Monetary Integration

“When we talk about monetary integration, this certainly means more competition in all economic sectors”: Governor François KANIMBA said.
East African Community States members are working closely to establish a common currency.  Mr. KANIMBA François, Governor of National Bank of Rwanda accepted to talk about this process of regional monetary integration which is definitely a step going to African monetary integration.

In an exclusive interview, Governor François KANIMBA made also statement on mandate assigned to the Association of African Central   Banks (AACB) in the process of African monetary integration and on his priorities as Chairman of the AACB during his one year mandate taking effect with its 32nd annual meetings to be held in KIGALI on 22nd August 2008.

Question

Recently, Rwanda joined the East African Community. This regional intergovernmental organization is advocating monetary union between state members. What should represent this monetary union for East African states members and their citizens in terms of advantages?  
As you know, monetary union is the most advanced stage of economic integration process. In principle, to have a monetary union, you are supposed to have achieved at least a common market. Otherwise, the monetary union in itself will not add a lot of value if there is no free movement of capital, goods and labor. 
So, in terms of advantages, the main objective of monetary integration is to promote trade and investments which are needed within the community to achieve growth agenda. To be more concrete, if you go actually to Nairobi from Kigali for business reasons, you have to buy US dollar before your travel. Once arrived in Nairobi you change your dollars against Kenyan shillings. In those exchange transactions, you are charged commission fees. You understand that in such circumstances the cost of doing business is high from Rwanda to Kenya and vice versa. But when there is one common currency you no longer need to change your money to be able to trade and the cost of doing business is reduced.   This is definitely a tremendous advantage a monetary union will add without mentioning that to implement a monetary union will suppose harmonization of a number of policies in macroeconomic management which itself can constitute a significant move to facilitate trade between countries. 
Question

As long as the monetary union is concerned, what are the criteria to be fulfilled by central banks before a unique Central Bank is set and a single currency is adopted?

To establish a monetary union within the region, it is very important to create the conditions for the stability of the common currency you are going to issue. It is very important that the member states of this region have attained some convergence of a number of macroeconomic indicators. To illustrate what I am talking about, suppose that a country is running the economy with inflation rate of 20 % while another one is running its economy with inflation rate of 5 %. Definitely, inflation is a reflection of many things among them the appropriateness of how macroeconomic management policies are done. It means that if there is discrepancy between two economies in terms of inflation performance, to establish a common currency for the two countries without bringing those economies too close in terms of inflation is to transfer a resource from one to another. 
A second example I can give you is for a country running a huge fiscal deficit and another with a fiscal balance at equilibrium. When a country is running a fiscal deficit, to cover this deficit, the way it funds its deficit is critical in terms of macroeconomic implications. If it covers its deficit by borrowing money from the banking sector this itself can contribute to generate inflation. That is why fiscal deficit is important among the convergence criteria we have to follow up before we decide to establish a common currency within a number of countries. It is very important that the fiscal deficits of different countries are very close.
With regard to the above, there are three key criteria the five member states of the East African Community agreed upon to achieve before the common currency is set. 
The first one is the inflation rate. We are all struggling to bring inflation down at least in one digit number. 
The second criteria is related to the fiscal deficit to GDP. Our target is to achieve a fiscal deficit less than six percent excluding grants.

The third convergence criteria is the level of foreign exchange reserves in terms of number of months of   imports. The objective is to keep foreign exchange reserve at a minimum of six months of imports. This is also a very important criterion because the volume of foreign exchange reserve you have definitely impacts on the stability of your currency. For instance when a country is short of foreign exchange reserves it means that its exchange rate is at risk in terms of stability. So, if countries have not yet reached an equilibrium exchange rate, a common currency cannot be easily implemented. 
Question

How is National Bank of Rwanda prepared for this monetary union?  
The progress made is very interesting. When you analyze how far different member states have gone to achieve those convergence criteria, you notice that they are very close. Apart from 2008 where inflation has been picking   in different economies due to oil prices increase. Up to 2007, all countries in the region have succeeded to achieve a one digit inflation which was a target in the first phase of convergence. 
The second criteria relating to fiscal deficit to GDP was the most difficult for a number of countries in the region particularly for those less developed which are enjoying increasing foreign aid within the Millennium Development Goals framework.  Countries like Rwanda, Burundi, Tanzania and Uganda have significant public spending programs funded by foreign aid. During the last five years the budget support to those countries have been increasing and allowing them to spend more than they collected as tax revenues. Generally, the current fiscal deficit to GDP in those countries is higher that the 6 percent they agreed to converge to. The country which is comfortable with this criteria is Kenya. 

However, it is most important to note that in the region when the fiscal deficit to GDP is calculated by including grant; all countries are close to the target which should be less than 2 percent. This is one of the key issues the monetary Affairs Committee of the EAC has been discussing. The fact that a fiscal deficit to GDP is different from a country to another due to the fact that some are able to raise more aid, should not be seen as impediment to achieve the convergence criteria and then delay the process of establishing a common currency. It is definitely known that volume of aid will not be there for ever. The most important is that while enjoying those aid increases, countries should implement policies and reforms allowing them to be less and less aid dependent in the future and definitely converge within a reasonable timeframe to the target which has been set for the whole community. 
On the third criteria which is the level of gross official reserves, hopefully, all the countries in the region have reached this indicator by the time being. But we have to recognize that some countries, particularly those which are aid dependent have been able to sustain foreign exchange reserves at a level of six months of imports once again due to sustained inflows from budget aid. This means that there is still a risk on this criteria too. The good news is that private transfers both from the Diaspora remittance and foreign direct investors are increasing and reforms in exports sectors are showing sustained results. This can ensure us that in the long run we are going to sustain a level of foreign exchange reserves we have been able to keep quite for a number years.     
Question

How long do you think the process of regional monetary union in the EAC should take?

As you know the Heads of States have set the year 2012 to establish a common currency. From my own assessment I think this is achievable. The decision has been taken by Heads of States. We are making progress in fulfilling convergence criteria as above mentioned. Now it is a question of establishing an institutional framework to implement the decision.
Question

Parallel to East African monetary union process, the Association of African Central Banks is another entity advocating for African monetary integration.  Is there any relationship between two initiatives? What is the background of the Association of African Central banks?
There is a close relationship between the African Association of Central Banks objectives and the monetary union at the East African Community level. AACB was established in 1965 with the aim of promoting monetary integration within the African continent. To implement the monetary cooperation program which had been defined for the whole African continent, AACB has established five regional groupings: Northern, southern, Eastern, Western and Central Africa sub- regions. Each sub- region has its own monetary cooperation program. But each sub regional monetary cooperation program is derived from the African Monetary Cooperation Program (AMCO) which has been defined by AACB. The way we see the strategy to establish a common Central Bank and a common currency on the African continent should go through the intermediate phase of establishing a common currency at sub- regional level and some time later consolidate all these currencies in one currency on the continental level. I think this should be the normal process of the integration we are working on. 
The date of 2021 has been set to establish the African Central Bank. When the AACB was established, it has been active in 60’s and 70’s and became quite dormant later. But when the AU Treaty was signed providing in its 19th article for the creation of the three African financial institutions namely African Central Bank, African Investment Bank and African Monetary Fund, AACB was reactivated within this new move and established a roadmap to assist the AU to achieve its objective to establish one Central Bank on the Continent.
African Central Bank Governors meet every year to make assessment of the progress made in achieving once again the convergence criteria to be met before a common currency is set for the whole Continent. It is challenging but there is progress. 
Question

What is its today achievement? 

We have established a timeframe to set the African Central Bank by 2021. We have divided this period in six periods. For each period we have a set of objectives. For example for the period ending in 2008 a number of objectives are set: achieving single digit inflation, controlling the fiscal deficit (excluding grants) bellow 5% of GDP maintaining three months of foreign exchange reserves.  When we met last year in Tripoli to assess the progress made, we found that almost 40% of African countries were on track in achieving those convergence criteria. 
Question

After 32nd   annual meetings of the Association of African Central Banks which is to be held in Kigali in August 2008, you will take the chair for AACB bureau for the next term; can you talk briefly about the priorities of your mandate?  

It is true that AACB is going to organize its 32nd   annual meetings in Kigali on 22nd August 2008. This is indeed a very important event for Rwanda to gather all African Central Bank Governors in Kigali to talk about progress we are making. When these meetings take place in a country, the Central Bank Governor from this country becomes automatically the chairman of AACB for the coming year. So that is going to happen with Rwanda, I will take over the chairmanship for the period beginning in August 2008 and ending on 22nd August 2009. 

My priority during this period will be focused on current issues the AACB has been working on. Since 3 years ago there have been intensive discussions between the AACB and the African Union Commission on the time frame to establish the African Central Bank. It looks there are some divergence between the two institutions. While AACB which is led by Central Banks Governors believe that there are steps to go through, the African Union Commission is of a view that there is a way to speed up the process of establishing of the African Central Bank. The debate has been very controversial without finding    a compromise so far. That is why during the last AACB General Assembly which was held in Tripoli in August 2007, it was decided to set up a Joint- Committee    composed of the bureau of AACB and the African Union Commission to work out a common strategy. We have been working since August 2007 up to now. We agreed actually on what should be done. We decided to commission a study by a high level expert to look at proposals from AU Commission and AACB strategy to analyze the differences and come out with a proposal that can be considered as common strategy to be approved by both institutions. 
Unfortunately, that study which was supposed to be completed before Kigali meetings has been delayed due to funding issues. My priority as a new Chairman of AACB will be really to pushing this agenda forward to be sure that the study is undertaken and well conducted to facilitate the AACB and AU commission reaching an agreement during the next meeting definitely to adopt the common strategy to set the African Central Bank. This will be the key focus during the coming year.
Question

What is your particular message to Rwandan banking sector stakeholders and Rwandan people in general regarding the ongoing monetary integration process? 

The message is very simple. When you talk about monetary integration, this certainly means more competition in all economic sectors. I believe that a monetary integration will not add a lot if there is no common market which means a free movement of capital, goods and labor. So in such kind of perspective, there is a need of efficiency to survive. In all economic sectors, we have to increase our competitiveness, to review the way of doing business, to be able to take advantages in this big new market we are planning to operate not only at the level of East African Community but at the continental level also. 
So it is very important that Rwandan banks begin to think about how they are going to operate in an open market in East African Market or later in continental market.
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