ECOWAS CONVERGENCE CRITERIA  

The indicators presented below are convergence criteria as defined in Decision A/DEC.7/12/99 by the Assembly of Heads of States and Government. The table provides, for each criterion, the method of calculation and interpretation   

	
	CRITERION
	FORMULA FOR CALCULATION  
	some useful tips  
	Observations

	1
	Overall budget balance excluding grant/nominal GDP ratio (OBBEG/GDP)   
	OBBEGR = 
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	The overall budget balance excluding grant is the difference between total revenue excluding grants (TREG)  on one hand, and total expenditure (TE) and net borrowings (NB) on the other. 

Total revenue excluding grants, total expenditure and net borrowings are defined in accordance with  Directive 06/99/CM/UEMOA on TOFE    

Nominal GDP is equal to the total value added (at prevailing market prices) achieved by local production units.   


	The overall budget balance excluding grants in relation to GDP measures the sustainability of pubic finances in terms of wealth created. This ratio facilitates the comparison of countries.  

The overall balance excluding grants shows the scope of real budgetary efforts required to balance the State’s financial position without resorting to grants which are unpredictable.   

Given that public finances account for the most of the structural imbalances, this indicator was retained as the basic criterion under the ECOWAS macroeconomic convergence pact.   

	2
	End of period inflation   (IR)
	IR = 1- 
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	For a given month, it is the variation between the index for the month and that of the same month in the previous year.  
Thus, if in September 2004, the index was 110.9 then for September 2003, it was 108.5 The variation in the index is therefore 110.9/ 108.5 = 1.022 or + 2.2 %.  The annual inflation rate as at September 2004 was therefore 2.2 %.
	Inflation is the generalized increase in prices. It affects the average purchasing power.  

Annual inflation was retained because it gives a clearer picture of trends in prices.  

This indicator is extremely important for countries that are prospective members of a monetary union. In fact, the ultimate goal for any monetary policy is price stability.  

	3
	Budget deficit financing by the Central Bank   ≤ 10  %  of previous year’s revenue   (BDFCB

/TRn-1)
	BDFCB = 
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	Tax revenues are non refundable payments and without counterpart made to the State. These include fees and charges paid to the state which are not commensurate to the cost or scope of services provided to the payer.  

Financing by the Central Bank on behalf of the State is measured by the variation of nets credits to the state (NCS) in the books of the Issuing Institution.  .
	In view of the negative effects of the monetary financing of public deficits, especially in terms of inflation, the trend is to abandon this practice.  

Setting a limit to the use of this facility help countries to prepare for a single monetary authority that will be powerful enough to resist pressures from countries.   

	4
	Exchange reserves in months of imports  

(ERMI)≥ 6
	ERMI = 
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	Exchange reserves are made up of Central Bank assets in gold or SDR, foreign exchange and other credits.  

Imports are non factor goods and services acquired abroad.   
	The ability of a Central Bank to sustain the value of its currency depends on the level of its assets in foreign exchange.  

Besides, the accumulation of these assets reflects the performance of the country’s external sector and their prudent management by the central bank.  .

	5
	Non accumulation of internal arrears (IA)   and settlement of all existing arrears   
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	Internal arrears include all commitments of the States to internal suppliers of goods and services. They include previous arrears and all orders for payments that have not led to a disbursement within a period of three months.   
	Considering the weight of the State in our economies, the accumulation of arrears on its part affect adversely suppliers and for that matter economic activity as a whole.  

	6
	Tax revenue/GDP≥20% (TPF)
	TPF = 
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	Tax revenues are as defined above.  
	The financial situation of the State is greatly influenced by its performance in tax administration.  . 

This indicator was retained in order to push governments to lay greater emphasis on internal revenue mobilization.

	7
	Wage bill/Tax revenue Ratio ≤35%
	WBTRR = 
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	The wage bill includes salaries and other emoluments as well as social security contributions made by the State for its employees.  

 
	Personnel costs absorb most of State resources. Given the State meet other obligations (operational costs, investments…), there must be a ceiling to expenditures on account of salaries. The ratio 35% is somehow drawn from the practice in the private sector.   .



	8
	Internally funded public investments/tax revenue  ratio    ≥20%  (IFPITRR)  
	IFPITRR   = 
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	Internally funded public investments include all investments financed with the country’s own resources. Investments financed with HPIC resources must be excluded.  

Generally, the Table of Financial Operations of the State (TOFE) provides the volume of total investments and the volume of total investments excluding those financed with HPIC resources. In the case where the values of investments financed with the country’s own resource excluding HPIC ones is not indicated the compiler must contact the department in charge of preparing the TOFE.   


	It is important that the State allocate a substantial part of its resources to investments that reflect its commitment to improve services offered to citizens and also guarantee production capacity in subsequent years.  

	9
	Real exchange rate Stability (RERS)   
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	Real exchange rate refers to the relative price of goods between two countries. It shows at what rate it is possible to exchange the goods of a country for those of another country.  

However, the aggregation of bilateral real exchange rates helps to determine the Real Effective Exchange rate. (REER)   
	The REER index is an essential indicator in the assessment of a country’s competitiveness.   

Currently, all the banks are not calculating the REER.  

WAMA has a project to set up a mechanism for the calculation of REER by Central Banks. 
WAMA considers an annual REER variation within a band of +/-5% as acceptable.  

	10
	Real Positive   Interest Rate (RIR)  
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	Generally, central banks fix the minimum interest rate on savings (MIRS) to protect small savers.  

The inflation rate to be taken into account is the year-on-year inflation rate.  


	A negative real inflation rate reflects a situation of financial repression, which is very discouraging for savers. In view of the importance of inflation rate in investment and economic activity, it is important to preserve positive real interest rates.  
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