
ECA- CEA

,;I~.-i"~
J1(~.i h~1,
~. - 'I ~

~
ECONOMIC COMMISSION FOR AFRICA
COMMISSION ECONOMIQUE POUR L'AFRIQUE

Knowledge Networking for Africa's Development

The Africa Knowledge Networks Forum (AKNF) 2001lAfrican Development Forum (ADF)
2001 Technical Advisory Committee Meeting

African Development Forum (ADF 2001)
Meeting of Technical Experts

Note by the IMF

Addis Ababa
Ethiopia

October 17- 19,2001



African Development Forum
(ADF 2001)

Meeting o/Technical Experts

Note by the IMF

1. This note offers perspectives on two ofthe "thematic clusters" identified in the
ADF 2001 concept paper: (i) Economic Policies for Accelerating Regional Integration
and (iv) Institutional Arrangements and Capacity. Rather than attempting a systematic
prescription for regional integration, the note addresses some specific economic
considerations for regional integration in Africa that fall within the IMP's core mandate
and explores their implications for policy implementation. It also assesses the role of
regional surveillance.

2. Section I summarizes the main criteria for successful economic integration and
the different approaches and phases that have been adopted to date. Section II reviews
some ofthe principal considerations that need to be taken into account in implementing
policy in selected areas of importance for regional integration: macroeconomic policies,
exchange rate arrangements, trade, tax, financial infrastructure data, and transparency.
Section III explores how regional surveillance mechanisms can enhance macroeconomic
co-ordination and accelerate integration goals. Section IV offers some concluding
comments. An Annex provides a list of useful IMP documents.

I. REGIONAL INTEGRATION

A. The Promotion of Successful Economic Integration

3. Closer economic cooperation and regional integration afford the prospect of many
benefits to African economies. Larger markets for goods can allow economies of scale to
be exploited, increase competition and raise the attractiveness of the region to foreign
investment. Free movement of labor and capital can encourage specialization and a more
efficient use of resources. Shared infrastructure can permit the needs of a large area to be
serviced more effectively. Such developments would also strengthen the ability of the
continent to absorb the benefits of globalization.

4. The extent to which these benefits will be achieved will largely depend on the
mechanisms used to promote regional integration and the characteristics of the countries
involved.

5. The IMP has been a major supporter ofregional trade and financial integration in
Africa through its surveillance procedures, support for country programs, technical
assistance, publications and work with the regional economic communities (RECs). In
these activities it has identified a number of common requirements for the promotion of
successful economic integration:
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• The creation of a stable macroeconomic environment in all countries. Inflation
should be low and stable; and policies should be predictable and facilitate growth.

• A reduction or eradication of specific barriers to trade in the region including
import tariffs, quotas, licensing requirements and other bureaucratic impediments.

• A minimization or elimination of restrictions on other aspects of economic
activity within the region such as price controls, intrusive regulation and
limitations on currency use.

• An outward orientation oftrade policies to encourage innovation and
competition and to benefit from different resource endowments and
specialization.

• The encouragement offree flows oflabor and capital within the region.

• A minimization of distortions in domestic markets caused by government
intervention including industrial or sectoral subsidies and protected monopolies.

• The avoidance ofperverse incentives caused by marked differences in tax
regimes or rates, particularly in excise taxes or inducements to inward
investment.

• The adoption of consistent or harmonized standards in most fields including
financial regulation and supervision.

• A transparent approach to policy and regulation.

6. Successful integration requires progress in all these areas. For example,
removing intra-regional barriers to trade without ensuring that barriers to third-country
trade are low is likely to result in more trade diversion than creation, with consequential
losses in economic welfare. Encouraging free flows of capital without stabilizing the
macroeconomic environment may amplify economic disturbances. This means that the
manner in which regional integration is pursued will be critical for its success.

7. Success will \llso depend on the economic characteristics of the countries
involved and the extent and potential for trade. There is currently relatively limited
intra-regional trade within Africa. Neither the primary resource base nor the industrial
structure ofmany African countries appears to be optimal for the achievement of
substantial growth in trade between them rather than third parties. Particular attention
therefore needs to be paid to the choice ofparties within regional trading arrangements.
Preferences which discriminate against natural trading partners may be particularly
disadvantageous.

8. There are important implications for the structure and composition of the
RECs in Africa. The potential for intra-regional trade within some of the RECs is very
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limited. Furthermore, the large number of separate RECs, and the considerable overlap
in their membership, complicates the process of integration and raises the likelihood that
countries will be asked to enter into conflicting obligations. A proliferation of sub
regional groupings with inappropriate membership structures or pursuing inconsistent
policies would impede the wider liberalization and integration agenda.

B. The Integration Process

9. Critical elements of the integration process are likely to be the creation of a free
trade area, in which most tariffs and non-tariffbarriers are abolished, and the extension
of this to a customs union, where a common external tariff helps ensure a level playing
field. Beyond that, creation of a common market generally implies a progressive
liberalization ofmovements of labor and capital and strengthening of efforts to eradicate
regulations or practices that discriminate in favor of domestic suppliers. Monetary or
currency unions entail agreement on a common approach to monetary policy with a
single currency or "irrevocably" fixed exchange rates. Each of these involves some
sharing of economic and political autonomy, with the adoption ofa common currency
implying a loss of monetary sovereignty and formal constraints on macroeconomic policy
determination.

10. It is noteworthy that a variety of approaches to economic integration is being
adopted within Africa's sub-regions. For instance, in west and central Africa, the two
CFA franc zones are broadening their existing currency unions into full economic and
monetary unions, involving common external tariffs and increasingly harmonized
fmancial systems. In contrast, the two largest trading arrangements in southern and
eastern Africa, SADC land COMESA2 (which have no history of shared currencies), are
currently focusing on the creation of free trade areas. This is scheduled to be followed, in
the case of COMESA, by a customs union and ultimately by a currency union.
Meanwhile, ECOWAS3 in West Africa is seeking simultaneously to move to both a
customs union and a currency union, which is intended to include the West Africa
Economic and Monetary Union (WAEMU).

II. These different approaches in Africa reflect in part the importance ofhistorical,
political, and institutional factors. But the economic literature also points to the case
for different groups of countries, or sub-regions, to choose to integrate at different
speeds and to different depths, and not necessarily to specify a common currency (or
even a common ma:ket) as ultimate goals. The literature highlights in particular a
variety of different cost and benefits that can flow from adoption of a common currency,
with the balance ofadvantage depending, amongst other things, on the relative
importance of trade to the countries involved, their vulnerability to asymmetric shocks,
and the flexibility of their labor markets.

I Southern African Development Community.

2 Common Market for Eastern and Southern Africa
3 Economic Community of West African States.
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12. This suggests that variations In approach, depth and speed may be features
of regional integration for some time to come. In these circumstances, it is useful to
look at some ofthe separate requirements for successful integration identified above
independently of the institutional frameworks within which they might be fostered4

. The
remainder of this note therefore focuses in particular on the implications for
macroeconomic policies, exchange rate arrangements, trade liberalization, tax
regimes, financial infrastructure, economic data and transparency. The note also
discusses an institutional mechanism to assist in the coordination of these policies,
particularly in the macroeconomic field, by outlining possible procedures for regional
surveillance. Such procedures can also facilitate coordination between the RECs.

II. POLICY REQUIREMENTS

A. Macroeconomic Policies

13. The principal macroeconomic requirement for promoting regional
integration is a stable economic environment in which inflation rates are maintained
at low levels, growth is facilitated and economic policies are predictable. Such an
environment limits the risks and uncertainties involved in cross-border trade and ensures
that movements in relative prices provide clear signals to producers, distributors and
consumers across the region. It also inhibits the risk ofadverse "spillovers" between
economies and reduces the likelihood ofpressure for protectionist measures brought
about by unexpected price developments or low levels of activity. If currencies are
floating, bilateral exchange rates are likely to be more stable between countries that share
low and steady inflation rates.

14. Many countries in Africa have for some time been pursuing economic programs
with IMF support. These have, as core objectives, the achievement and maintenance of
macroeconomic stability, involving low inflation and sustained growth. The main
elements for bringing this about have been described in a number of IMF publications.5

15. Progress has been substantial in recent years. Very high inflation rates have been
eliminated in all but a handful of countries. A number of countries have succeeded in
sustaining annual inflation rates comfortably below 5 percent. But continued efforts are
required to maintain this performance and, in most countries, there is a need for greater
emphasis on the in.lllementation ofpolicies that will bring about macroeconomic
stability. At the same time, while sizeable structural reform programs have been

4 This was the mechanism adopted by the Cross-Border Initiative in eastern and southern
Africa (CBI)-and followed now by its successor, the Regional Integration Facilitation
Forum (RIFF)-to advance economic reform and regional integration. The CBI was
established in 1992 by 14 countries in eastern and southern Africa and 4 international
'co-sponsors': the IMP, World Bank, European Union, and African Development Bank.
See "The Cross-Border Initiative in Eastern and Southern Africa" (IMP 1999).
5 See, for example "Frameworks for Monetary Stability" (IMP 1994) and "Fiscal Policy
in Open Developing Economies" (IMP 1990).
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implemented, distortions and inefficiencies arising from excessive government
intervention and intrusive controls still persist.

16. It is in this context that processes to encourage the "convergence" of
economic policies between countries need to be considered. Mutual achievement of
low, stable inflation rates, in markets free ofdistortions, will enable regional integration
to be accelerated. "Convergence" in this case can therefore best be thought of as
"convergence on stability-oriented macroeconomic policies". These policies need not
be identical: both the measures necessary, and what is achievable, are likely to vary from
country to country. But the essential elements for sustained, low inflation can be readily
specified: a prudent, sustainable fiscal policy and a monetary policy directed towards low
rates of monetary growth (or maintenance of a target exchange rate against a credible
anchor currency).

17. This suggests that countries seeking economic integration should, among other
things, aim mutually to:

• Establish macroeconomic and structural policies that are directed towards low
inflation and liberalized prices; in particular:

• Maintain fiscal deficits that are sustainable.

• Direct monetary policy towards low inflation (by specifically targeting low rates
of inflation or monetary growth, or by pegging their exchange rate against a
strong anchor);

• Maintain exchange rate regimes free ofpayments restrictions.

• Liberalize goods and labor markets.

• Ensure transparency in fiscal and monetary policies.

18. In deriving guidelines for such policies, countries may build upon exercises
conducted by the IMP, including the regular Article IV consultations, the semi-annual
World Economic Outlook exercises, and the periodic regional surveillance discussions at
the regional level including for WAEMU and CEMAC. These provide analysis and
perspectives on the 'llain policy requirements for macroeconomic stability.

B. Exchange Rate Arrangements

19. The achievement ofmacroeconomic stability in countries seeking closer
integration should reduce volatility and unpredictability in bilateral exchange rates. But it
will not eliminate them. Asymmetric shocks, differences in productivity growth and
changes in external perceptions are among the more likely sources of continued volatility
in exchange rates as they play their role in economic adjustment. So some degree ofprice

6 Central African Economic and Monetary Community.
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uncertainty will remain; and the transaction costs associated with variable exchange rates
may continue to disadvantage cross-border activity.

20. Consequently, some regional integration initiatives have adopted a goal of
currency union or have established a system of semi-fixed or fixed exchange rates. These
have also sometimes been seen as a means ofmaintaining macroeconomic discipline
across all the members and ofproviding incentives for achieving such discipline. Possible
approaches include exchange rate mechanisms such as the European Monetary System
(the EMS}-which preceded monetary union in the European Union and involved
bilateral fluctuation bands-or use of a common anchor like the dollar. An alternative
would be permanently fixed rates under a full monetary union (probably involving a
single, common currency like the euro in the European Union or the CFA franc in
WAEMU or CEMAC) or dollarization or eurozation. The common currency could itself
be pegged to an external anchor7or be floating. Such arrangements do, however,
involve costs as well as benefits. An inappropriate peg and the loss ofmonetary
autonomy can restrain growth and distort the economy. As far as a common currency is
concerned, the net costs or benefits will depend very much on the likely intensity of intra
regional trade, the probability of asymmetric shocks (and the ability of other equilibrating
forces to compensate for the lack ofexchange rate flexibility) and the relative credibility
of existing currencies compared with the new common currency. In addition to these
economic criteria, elaborated in an extensive literature on optimal currencyareas8

,

substantial political questions also need to be addressed. Agreement on currency
arrangements, and the targets and monitoring procedures required to attain and maintain
them, involve issues ofpolitical and economic autonomy. Successful cooperation in
macroeconomic policy may also require adjustments in microeconomic policies, such as
fiscal and trade regimes, labor market reforms, and the regulation and setting of standards
for financial transactions and institutions. Political will to pool sovereignty is therefore as
relevant as the theoretical impact on economic welfare.

21. Historically, most currency unions or arrangements have involved a single key or
anchor currency. This may be the currency of the largest member9 or an external peg
(such as the French franc/euro in the CFA zones). In the absence of such an anchor, there
may be more complex technical and credibility problems in the initial phases.

22. The six ECOWAS countries that are not also members ofWAEMU plan to
proceed to monetary union by 2003 as a prelude to achieving monetary union for the

7 The peg could involve a basket of currencies.

8 Reviewed, for example, in "Macroeconomic Shocks and Trade Flows within Sub
Saharan Africa: Implications for Optimum Currency Arrangements" (Bayoumi and
Ostry) and "The Suitability of ASEAN for a Regional Currency Arrangement" (lMF
1999).
9 Such as the role played by the deutschemark in the European Monetary System. The
South African rand is the anchor currency in the common monetary area of South Africa,
Lesotho, Namibia and Swaziland.
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whole ECOWAS region in 2004. A recent IMF publicatiou]j),:discusses the costs and
benefits of this process and timetable and places emphasis on t.I1e need for each country
first to "put its own house in order" in terms ofmacroeconomic policies and then to
sequence each stage and institutional development in such a way that sustainability can
be ensured.

C. Trade

23. Barriers to trade have been substantially reduced in most African countries over
the past decade, many in the context oflMF-supported programs. Import bans and quotas'
have mostly been eliminated, tariffs have been simplified and reduced, and other non
tariff barriers such as licensing requirements and state monopolies, and export taxes, have
been cut back 11. Most of this liberalization has been conducted on a most-favored nation
(MFN) basis but some preferences have also been granted to neighboring states Within
the region--either on a bilateral basis or within the context 6fr~giol1altrade
arrangements such as WAEMU and COMESA. " ,

-.i.-,

24. Generalized liberalization oftrade affords substantial benefits. Itincreases the
efficiency ofresource use, facilitates specialization, enhances cdmpetitiol1, and
encourages the transfer of technology. Many of these benefits'maYlliilo' flriwfrom
preferential trade arrangements, offering increased potential for scale'economies and
dynamic gains in the newly enlarged markets. But preferential arrangilments carry
risks. Trade may be diverted from low-cost third~countrysources to less efficibit "
suppliers within the region, i-educing economic welfare; competition, while increaselt "
within the region, may be reduced overall as third-country producers are squeezed out; "
the pace of introduction ofnew techniques may be slowed; and rules of origin may be ,', '
subject to abuse. These risks are particularly likely in the case of "South-South" ' ..
integration where countries may be mairuy exporting a few primary commodities and,
importing finished goods from outside the region. Polarizationof li9tiyity }Vl\hiri'the "
region may also become more deeply entrenched.

25. ' Preferential trading arrangements are thereforemu'ch ni~re likely to
promote regional growth if they inclnde more advanced economies or are
accoo;lpanied by generalized liberalization oftrade. Such outwardly oriented
integration maximizes consumer choiceaqd ensures that productive resources are not
diverted towards activities that will ultimately prove unsustainable. Programs for' regional
integration therefo. ~ need to contain objectives for reducing barriers to third-country, ,
trade alongside the aiJolition of intra-regional barriers. Both WAEMU and CEMAC have'

10 "Monetary Union in West Africa (ECOWAS): Is It Desirable and How Could ft Be
Achieved?" (IMP 200 I).

11 The average rating for African countries on the IMF Overall Index of Trade
Restrictiveness, which ranges from I (open) to 10 (restrictive), was 4.9 in 200Qcompared
with 6.0 in 1997. Advanced countries had an average rating of3.6 in2000and3.7 in
1997. ,. .

'!-': ;.:. ,::
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followed this approach. The establishment of their free trade areas has been accompanied
by agreement on a common external tariff, with tariffs set in specified bands. The tariff
rates chosen for these bands are 0, 5, 10, and 20 per cent. COMESA, ECOWAS, and
EAC12 are also planning similar structures, although not all with the same rates.

26. Three issues which merit particular consideration are: (i) how quickly top rates in
particular can be brought down further; (ii) whether the maintenance of "cascaded"
external tariff structures-which impose much higher rates on import of consumer goods
than on intermediate or capital goods or basic materials and thus distort relative prices
and deflect production-will produce optimal resource allocation in the long run; and (iii)
the need for simple, transparent rules oforigin.

27. The operation of the tariff structure also needs to be considered in detail. Many
countries currently exempt a large proportion of imports from tariffs depending on the
final user (such as the government, president, a specified investor, or NGOs). These
exemptions differ from country to country, are open to abuse, often contain discretionary
elements (which can promote inefficiency and corruption), and can substantially reduce
custom receipts. In addition, the effectiveness of customs administration varies widely.
Dealing forthrightly with these issues by reducing exemptions and improving collection
rates can increase revenue substantially, allowing common tariff rates to be established at
low rates. 13 Modernization of customs administration, for which the IMP provides
technical assistance 14, is in many cases essential if the potential benefits of trade policy
reform are to be fully realized. This generally requires the development of a clear legal
framework, efficient procedures, and increased reliance on post-audit controls.

28. The IMP has supplied technical assistance to several RECSI5
, and to individual

countries, to help them assess the revenue consequences of liberalization and the
establishment of free trade areas or customs unions and to optimize the structures of
tariffs. Implementation ofa common or external tariff also requires extensive co
operation in determining a shared nomenclature, agreement on revenue collection
arrangements and consideration ofconsequential changes within domestic tax systems. 16

Such developments have been fostered within the context ofFund-supported programs,
as with several countries in WAEMU and CEMAC.

29. The proliferation of different trading arrangements or RECs in Africa could give
rise to considerable problems if one or more arrangements, which have overlapping

12 East African Community
13 See "Revenue Implications of Trade Liberalization" (IMF 1999).

14 An IMF Occasional Paper on: "Modernizing Customs Administration" is under
preparation.

15 Including WAEMU, CEMAC, SADC, and COMESA.

16 See for example, "The West African Economic and Monetary Union: Recent
Developments and Policy Issues" (IMP 1998).
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memberships and which operate free trade areas, attempt to implement a common
external tariff. Inconsistent commitments will arise and there may be perverse incentives
that will distort resource allocation and threaten the integrity of the arrangements. For
example, if Namibia and Swaziland had joined the COMESA free trade area when it was
established in October, 2000 (rather than being granted a temporary derogation) they
would have been unable to continue to levy the SACU common external tariff against the
other members of the COMESA free trade area. Similar problems will arise for other
members ofCOMESA with respect to SADC (which has 9 members overlapping with
COMESA) when COMESA establishes its OwIl common external tariff in 2004.

30. Cooperation on timetables and structures between the RECs, or
ratIonalization between the RECs, could resolve these problems. Critical
requirements will be: agreement on technical issues such as customs nomenclature and
docwnentation; alignment of external tariff rates; a consistent approach to rules of origin;
and minimizatioll of the number of special cases (for example, sectors protected within
the free trade area by quotas, subsidies, residual tariffs or differential rules of origin).

31. Trade facilitation also requires a minimizatiohof currency restrictions. While
compliance with IMF Article VIII has increased substantially in recent years, a few
African countries have not yet accepted it.

D. Tax Regimes

32. The reduction and harmonization of tariff rates will require some accompanying
changes in domestic tax policy to ensure that public revenues do not suffer or that there
are offsetting adjustments in expenditure. One strategy, for example, is to combine tariff
reductions with increases in domestic indirect taxes. This will enable the gains from an
improved allocation ofresources to be realized. l7In general, the development of broad
based domestic consumption and direct taxes, and the elimination of exemptions, will
allow progressive 'reductions in excessively high trade and corporate taxes. There are
other areas too in which harmonization or greater consistency in the application of
taxation policy may help countries to achieve efficiency gains from closer integration.
The increased mobility oftax bases, for example, may be a threat to current levels of tax
collection but this may be countered by reducing large differences in excise taxes and
thus eliminating incentives for smuggling. Coordination ofbusiness taxes may prevent
wasteful tax competition and ensure a more efficient distribution of investment. At the
same time, different economic structures and national preferences, and the requirements
of national autonomy, may limit the extent to which harmonization is either beneficial or
desirable.

33. The most likely areas in which national tax policies could beneficially be brought
closer together are:

17 The attractions of this strategy are spelled out in a forthcoming working paper by Keen
and Ligthart (IMP 2001). "
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• Adjusting indirect taxes to offset revenue losses from trade liberalization. 18

• Some aligmnent of taxes on commodities readily moved across borders, reducing
pressures on tax revenue both directly and (perhaps through the adoption of
minimum rates) by preventing a downward spiral of tax competition.

• Strengthening Value Added Tax (VAT)/sales tax regimes, particularly in the
improvement of mechanisms for providing refunds in relation to exports. Other
considerations are the minimization of exemptions and the specification of similar
thresholds for liability to VAT19

•

• Moving business taxes towards international nOl1l1s and adopting agreed
restrictions on incentives to avoid the risk of mutually destructive competition to
attract inward investment.

34. In large part, common adoption ol 'best practices' in taxation, inclUding
transparency and minimization of ad hoc and discretionary provisions, would be
sufficient to achieve an adequate degree of harmonization, provided that differences in
tax rates- including personal income and wealth taxes-were not substantial2o• These
issues are frequently considered within IMP Article IV surveillance and in the context of
Fund-supported programs and are central to much of the technical assistance on fiscal
issues that the IMP provides in the region.

E. Financial Infrastructure

35. As a precursor to the integration of financial markets, harmonized regulation and
supervision ofbanking and financial institutions can offer substantial benefits. In addition
to providing more comprehensive protection to consumers, the assurance ofa level
playing field,for cross-border institutions affords encouragement to the development of
regionahentities. This is. likely, however, to be a long-term process. As a first step,
domestic financial supervision needs to satisfy international standards. For banking
supervision, these are set out in the 'Core Principles for Effective Banking Supervision'
promulgated by the Basel Committee on Banking Supervision. Other relevant standards
and codes cover securities (by the International Organization of Securities Commissions)
and insurance (International Association ofInsurance Supervisors) as well as accounting,
auditing, insolvency and corporate governance. These provide a structure within which
regional capital markets can be developed and operated, pel1l1itting fuller advantage to be
taken of the liberalization of external capital as well as current transactions21

.

18 See "R.evenue Implications of Trade Liberalization" (IMP 1999).
19 "The Modem VAT" (IMP forthcoming).

20 See "Tax Policy Handbook" (IMP 1995).

21 See "Assessing the Implementation of Standards-An IMF Review of Experience and
Next Steps" (IMP PIN, March 2001)
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36. The IMP offers technical assistance in issues relating to banking supervision and
regulation. It is also providing support to WAEMU and CEMAC for the development of
regional institutions in the areas ofbank supervision and regulation. In the WAEMU and
CEMAC regions, the single currency and single market in financial services provide the
opportunity for deeper financial markets including securities.

37. Financial integration and trade can be impeded by the lack ofeffective
mechanisms for the payment and settlement of cross-border transactions. The 1MF
provides technical assistance for the upgrading of domestic settlements systems. It has
also investigated the potential for establishment of a cross-border payments and
settlement system by COMESA, which would service much of southern and eastern
Africa. SADC is also assisting its member states with the long-term development of their
domestic payments systems.

F. Data and Transparency

38. Assessment of convergence and the formulation of economic policiguid~lines
require regular, high-quality data to be compiled on uniform definitions and available in .
timely fashion to both decision-makers and the general public. This is an area of
weakness in most African countries. The IMF has developed the General Data
Dissemination System (GODS) and the Special Data Dissemination Standard (GODS) to
assist in generating improvements. South Africa has been in observance of the SDDS
requirements since September 18, 2000. Nine other African countries currently
participate in the GDDS and have metadata posted on the Fund's Dissemination
Standards Bulletin Board (DSBB).22 With a view to assisting more African countries to
fulfill the requirements of participation in the GDDS, two regional GDDS worksl;1ops.are
scheduled for early 2002.

39. The 1MF has published manuals ona "Code of Good Practices on Fiscal
Transparency" and a "Code of Good Practices on Transparency in Monetary and
Financial Policies".23 These should facilitate regional integration by establishing
minimum standards for the conduct of fiscal and monetary policies.

III. REGIONAL SURVEILLANCE

40. New institutional structures are required as deeper levels of integration are
contemplated and Implemented. In partiCUlar, the need for continuous reassessment of
economic developments and policies points to the establishment of regional
macroeconomic policy s.urveillance mechanisms. These can also help assess whether

22 The Gambia, Mauritius, Tanzania, Uganda, Benin, Cote d'!voire, Mali, Senegal, and
Burkina Faso. Guinea Bissau, Niger, and Togo are expected to post metadata on the
DSBB before the end of the year.

23See previous footnote (IMP PIN, March 2001).
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and when RECs should move to semi-fixed or fixed exchange rates, or to a formal
currency union.

41. Mechanisms for collective surveillance ofmacroeconomic and associated
structural policies exist in many cooperative arrangements. They range from discussion
forums in loose associations, such as the OECD24 and the Manila framework, to
procedures in monetary unions, such as the European economic and monetary union,
which can, for instance, determine whether the terms ofmembership are being met or
penalties should apply. Formal regional surveillance procedures for evaluating and
monitoring country programs have been adopted with IMF support by WAEMU and
CEMAC.

42. The primary functions of collective macroeconomic surveillance are to
monitor economic developments; analyze prospects; assess possible interactions,
consistency and spillover with other countries; and advise on policy formulation and
implementation. The IMF's Article IV consultations with its member states provide
regular assessments of each country's macroeconomic development and policies.
Collective surveillance can build on these assessments, concentrating in particular on
achievement ofagreed objectives for macroeconomic stability, consistency, common
approaches to identified shocks, and avoidance of spillovers. It can provide crucial peer
group pressure or support for the implementation of difficult policies. It can be supported
by the IMP through capacity building, advice on data collection and monitoring, and
presentations.

43. Surveillance can be conducted without attempting to set or monitor formal policy
guidelines, as in the OECD or Manila Framework group. However, if the intention is to
enhance the process and credibility of policy formulation, or create the conditions
under which progress could be made to fIxed exchange rates or a currency union,
agreement and monitoring of quantitative indicators of macroeconomic stability is
often essential. Possible indicators of stability include:

• A monetary variable measuring either the stance ofpolicy or an outturn. As a
policy variable, either a monetary growth rate or a target exchange rate can be
chosen. Possible outtum measures include the most widely-respected inflation
index or a recognized index of"core" inflation;

. • A fiscal variable-probably the overall or primary fiscal balance, taking account
separately of grants. or perhaps the basic (domestic) balance;

• An external variable-to indicate either the absence of major savings/investment
imbalances in the economy or the likelihood ofmobilizing sustainable financing.

44. There may also be subsidiary indicators to monitor structural issues and
sustainability. These can include such items as the composition of the fiscal balance

24 Organization for Economic Cooperation and Development.
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(levels of expenditure, tax tak~, etc.); public and external debt ratios; ldrik-tenn or short
tenn interest rates; and the levels of foreign exchange reserves

45. If the objective is solely to ensure macroeconomic stability, the choice of
numerical target values for both sets ofindicators may be country-specific. The values
can be detennined by "convergence" or "stability" programs devised by each .. .
country's authorities and reviewed during the surveillance process. Such an arrangement
is under active consideration in SADC.

46. Performance during the surveillance process can be used to determine
whether and when some or all of the countries involved should move towards semi
fIXed or fixed exchange rates or join a currency union. It can also assist in setting
entry conditions for such moves (as in the setting of the 'Maastricht' criteria in the run-up
to European economic and monetary union) and in monitoring perfonnance. In addition,
surveillance provides a vehicle for ensuring that more fonnal monetary arrangements can
be sustained. For example, the procedures adopted with Fund assistance by WAEMU and
CEMAC include convergence criteria on inflation and fiscal perfonnance that prevent
individual countries from exerting undue strain on the arrangements. Similar provisions
are contained in the European Union's Stability and Growth pact.

47. Surveillance can also perform a useful function in coordinating
macroeconomic, trade and other structural policies between overlapping and
neighboring RECs. A forum in which authorities from across a wide region can assess
prospects and policy provides opportunities for identif'ying and avoiding potential policy
conflicts between the RECs and determining possible joint responses. One example of
such a structure is the Regional Integration Facilitation Forum (RIFF), which includes
members of COMESA, SADC, IOC, ECCAS2s, and EAC. RIFF is currently initiating an
exercise in regional macroeconomic surveillance, supported by the IMP.

IV. CONCLUSION

Successful regional economic integration requires careful implementation,
sequencing and coordination of macroeconomic, trade and structural policies. Its benefits
will depend on the structure ofthe participating economies and their openness to the rest
of the world.

The IMF supports the positive approach to regional integration which has been
adopted by the New Africa Initiative and which underpins the objectives of the Africa
Union. It is currently providing technical assistance in fiscal, monetary, trade and other
structural areas to countries and RECs to advance this process. The Fund is also
contributing through its surveillance processes, including an increasing amount of
regional surveillance, and the use of Fund resources. A high priority is placed on

2S Economic Community of Central African States.
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regional integration as a means ofconsolidating sound policies, improving
competitiveness, and attracting investment.

African Department
IMF
October 2001
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Useful IMF Documents.

ANNEX

The IMF Web Site (www.im(;orgJprovidesdetails on a large number ofrelevant IMp'
documents and how to obtain them. Amongst these are:

The West African Economic and Monetary Union: Recent Developments and Policy
fu~ . .

By: A Staff Team led by Ernesto Hernandez-Cabi; IMF 1998 (Occasional Paper 170y'

Monetary Union in West Africa (ECOWAS): Is It Desirable and How·Could 1t Be
Achieved?
By: Paul Masson and Catherine Pattillo; IMF 2001 (Occasional Paper 204).

The Cross-Border Initiative In Eastern and Southern Africa·
By: Jose Fajgenbaum, Robert Sharer, Kamau Thugge, and Hema DeZoysa; IMF 1999.

Macroeconomic Shocks and Trade Flows within Suh-Saharan Africa: Implications
for Optimum Currency Arrangements
By: Tamim Bayoumi and Jonathan D. Ostry; (Journal ofAfrican Economies, Vol. 6,
Number 3, pp. 412-44).

Trade and Trade Policies in Eastern and Southern Africa
By: A Staff Team led by Arvind Subramanian; IMF 2000 (Occasional Paper 196).

Trade Reform and Regional Integration in Africa.
Editors: Zubair Iqhal and Mohsin S. Khan; IMF 1997.

Regional Trade Arrangements
By: Augusto de la Torre and Margaret R. Kelly; IMF 1992 (Occasional Paper 93).

Exchange Rate Regimes in an Increasingly Integrated World Economy
By: Michael Mussa, Paul Masson, Alexander Swoboda,
Esteban Jadresic, Paolo Mauro, and Andrew Berg; IMF 2000 (Occasional Paper 193).

The Suitability of ASEAN for a Regional Currency Arrangement
By: Tamim Bayou. '1i and Paolo Mauro; IMF 1999 (lMF Working Paper WP/99/162).

Money Demand and Regional Monetary Policy in the West African Economic and
Monetary Union
By: Philipp C. Rother; IMF 1998 (IMF Working Paper WP/98/57).

Who Needs Bands? Exchange Rate Policy Before EMU
By: Tamim Bayoumi; IMF 1995 (IMF Working Paper WP/95/43).

Revenue Implications of Trade Liberalization
By: Liam Ebrill, Janet Stotsky and Reint Gropp; IMF 1999 (Occasional Paper No. 180).

C:IWlN\Temporary Internet FileslOLKI311lADF 2001 92801lvl.Doc October 16,2001 (I :12 AM)
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Fiscal Policy In Open Developing Economies
Editor: Vito Tanzi; IMF 1990.

Frameworks for Monetary Stability - Policy Issues and Country Experiences
Editors: Tomas IT. Balino; Carlo Cottarelli; IMF 1994.

Assessing the Implementation of Standards-An IMF Review of Experience and
Next Steps; IMF 2000 (pIN, March 2001).

Tax Policy Handbook
Editor: Parthasarathi Shome; IMF 1995.

The Modern VAT
By: Ebrill, Keen, Bodin and Summers; IMF forthcoming.

Coordinating Tariff Reduction and Domestic Tax Reform.
By: Keen and Ligthart; IMF forthcoming.




