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EXECUTIVE SUMMARY

The goals of most economic management strategies and policies

are to influence major economic variables, especially, output,

employment, and price stability. Accordingly, a strategy for

macroeconomic convergence in the countries of the Southern Africa

Development Community (SADC) has to deal with the issues of

harmonization and synchronization of key policies in the sub-

region. The major areas of focus have invariably to include:

reducing sharp divergences of fiscal and budgetary policies;

harmonization of monetary and financial policies, especially in the

areas of exchange rate policy, interest rate policy, and rates of

monetary and expansion; and reducing high rates of inflation

wherever they exist. Furthermore, coordination of balance of

payments management policies as well as external borrowing and debt

management may be essential in achieving the process of

macroeconomic convergence.

The Southern African Development Community (SADC) is not void

of lessons in monetary and financial integration. As early as 1919,

the British established the East African Currency Board to serve

the countries of Kenya, Uganda and Tanzania; which was followed in

1938 by the creation of the Rhodesia Currency Board initially to

serve Southern Rhodesia and later Northern Rhodesia and Nyasaland.

The Southern Rhodesia Currency Board was later replaced by the

Central Africa Currency Board, covering the territories of Northern

Rhodesia (now Zambia), Southern Rhodesia (now Zimbabwe) and

Nyasaland (now Malawi). Following the creation of the Federation of

Rhodesia and Nyasaland in 1958, the Central Africa Currency Board

was progressively transformed into the Bank of Rhodesia and

Nyasaland (a central bank).

Monetary and financial cooperation during the era of the

Currency Boards was rather rudimentary because the very rules and

regulations under which the Currency Boards were created precluded

them from undertaking extensive monetary policy. Currency Boards

were established to "act as automatic money changers providing 100



percent Pound Sterling cover for any currencies they Issued; and

were not to pursue independent monetary policy, such as providing

credit."

Another important form of monetary and financial cooperation

in Southern Africa has been the Rand Monetary Area. Monetary and

financial cooperation among the countries of Botswana, Lesotho,

Namibia, South Africa and Swaziland had been on an informal basis

for a long time until 1974 when a formal agreement was signed

between the countries and the "Rand Monetary Area" was created.

This was later modified into a "nnmmnn Monetary Area." The

"Multilateral Monetary Agreement11 between the Republic of South

Africa, the Kingdom of Lesotho, the Republic of Namibia, and the

Kingdom of Swaziland was adopted in 1992, after Namibia attained

independence. There are also separate bilateral arrangements

between South Africa and the other three members (Lesotho, Namibia

and Swaziland) which provide for arrangements in specific or

internal areas.

A number of important lessons can be derived from the monetary

cooperation arrangements that prevailed during the British system

of Currency Boards, and the Rand Monetary Area system (later the

Common Monetary Area). The major 1essons may be summarized as

follows: geographical proximity appears to have been one of the

conducive factors to the selection of cooperating partners;

political will and sovereignty were also conducive to cooperation;

gains from economic integration in favour of dominant partners were

often resented by the other members; inflationary pressures and

interest rate movements in the dominant partner were often impacted

to other members, a situation that was also resented; and loss of

the use of exchange rate as a tool of economic management, by

virtue of fixed exchange rate arrangements, was also often resented

by other members.



These observations reflect the difficulties that often arise

in trying to promote monetary and financial integration. The

disparity in derived benefits and costs arising from greater

integration has often been the source of conflict in most regional

integration efforts. Accordingly, monetary and financial

integration programmes in the SADC will need to pay particular

attention to the sharing of costs and benefits arising from greater

cooperation and integration and institute compensatory mechanisms

wherever necessary for the success of such programmes. The sub-

region is to a certain extent, blessed in having the experience of

the Common Monetary Area from which to derive useful pointers in

drawing up a "Macroeconomic Convergence Programme."



J. The Concept and Definition of Macro-economic Convergence

1. The concept of "macro-economic convergence" refers to attempts

by a group of countries to coordinate and synchronize their

economic and monetary policies so as to maximize output and

employment and to minimize the adverse effects associated with

changes in policy. The countries usually aim at achieving

coordination and harmonization in key economic policies,

particularly as regards fiscal budget deficits, rates of inflation

, stability of exchange rates, and rates of output growth and

employment. In view of the importance financing of budget deficits

plays in overall rates of inflation, countries may strive to

harmonize their policies regarding public sector domestic

borrowing( as well as external) and the levels of Government debt

stocks.

2. Attempts at macro-economic convergence can take place at

various levels, be it at sub-regional, regional and international

levels. At the global level, the world has in recent years seen

increased efforts at coordination and harmonization of policies by

the major industrialized countries, with a view to ensure stability

of the international financial system and the world economy. Such

coordination has focused on promoting low rates of inflation,

stability in exchange rates of major currencies, reducing

volatility in international interest rates, and minimizing the

adverse impact of speculative international capital flows. The

Summits of the Group of Seven (G-7) have become an important fora

for discussing issues of concern to the international community and

arriving at some consensus as to the importance of coordinating and

harmonizing policies for the stability of the world economy.

3. At the regional and sub-regional levels, attempts at macro-

economic convergence have often been attempted within the

frameworks of trying to achieve greater economic and financial



integration. The examples of such efforts include the European

Union (former European Economic Community) and the North American

Free Trade Area as well as ASEAN. The history and evolution of the

European Union (EU) provides some important and useful lessons in

macro-economic convergence. The European Union moved progressively

through various phases of policy convergence including the move

towards convergence in monetary policy so as to achieve lower rates

of inflation ; the move towards financial liberalization, including

the dismantling of exchange control mechanisms and a shift towards

market determined exchange rates and interest rates; and

coordination of policies aimed at reducing fiscal budget deficits.

Indeed, the low rates of inflation and narrow range of fluctuations

between the currencies of the European Community are mainly the

end-result of these efforts. Many admit that their are problems in

achieving macroeconomic convergence among the countries of the

European Union, nonetheless some benefits have emerged as a result

of concerted efforts among the countries to coordinate and

harmonize policies.



IV. MACRO-ECONOMIC CONVERGENCE: TARGET POLICIES

4. Accelerating the process of monetary and financial integration

in the SADC sub-region will invariably require harmonization of

monetary and financial policies and more specifically in the

following areas: exchange rate policy; money and credit policies;

fiscal policy; and design and implementation of economic adjustment

programmes. Furthermore, there may also be need to integrate

financial markets in order to improve financial intermediation.

This Section of the paper accordingly examines the extent of policy

disharmony existing among the countries of the sub-region and

measures that would be needed to reduce themf and thereby move

towards some form of "policy convergence."

5. Furthermore, a study on ECOWAS Monetary Cooperation Programme

has indicated that in order to move towards policy convergence it

may be essential to monitor the following important variables:

central government debt to GDP ratio; growth of government debt;

and deficit financing of the government budget by central banks.-

We will examine these variables at a country level and in the

context of the SADC sub-region in order to determine the extent to

which they diverge from what she considers to be target limits

necessary to achieve some form of convergence of policy.-

- Ana Maria Alvarez, opeit.

- Ana Maria Alvarez proposed target limits of 60 percent of

central government debt to GDP; a growth rate of government debt of

3 percent of GDP; deficit financing- of the government budget by

central banks of 20 percent of previous year's fiscal revenues.
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A. Harmonization of Exchange Rate Policies

6. A significant divergence exists among various countries in the

sub-region as regards to exchange rate regimes that prevail as well

as exchange rate management policies. Exchange rate regimes

include: single currency peg; exchange rates based on a basket of

currencies (currency composite); limited flexibility; more flexible

exchange arrangements, including exchange rates adjusted on the

basis of a set of indicators, managed floating, and independent

floating.- Achieving convergence of exchange rate policy will

therefore require some agreement among the countries of the sub-

region not only on the type of -exchange rate regime" they should

adopt in the long term but also on "exchange rate management

Policy." In this paper, we therefore examine exchange rate regimes

prevailing in the sub-region; the degree of exchange rate

disharmony; and measures that would be required in order to achieve

policy convergence.

7. The extent of the disharmony of exchange rate policies among

the SADC countries is reflected not only in the divergence of

exchange rate arrangements between countries of the sub-region, but

in the degree of volatility of some of the exchange rates.

Furthermore, it is important to note that the sub-region has one

monetary arrangement, the Common Monetary Area, in which national

currencies are pegged to each other with the "South African Rand"

as the "anchor currency."

8. In terms of convergence of exchange rate arrangements, the

countries of the Southem African Development Community (SADC)

appear to have broadly moved towards similar exchange rate regimes

1 United Nations Economic Commission for Africa (UNECA):

Optimal and Sustainable Exchange Rate Regimes: The Case of PTA

Countries. Document E/ECA/TRADE/94/11, 18 August 1994.



Box--it. South Africa Unifies its Exchange Rate

south Africa moved in September 1985 to try and insulate

its reserves;: from: the effects of potentially large

capital outflows by introducing the "financial. randM
system. This required thatcapital transactions by

■: nonresidents: be transacted at :a separate freely: floating
:. exchange ratey the financial rand. T.^py--rti&0f.m$/-moi?.&:

depreciated than the "commercial rand11 exchange rate, on

occasion by as much'■- as 50 percent. Over{the:: past:-two

'■■■ '::■ years/,; the. financial rand, "discount" has:progressively
:■' narrowed'as'■:■ uncertainty■about^ thexpolitiGai;;transition

-.'':.;■ has receded. In February: 1995, the discount f^11 below 10
":■:"' percent, reflecting speculation: that its -abolition:ywas

imminent. The markets were proven right

1995, when South Africa

on March

in recent years. Many of the countries have progressively moved

towards adoption of "independently floating exchange rate regime".

As of September 30, 1994, six out of the eleven countries of the

Community were on an independently floating exchange rate regime.

Three others were pegged to the South African Rand by virtue of

belonging to the "Common Monetary Area." One country had its

currency pegged to the US dollar and another to a "currency

basket." ± Accordingly, achieving convergence of exchange rate

policies among the countries of the SADC sub-region has partially

been assisted by the move by many of the countries towards similar

exchange rate arrangements. Nonetheless, a significant degree of

volatility of exchange rates exists in some of the countries of the

sub-region. A number of currencies have depreciated significantly

in nominal terms in recent years as officials have tried to bridge

the gap between "official exchange rates" and "parallel rates."

Among the currencies that have experienced sharp devaluations are

the Mozambican Meticas, Tanzania shilling, and the Zambian Kwacha.

Furthermore, even currencies such as the Zimbabwe dollar and the

Malawi Kwacha which had been relatively stable in the 1970s and

i Botswana which was a member of the "Rand Monetary Area",

pulled out of the arrangement in 1975.
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early 1980s also experienced sharp depreciation during the latter

1980s and first half of the 1990s.

9. In nominal terms, the value of the Mozambican meticas fell by

1,912 percent during the years 1980-1986 and by a further 1,184

percent during 1987-1993. The value of the Zambian Kwacha dropped

by 995 percent during the earlier period and by a further 6,250

percent during the latter period. Similarly, the value of the

Tanzania shilling fell by 632 percent during the period 1980-1986

and by a further 1,273 percent during the latter period. Although

the decline in the values of the Zimbabwe dollar and the Malawi

Kwacha were lower than those of the above-mentioned currencies,

nonetheless the nominal depreciations were also substantial. The

value of the Zimbabwe dollar (Z$) fell from Z$ 0.63 per 1.00 US$ at

the end of 1980 to Z$ 6.93 per 1 US$ at the end of 1993. Similarly,

the value of the Malawi Kwacha (MK) dropped from Mk 0.83 per 1 US$

at the end of 1980 to MK 4.40 per 1 US$ at the end of 1993 and is

now at nearly MK 15.00 per US dollar. Accordingly, achieving policy

convergence in exchange rate management in the sub-region will

invariably not only entail moving towards similar exchange rate

arrangements, but also reducing volatility of exchange rates of

some of the currencies of the sub-region. Monitoring movements in

nominal and real exchange rates of the currencies of the sub-region

will need to be part of the process of moving towards policy

convergence. More importantly, long-term convergence of exchange

rate policies will depend to a large extent on developments in

major economic fundamentals of the countries of the sub-region,

particularly: GDP growth, developments in balance of payments

positions, rates of inflation and interest rates, and levels of

fiscal budget deficits as a proportion of GDP.

10. Comparison with countries of the Preferential Trade Area for

Eastern and Southern African States (PTA), and now transformed into

the Community of Eastern and Southern African States (COMESA),

reveals that they too have progressively shifted towards similar
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exchange rate arrangements in recent years; partly as a result of

implementation of. structural adjustment programmes supported by the

IMF and the World Bank. At the end of 1992, eight of the countries

of the PTA countries were pegged to a "basket of currencies", and

only five were on an independently floating exchange rate regime.

However, by the end of September, 1994 nine countries had adopted

independently floating exchange rate regime and another three were

on a "managed float." This shift of policy should make the process

of convergence of exchange rate arrangements much more easier, but

nevertheless complex. A number of countries of the sub-region

remain on a "single currency peg" or are pegged to a "basket of

currencies". Achieving convergence of exchange rate arrangements

will require that all countries move to similar exchange rate

regimes; aside from reducing overvaluation and undervaluation of

individual currencies.

11. Harmonization of exchange rate policies within the SADC sub-

region is feasible but will require concerted efforts to achieve

convergence of policy. Furthermore, the economic and social costs

of adjusting exchange rate policies will vary among countries.

Nonetheless, achieving convergence of exchange rate policies is an

essential element in accelerating the process of monetary and

financial integration in the sub-region.

B. Harmonization of Monetary and Credit Policies

12. Achieving convergence of monetary and credit policies within

the SADC will require much more effort than achieving convergence

of exchange rate policies because of the divergence of "rates of

inflation11 among countries and the degree of dependency on

"inflationary financing." It is generally acknowledged that rates

of monetary and credit expansion have a significant bearing on

rates of inflation prevailing in an economy. Accordingly, high

rates of monetary and credit expansion are often associated with
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high rates of inflation. To achieve convergence of inflation rates

will invariably require moving towards convergence of rates of

monetary and credit expansion consistent with "price stability."

13. An examination of rates of monetary and credit expansion among

countries of the sub-region shows that most of the countries have

progressively moved towards lower rates of monetary and credit

expansion in an effort to achieve price stability, A few

exceptions, however, remain with very high rates of monetary

expansion and rates of inflation.

Box 2: Average Rates of Inflation in the Countries of the
Southern Africa Development community, 1980-1993

1980-1986 1987-1993

n/a

0.2

14.0

19,8

54,7

13,0

13.8

11.6

24*9

117.6

20.5

Average 16.0 29.Q

Source: Computed from IMF; International Financial

Statistics Yearbook, 1994, Washington D.C., and

supplemented by other sources.

Angola

Botswana

Lesotho

Malawi

Mozambique

Namibia

South Africa

Swaziland

Tanzania

Zambia

Zimbabwe

n/a

7.0

14.8

11,4

n/a

12.8

14.6

15.5

30.5

23.8

13.6

14. Most of the countries of the SADC sub-region have in recent

years been making concerted efforts to reduce their rates of

inflation, but nonetheless in some of the countries such as Zambia,
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Mozambique and Malawi, the rates of inflation are still high. The

average rate of inflation for Zambia for the period 1987-1993 was

117.6 percent, compared to 23.8 percent during the years 1980-1986.

The average rate of inflation for Mozambique during the period

1987-1993 was 55 percent: and that for Tanzania 25 percent.

Countries like Malawi, Zimbabwe, Lesotho and even South Africa,

although they recorded lower average rates of inflation,

nonetheless these were double digit. Although a number of divergent

factors contributed to higher rates of inflation in individual

countries, the sharp depreciations of many of the currencies of the

sub-region were a contributing factor as were higher rates of

monetary expansion. As indicated in Box 4, a number of countries in

the sub-region had significantly higher rates of monetary expansion

during the years 1987-1993, particularly Zambia and Tanzania.

Furthermore, most countries recorded average rates of monetary

expansion which were above 20 percent per annum, except Lesotho and

Zimbabwe. Reducing rates of inflation in some of the countries will

invariably entail curtailing rates of monetary expansion.

"■ ":'■■'■ b6x -3r '.'■' rates: of: monetary:: expansion in::-the:: sabc :

Angola ,.

Botswana

LBSOthO :■■■".

Malawi: '■.

Mozambique

south -Africa.:

Swaziland

Tanzania

Zambia

Zimbabwe

1980-1986

18.4

16.8

13.1■: ■■■ :, . ■;■ ;■

17.3: "■■, ■ ■■■
14:, 7

20.7

25.1

13.0: :

1987+1993

:. -■■:']■:':.27^0y':-':'::'-

:■■ ■:■■:■;■ :\2:i^^:y^': ■;■

-. ■::■''■'■■25:..ii::y:' ■
■■ ■■ y ■'■■-22,.8-:y..\.

y■■/■;■; 3Q-^i:;y', ;."

■:■■"■■;■ ^2v2:x:. : :'

■■■ :"- :- ■■18:i9--y■:':■"■'■■

Average " -."■ . -. -..

* Broad money, supply

: Source: >
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15. The countries of COMESA have also been making similar efforts

in recent years and most of these countries had average rates of

monetary expansion (narrow money) of below 20 percent during the

period 1988-1993; with the exception of Sudan, Somalia, Kenya and

Malawi. A similar pattern was evident if one examined the rates of

growth of broad money. An examination of rates of inflation

revealed that most of these countries had high rates of inflation,

including Zambia and Swaziland. Sudan and zambia had annual rates

of inflation in 1993 that were in excess of 100 percent, while

Kenya and Mozambique recorded rates above 40 percent.

16. Notwithstanding these developments, convergence of monetary

and credit policy within the SADC sub-region is feasible. Many of

the countries have already moved towards reducing inflation rates

and accordingly it will only require those countries with very high

rates of inflation to adopt more stringent "anti-inflationary

policies."

C. Convergence of Macro-economic Policies

17. The goals of most economic management strategies and policies

are to influence major macro variables of output, employment, and

price stability. Accordingly, a strategy for macro-economic

convergence in any region or sub-region needs to address the issues

of whether synchronization of macroeconomic policies can be

achieved in the particular region or sub-region. The major areas of

focus often include, aside from those given above: balance of

payments imbalances existing in the countries of the sub-region and

measures that would be needed to stabilize the external position of

some of the countries; the external debt exposure of individual

countries and its impact on the economies; and fiscal imbalances

prevailing in the countries of the sub-region.

18. An examination of the SADC countries reve,als significant
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divergences of individual countries as regards their external

positions, external debt exposure as well as fiscal discipline.

While some countries portray a very healthy overall balance of

payments position, others have serious balance of payments

problems. Similarly, while some of the countries have manageable

external debt situations, others face serious problems of servicing

their external obligations. In the same vein, while some of the

countries have a stable fiscal position, others face serious

imbalances. Accordingly, achieving convergence in the sub-region in

major macro policies will require adoption of measures needed to

stabilize external and fiscal imbalances wherever they exist and

also bringing external debts to manageable positions in those

countries where external debt service burdens are heavy.

(i) Balance of Payments Imbalances in SADC Countries

19. The SADC countries portray a sharp divergence in their overall

balance of payments position, ranging from those that have non-gold

reserves in excess of thirty weeks cover of imports to those with

less than two weeks cover. Similarly, the degree of concentration

of exports and imports also varies. Countries like Zambia and

Botswana depend for 90 percent of their export earnings on a single

commodity and the majority of the countries of the sub-region have

more than fifty percent of their export earnings emanating from two

or three primary commodities.

20. Total reserves of Botswana at the end of 1993 amounted to US$

3.0 billion and those of South Africa $0.9 billion. On the other

hand, total non-gold reserves of Tanzania were $ 148 million and

those of Malawi only $ 27 million. It is worth noting that

notwithstanding its size Swaziland had total non-gold reserves

amounting to $ 192 million at the end of 1993. Viewed against the

level of imports, in one extreme Botswana had total non-gold

reserves representing 33.8 weeks of imports and Swaziland 12.5

weeks at the end of 1991. On the other extreme, South Africa's non-
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gold reserves represented only 2.5 weeks of import cover and those

of Zimbabwe only 3.8 weeks.

21. These data indicate a significant divergence in the external

positions of SADC countries and thereby a clear reflection of the

efforts that will be needed in some countries to stabilize the

external position in order to move towards convergence of policy.

There are a number of countries in the SADC sub-region where

economic reform programs will need to be intensified if external

imbalances are to be reduced and/or eliminated. Furthermore, the

balance of payments position of some of the countries have been

exacerbated by escalating external debt burden as reflected in the

discussion below.

(ii) External Debt Management in SADC Countries

22. Africa's external debt problems have been the subject of

discussion since they emerged in the 1970s and early 1980s. Many of

the countries of the SADC region have experienced the negative

impact on their economies of escalating external debt service

payments over a prolonged period. Accordingly, a move towards

policy convergence in the SADC sub-region would invariably have to

involve not only synchronizing external borrowing policies but also

debt management.

23. Total debt outstanding and disbursed to SADC countries at the

end of 1994 amounted to US$ 55.1 billion. The amount held by the

Republic of South Africa accounted for 30 percent of the total

(416.6 billion), Angola 18 percent ($ 10.1 billion), Tanzania 14

percent ($ 7. 8 billion), Zambia 13 percent ($7.0 billion),

Mozambique 10 percent ($ 5.6 billion) and Zimbabwe 8 percent ($4.4

billion). Furthermore, out of the total amount outstanding and

disbursed, 28 percent ($15.5 billion) was in the form of bilateral

debts, 25 percent ($ 14.2 billion) private guaranteed debt, 18
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percent ($ 9.9 billion) multilateral debts, 24 percent ($13.2

billion) short term debt, 3 percent ($1.5 billion) IMF credits and

2 percent ($0.9 billion) private non-guaranteed debt. The

significant amounts of short term debt outstanding reflects amounts

contacted by South Africa, Angola, Zambia,Tanzania, Zimbabwe and

Mozambique.

: Box:41

Angola : ;

Botswana.--:-:

Lesotho: :■

Malawi

Mozambique

tiamibia-

South Africa.

Swaziland

Tanzania

Zambia

Zimbabwe

Average ■'

SADC COUNTRIES

. DOD/XGS

336.6

24.7

88. 4

" ■ .. 534.7 : .

: 1416.4::

■■■■■..- 4.2 ■ ■

■ ■ . . 52.4: : ■

■■■■■■ 31,1: ■

121B.B ■'-':.

638:.O

■:■■: 214.9 . ;

■ 125.7 : ■■■

; EXTERNAL

DOD/GNP

79;I ■:

18. i-8 ■■■■■■■

: 41.8:,

:91:S\\\- ■ "

4£9:::2':-:-:. ■ .

■ ■:z.:&-:-/-. ■ ■

13,-7

25^2

300.5

231.9

78-5

3&.;0

DEBT

TDSP

5.4

3.2

5.5

21.3

20.6

0.0

16,4

3.3

25.1

32.8

32.3

15^2

INDICATORS/ 1993:

/XGSy TDSD/XGS:

■■■: ' ■■■■:■■■.52.1'r- ■■'■;.'■-
. . ■■■ 3;.3.y- ■■ ■ ■:■■■■ ■

'. : .;.■ 6.2:; :: :, ■

: : ::: 22.0:: : : : f i

i \ '■ 113:.■€■:■::■■:.■■: .: ,:

. :, :.-. o.o:::

■■:■ ■ : 14,0: : ■ .

■■-. ' ■■:.:■;■■ 3 ,-5:'y ■■'■■: \ ■

■. "■...:. :99-;Q-yy-■ ■ ■■:■■-. ■■.

. : 59.5: :■■ ■ : .

■ ■:■■:■;■ 30*7:,:::■■■ ■ ;."

.■:;.,' '■' ■/19^4::'---:'':'■':':',■■■■

Footnoter DOD i Total debt Outstanding and disbursed

: ■■■'-■■ :XGS:': Exports of goods, and services :
GNP: Gross National: Product ■■ , ':■■

TDSP:Total debt s&rvicepaid:

TDSD; : Total debt service due ;

source;

24. The extent of the debt overhang and the debt service burden

among some of the SADC countries becomes obvious when one examines

the ratios of total debt outstanding to exports of goods and

services and to Gross National Product as well as the ratio of

total debt service payments to exports of goods and services. For

a number of SADC countries the ratio of total debt outstanding to



18

exports of goods and services reveals the magnitude of national

effort that would be required to clear these obligations in terms

of number of years of exports. For example, as at the end of 1993,

it would require 14.2 years of exports of goods and services for

Mozambique to clear its external debt stock and 12.1 years for

Tanzania, 6.4 years for Zambia, 5.3 years for Malawi and 3.4 years

for Angola. Similarly, when viewed against Gross National Product

(GUP) the total debt stocks at the end of 1993 represented 4.1

years of Mozambique's GUP, 3.0 years of Tanzaniafs GNP and 2.3

years for Zambia. For countries like Malawi, Angola and Zimbabwe,

the total debt stocks at the end of 1993 were nearly equivalent to

their Gross National Product. On the other hand, countries like

South Africa, Botswana and Swaziland have much lower ratios of

total debt outstanding to exports of goods and services as well as

to Gross National Product.

25. The magnitude of the debt burden in some of the SADC countries

is also much vivid when one examines debt service ratios. In 1993,

five of the countries of the sub-region had ratios of total debt

service paid to export of goods and services above 20 percent and

included Zambia (32.8 percent), Zimbabwe (32.3 percent), Tanzania

(25.1 percent), Maiawi (21.8 percent) and Mozambique (20.6

percent). However, when one takes into consideration accumulation

of arrears by some of the countries the debt service ratios become

significantly higher. The ratio of total debt service due to

exports of goods and services at the end of 1993 was 113.6 percent

for Mozambique, 99.8 percent for Tanzania, 59.5 percent for Zambia,

and 52.1 percent for Angola. In other words, for these countries,

total debt service obligations (including arrears) represented more

than fifty (50) percent of their export earnings♦ Zimbabwe and

Malawi also had significantly higher ratios of 30.7 percent and 22

percent, respectively.

26. Countries like Swaziland, Botswana, Lesotho and South Africa

however, had much lower debt service ratios. For Botswana, Lesotho
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and Swaziland, the ratio of total debt service due to exports of

goods and services was below 6 percent and for South Africa it was

around 14 percent. It is worth noting that all these countries,

except Botswana, belong to the Common Monetary Area with the Rand

as "anchor" currency. Accordingly, it may be useful to find out

whether the Common Monetary Area system has built-in mechanisms for

debt management. Namibia appears to have negligible external debt

service payments.

27. These statistics indicate .significant divergence as to

external debt exposure among SADC countries. Some of the countries

appear to have serious debt overhang and debt service problems and

accordingly moving towards policy convergence will require the sub-

region adopting appropriate external borrowing and debt management

policies. It may be useful to find out whether the Rand Monetary

Area has any in-built mechanisms for control of external borrowing

by members as well as for debt management. Furthermore, the sub-

region may wish to adopt certain targets as indicators of external

debt exposure of member states in terms of the ratio of debt

outstanding to either exports of goods and services and/or Gross

National Product (GNP).

(Hi) Fiscal Imbalances in SADC Countries

28. An element in trying to achieve macroeconomic convergence in

the SADC countries will be reducing fiscal imbalances that

currently exist in a number of countries of the sub-region. These

imbalances are reflected in a number of countries in high ratios of

fiscal deficits to Gross National Product (GNP); high levels of

military expenditures; low levels of Government savings; and high

external debt service ratios. Furthermore, for countries like

Angola and Mozambique, internal civil strife absorbed a substantial

proportion of national resources. Political stability is therefore

an essential prerequisite for successful implementation of
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Box 5: Central Government Revenues and Expenditures in

SADC Countries, 1990

TR/R NTR/R R/GDP E/GDP S or D/GDP

Angola

Botswana

Lesotho

Malawi

Mozambique J

Namibia

South Africa

Swaziland

Tanzania

Zambia

Zimbabwe

Footnotes;

Source:

r TR:

NTR;

R:

E:

S or D.

GDP:

Unite-d

(UNECA),

82

85

65

82

too

. .

72

79

50

97

m

t

18 33

15 53

35 45

18 17

49

. . . .

28 38

21 18

50 3

3 33

Tax Revenues

Non-Tax Revenues

57

45

41

24

37

35

29

42

22

36

Total Central Government

Total Central Government

Surplus or Deficit

Government Budget

on the

Gross Domestic Product

- 24

10

- 5

18

- 21

3

6

- 18

- 3

- 4

Revenues

Expenditures

Overall Central

Nations Economic Commission for Africa

: Survev OfBconomic

in Africa. 1991-1992.

and Social Conditions

macroeconomic convergence policies and measures, including the

reduction of fiscal imbalances.

29. The statistics presented in Box 7 indicate the degree of

fiscal imbalances in some of the SADC countries. While some of the

countries of the sub-region have pursued tight fiscal policy,

others have pursued expansionary fiscal policy. Based on 1990 data,

avai1able for most countries of the sub-region, imbalances were

discernable in the fiscal budgets of Angola, Mozambique, Tanzania,

Zambia; and to a lesser extent also for Zimbabwe and Lesotho. While

it can be appreciated that Angola and Mozambique were in the midst

of internal civil wars, and therefore expansion in military

expenditures was obvious, for the other countries the situation is

1 ess obvious. The adverse external environment, such as
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deteriorating terms of trade and escalating external debt service

payments may have contributed to the budgetary constraints that

some of the countries faced, and still face, but nonetheless there

was fundamentally also an element of lax fiscal policies in some of

the countries. While the situation may have changed in some of

these countries as a result of implementation of economic reform

programmes, nevertheless concerted efforts will need to be made in

a number of them to reduce fiscal imbalances. Furthermore, some of

the countries in the sub-region, such as Botswana and Swaziland,

have demonstrated fiscal discipline over a protracted period.

Accordingly, it is feasible to achieve fiscal discipline even in

the face of an adverse external environment.

30. An examination of sources of central government revenues in

the SADC countries reveals a high rate of dependency on tax

revenues in most of the countries, ranging from 50 percent in

Zambia to 100 percent in Mozambique. This high dependency

introduces an element of instability in government revenues.

Furthermore, it is worth noting that for nearly all the countries

in the sub-region, except Botswana (53 percent) the ratio of

central government revenues to Gross domestic Product (GDP) is

below 50 percent and ranges from 49 percent for mozambique to 3

percent for Zambia. This is a reflection of the heavy dependency of

the countries of the sub-region on external financing and/or

domestic borrowing in financing fiscal budget deficits. As is well

known, central government domestic borrowing, in most cases from

the banking system, has its attendant effects not only in terms of

its crowding out impact on private sector borrowing, but also in

generating inflationary pressures.

31. Fiscal imbalances prevailing in some of the SADC countries are

also reflected in the ratios of central government expenditures as

a percentage of GDP which range from a high of 57 percent in Angola

to a low of 22 percent in Zambia. While some of the Government

expenditures may be capital expenditures, nonetheless these high
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ratios implicitly indicate the share of national resources absorbed

by government; and in some cases on consumption rather than

investment.

32. The need to reduce fiscal imbalances in some of the countries

of the SADC sub-region, as efforts to move towards policy

convergence is imperative. A strategy to enhance policy convergence

will therefore also have to address this issue and may entail SADC

countries agreeing on some harmonization programme for fiseal

policies: with agreed targets of central government overall fiscal

deficits as a proportion of GDP; and ratio of central government

current borrowing, especially from the banking system, to previous

years total revenues.
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IV. Past Lessons in Harmonization of Monetary and Financial

Policies in Africa

33. The African continent is not without useful lessons in the

area of harmonization of monetary and financial policies as a

number of Currency Boards existed during the colonial period and

most notable were: the West African Currency Board established in

1913; the East African Currency Board created in 1919; the

Southern Rhodesia Currency Board in 1939 and later replaced in

1954 by the Central Africa Currency Board.* Furthermore, France

instituted similar arrangements in the colonies and territories it

administered in Africa. The CFA Franc zones of West and central

Africa owe their existence to these early arrangements instituted

by France in these sub-regions. The Rand Monetary Area is another

example of successful monetary and financial cooperation in Africa.

34. The sub-region encompassing the Southern African Development

Community (SADC) is also not void of lessons in monetary and

financial integration. As early as 1919 the British established the

East African Currency Board to serve the countries of Kenya, Uganda

and Tanzania. This exercise was followed in 1938 by the creation of

the Rhodesia Currency Board initially to serve Southern Rhodesia

and later Northern Rhodesia and Nyasaland. The Southern Rhodesia

Currency Board was later replaced by the Central Africa Currency

Board covering the territories of Northern Rhodesia (now Zambia),

Southern Rhodesia (now Zimbabwe) and Nyasaland (now Malawi).

Following the creation of the Federation of Rhodesia and Nyasaland

in 1958, the Central Africa Currency Board was progressively

- United nations Economic Commission for Africa:

and Monetary Cooperation in Africa: The Role of African

Central Banks, presented at the Ninth East Africa Central Banks

Course, Nairobi, Kenya, 6 July to 14 August 1992, document

E/ECA/TRADE/92/6.



24

transformed into the Bank of Rhodesia and Nyasaland (a central

bank). Accordingly, the process of monetary and financial

cooperation among the three countries during the colonial era was

initially in the form of a Currency Board and later a common

central bank. This process of monetary cooperation lasted for a

period of nearly two and half decades from 1938 to 1964, when the

Federation of Rhodesia and Nyasaland was dissolved in 1963.-

(a) The SADC Experience

35. The countries of the Southern African Community therefore have

had some experience with monetary and financial harmonization,

although in a rudimentary form. Monetary and financial cooperation

during the era of the Currency Boards was rather rudimentary

because the very rules and regulations under which the Currency

Boards were created precluded them from undertaking extensive

monetary policy. Currency Boards were established to "act as

automatic money changers providing 100 percent Pound Sterling cover

for any currencies they issued; and were not to pursue independent

monetary policy, such as providing credit." z The restrictions

imposed on Currency Boards limited their effectiveness in promoting

monetary and financial integration. However, to the extent that a

common currency circulated in each area covered by the Currency

Board, the system facilitated trade flows and helped to reduce the

transactions costs associated with trade and other settlements; and

was therefore a much better situation than the current

fragmentation of the financial system in Africa. Furthermore, to

ft Dr. C. Chipeta and Mr. M.L.C. Mkandawire: Monetary

Harmonization in Southern Africa. African Economic Research

Consortium (AERC), Research Paper No. 30, November, 1994.

- For further readings en Currency Boards in Africa see: J.B.

Jones: The West African Currency Board, 1912-1962; J.W. Kratz: The

East African Currency Board, IMF Staff Papers, 1 July 1966, pp.

240-241; S.K. Basu: Central Ranking in Emerging Countries: Study

of African experiments, Asia Publishing House, Bombay, 1967, pp.

52-66.
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the extent that Currency Boards could not carry out an independent

monetary policy, their scope for monetary expansion as well as

financing of the budget deficits was limited. This in turn

restricted the impact of domestic monetary expansion on inflation

rates prevailing in those areas as well as balance of payments

imbalances.

36. Another important form of monetary and financial cooperation

in Southern Africa has been the Rand Monetary Area. Monetary and

financial cooperation among the countries of Botswana, Lesotho,

Namibia, South Africa and Swaziland had been on an informal basis

for a long time until 1974 when a formal agreement was signed

between the countries and the "Rand Monetary Area" was created.

This was later modified into a "Crtmmnn Monetary Area." The main

form of monetary and financial cooperation in the area has been the

circulation of the Rand as a common currency, and after

independence of a number of members of the Rand Monetary Area

circulation of the Rand side by side with national currencies; and

a fixed exchange rate arrangement between the Rand and national

currencies of other members. Furthermore, a noticeable feature of

the Common Monetary Area has been the dominance of South Africa in

the arrangements as well as the "South African Rand." The

"Multilateral Monetary Agreement" between the Republic of South

Africa, the Kingdom of Lesotho, the Republic of Namibia, and the

Kingdom of Swaziland was adopted in 1992 after Namibia attained

independence. There are also separate bilateral arrangements

between South Africa and the other three members (Lesotho, Namibia

and Swaziland) which provide for arrangements in specific or

internal areas.-

- For further details see: Multilateral Monetary Agreement

Between the Government of the Kingdom of Lesotho, the Government

of the Republic rtf Namibia, the Government of the Republic of South

Africa, and the Government of the Kingdom of Swaziland, South

Africa, 1992.
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37. The main provisions of the Multilateral Monetary Agreement

comprise of: agreement that each of the contracting parties has the

right to issue currency in the form of national notes and coins as

wel 1 as commemorative coins, provided that any arrangements in

respect of any national note and coin issued other than Rand

Currency shall be subject to prior agreement between the Government

of South Africa and the issuing Government and such agreements

shall define the area in which the respective currencies shall

constitute legal tender; contracting parties have agreed not to

apply any restrictions on the transfer of funds, whether for

current or for capital account transactions, to or from the area of

any other contracting party, save that a contracting party may

apply restrictions resulting from investment or liquidity

requirements which may from time to time be prescribed by it for

its financial institutions and provided that such restrictions

shall not be discriminatory against any other contracting party;

the Governments of Lesotho, Namibia and Swaziland, corporations and

statutory bodies owned or controlled by these Governments, and

local authorities, public utilities, financial institutions and

business enterprises in the areas of these Governments have,

subject to the relevant financial laws and policies applicable to

their counterparts in South Africa, a right of access to South

African capital and money markets; each contracting party has the

sole authority for authorizing gold and foreign exchange

transactions relating to its area and for appointing authorized

dealers, provided that contracting parties exercise their authority

in respect of gold and foreign exchange transactions in accordance

with the policies from time to time adopted for the management of

the gold reserves and foreign exchange reserves of the Common

Monetary Area; the Government of South Africa, subject to certain

agreements, has to make compensatory payments to the other

contracting parties, which payments represent a return on the Rand

Currency circulating as legal tender in their respective areas. To

facilitate and ensure the continued compliance with the Agreement,

the contracting parties agreed to hold regular consultations with
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a view to reconciling their respective interests in the

formulation, modification and implementation of the monetary and

foreign exchange policies for the Common Monetary Area and

accordingly agreed to establish a Common Monetary Area

Commission." The Agreement also provides a mechanism for

settlement of disputes among the contracting parties which cannot

be resolved amicably through consultations, which can subsequently

be submitted to an "Arbitration Tribunal."-

38. Chipeta and Mkandawire (1994) indicate that a number of

important lessons can be derived from the monetary cooperation

arrangements that prevailed during the British system of Currency

Boards, and the Rand Monetary Area system (later the Common

Monetary Area). The major lessons may be summarized as follows:

geographical proximity appears to have been one of the conducive

factors to the selection of cooperating partners; political will

and sovereignty were also conducive to cooperation; gains from

economic integration in favour of dominant partners were often

resented by the other members; inflationary pressures and interest

rate movements in the dominant partner were often impacted to other

members, a situation that was also resented; and loss of the use of

exchange rate as a tool of economic management, by virtue of fixed

exchange rate arrangements, was also often resented by other

members. These observations reflect the difficulties that often

arise in trying to promote monetary and financial integration. The

disparity in derived benefits and costs arising from greater

integration has often been the source of conflict in most regional

integration efforts. Accordingly, monetary and financial

integration programmes in the SADC will need to pay particular

attention to the sharing of costs and benefits arising from greater

monetary and financial integration and institute compensatory

mechanisms wherever necessary for the success of such programmes.

"The Multilateral Monetary Agreement", opcit.
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39. As the Southern African Development Community embarks on

accelerating the process of monetary and financial integration in

the sub-region, due cognisance ought to be paid to the lessons of

the past and more importantly as to the costs and benefits to

individual countries of implementing integration strategies,

including "macroeconomic convergence."
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(b) The African Experience

39. Notwithstanding shortfalls that may have existed in the

institutional arrangements of Currency Boards, nonetheless they are

the first examples of monetary and financial harmonization in

Africa. Indeed, they could have served as important and useful

building blocks for future efforts at monetary and financial

integration in Africa had it not been for the accompanying

political arrangements of colonization which were found to be

distasteful by most Africans.

40. Most of the Currency Boards, which often served more than one

country, were dissolved in the aftermath of African countries

attaining political independence and numerous central banks were

instead created. Unfortunately, this gave rise to monetary and

financial fragmentation of the African continent. Efforts at

monetary and financial integration had once more to start from

scratch instead of building on past experience.

41. In the post independence period, and as Africa awoke to the

importance of forging greater economic and monetary integration, a

number of sub-regional groupings were created and included: the

Economic Community of West African States (ECOWAS, 1975); the

Preferential Trade Area for Eastern and Southern African States

(PTA, 1981); the Economic Community of Central African States

(ECCAS. 1983); and the Maareb Arab Union (UMA, 1989). The

mandates of many of these sub-reaional Qroupincrs also called for

them to "promote monetary and financial intearation" of the sub-

recfions with ultimate aoal of creating monetary unions in the sub-

recrions. Accordincjlv, in order to promote monetary and financial

cooperation institutional arrancjements were established and they

included the establishment of a number of Clearina and Payments
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arrangements such as the West African Clearing House (1975), the

Central African Clearing House (1979), the PTA Clearing House

(1984). furthermore, some sub-regions went a step further as to

create monetary zones such as the CFA Franc zone, the West African

Monetary Union (1982) and the Rand Monetary Area. Accordingly,

Africa has not been lacking on lessons for harmonization of

monetary and financial policies. However, for the continent to

achieve greater monetary and financial integration much more will

need to be done in harmonizing monetary and financial policies at

the sub-regional levels and ultimately the continental level.

42. Efforts at monetary and financial integration at the sub-

regional level intensified in the post-independence period mainly

with the creation of the institutional framework such as clearing

and payments arrangements and sub-regional development institutions

and less on harmonization of macroeconomic and financial policies.

As stated earlier, a number of clearina and payments arrangements

were established to facilitate transactions amona member states and

reaional and sub-regional development banks were also created.

While the performance of many of these arranctements and development

institutions has been rather mixed, nonetheless due credit should

be aiven to the efforts made.

43. Creatincf an institutional framework for promotion of monetary

and financial intecrration did not only involve establishing the

institutions but also desianina and drawina ujd programmes for

achieving this croal. In November, 1988, the Council of Ministers

of the Preferential Trade Area for Eastern and Southern African

States (PTA) directed the Secretariat of the PTA to undertake a

studv on the establishment of a PTA Monetary Union and also

approved the terms of reference of the studv.

44. The Technical Studv Group completed its work on the "Monetary

Harmonization Proaramme of the Preferential Trade Area for Eastern

and Southern African States" in Auaust. 1990. The Report of the
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BOX 6: LESSONS AND EXPERIENCES WITH HARMONIZATIOn OF

MONETARY AND FINANCIAL POLICIES IN AFRICA

The African continent has not been without lessons and

experiences of harmonization of monetary and financial

policies. Such lessons predate from the colonial era during
which period a number of Currency Boards and monetary zones

were established to provide legal tender to the colonies and
territories and in some cases even carry out rudimentary

functions of a central bank. Notable among these institutions

were the East African Currency Board, the Central Africa

Currency Board, the West African Currency Board, the Bank of

Rhodesia and Nyasaland, the CFA Franc Zone and the Rand

Monetary Area.

Recent efforts at enhancing monetary and financial

integration in Africa have been carried out in the context of

sub-regional economic groupings that were created in the post-

independence era, notable of which are the Economic Community

of West African States (ECON&S), the Preferential Trade Area

for Eastern and Southern African States (PTA) and now

transformed into the Common Market for Eastern and Southern

Africa (COMESA), the Economic Community of Central African

States (ECCAS), the Magreb Arab Union (UMA), and the Southern

African Development Community (SADC).

The outcome of these experiments at greater monetary and

financial integration have rather been mixed and a clear

indication of the need for the continent to intensify its

efforts in order to achieve monetary and financial

integration.

Technical Study Group provided in significant detail, the

macroeconomic and financial disharmonies that existed among the PTA

countries and steps that would need to be taken in achieving some

form of "convergence of policy", as the sub-region moved towards

greater monetary and financial integration. Furthermore, the Report

provided in detail the stages through which the sub-region would

have to go in order to achieve monetary union. A detailed schedule

of implementation of the PTA Monetary harmonization Programme for

the period 1990-1996 was drawn up by the Study Group. The Programme

envisaged at the end of the process the establishment of a Common

Monetary Authority (CMA) and a Single Currency for the PTA
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countries.—

45. The Draft Treaty establishing the Common Market for Eastern

and Southern Africa (COMESA) which was adopted by the Summit of the

PTA Authority held in Kampala, Uganda in November, 1993 contains

under chapter seven provisions for "cooperation in monetary and

fiscal and economic planning". The Treaty explicitly states that

"member states agree to the eventual establishment of a common

currency and monetary union of the Common Market ". "* The

Treaty also urges member states to consult regularly among

themselves on monetary and financial matters.—

46. The Treaty establishing the Economic Community of West African

States (ECOWAS) adopted by the Heads of State and Government of the

sub-region in Lagos, Nigeria in 1975 and revised in Dakar, Senegal

in 1992 state on the issue of "Cooperation in Monetary and

Financial Matters" that the Trade, Customs, Immigration, Monetary

and Payments Commission created under the provisions of the treaty

shall: as soon is practicable, make recommendations on the

harmonization of economic and fiscal policies of member states;

give its constant attention to the maintenance of balance of

m Preferential Trade Area for Eastern and Southern African

States: The Monetary Harmonization Programme of the Preferential

Trade Area for Eastern and Southern African States: Report of the

LAlSaKSi Z3Hlbi£ 15 AUdliSt 199Q . DD. 113—114 .

— Preferential Trade Area for Eastern and Southern African

States: Draft Treaty Establishing the rnmmnn Market for Eastern and

Southern Africa (COMESA), Lusaka, Zambia.

— The Treaty establishing the Common Market for Eastern and

Southern Africa (COMESA) was signed on 5 November 1993 in Kampala,

Uqanda by fifteen African countries, members of the Preferential

Trade Area for Eastern and Southern African States. COMESA was

formally launched in Lilongwe * Malawi in December 1994 at the

Summit of the Heads of State and Government followinq ratification

of the Treaty by twelve countries. The Treaty has now been signed

by nineteen countries and Zaire has iust acceded to the Treaty by

ioinina COMESA,



33

payments equilibrium in member states; and examine developments in

the economies of member states.—

47. However, notwithstanding the existence of the legal framework

provided by the Treaty and greater cooperation among the countries

of the sub-region, the financial systems have remained fragmented

and policies of various countries contradictory and often at odds.

Harmonization of monetary and financial policies within the ECGWAS

sub-region are made more complex by the fact that while five

countries of the sub-region (Benin, Cote D'lviore, Mali, Niger,

Senegal and Togo) belong to the West African Monetary Union (WAMU),

the others do not. Accordingly, harmonization of policies has to be

done not only among countries of the ECOWAS economic grouping, but

ilso among the monetary zones that have been created in the sub-

region . The need to enhance monetary and financial cooperation

among the countries of this sub-region exists and the first stages

of that process is reducing disharmonies in macroeconomic policies

of these countries exchange rate policies, fiscal policies, and

monetary and credit policies.

48. The Economic Community of West African States adopted a

"Monetary Cooperation Programme" designed to move the sub-region

towards greater monetary and financial integration. The countries

set the year 2000 as a deadline for achieving a single monetary

zone. Furthermore, the Programme identified five policy areas where

coordination and harmonization was necessary for the implementation

of the Programme: adoption of market determined exchange rate

regimes; harmonization of money and credit policies; harmonization

of fiscal and monetary policies and adoption of prudent budgetary

policies; integration of money and capital markets through

establishment of regional stock exchanges; and the harmonization of

& Economic Community of. West African States: Treaty of the

Economic r'^mmmity of West African States (ECCMAS). as amended and

adopted in Dakar, Senegal, 1992



34

the design and implementation of adjustment programmes in order to

ensure compatibility with the objectives of sub-regional

integration.

49. A Study commissioned by ECOWAS on "Monetary and Fiscal

Harmonization Towards the Achievement of a Single Monetary Zone in

ECCWAS" recommended that in order to achieve convergence of policy,

member states should direct maximum efforts towards keeping

positive GDP growth rates; the ECCWAS Secretariat should monitor

the inflation rate performance so as to guarantee that member

states reach one-digit inflation rates and that they do not exceed

by more than 7.5 percent the average inflation of the six best

performing countries in the group; that an indicative growth rate

of money supply compared to GDP may be adopted as a preliminary

criteria for the control of inflation; and that member states

should keep an overall budget deficit lower than 5 percent of

GDP.2+

50. The Study proposed three indicators that also needed to be

monitored: central government debt to GDP ratio, with a target

limit of 60 percent; growth rate of government debt, with a target

limit of 3 percent of GDP; and deficit financing of the government

budget by central banks, with a target limit of not more than 20

percent of the previous year's fiscal revenues.— These , the

study indicated, were minimum requirements of convergence of

policies needed for the ECOWAS sub-region to move towards greater

monetary and financial integration. In 1993, the Economic Community

of West African States (ECOWAS) agreed to establish the West

African Monetary Agency (WAMA) as a step forward in accelerating

^ Ana Maria Alvarez: Study on Macro-econom-i'n replicators of

Convergence to be Adopted in the Implementation of Monetary and

Fiscal Policies by Members of the ECOWAS Monetary Cooperation
Vrnqramm&. Document ECA/ECO/MUL/93/27, May 1993.

14 Ana Maria Alvarez, opcit.
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the process of monetary and financial integration of the sub-

region. The Monetary Agency is expected to play an important role

in the implementation of the "Monetary Cooperation Programme" and

accordingly calls are being made for member states of ECOWAS to

expedite the ratification of the Protocol in order for the Agency

to come into force.—

51. As the SADC sub-region intensifies its efforts at

macroeconomic convergence, some of the areas of focus of policy

will invariably concentrate on: reducing differences in general

economic and macrceconomic policies of member states; reducing

sharp divergences in fiscal and budgetary policies of countries;

eliminating sharp differences in monetary stance of countries,

especially with regards to rates of monetary and credit expansion,

rates of inflation, exchange rate and interest rate policies as

well as the degree of financial repression permitted in a country.

Furthermore, some agreement will need to be reached as to the

extent to which countries wish to open their economies to the

outside world. Achieving convergence of policies on a number of

these key issues is fundamental in accelerating the process of

monetary and financial integration in the SADC.

52. Some of the fundamental issues that will confront the SADC

countries include the issue of whether "policy convergence" among

member states should precede efforts at monetary and financial

integration or "should they move in tandem." Furthermore, South

Africa having joined SADC, the countries of the sub-region will

need to decide as to whether the Rand Monetary Area is a feasible

** Final Communique: Annual Joint Meetings of the Exchange and

Clearing Committee of West African Clearing House (WACH), the

Committee of Governors of the Economic Community of West African

States (ECOWAS), and West African Sub-regional Committee of the

Association of African Central Banks (AACB), Banjul, Gambia, 18 to

19 May, 1995.
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Box 7: Southern African Development Community:
Challenges to Macros-economic convergence

The Southern African Development Community (SADC) will

face formidable challenges as it tries to forge ahead

with macroeconomic convergence of the economies of the

sub-region, and indeed some hard decisions will need to

be arrived at as the sub-region tries to achieve this

objective. Among the issues to be resolved are the

following: Can the sub-region use the existing Common

Monetary Area based on the key role of the Southem

African economy and the South African Band as an "anchor

currency", as a nucleus for the sub-region's future

efforts at monetary and financial integration?; Will

countries which currently depend heavily on seignorage

from inflationary financing of their budget deficits be

prepared to part with this form of revenue and can they

find alternative substitutes for this type of revenue;

Can effective mechanisms of "compensation" be developed

in order to equitably distribute the "benefits" and
"costs" of greater monetary and financial integration.

These are some of the issues that will face SADC

countries as they forge ahead with macroeconomic

convergence.

option to serve as a nucleus for future efforts to accelerate the

process of monetary and financial integration in the SADC sub-

region. These are indeed fundamental issues that will need to be

resolved if the process of monetary and financial integration is to

forge ahead in SADC.

53. The Southern African Development Community (SADC), and Africa

in general, may derive some useful lessons from the European Union

integration experience. Among the more important lessons from that

experience are the following. Firstly, is the importance of strong

and sustained political will to proceed towards realistic goals.

Second, is the need for a strong institutional set-up and a system

that generates "own" resources for the organization charged with

the task of implementing the integration process, which allows the

organization to effectively pursue "community Interests" rather
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than a sum of national interests. Thirdly, is the importance of

coordinating macro-economic policies, including a progressive move

towards currency convertibility and monetary policy coordination.

54. The other important lessons from the European Union(EU)

integration process, is the importance the Union attached to

"regional and social Policies" to reduce welfare disparities

between different zones in the integration area; and the importance

of the "subsidiarity principle" whereby the body representing the

level at which an issue can be most effectively tackled is given

responsibility for its handling. The European Union experience

also shows that a certain pluralism of organization is not

incompatible with integration; as reflected by the existence of the

Belgium-Luxembourg Economic Union and the Benelux within the

European Union. Finally, the experience also showed that

integration is not a process for governments alone, but requires

strong participation of the non-governmental organizations and

private sector operators.

55. Although the European Union experience is not transferable and

cannot be replicated elsewhere, nonetheless, some useful lessons

can be derived from one of the few successful regional integration

efforts in the world. Accordingly, the SADC sub-region, and Africa

in general, can learn from that rich experience as it forges ahead

with integration.
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J. ANNEX

The Heads of State and Government of the majority-ruled States

of Southern Africa comprising of Angola, Botswana, Lesotho, Malawi,

Mozambique, Namibia, Swaziland, Tanzania, Zambia and Zimbabwe,

meeting in Lusaka, Zambia on 1 April, 1980 decided to establish the

Southern African Coordination Conference (SADCC). The Conference

was established to ; promote political and economic liberation of

the sub-region; reduce the sub-region's heavy dependence in trade

and transportation networks on apartheid South Africa; and to

accelerate the process of economic integration in the sub-region.

The main objectives of the Coordination Conference were stated as:

the reduction of economic dependence, particularly, but not only,

on the Republic of South Africa; the forging of links to create a

genuine and equitable regional integration; the mobilization of

resources to promote the implementation of national, interstate and

regional policies; and to promote concerted action to secure

international cooperation within the framework of the strategy for

economic liberation.—

In implementing the letter of the SADDC Declaration, the

Coordination Conference was called upon to identify areas in which

countries could cooperate in order to gear national development to

provide goods and services to replace those supplied by the then

apartheid South Africa; and reduce dependence of the sub-region on

South Africa's transportation networks by coordinating transport

and communication links among participating states. In the

latter case, the Conference established a "Southern African

Transport and Communications Commission" to coordinate the use of

existing systems and to plan and finance additional regional

— Southern African Development Coordination Conference

(SADCC): A Declaration by the Governments of Independent States of

Southern Africa. Lusaka, Zambia, 1 April, 1980.
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facilities. Furthermore, rationalization and rehabilitation of

ports in the sub-region was to be undertaken to facilitate transit

movement of goods into the landlocked countries; and airline

schedules were to be coordinated to facilitate air transport. The

focus of the Coordination Conference was on identification and

implementation of concrete programmes and projects required for

promoting regional integration.

It is worth noting that at this stage, the Coordination

Conference was not called upon to carry out programmes and measures

for accelerating the process of monetary and financial integration

in the sub-region. Neither was macroeconomic convergence perceived

as one of the priorities of the sub-region. The efforts of the sub-

region were to be directed towards political liberation and

integration of the "economic space" of the sub-region. Furthermore,

the Coordination Conference was designed to be an important

platform for interaction between members of the Conference and the

donor community.

The collapse of apartheid in South Africa and the subsequent

establishment of a democratically elected Government under the

leadership of President Nelson Mandela in 1994 began the process of

re-integration of South Africa into the family of majority ruled

African States and into the international community. This

development, rendered partially invalid the mandate of the Southern

African Development Coordination Conference; especially as regards

to the initial objective of insulating the economies of the sub-

region from dependency on apartheid South Africa.

It is against this development that the Heads of State and

Government of SADCC decided to transform the "Southern African

Coordination Conference (SADCC)" into the "Southern African

Development Community (SADC)." The Treaty establishing the

Southern African Development Community was signed in Windhoek,

Namibia on 17 August, 1992 by the Heads of State and Government of
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the following countries: Angola, Botswana, Lesotho, Malawi,

Mozambique, Namibia, Swaziland, Tanzania, Zambia and Zimbabwe.—

The Republic of South Africa joined SADC later on.

According to the SADC Treaty, the main areas in which

cooperation towards integration would be pursued would include:

food security, land and agriculture; infrastructure and services;

industry. trade, investment and finance; human resources

development, science and technology; natural resources and

environment; social welfare, information and culture; and politics,

diplomacy, international relations, peace and security.

In the fields of trade, money and finance, the introduction to

the Treaty explicitly states that:

"The successful integration of sector policies and plans

requires a high level of harmonization of macroeconomic

policies. At an early stage, the integration process should

provide arrangements for member states to harmonize their

general macroeconomic, fiscal and monetary policies;

particularly to establish a strong relationship among the

region's currencies. In this context, measures to control

inflation and ensure overall financial and monetary stability

will be critical."—

^ Southern African Development Community (SADC): Declaration

Treaty and Protocols of the Southern African Development Community,

Signed by Heads of State or Government of the majority-ruled

Southern African States on 17 August, 1992, Windhoek, Republic of

Namibia.

— Southern African Development Community (SADC): Opcit.
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