 Latest, 

Aueola 43,270 66,260 76,120 9.700 4.010 2,890 43,180 26,430 18,220 13,550 7,310 5,660 : 

Burundi 11,820 16,800 16.380 7,330 10,540 8,380 23.150 28,460 27,380 55,950 42,040 45,010 : 

!Comoros 14,070 12,810 13.060 3,670 5,330 5A30 49,810 48.540 47.530 36,120 38.650 39.410 I 

DRC 29.200 16.860 16,860 9,870 6.840 N.A, 40.880 26.590 25,200 29.920 56,540 57.930 ' 

Djibouti NA 13,380 12,580 NA 2,450 2,380 NA 71,240 72.860 NA 2.980 3.300 i 

[Egypt 27,540 30.250 31,970 13.030 16,340 18.190 49,620 47.680 46,390 19.270 15.710 15,610 i 
Eritrea NA 20,460 26,520 NA 12,960 13.510 NA 59.740 48,810 NA 10,090 15.560 i 

[Ethiopia 11.850 10.330 10.180 6.730 6,530 6,430 31.800 33.940 33.440 49,480 48.600 47,880 i 
Kenya 16,7SO 13,560 15,960 10,290 8,360 11,150 42,4SO 44.130 52.270 28,520 26,3SO 16,990 

iMadllllascar 11.860 12.740 12.000 10,030 10,820 10.280 45.910 49.700 47,660 31.310 30.490 31.960 : 

,Malawi 19.490 18.120 11.370 12.8SO 14.830 12.550 31.270 45.960 35,870 38.130 28,020 37.860 

Mauritius 24.410 29,030 28,410 17.230 20,820 21.620 46,340 50,340 54,680 12.780 8,480 5.300 I 

lNamibia 40.830 24.710 26,130 10,090 11,510 9,840 44.840 52.470 SO.690 8.080 10]30 11.390 

Rwanda 22.690 16.510 19.810 13.720 9,990 10,14Q 26,960 33.130 32,730 41,840 44.190 40.710 , 

Seychelles 18.360 22.660 21.610 9,660 12.650 12,530 15,890 73.170 15.390 5.7SO 4,170 2.990 ' 

Sudan 15.490 14.430 17,510 8,090 NA 8.S00 46,860 N.A, 43.370 31.470 N.A. 36,040 

Swaziland 21,600 35,030 31.100 13.440 25,780 23.220 43.310 32;680 21,300 17.150 12,940 11.600 

Ulland" 9,060 13,110 17.610 5,330 6,230 8,420 34.280 33.310 35.570 48,380 45,300 39.300 

Zambia 42,030 31,570 21,790 22,960 9,920 11.470 34.670 40,220 44,040 13.080 16.240 24.7SO 

Zimbabwe 25,640 25.700 22,010 18,ISO 19.280 13.920 45.050 49.220 49.800 20.730 13.470 16.290 ' 

Average 22,553 22.216 22,752 11,226 11.325 11,129 42,015 44.639 43.459 21,862 24,316 25,2871 

Standard 
16.8521 4~iatjon 10.007 12.665 14.043 4.751 6.031 5.513 11.533 13.662 14.650 15,042 11.030 

Minimum 9.060 10,330 10,180 3.610 2.450 2.380 23, ISO 28.430 18.220 5.7SO 2.980 2.990 • 

Maximum 43,270 66.260 76,120 22,860 25.7BO 23,220 15.890 73.170 15.390 55.950 59.940 57.930 

EMU 
Awrage 34,861 30,350 29,025 NA 20.929 19.872 6.364 4,144 3,102 59.776 65,S07 67,875 

Standard 
deviation 2,024 3,928 4.540 N.A. 4,348 4.449 3.756 2.615 1.844 3,114 4.541 4.919 

Minimum 30.460 23,090 20,090 NA 13.350 12.040 1.870 1.220 0.700 52.620 54.760 60,290 

Maximum 38.470 37,650 35.940 NA 29,760 27,690 13.250 10.lSO 7.920 62.820 73,400 79,220 

MERCOSUR 
Average 35,7]8 29,875 27.730 26.748 19.208 18.228 15.425 12.030 9,690 48,800 58.095 62.578 

'!Standard 
'4(Wjation 9.619 4.702 0,609 8,600 3.470 4,107 9,338 8,634 7.326 4,210 7.702 7.2<3 

iMinimum 22,510 25,910 21.300 14.200 15.290 14,370 7.630 5.700 4.760 43.150 49.300 52,090 

~aximum 45.310 36.670 28.630 33.7SO 23,580 24,020 2B.930 24,790 20,560 53.090 66,300 67,680 

ASEAN 
!Averaite 33,120 30,936 33,138 17.BOO 19.100 20,806 27.345 26,191 23,158 39,537 42.871 43.703 

fS'tandard 
Vleviation 16.636 12,815 12,440 7.949 9.104 9.106 19.602 22.201 20.469 11,530 11.555 12.011 

!M'mimum 13,010 9,600 8,940 9.270 5,100 6,190 0,990 0,190 0,140 26.030 25,080 24.290 

iMaximum 71,810 48.190 47.2SO 32,530 28,360 32.760 60,550 60.100 59.910 62.980 65,940 65.580 

Notes.O;\tl computations from data in WBAD and WDI. Data are in percent The year of the latest available observation is different for different countries 
and different variables.ln most cases however it is- 2001. 
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Since they measure the dispersion of shares across-countries, regional standard deviations are a good 
starting point for the analysis. It is clear that COMESA is characterized by greater dispersion than EMU 
and MERCOSUR, but almost equal dispersion as ASEAN. Differently from ASEAN and MERCOSUR, 
in COMESA dispersion is increasing, meaning that industry structures in aggregate tend to become more 
different over time. 

Comparing the ranking of sectors in each country, however, one still obtains a rather homogenous picture. 
For the majority of COMESA economies agriculture provides the largest contribution to GDP. According 
to the latest possible observation, agriculture is dominant in twelve countrics (Comoros, Djibouti, Egypt, 
Eritrea, Kenya, Madagascar, Mauritius, Namibia, Seychelles, Sudan, Zambia and Zimbabwe). In seven of 
these countries the second sector is industry, whilst in other five the second sector is services. Services, 
perhaps surprisingly, are the first sector in six countries (Burundi, DRC, Ethiopia, Malawi, Rwanda, 
Uganda), even though one has to keep in mind that most of population in those countries is still employed 
in agriculture at subsistence level. For all of these six countries, agriculture comes as the second largest 
contributor to GDP. Industry is top contributor only in Angola and Swaziland, and again for both of them 
agriculture is second. The share of manufacturing is rather low by international standards in all COMESA 
countries. Notice also that for manufacturing the cross-country dispersion hits the minimum. Rankings in 
2000s are substantially similar to rankings at the beginning of the period of observation, with agriculture 
dominating in 13 countries and coming second in all the others. Between 1985 and 2000 individual 
sector' shares do change in some countries, without however significantly altering the ranking. One 
exception seems to be DRC, where agriculture is the first sector in 1985, whilst in 2000s services sector 
comes first. In Zambia, industry is largest in 1985, but its share is halved by 2000s and agriculture 
becomes the largest one. In Swaziland manufacturing grows consistently and contributes to GDP for 
more than services and quite as much as agriculture in 2ooos. 

Evidence from trade data 

Trade statistics for COMESA are reported in Table 20. Intra regional trade, trade index 1 (TI) and trade 
index 2 (T2) are defined as in the corresponding Table 8 of Section 3. The gap from potential is defioed 
below. 

The data suggest that the level of intra-regional trade is quite low, even by the standards of other RECs. 
From Table 8, in fact, it can be seen that regional trade flows in percent of GDP in COMESA are smaller 
than in EAC, ECOW AS, SADC and UEMOA, and roughly equal to those recorded in CEMAC. Similarly 
to the other REes, TI and T2 indicate thatCOMESA countries mostly trade with non-African countries. 
Again, Europe appears to be the primary trading partner. Over time, there is a slight increase in total inlra­
regional trade, which however does not match the increase in intra-African trade. The degree of cross­
national dispersion is low, denoting a broad similarity of experiences. Based on this evidence, it can be 
argueil that at present, intra-regional trade is unlikely to contribute mitigating possible shock asymmetries 
and lack of covariation in cyclical economic activity. However, the data still do not permit to assess the 
impact of the PTA launched in 2000. The PTA could in fact boost trade more than what appears to have 
happened in the '90s with the adoption of the policy hannonization program and the formal launch of 
COMESA. 
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trable 20. Trade statistics for COMES A 
Intra re 'onal trade Trade index 1 Trade index 2 Gap from potential : 
1981-90 1991-200Z 1981-90 1991-OZ 1981-02 199I-OZ 1980 1990 2000 

lAneola 0.107 0.179 22.607 7.234 0.218 0.191 0.065 .0.002 .0.132 

lBurundi 2.518 3.104 84.940 68.498 9.422 11.210 2.285 1.848 3.203 

ir'omoros 3.500 3.179 92.996 43.535 6.708 6.944 N.A. N.A. N.A. 
!nRC 0.349 1.139 26.580 18.192 1.549 3.065 0.044 1.223 0.173 

IDjibouti 8.354 12.953 58.5itt 57.616 12.476 11.878 N.A. NA NA 
IElrnlt 0.334 0.250 67.41 38.045 0.903 0.975 0.095 

~ !Eritrea NA NA N.A. NA NA NA N.A. N.A- ! 

Ethiopia 0.738 1.632 97.322 92.449 3.581 6.604 0.762 0.932 1.470 

Keuya 4.068 5.452 84.758 55.990 10.067 10.671 4.685 4.613 6.011 , 

Madal!1lscar 0.292 1.062 55.988 39.023 1.113 
, 

3.587 0.151 0.499 2.902 

Malawi 4.490 7.187 26.808 27.047 8.990 12.394 3.828 5.357 10.469 : 

Mauritius 1.848 2.877 23.021 27.408 1.855 3.030 2.768 1.950 2.796 ! 

Namibia N.A. NA NA N.A. NA NA NA NA NA I 
Rwanda 3.758 3.538 93.438 68.980 15.526 14.965 7.381 1.321 3.383 

$eychenes 3.326 2.025 32.311 22.126 4.725 2.942 3.214 1.094 0.377 : 

Sudan 0.687 0.934 82.795 37.257 4.558 4.330 0.099 0.107 -4.281 

Swaziland NA NA NA NA "NA N.A. NA NA NA 
!Uganda 4.110 5.201 92.311 68.191 17.237 24.072 5.366 4.696 6.074 

~mbla 3.124 5.446 34.942 31.687 5.869 10.652 1.704 5.145 5.084 

Zimbabwe 2.190 3.568 21.653 17.208 6.528 6.316 2.377 3.330 3.419 

~vera.l!e 2.564 3.514 59.379 .388 6.549 7.872 2.335 2.140 2.695 

',standard deviation 2.151 3.157 30.004 24.467 5.134 6.068 2.273 1.946 3.486 

'Min 0.107 0.179 21.653 7.234 0.218 0.191 0.044 0.107 -4.281 

'Max 8.354 12.953 97.322 92.449 17.237 24.072 7.381 5.357 10.469 

Notes. Own computations from OOTS data. lntra...-egional trade data are in percent of GDP, Trade Index I is the share Qf inlra-regional trade on intra-African 
trade (in percent). Trade index 2 is the share of intn-regiona! trade on total trade (in percent). Gap from pottntial is obtained by comparing actual intra­
regional trade tlows. with predicted trade flows from the gravity model (see Box '2 and text): a positive figure indicates that actual trade flows are larger than 
predicted trade flows. The gap is expressed in percent ofGDP. For Djibouti and Comoros predicted trade flows are not computed. 

An obvious question is whether small trade flows are the result of low potential for trade in the region. It 
may be the case that because of their economic size or geogrnphicallocation cOMESA countries cannot 
be expected to generate trade flows larger than some given threshold. To answer this question, one needs 
a norm representing the potential for international trade. Gravity models are the best candidate to serve 
the purpose. In short, gravity equations explain the bilateral trade flows between any pair of countries as a 
function of their economic size (both aggregate and per-capita), geographical distance, membership in the 
same regional integration arrangements, and a variety of other historical, demographic and economic 
factors. The parameters of these equations are estimated from large sample of countries and the resulting 
model can be fitted with actual data from individual pairs to generate a set of predictions on the expected 
level of bilateral trade. This approach can be used to compute the trade potential for the cOMESA 
region. The trade potential will be therefore defined as the expected level of intra-regional trade obtained 
from the aggregation of the bilateral trade flows predicted for COMES A countrics by gravity models. For 
details on the procedure see Box 2. 
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Box 2. Computation of predicted trade flows for the COMESA region. 

To compute predicted trade flows for countries in COMESA the first step is to select a 
gravity model. This model will then be fitted using actual data for the COMES A member 
states. A gravity equation that is widely cited in the literature and which seems to perfonn 
quite well in predicting actual trade flows is reported by Glick and Rose (2001). The 
model specification is as follows: 

In(Xij)=ao +a,In(Y,Y)+a2 In(YiYj)+a, Indij +a.D, +a,D2 +a.D3 + 

(1\3) +a7Llockedij +a,Islandsij + a.In(Area,Area) +aIOD. + allD, + 

+a12D. +aUD7 +a"D, + 6ij 

Where X is the bilateral trade flow between country i and country j, Y is real aggregate 
GDP, Y is real per-capita GDP, d is distance between country i and country j, DI is a 
dummy taking value I if i and j have a common language, D2 is a dummy taking value I 
if i and j share a land border, D3 is a dummy taking value I if both countries belong to the 
same regional trade agreement, Locked is the number o( landlocked countries in the 
country-pair, Islands is the number of island nations in the pair, Area is land mass, D4 is a 
dummy variable taking value 1 if i and j were ever colonies after 1945 with the same 
colonizer, Ds is a dummy taking value 1 if i and j are colonies at a given point time, Do is 
a dummy taking value I if i ever colonized j or vice-versa, D7 is a dummy variable taking 
value 1 if i and j remained part of the same nation during the sample, DB is a dummy 
variable taking value I if i andj use the same currency, B is a random residual, and as are 
the parameters to be estimated. 

Model (A3) is estimated using pooled panel Ordinary Least Squares on a large sample of 
countries covering a period of 20 years. Estimation results are as follows, \vith robust 
standard errors in brackets: al = .93 (.01), az = .45 (.02), a3 = -LII (.02), a... ~ .37 (.04) 
a$ =.40 (.12) a:,; = 1.01 (.13), a7 = -.15 (.03), as = .07 (.04), <l9 = -.1 (.Ol), alO= .24 (.07), 
all = .77 (.26), alZ = 1.25 (.13), 0.13 = -.24 (1.05), 0.14 = 1.41 (.13), ao = -30.25.With 
these estimated values of the parameters, equation (A3) is fitted using actual data for 
COMESA countries in three reference years, 1980, 1990 and 2000. Predicted trade flows 
X are then compared with actual flows in those year. Thc column labelled as "Gap from 
potential" in Table 19 reports the difference between actual and predicted flows in each 
year in percentage points of GDP. The negative sign indicates that predicted flows are 
!!reater than actual flows. 

As it can be seen from the last three columns in Table 19, COMESA countries trade with each other more 
than what is predicted. Thus, intra-regional flows appear to be already above potential. This suggests that 
the reason why regional trade flows are low is that the potential for trade is low. Such a result should not 
be surprising. Gravity estimates attach a considerable weight to aggregate and per-capita GDP. The 
underlying intuition is that for trade to take place, there must be a sufficiently large demand (and supply) 
of goods across countries. But the potential size of the market is smaller the smaller tile economic size of 
trading partners and the lower their level of per-capita GDP. Most COMES A countries can effectively be 
classified as small in economic size and poor in per-capita GDP terms. The consequence is a small 
potential for bilateral trade. The model also suggests that the Ff A will increase the potential for trade by a 
factor of roughly two and a half. Since FTA was launched on October 2000, the corresponding dummy is 
not coded as I for year 2000 and hence the gap between actual trade and trade potential ill the future is 
likely to be smaller than what is reported in the table for year 2000. 
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A possible weakness of the exercise above is that the gravity equation used to predict trade flows is 
. obtained from a large sample of heterogeneous countries. This might imply that the estimated parameters 
do not reflect the specificity of African conditions. For instance, given the lack of physical infrastructures 
in Africa in general, and in COMESA in particular, the limiting effect of distance on trade is likely to be 
underestimated. If that is the case, then the gap between actual flows and potential would be even larger. 
To check the sensitivity of results, a gravity model has been re-estimaled on the sample of African 
countries and major non-Afiican trading partners. The predicted trade flows obtained from fitting this 
alternative model are however very close to those obtained from the original equation. Thus, gaps from 
potential are not qualitatively different from what is reported in the table and the general conclusion that 
COMESA countries actually trade above potential carries through. 

To sunl1Ilarize, development of infrastructures to increase physical connectivity and removal of tariff and 
non tariff barriers are important steps to be taken. However, intra-regional trade cannot be expected to 
boost significantly if economic grO\\1h does not pick. This implies that trade integration is endogenous to 
broader development strategies. 

Evidence from econometric test of cointegration ofRERs series 

A systematic test of shocks convergence can be implemented using the series of bilateral real exchange 
rates (RERs). The idea is simple: since RERs are influenced by the economic fundamentals, if countries 
are hit by symmetric shocks, then RERs will tend to move together. Conversely, in a region where shocks 
are asymmetric, RERs will not display any common stochastic trend. Formally, a test of cointegration of 
RERs is to be implemented: if at least one cointegrating vector exists, then there is evidence of shock 
symmetry (Enders and Hum, 1994; see Box 3 for a more detailed description of the procedure). 

The test thus requires thaI for each COMESA country quarterly series of bilateral RER against a reference 
country are constructed. Three reference countries arc in fact identified, so that for each member states 
there are three series of RER. The three references are Egypt, Kenya and Zimbabwe. They have been 
cbosen because of their economic size and extent of trade with COMESA partners. They are also the 
eentre-points of sub-regional groupings (see below). The test of cointegration requires a minimum 
number of observations for each country. For this reason, only countries for which quarterly data are 
available starting in 1980 are considered. This implies dropping Angola, Comoros, Djibouti, Eritrea, 
Namibia and Zambia from the sample. 

The result of the test are reported in Table 21. For each set of RER series, .cointegration is tested within 
the full group of COMESA countries (see Box 3 for notes on the construction of full groups) and in sub­
groups. These sub-groups are defined along three dimensions. First is a geographical dimension. 
Following Harvey et al (2001), the COMESA region is partitioned in three areas: northern (Egypt 
reference), central (Kenya reference) and Southern (Zimbabwe reference). The second is an economic 
size criterion to isolate the five economies with largest aggregate real GDP. Third is a per-capita income 
criterion. Two groups are defined under this criterion: the sub-group of countries where per-capita GNI is 
above the regional average, and the sub-group of countries where per-capita GNI is below the regional 
average. Cointegration in the sub-group of richer countries cannot be tested with Kenya as reference, 
since Kenya falls in the poorer sub-group. In the same way, cointegration within the sub-group of poorer 
countries cannot be tested with Egypt and Zimbabwe as reference since they both fall in the richer sub­
group. Composition of groups and sub-groups is detailed in the notes to Table 21. 
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5 - Lower income countries 0.55 150,23 124,24 

---------.. --- -------_ .. 

247.18 

35,65 

54.46 

54.46 

NA 

205.95 

205.95 

205.95 

205.95 

205.95 

103.18 

54.46 

N.A. 
133.57 

! 

2 

1 

1 

NONE 
NA 

3 
3 _.-
2 

3 
2 .. _-_.-
2 

1 

1 
NA 

1 

, 

I 

Notes. Own computations. For technical notes see Box 3. Composition of groups and sub·groups is as follows. COMESA group: (1) Bgypt rcfereo<:e: 
Burundi. DRC, Ethiopia, Kenya Madagasc:ar~ Mauritius> Rwanda. Seychelles Sudan, Zimbabwe; (2) Zimbabwe reference: Burundi. Egypt. Ethiopia, Kenya, 
:Malawi~ Mauritius. Rwanda:., ~he1tes. Sudan. Uganda; (3) Kenya Reference: Burundi, Egypt. Ethiopia. Mauritius, Rwanda, Seychelles, Sudan, Zimbabwe 
(then to this core group DRe, Madaga.'OCaf, Malawi, Swaziland and Uganda are added one at the time). Geographical sab--groups: (1) Egypt reference: 
Btbiopia"Sudan; (2) Zimbabwe reference: Malawi j Swaziland. Madagascar; (3) Kenya reference: Bwundi, DRC. Mauritius, Rwanda, Seychelles. Uganda. 
Large wautries suit-croup: For any ofthe three reference countries:: Egypt, Kenya, Sudan> Zimbabwe, Ethiopia. RiPer iucome COUDtries sub-greup: (1) 
Egypt reference: Mauritius. Seychelles> Swaziland. Zimbabwe; (2) Zimbabwe reference: Egypt, Mauritius, Seyt;helles, S-watiland, (3) Kenya reference:: not 
defined since Kenya is not classified as higher income country, Lower incoroe tobntrles sub--group: (1) Egypt reference: not defined since Egypt is not 
classified as a lower income rountry; (2) Zimbabwe reference: not defined since Zimbabwe is not classified as a tower income country, (3) Kenya reference: 
ORC, Ethiopia. Madagascar. Malawi. Rwanda. Sudan, Uganda. 
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Box 3. Test of cointegration of bilateral real exchange rates (RERs) in the COMESA region 

The fundamentals that determine bilateral RERs tend to be non"stationary. The consequence is that bilateral RERs 
are non-stationary too. However, if countries experience symmetric shocks, then their fundamentals will move 
together, implying that bilateral RERs exhibit common stochastic trends. If non"stationary RER series share common 
stochastic trends} then there must be at least one linear combination of these series that is stationary, Therefore, it is 
possible to test fur the convergence of shocks by testing for cointegration in the following equation: 

where '" denotes the bilateral RER in period t between reference country I and country i. as are parameters to be 
estimated and e is a stationary stochastic disturbance term. This approach has been originally proposed by Eoders 
and Hum (1994). 

To implement the tes~ the fust step is to construct series of RERs for all COMESA countries. RER between the 
reference country and country i is defined as the nominal bilateral exchange rate time the ratio of !he consumer price 
index in the reference country to tbe consumer price index in country i. TIuee different references are chosen: Egypt, 
Kenya and Zimbabwe (see text). Angola. Comoros, Djibouti, Eritrea, Namibia and Zambia are dropped from !he 
sample because of insufficient data. 

The second step is to test for the stationariety of the series. A cointegrating vector can exist only among series that 
are non·stationary and integrated of the same order. The Augmented Dickey Fuller (ADF) test of stationariety yields 
the following results. When Egypt is the reference, the series integrated'or order I are: Burundi, DRC, Elhlopia, 
Kenya, Madagascar, Manritius, Rwanda, Seychelles, Sudan, Swazilaod and Zimbabwe. Malawi and Uganda are 
instead stationary and benee cannot be included in equation (A4). When Kenya is !he reference, all !he series are 
integrated of order 1. Finally when Zimbabwe is reference, the series integrated of order I are: Burundi, Egypt, 
Elhlopia, Kenya, Malawi, Manritius, Rwanda, Seychelles, Sudan and Uganda. Swaziland is integrated of order 2 
whilst DRC and Madagascar are stationary, thus none of them can be added to equation (A4). Results on 
Slationariety are robust to changes in the lag structure aod in the specification of the ADF equation. Moreover, the 
same results are obtained when using the Phillips and Perron test of stationariety instead of ADF. 
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The final step is to test for cointegration in equation (A4) using only !he series which are integrated of order 1. The 
methodology used is the V AR (Vector Autoregression)·based cointegration tests developed by Johansen (1988). The 
null hypothesis of tbe test is that there is no oointegrating vector. Therefore, rejection of the null means tbat the series 
are cointegrated. Table 21 table reports the value of the Likelihood Ratio (LR) test statistic aod !be critical values at 
5% and I % confidence level. The last column displays the number of cointegrating vectors for eacb group or sub· 
group based on rejection of the null bypotbeses at I % level of confidence. 

The test of eointegration is reported for eacb reference for the full group of COMESA countries and for slJh..groups 
(see the notes to Table 21 for composition of groups and sub·groups). Because testing for cointegration with more 
than ten endogenous variables can be problematic, the following adjustment to the sample are required to test for 
oointegration in the full COMESA group. When Egypt is reference, there are II series integrated of order one. 
However, one of !hem (Swa7iland) is non ... tationary only at the 10% level of confidence and hence it can he 
considered as barely·stationary. Therefore, it is not included in (A4). When Zimbabwe is reference, the number of 
endogenous variables is exactly ten. When Kenya is reference, there are 13 endogenous variables. It has been 
therefore decided to select a base·group of eight series and then add each ofibe remaining five series one at !he time. 
The base·group consists of eigbt series that appear in both the full group with Egypt as reference and the full group 
with Zimbabwe a's reference. 

The results reported in Table 21 bave been generated assuming a linear deterministic trend in the data and a lag 
structure I, 2 for the V AR. For !he COMESA group, with any reference, the null hypothesis of no cointegration ean 
always be rejected. The result holds when any of the five additional countries is added to the group with Kenya as 
reference. Similarly, including Swaziland and dropping any of the other ten endogenous variables from the group 
witb Egypt as reference does not change the outcome of tbe test. Finally, all of tbe above fmdings are robust to 
changes in the lag structure of the V AR and in tbe type of trends in the data. 

For regional sob·groups, the rejection of the null"hypothesis is instead sensitive to changes in lags aod trends. For !he 
northern sub·group (Egypt, Ethiopia and Sudan), the null hypothesis can be rejected at the 5% critical value only 
under the assumption that data incorporate a quadratic deterministic trend. For the southern sub..group (Zimbabwe, 
Malawi, Madagascar and Swaziland), the null can be rejected only by inereasing the number of lags in the V AR from 
2 to 4. The same is true for the central sub·group (Kenya, DRC, Uganda, Rwanda, Burundi, Seychelles and 
Mauritius). Results for the other sub"groups are robust to assumptions and specification ufthe test 



The crucial piece of information provided by Table 21 is the number of co integrating equations in the last 
column. As noted, symmetry of shocks requires the existence of at least one co integrating vector. Overall, 
results are supportive of the idea that shocks and fundamentals tend to converge. For the COMESA 
group, whatever the reference country is, more than one cointegrating vector can actually be identified. 
For regional sub-groups at least one cointegration vector can always be identified, but this result is 
sensitive to changes in the assumption underlying the econometric test (for details see Box 3). There is 
robust evidence that the fundamentals in large countries tend to move together. There is instead little 
evidence of cointegration within the sub-groups based on levels of per-capita GNl. In particular, for 
higher incDme countries, there is no co integrating vector, while for poorer countries there is at most one 
cointegrating vector. 

To check the robustness of results, the cointegration test has been performed dropping DRC and including 
Zambia in the sample. The RER series for DRC display a significant structnral break in association with 
the hyperinflation of the '90s. It is therefore appropriate to verify that cointegration results hold 
independently from its inclusion. Zambia is excluded from the original sample because data are not 
available from 1980, but a string of RER observations can be constructed starting in mid '80s. This 
change in the overall sample affects the composition of the COMESA group, of the southern and central 
sub-group and of the poor countries sub-group. However, statistical results do not change relative to those 
reported in Table 21. 

Wrap up: convergence of cycles, shocks and fundamentals ... 

The implementation of a test of cointegration of real exchange rate series suggests that shocks and 
fundamentals within the COMESA region tend to move together; that is, they converge. Unfortunately, 
the test cannot be extended to some of the countries because of the lack of data. The same test also shows 
the existence of convergence within sub-groups, and in particular within the sub-group of the largest 
economies in the region. 

Convergence of fundamentals and shocks is probably due to the fact that industry structures are rather 
similar aeross countries, with agriculture still playing a dominant role in terms of contribution to GDP. 
One would expect such similarities also to show up in bilateral correlations of key macroeconomic 
variables, but this does not seem to be the case, at least for the entire sample of20 countries. Significant 
bilateral correlations do exist for pairs and sub-groups of countries. 

Intra-regional trade contributes to increasing shock symmetries and convergence (or at least it contributes 
to miiigate asymmetries). However, the trade flows among COMESA member states are low, even by the 
standard of other African RECs. The estimation of a gravity model highlights that actual flows are in fact 
greater than their predicted potential. The rationale behind this result is that most countries in the region 
are small and poor and hence they are unable to generate sustained demand (and supply) for international 
trade. Tbe increase in intra-regional trade is therefore endogenous to the growth of incomes and GDP. 

4.4. Income convergence in COMES A 

As discussed in Section 3, there are two basic approaches to test convergence of per-capita income levels. 
Sigma convergence looks at the time changes in the dispersion of per-capita GDP across countries in the 
region. A decrease in the standard deviation is interpreted as evidence of convergence. Beta convergence 
is instead identified by a negative correlation between the level of per-capita GDP at the beginning of the 
sample period and the subsequent average rate of per-capita GDP growth. Table 22 reports results from 
both approaches. The test is conducted for sub-periods. Each sub-period is represented by a decade. The 
latest sub-period for sigma convergence goes from 2000 up to the latest possible observation (200 I or 
2002). For beta convergence, since gro,",1h rates ought to be computed over a sufficiently long spell, the 
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latest sub-period 2000-2002 is not reported. However, results for the entire period 1960-2002 arc reported 
under the heading "full" in the last colurun of the bottom half of the table. 

Table 22. Income convergence in COMES A 

""·C~ ____ Sigma convergence {standard deviation of p.c. GDP 

1960-69 1970-79 1980-89 1990-99 Latest .. --... '.-

COMESA 716.72 991.30 1181.64 1626.89 1735.96 i _ .. 
~32.6.EJ ,Lar~e countries 1 140.43 203.75 303.99 376.59 

Large countries 2 140.43 203.75 288.34 362.12 425.30 ! 

iNorthern I!roup .. _._ NA NA 452.66 460.70 475.~ 
~ •. 

Central group -. NA N.A. 1773.80 2600.04 27~ 

Southern 2rOUP NA NA 763.80 754.21 840.52 , 

Higher income NA 1251.09 1459.36 2057.30 2193.40 i 

Lower in<:ome N.A. 192.66 178.53 134.91 139.40 

Beta convergence 

1960-69 1970-79 1980-89' 1990-99 Full 

Estimated correlation -0.2601 -0.4591 0.3309 0.4555 -0.1711 

Standard error 0.4162 5.3873 0.5601 0.6724 0.5014 
i . ;I-ratio -0.6249 -0.8522 0.5909 0.6774 -0.3412 

iP-value 0.5460 0.4123 0.5624 0.5068 0.73G9 

Notes Own computations fiom data in WDJ, WBAD, EIU. Groups are as follows. Luge. countries 1: Egypt, Kenya, Sudan, Zimbabwe. Ethiopia. Large 
(Ollotries 2: Egypt, Kenya, Sudan, Zimbabwe. Northeru. grollP: Egypt, Sudan Djibouti. Ethiopia, Eritrea. CwtruJ gfnRp: Kenya. BUllIlldi. Comoros, ORC. 
Mauritius. R'NaIlda. Seychelles, Tanzania, Uganda . .so.utbern group: Zimbabwe, Angola. Madagascar, Malawi. Namibia, Swaziland. Zambia. Higher income 
countries (ten countries with 2000 per<apita ONI abQve the median); Comoros, Kenya, Sudan, Djibouti. Egypt, MauritiU$, Namibia,. Seychelles. Swaziland, 
Zimbabwe. IAwe income countries {ten countries with ZOOO per-capita ON! below the median):Angoia, Burundi. DRC. Eritre:a. Ethiopia, Madagascar. 
Malawi, Rwanda, Zambia, Uganda Because data for several low income countries are not available period to 1970-1980, for some of the groups the standard 
deviation in the first two decades is not computed. 

The standard deviation is characterized by a significant upward sloping trend, Thus, there is evidence of 
sigma divergence. The result holds for the full group of cOMESA countries and for some sub-groups. 
The only notable exception is represented by the sub-group of poorer countries, where there is evidence 
of convergence, In fact, the definition of sub-groups on the basis of their per-capita income levels at the 
end of the sample period might induce sample selection bias in the results. However, it should be noticed 
that the composition of the two income groups is practically unchanged between the beginning and the 
end of the sample period, the only exception being Kenya and Angola that switch their position. In this 
sense, sample selection bias is unlikely to significantly drive the results, 

The situation of the poorer cOlmtries group is partiCUlarly worrying. First of all, the gap between the 
average income in this group and the average income of the richer countries group increases over time. 
Second, but perhaps more important, the average income of the poorer countries sharply decreases over 
the period of observation. That is, there is negative convergence, or convergence to the bottom, with 
countries clustering around the lowest income levels in the sub-group, This result might be consistent 
(albeit it does not prove it) with the idea that some countries in the region are locked into a poverty trap. 
'The estimated correlation coefficients between per-capita income and subsequent rate of growth never 
pass a zero restriCtion test Hence there is no evidence of systematic, statistically significant, beta 
convergence in the sample. The relatively low number of degrees of freedom might contribute explaining 
the high p-values, leading to the non-rejection of the hypothesis that coefficients are equal to zero. Still, 
the pattern of signs on the coefficients is worth a mention, In the first two decades of the sample period, 
the negative correlation indicates convergence, with poorer countries catching up with the richer. The 
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third and the fourth decade are instead characterized by progressive divergence. The switch in the sign of 
the coefficient might be due to the fact that since 1980 some poor countries are added to the sample. As 
discussed for sigma convergence, poor countries tend to diverge significantly from richer ones and hence 
their presence could well determine a structural break in the income-growth relationship. 

4.5 Wrap up: convergence in COMESA 

For the COMESA region, in addition to the evidence generated from the indicators introduced in Section 
3 for the other RECs, some results on the extent of macroeconomic convergence are produced by 
applying econometric tests that exploit the time-series properties of the data. 

The basic indicators provide a general picture which is not particularly different from the one discussed in 
Section 3 for other RECs. Macroeconomic policy stances are still divergent in spite of the adoption of a 
policy harmonization framework with a set of convergence criteria. Divergence is more marked "'lth 
respect to fiscal policy, with several countries struggling to achieve the target values on deficit. Monetary 
policy is morc convergent, especially for what concerns the rate of money growth. Correlations of 
fundamental macroeconomic variables are generally close to zero, denoting a substantial divergence of 
shocks and business cycles in the region. However, there are sub-groups of countries where correlations 
tend to be high and positive. Intra-regional trade flows remain low, even by African standards, suggesting 
that trade among member states is unlikely to mitigate shock asymmetries as macroeconomic integratiou 
unfolds. • .. 

More advanced econometric tests qualify the above general picture. Testing for convergence of 
macroeconomic time-series shows that many variables in most countries do not display any long-term 
tendency to revert to the mean. However, when series do revert, they normally converge to values that 
meet the norms established in the criteria. The largest number of convergence cases is observed for 
monetary variables (inflation and money growth). A few structural breaks that induce converge in 
otherwise non-convergent series are observed in cOllllection with the launch of the COMESA 
harmonization program. But indeed this latler piece of evidence is quite scattered across thc sample. To 
some extent, the long-term effects of the program are stilI not incorporated into the time-series, and this 
explains why the number of significant structural breaks is limited. Turning to convergence of shocks and 
cycles, a test of cointegration of real exchange rates series reveals that country's fundamentals in the 
region tend to move together to a much greater degree than what appears from the analysis of simple 
bilateral correlations. Probably, this tendency of fundamentals to move together is the consequence of 
economic structores being quite similar across countries, with agriculture playing a dominant role. 
Finally, a gravity equation is fitted to obtain predictions about the size of intra-regional trade flows. These 
predicted trade flows represent a sort of potential level of trade in COMESA and can be used as a 
benchmark for the assessment of actual flows. It turns out that actual flows are significantly greater than 
predicted flows. 111e explanation is that most countries in the region are of limited economic size and 
poor in per-capita terms. Thus, they are unable to generate a sustained demand (and supply) for 
international trade, and this in turn reduces the potential for trade. In this sense, intra-regional trade 
cann<:t be expected to boost in the absence of sustained economic growth. 

The last piece of evidence proposed concerns the degree of convergence of per-capita incomes. It appears 
that income levels tend to become more and more dispersed across countries. The only exception is for a 
subgroup of poor countries, where there is evidence of convergence to the bottom. The statistical 
evidence on the catching up effect (beta convergence) is very weak, with estimated correlation 
coefficients that do not significantly differ from zero. 
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5. Discussion and recommendations 

The analysis in Sections 3 and 4 suggests that RECs are characterised by a significant degree of 
macroeconomic divergence on any of the three dimensions considered. Of course, this general picture 
needs to be qualified to account for differences within each REC and across RECs. Furthermore, as 
shown by the COMESA case study, the conclusions drawn from the evidence of econometric time-series 
models might differ from those based on less sophisticated statistical indicators. Nevertheless, it appears 
that there is the potential for more convergence, especially on the macroeconomic policy stance. 

Macroeconomic convergence criteria 

'Inc evidence from Sections 3 and 4 is that most countries struggle to meet the targets and that the 
patterns of macroeconomic policy variables are quite dispersed. To some extent, the fact that formal 
policy harmonization frameworks havc been adopted only recently might explain the persistence of 
divergence. That is, countries may need more time to adjust their policy stsnce to meet the targets. 
However, failure to converge is also likely to reflect deficiencies in the design of criteria. In order to 
increase the effectiveness of criteria as a convergence device, the following is proposed. 

• Criteria must be accompanied by a credible enforcement mechanism to provide countries with a 
strong enough incentive to comply. In the absencef 'of other technologies for credible 
commitments, sanction-based mechanisms can be used. A framework for regular monitoring of 
countries' progress must be established. This monitoring framework will specify deadlines for 
compliance. Countries that fail to comply at the specified deadline must incur into a penalty. Such 
a penalty might be designed as a monetary sanction to be paid as extra-contributions to regional 
financial institutions (discussed later). Another possible penalty is the suspension of the non­
complying country from the process, and hence from the benefits of integration (including access 
to regional financial support). Taking into account the differences of initial conditions across 
countries, the target values to be met at each deadline can vary from country to country, as long as 
they eventually converge to the same common value. What is crucial is that the elements of the 
monitoring framework (deadlines, targets and penalties) and the agency in charge of managing it 
(see below recommendations on "economic institutions") must be clearly designed ex-ante. Once 
the framework is established, its credibility can only be ensured by the continuous and non ad-hoc 
application of its rules 28. 

• Convergence criteria must refer to a few key macroeconomic variables, avoiding redundancy and 
inconsistencies. The rationale underlying their adoption suggests that they should be designed to 
facilitate the convergence of national policy stances towards (i) low inflation and (ii) fiscal 
stability. This does not mean that inflation and fiscal stabilisation are the only two, or even the 
first two, priorities of economic policy. It only means that those are the two objectives that criteria 
can contribute to achieve within the context of a formal program of macroeconomic integration. 
Against this background, three key variables need to bc targeted: inflation, fiscal deficit and public 
debt. Low inflation can be identified with an inflation rate at 2% or below, corresponding to a 
commonly accepted notion of price stability. Fiscal stability is gencrally defmed by the 
combination of overall fiscal balance and sustainable debt levels. Given the current situation of 
most African countries, it can be desirable to set a medium-tenn target of arbitrarily low fiscal 
deficit (say 3% of GDP), while maintaining 0% as a long-term target. In both cases the balance 
must be intended net of grants. The determination of sustainable debt levels depends on factors 
that are likely to differ across countries. Furthennore, in the context of developing economies, it 

28 An enforcement mechanism based on sanctions is not a new idea. For instance, the Maastricht Treaty and the Growth and 
Stability Pact in Europe impose penalties on non-complying countries. The Convergence, Stability, Growth, and Stability Pact 
ofUEMOA includes similar penalty mechanisms. 

62 



makes sense to set limits for both the extemal and the domestic component of debt. For the 
external component, a reference value can be obtained by looking at the average external debt to 
GDP ratio in developing countries not included in the HIPC initiative; that is, countries that are 
apparently able to sustain their debt. This average is around 35% and hence tlris value is taken as 
the norm for external debt. The domestic component can then be determined from the defmition of 
a steady state value of total debt to GDP ratio. Assuming negligible seignior-age (as it should be 
in a regime of low inflation) and a growth rate of nominal GDP in Line with average past growth, 
35% domestic debt would be sustainable even during the transition to overall fiscal balance. Total 
debt to GDP ratio would therefore be at 70%. 

• The above mentioned targets ought to be accompanied by a few more ones. The accumulation of 
payment arreaos is a possible way to finance deficit and hide fiscal distress. Hence, following the 
example of UEMOA and CEMAC, there should be a criterion imposing zero accumulation of 
arrears, both domestic and external. ln a currency union perspectives, it would be also desirable to 
impose a uo bail-out condition to avoid that the consequences of default crises in a member state 
generate negative extemalities on fiscal stability and anti-inflation commitment in the rest of the 
region. Given the vulnerability of most countries to extemal shocks, a minimum amount of 
international reserves is desirable. A stock of reserves is also required to maintain a stable peg 
against external currencies. The proposal is to set a target level of reserves of 6 months of imports, 
to be then increased once countries move to fixed eX<;:Qiillge rate arrangements (see below). 
Finally, to facilitate the efficient allocation of financiat resources and risk, countries need to 
maintain positive real interest rates, with a nominal lending (prime) rate not exceeding 10% (this 
10% ceiling is originally proposed by Harvey et aI., 2001). Given the objectives to be achieved 
with convergence criteria, other criteria appear to be redundant. 

• While convergence criteria must be credibly enforced, countries must be granted some degree of 
flexibility in dealing with shocks. A preliminary consideration is that convergence criteria need 
not to be an obstacle to the implementation of other development policies. On the contrary, to the 
extent that they are effective mechanisms for inflation and fiscal stabilization, they contribute to 
structural reforms and overall macroeconomic adjustment. The issue of flexibility still arises 
because of the vulnerability of African economies to extemal, exogenous, shocks (often 
asymmetric across countries). Two possible solutions can be designed. One follows the approach 
taken by the Growth and Stability Pact of the European Monetary Union and, more recently, by 
the Convergence, Stability, Growth and Solidarity Pact ofUEMOA. The idea is that penalties for 
lack of compliance are charged unless a country has faced particularly heavy adverse economic 
conditions, this latter being defined as a given decline of GDP relative to its average level in the 
preceding years. Thus, with this mechanism in place, countries facing temporary recessions are 
exempted from meeting the targets. Countries are clearly required to comply as soon as the 
economic cycle is reversed. The second approach follows the recommendation of Harvey et al. 
(2001). The performance of countries in mecting criteria should be assessed on the basis of 
moving averages of the relevant macroeconomic variables. That is, the target established in the 
critcria must be compared ·with moving-averages of the macroeconomic variables (rather than 
single annual observations) to assess whether countries are complying or not. Moving averages 
smooth the impact of the business cycle relative to the case where single annual observations are 
used as reference. Countries can thus undershoot or overshoot the target in negative years, as long 
as they recover in positive years. The period eovered by the moving average should be long 
enough to allow countries to deal with short-term shocks. However, setting a too long period 
would have the potentially negative effect to delay action for recovery. A three-year moving 
average is probably a good compromise. The two approaches (exemption for temporary recession 
and moving-averages) are not inconsistent with each other and can be eventually merged. In any 
case, whatever the two is applied, it is necessary that rules are clearly specified in advance, to 
avoid arbitrary interpretations and application. 
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Economic institutions 

In general, institntional quality is an important determinant of economic performance. Especially in a 
context of socio-political instability, reforms to set up high quality institutions are a strategy yielding a 
large growth pay-off 29. On a more specific ground, there are economic institutions that need to be put in 
place to facilitate sound macroeconomic policy management. 

• In each country, monetary policy should be delegated to a central bank which is independent and 
autonomous from fiscal authorities. The experience of industrial countries clearly shows the 
benefits of this type of delegation: the independent central banker can focus on the low inflation 
target and resist pressure from the government to finance fiscal deficit. Obviously, for benefits to 
be realized, it is necessary that independence is effective and not just on paper. Effective 
independence can in turn be evaluated along the following lines30

• First, members of the central 
bank's governing board should be appointed by representatives of the central bank itself rather 
than by the goverrunent. Members also ought to be appointed for relatively long periods of time, 
without any association with the term of office of the government. Second, no mandatory 
participation of a government representative to the board of the central bank must be imposed. 
Moreover, monetary policy decisions should not be subject to the preventive approval of the 
government. Third, low inflation must be a statutory objective of the central bank. There must be 
formal legal provisions to resolve conflicts between the government and the central bank to avoid 
undue interferences of the former. More technical arrangements are also desirable. lndependence 
will exist to the extent that the government has lirnited influence in determining how much of the 
fiscal deficit is monetized. In this respect, there must be strict limitations on direct credit facilities 
at the central bank available to the government. In addition to that, there should be no obligation 
for the central bank to participate in the primary market as buyer of government bonds. Finally, 
the central bank should be given exclusive right to set the discount rate (as primary monetary 
policy instrument). The issue of delegation of monetary policy to an independent central bank is 
also relevant in the context of monetary union formation. The common central bank of the union 
must be granted the type of independence and autonomy just described above. Its establishment 
will be therefore facilitated to the extent that the delegation process has been already successfully 
undertaken at national level. 

• Budgetary procedures should prevent a sitnation where decentralised spending decisions are 
financed from a common pool of centralized resources. Budgetary proeedures (or institutions) are 
defined as the whole set of arrangements that govern the process of budget furmulation and 
implementation. In a weak budget process, spending ministers, public enterprises and local 
governments predate the common pool of resources generated from taxation. The implication will 
be the persistence of fiscal imbalances and the inefficient allocation of public resources. It is 
therefore important to design budgetary institutions so that all agents participating in the process 
of budget formation correctly perceive the existence of an hard budget constraint, Cb-pecially in a 
context where the pool of resources is small. If resources are centralised, then the formulation of 
the budget ought to follow a hierarchical process, where spending decisions are centralised in the 
hands of a strong prime minister (or minister of finance) who represents the populace as a whole 
against the interest of specific constituencies. Moreover, to avoid that legislative bargaining can 
lead to over-spending, it is desirable to structure the legislative approval of the budget with a vote 
on its global size at the beginning of the debate, limiting the subsequent number of amendments 
that can be introduced. 

" See for instance the results ill Easterly (2000). 
,. See also Grilli et at (1991) and C'ulcierman (1992). 
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• Credible regional surveillance agencies are required for effectiveness of convergence mechanisms. 
A critical point made above is that convergence criteria need to be accompanied by enforcement 
mechanisms. The proposal is made to create a monitoring framework based on clear targets, 
deadlines and sanctions for non-compliance. To run this framework, regional surveillance 
agencies must be constituted and granted sufficient power to monitor progress and charge 
sanctions. The credibility of the entire framework depends on the credibility of such agencies; that 
is, on their ability to monitor, sanction and remain independent from national pressures. In the 
absence of a political union, or more simply of political cohesion in the region, setting up such 
regional institutions might be difficult. However, the cfforts that countries put in facilitating their 
effective working is a clear signal of sineere commitment towards the integration process. 

Shock asymmetries and compensation mechanisms 

Bilateral correlations of fundamental macroeconomie variables suggest that the degree of eyclieal 
covariation in economic activity across countries is low in most RECs. Hence, shocks appear to be 
asymmetric. Shock asymmetries imply an unequal distribution of costs and benefits of macroeconomic 
integration, causing potential policy conflicts among member states. It is therefore important to consider 
mechanisms to mitigate and compensate the impact of such asymmetries. 

• Labour must be mobile across countries in a region. Wh~,.asymmetric shocks hit two countries, 
adjustment can initially come through national stabilisation policies and exchange rate 
realigrunents. The evolution ofRECs towards deep forms of economic integration (i.e. a system of 
frxed exchange rates or a monetary union) will however limit the possibility to use those two 
instruments. Adjustment can thus occur through price and wage movements. This however 
requires a high degree of nominal (and real) flexibility in the labour and goods markets. Lacking 
such a degree of flexibility, a third adjustment mechanism works through the mobility of labour. 
Workers in countries where unemployment increases as a consequence of a negative shock will 
move to countries where nnemployment is decreasing following the realization of a positive 
shock. The labour demand and supply effects in the two countries will lead to re-equilibration of 
aggregate demand and supply in the region. While labour mobility is a part of the protocols and 
objectives of several RECs, including COMESA, EAC, ECOW AS, SADC and UEMOA, many 
practical obstacles hamper its effective realization. To enhance labour mobility at regional level 
ECA (2003) provides a set of recommendations and proposals that ought to be quickly 
implemented by the RECs. These include the abolition of entry visas and the adoption of common 
travel documents, the harmonization of education and training policies, and the establishment of 
common regionallaoour standards. 

•. Countries must consider setting up a regional system of fiscal transfers. Where labour is not 
mobile, the impact of asymmetric shocks can be absorbed by establishing a system for the 
monetary compensation of disfavoured countries. In its simplest version, the system could work as 
follows. A regional financial institution is established. Countries pay to this institution a 

, contribution fixed in percent of their GDP. When a country faces particularly negative economic 
conditions (to be defined in terms of percent reduction in GDP), it is entitled to receiving a 
transfer from the regional fmancial institution. The mechanism basically implies that transfers to 
disfavoured countries are financed by contributions from favoured countries. An obvious 
extension would be to transform the regional institution into a structural fund, where national 
contributions are used to finance infrastructure investment in member states. Contributions would 
be linked to economic conditions, with exemptions granted in case of particularly strong 
recessions. In such a way, a country going through a sharply negative cycle will still receive 
financing, without contributing, for the period, to the structural fund. The existence of such a 
structural fund would also play an important role to enforce compliance of countries with the 
convergence criteria. If non complying countries are excluded from accessing the structural funds, 
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then an incentive is provided for them to meet the targets. Two caveats need to be considered. One 
is that a system of fiscal transfers, whatever form it takes, might be quite difficult to sustain from 
the political point of view, especially in a context where political unification is very far from being 
achieved. The other caveat is that the possibility for member states to contrihute to a regional fund 
is limited, given the low levels of GDP and the shortage of revenues. To ensure that the fund can 
receive resources to perform its function, contributions from national budgets can be integrated by 
finance levied on imports from third countries (see Box 4). III addition, the regional fund can be 
financed by donors, even though this will imply that smaller flows ofinternational aid will be left 
available for other uses. 

• Illtra-regional trade is to be promoted by removing tariff and non-tariff barriers and by adhering to 
the timetables for the launch of free trade areas and common external tariffs. Illtra-regional trade 
can mitigate the extent of shock divergences within RECs. III fact, the larger the trade flows 
between two countries, the more synchronized their national business cycles will be. The result is 
that a positiVe/negative shock taking place in one of the two will be shared to a greater extent by 
the partner. As discussed in this study, intra-regional trade is generally very low in all RECs. The 
limited economic size and the low levels of per-capita income in most countries are two crucial 
factors constraining potential, and therefore also actual, trade. However, even assuming constant 
GDPs, some considerable gains in the size of trade can be obtained from the removal of tariffs, 
quantitative restrictions, and non-tariff barriers to trade. For. this reason it is recommended that 
RECs stick to the scheduled timing for the realization of free trade areas and custom unions 
(where these have not yet beL'Il implemented). Removal of non-tariff barriers will instead call for 
an increase in the degree of physical connectivity. harmonization of regulations and 
classifications. adoption of trade facilitation measures (i.e. simplification of custom procedures 
and trade documents, regional insurance schemes), establishment of regional market facilities. 
Again, a full set of proposals is spelled out in ECA (2003). 



Box 4. A mechanism for self-financing of regional institutions 

Mechanisms for self-financing of regional institutions and regional initiatives in Africa have been 
discussed since the mid '80s. In fact, the principle to establish self-financing mechanisms to fully 
or partially finance the ruMing of REC Secretariats as well as Community Programmes is 
embodied in the Treaties of most RECs. For instance, the issue is referred to in Article 72 of the 
revised Treaty ofECOWAS, in Article 168 of the Treaty establishing COMESA, in Article 82 (2) 
of the Treaty establishing the African Economic Community, and in Articles 54 and 55 of the 
TreaIy ofUEMOA. 

Given the limited size and irregularity of contributions from national budgets, alternative 
strategies must be designed to mobilize substantial and regular finance to cover; (i) the budgets of 
the secretariats of RECs, (ii) compensatory mechanisms, (iii) regional projects, and (iv) regional 
development funds. International aid and contributions from donors would certainly represent an 
important source of funds. However, if donors finance is used to support regional initiatives, then 
less international aid will be available for other uses. In this sense, it would be desirable to make 
African regionalism more autonomous vis·a-vis the external aid. 

The issue has been also investigated by the Economic Commission for Africa (ECA) in a series of 
studies (inter alia, ECA, 1997 and ECA 1998), In general, those studies suggest that a mechanism 
for self-financing can be established as a levy based on imports of member States of goods 
originating from third countries. The ratc of this levy shouldlJe determined taking into account the 
fmancial needs of each specific REC. For instance, for COMESA it is recommended a levy on 
imports value at the rate of 0.3% or 0.7%, depending on the decision on implementing or not a 
compensation fund. For other RECs the recommended levy on imports are as follows: UEMOA 
1%, ECOWAS 0.5%, CEMAC 1%, ECCAS (Economic Community of Central African States) 
0.7%. UEMOA, CEMAC and ECOWAS have effectivcly adopted and implemented the 
mechanism. ECCAS also made the decision to adopt a Community Contribution for Integration 
based on imports from non-African countries at the recommended rate (implementation scheduled 
for 2003). 

In terms of bureaucratic and technical procedures for the implementation of the mechanisms, the 
following suggestions can be advanced, again based on the ECA studies. Customs administrations 
should be in charge of the levy implementation by determining the base (value of imports), 
calculating the amounts paid and collecting the funds. These funds would then be depOSited 
directly in accounts at Central or National Banks and opened in the name ofREC secretariats. The 
full availability of the collected funds to the Community is required for the credibility of the 
process and to ensUre effectively autonomous financing. Full availability means that funds are 
entirely property of the Community (this is for instance the case in the European Union) and 
hence that eventual surplus relative to the Community budget are not returned to member States. 
However, a test or transition period can be considered during which member states agree on 
limited availability of funds. Finally, procedures for monitoring the collection as well as the 
management of funds should be designed. In particular it is recommended that the Executive 
Secretariat of RECs annually report to the policy organs of the Community on all operations 
related to the working of the mechanism. 

Exchange rate arrangements 

With the exception of the two currency unions, exchange rate arrangements in the RECs tend to vary 
considerably across countries. This heterogeneity reflects different beliefs about the relative merits and 
disadvantages of fixed and flexible regimes. In any case, whatever the starting position might be, the 
process of economic integration, aiming at the formation of eurrency unions, will imply that all countries 
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must move towards a system of fixed, and later irrevocable, parities. The following recommendations are 
made. 

• The process of implementation of a system of fixed exchange rates in a REC must be gradual. 
Flexible exchange rates have the advantage to smooth the impact of fiscal adjustment. They are 
also an instnunent to absorb exogenous shocks. Pegging the exchange rate is a strategy to lock-in 
the progress achieved on macroeconomic stabilization. Furthermore, the risk that the peg would be 
a target of speculative attacks is still quite limited, since most African countries are not 
siguificantly integrated into global financial markets. However, to avoid distortions of the path of 
domestic development, countries are advised to move to a peg only once some basic conditions 
are realized: (i) domestic inflation must have been stabilized to a relatively low level, so to avoid 
the negative real exchange rate consequences of the inflation gap vis-a-vis the reference country, 
(ii) fiscal stabilization must have been achieved, (iii) a consistent stock of international reserves 
must exist, (iv) the economic institutions above mentioned (independent central bank, strong 
budgetary procedures) must have been established. It is also desirable that appropriate instnunents 
for banking supervision and surveillance have been put in place. 

• The domestic currency should be pegged to a major international currency; that is, Euro, USD or 
yen. The consistency of international trade flows suggests that most African countries oUght to 
peg to the Euro, especially if Great Britain will join EMU. However, to avoid that fluctuations 
among the major currencies generate undesirable appreciations or depreciations of the domestic 
cnrrency, the peg can be referred to a composite basket. 

• All countries in each REC should move towards the adoption of a stable peg against an 
international reference currency. This will occur at different speed for different countries 
depending on their initial situation and on the time required to achieve the conditions for the 
sustainability of the peg. The adoption of bilateral peg against the international reference will de 
facto produce a system of fixed exchange rates within the REC. In this system, parities between 
members of the REC are determined from the bilateral exchange rates against the international 
reference. 

• Before moving to the next stage (the formation of a currency union) it would be desirable to let 
the system of fixed exchange rate work for several years (seven to ten years are advised). The long 
transition period will also allow RECs and member-states to set up the institutional and technical 
arrangements required by a currency union (see footnote 31). Eventually, following the example 
of the European Monetary System, fluctuations bands (in the range of at most ±I5% around the 
central parity) can be established to provide a minimum margin for stabilisation. Only countries 
that for the last three years have been able to maintain the parity without the need to impose 
restrictions on the frce flow of foreign change must be admitted to the currency union. This 
exchange rate stability criterion will prevent endgame devaluations to gain pennanent competitive 
advantage 31. 

• A hard peg arrangement against an international currency (or a basket) is also to be adopted by the 
common central bank as an anchor for regional monetary policy. Countries in the union should be 
continuously monitored in their adherence to convergence criteria, with sanctions applied to non­
complying countries. Mechanisms for flexibility of the type previously discussed should however 

Jl There are various additional institutional arrangements that need to be defmed before a regional oonnnon eentral bank can be 
effectively launched. The common central bank should be given the role oflender-of-Iast-resort (which is normally played by 
national central banks in a decenllalized setting). as well as supervision functio!1S over tire system of national central banks. 
Other requirements that can be fulfilled during the long transition period include: (i) strengthening country frameworks for the 
collection of monetary and financial statistics, (ii) bal1oonization of formats for data analysis, (iii) strengthening regional 
payment systems, (iv) harmonization of accounting rules and standards. See also ECA (2003). 
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remain in place, Countries which did not initially qualify for participation in the union, can be 
subsequently admitted once they have satisfied the convergence criteria and have maintained a 
stable parity against the reference international currency for a period of at least three years. 

6. Conclusions 

Macroeconomic convergence, in its multidimensional definition, is an important item in the economic 
integration process undertaken by the RECs. This report has provided some empirical and econometric 
evidence on the progress realized by six regional communities. Two basic conclusions emerge. First, on 
macroeconomic policy stance, the bulk of convergence still has to be achieved for most variables in 
practically all of the RECs surveyed, Particularly critical is the situation of fiscal variables. Second, 
regions are likely to be characterized by asymmetric shocks. However, the application of econometric 
time-series models to a specific case study (COMESA) suggests some qualifications. In particular, it is 
the second conclusion that might be too pessimistic. While the basic correlation statistics for COMESA, 
similarly to what happens for the other five RECs, suggest that fundamentals across countries do not 
move together, the existence of co integration among the series of bilateral real exchange rates rejects the 
non-convergence hypothesis. This suggests an important avenue for future research. With sufficiently 
long strings of time-series data now becoming available for most countries, time-series models originally 
developed for the analysis of convergence in industrial countries can now be extended to African RECs. 
The COMESA case study is thus an example that ought to b~"extended to other regions. In fact, a 
cointegration technique analogous to the one in Section 4 has been'applied to EAC with findings that are 
similar to those of the COMESA case study (Mkenda, 2001). A different approach, based on the 
estimation of a stmctural V AR, has generated more ambiguous results on the degree of shock 
convergence in West Africa (Fielding and Shields, 1999). More of this type of econometrics is needed for 
a better understanding of economic integration prospects in the continent. 
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Appendix 

A. Variables description 

Variables 

Table 1 and table 10 

Area 

Population 

GNI per capita 

Aggregate GOP growth 

Per capita GOP growth 

GlNI 

Gross capital formation/GDP 

Current aecount balance! GOP 

Table 2 and Table 11 

Description 

Land area in thousands sq. Km 

Total population in thousands 

Gross National Income per capita measured in current usn (base 
year 2000) 

Period average of annual pereentage growth rate of GOP at market 
prices based on constant local currency. Aggregates are based on 
constant 1995 usn 

Period average annual percentage grov.th rate of GOP per capita 
based on constant local currency. GOP per capita is gross domestic 
product divided by midyear population 

The GlNI index measures the area between the Lorenz curve and a 
hypothetical line of absolute equality, expressed as a percentage of 
the maximum area under the line. Thus a GINl index of zero 
represents perfect equality, while an index of 100 implies perfect 
inequality 

Gross capital formation consists of outlays on additions to the fixed 
assets of the economy plus net changes in the level of inventories 

Current account balance is the sum of net exports of goods, services, 
net income, and net current transfers 

Life expectancy Number of years a newborn is expected to live. 

Infant Mortality Expected probability that a newborn will die before reaching age 5 
(expressed in ratc of 1000) 

Young female illiteracy Percentage of illiterate female population aged between 15 and 24 

Young male illiteracy Percentage of illiterate male popUlation aged between 15 and 24 

Female secondary enrolment rate Gross enrolment rate of female population into secondary school 

Male secondary enrolment rate Gross enrolment rate of male population into secondary school 
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Total tertiary enrolment rate Gross enrolment rate of total population into tertiary school 

Population growth Period average rate of annual total popUlation growth 

Tables" to 6 and 12/017 

Inflation (Table 4, l2 and l7) Annual percentage change in Consumer Priee Index 

Fiscal balance (Table 5, l2 and 17) Overall budget balance: current and capital revenues excluding 
current grants less total expenditure and lending minus repayments 

Basic Fiscal balance (Appendix) For UEMOA countries basic fiscal balance is defined following 
IMF as total revenues excluding grants, minus total expenditures, 
excluding foreign-financed investment outlays 

External reserves (Table 6) Official external reserves (including gold) expressed in months of 
imports 

CB financing (Table 6, 13 and 17) Central bank fmancing of budget expressed as percentage of tax 
revenues. Definition of Central Bank financing follows line 12 AZF 
of International Financial Statistics 

Debt service (Table 6) Total domestic and external debt service in percent of GDP 

CA balance (Table 6) Current account balance in percent of GDP. Current account 
balance is the sum of net exports of goods, services, net income, and 
net current transfers 

Gross domestic savings (Table 6) Gross domestic savings in percent of GDP 

Total claims on government Claims on central government in percent ofGDP. Defmition oftolal 
claims follows line 32 AN of International Financial Statistics 

Table 13 altd 17 

Tax revenues (Table 14 and 17) Total tax revenues (net of grants) in percent ofGDP 

Interest rates (Table 15 and 17) Nominal interest rate on deposit and lending 

Money growth (Table 16 and 17) Growth rate of broad money (M2). Broad money is the sum of 
money (line 34 ZF of Interuational Financial Statistics) and quasi­
money (line 35 of International Financial Statistics) 

Domestic credit Cfable 16 and 17) Domestic credit to the private sector in percent ofGDP 

Table 7 and Table 18 

Tenns oftrade Change in log tenns of trade belweenlwo consecutive years 

Inflation Annual percentage change in cpr 
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GDP growth Rate of growth of aggregate GDP in constant 1995 USD 

Money growth Rate of growth of broad money 

Table 8 and 20 

Intra-regional trade (Table 8 and 20) Total exports and imports of a country with its partners in a 

Mra-African trade (Table 8) 

Total trade (Table 8) 

Trade index I (Table 8 and 20) 

Trade index 2 (Table 8 and 20) 

Growth rate (Table 20) 

Gap from potential 

Table 9 and 22 

Sigma convergence 

Beta convergence 

Standard error 

T-ratio 

P-value 

Table 19 

Industry 

Manufacturing 
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region (percent of GDP) 

Total exports and imports of a country with African trade partners 
(percent of GDP) 

Total exports and imports (percent of GDP) 

Intra-regional trade share of intra-African trade (percent) 

Intra-regional trade share of total trade (percent) 

Average annual growth rate of intra-regional trade 

Gap (in percent of GDP) between actual intra-regional trade flows 
and intra-regional trade flows predicted from the gravity model 

Standard deviation of per-capita GDP levels across countries in a 
region or in a group 

Estimated correlation coefficient between average per-capita real 
GDP growth and initial level (in logs) of per-capita GDP 

Standard error of the estimated correlation coefficient 

Test-statistic for a test of significance of the estimated correlation 
coefficient 

Probability value associated to the T-ratio 
Note: because of the low number of degrees of freedom, statistical 
inference is not particularly informative in this case 

Industry value added in % of GDP. Industry corresponds to ISIC 
divisions 10-45 and includes manufacturing (ISIC divisions 15-37). 
It comprises value added in mining, manufacturing (also reported as 
a separate subgroup), construction, electricity, water, and gas 

Manufacturing value added in percent of GDP. Manufacturing 
refers to industries belonging to ISlC divisions 15-37 



Agriculture 

Services 

Agriculture value added in percent ofGDP. Agriculture corresponds 
to ISle divisions 1-5 and includes forestry, hunting, and fishing, as 
well as cultivation of crops and livcstock production 

Services value added in percent of GDP. Services correspond to 
ISIC divisions 50-99 and they include value added in wholesale and 
retail trade (including hotels and restaurants), transport, and 
government, financial, professional, and personal services such as 
education, health care, and real estate services. Also included are 
imputed banle service charges, import duties, and any statistical 
discrepancies noted by national compilers as well as discrepancies 
arising from rescaling 
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B. Membership of the RECs and composition of non Mrican gronpings mentioned in the 
report (for full names of regional communities see list of acronyms). 

African RECs 

CEMAC: Cameroon, Central Afiican Republic, Chad, Republic of Congo, Equatorial Guinea, Gabon. 

COMESA: Angola, Burundi, Comoros, Djibouti, Democratic Republic of Congo, Egypt, Eritrea, 
Ethiopia, Kenya, Madagascar, Malawi, Mauritius, Nanribia, Rwanda, Seychelles, Sudan, Swaziland, 
Uganda, Zambia, Zimbabwe. 

EAC: Kenya, Tanzania, Uganda. 

ECOWAS: Benin, Burkina Faso, Cape Verde, Cole d'Ivoire, Gambia, Ghana, Guinea, Guinea-Bissau, 
Liberia, Mali, Niger, Nigeria, Senegal, Sierra Leone, Togo. 

SADC: Angola, Botswana, Democratic Republic of Congo, Lesotho, Malawi, Mauritius, Mozambique, 
Namibia, Seychelles, South Africa, Swaziland, Tanzania, Zambia, Zimbabwe. 

UEMOA: Benin, Burkina,Faso, Cote d'Ivoire, Guinea-Bissau, Mali, Niger, Senegal, Togo. 

Other groupings 

EU: Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembollrg, 
Netherlands, Portugal, Spain, Sweden, United Kingdom. 

EMU: Austria, Belgium, Finland, France, Gennany, Greece, Ireland, Italy, Luxembourg, Netherlands, 
Portugal, Spain. 

MERCOSUR: Argentina, Brazil, Uruguay, Paraguay. 

ASEAN: Brunei Darussalam, Cambodia, Indonesia, Lao's People Democratic Republic, Malaysia, 
Myarunar, Philippines, Singapore, Thailand, Vietnam. 

INDUSTRIAL COUNTRIES: Australia, Austria, Belgium, Canada, Denmark, Finland, France, 
Gennany, Greece, Iceland, Ireland, Italy, Japan, Luxembourg, Netherlands, New Zealand, Norway, 
Portugal, Spain, Sweden, Switzerland, United Kingdom, United States. 

MIDDI.E EAST: Ballrain, Egypt, Islamic Republic of Iran, Israel, Jordan, Kuwait, Lebanon, Saudi 
Arabia, Syria, United Arab Emirates, Popular Democratic Republic of Yemen. 

SOUTH AMERICA: Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Paraguay, Peru, Trinidad 
and Tobago, Uruguay, Venezuela. 

EAST ASIA: Cambodia, China, Hong Kong, Indonesia, Lao People's Democratic Republic, Malaysia, 
Macao, Philippines, Singapore, South Korea, Thailand, Vietnam. 
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C. Fiscal deficit in UEMOA countries (alternative data) 

Sub-periods 
95-99 2000-02 
UEMOA 

Benin 1.74 0.80 

Burkina Faso 1.72 -2.37 

Cote d'Ivoire ·0.62 0.60 

Guinea-Bissau -6.80 -3.87 

Mali 0.92 -1.20 

Niger -3.44 -1.53 

Senegal 1.58 1.47 

Togo -2.78 -2.10 

Standard deviation 3.69 2.11 

Weighted averages -0.14 -0.02 

Simple averages -0.96 -1.03 

Latest 

-0.20 

-4.50 

0.30 

-7.30 

-1.50 

-2.10 

1.60 

-1.00 

2.85 

·0.41 

-1.84 

Note: Baste Fiscal ba1anee is equal to total revenue, excluding gnutts. minus toul expendituresr;xaudmg foreign-financed investment outlays. Source: IMF 
(2002). 
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