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FIFTH REVIEW UNDER THE EXTENDED ARRANGEMENT, REQUEST FOR MODIFICATION OF PERFORMANCE CRITERIA, AND FINANCING ASSURANCES REVIEW
Context. Decisive policy changes after the 2008 crisis set in motion a solid recovery, which has continued through 2011. A less favorable external environment and fiscal challenges arising from public enterprises are testing the macroeconomic management for 2012.
Focus. Discussions centered on policy responses to lower short-term growth prospects, costs of the national airline’s restructuring, a depreciating exchange rate, and rising inflation.
Program performance. The authorities met all performance criteria and structural benchmarks through end-March 2012 and are on track to meet the end-June 2012 targets.
Policies in the period ahead. Monetary policy is being tightened to address the risk of second-round inflationary pressures while the fiscal policy stance is eased only slightly. This policy mix is needed to safeguard the medium-term debt reduction and international reserve accumulation objectives and build policy buffers. In the annexed Letter of Intent and Memorandum of Economic and Financial Policies (MEFP), the authorities propose to update the program for the remainder of 2012. Staff supports the modification of two quantitative performance criteria for end-June 2012 and recommends the completion of the fifth review under the Extended Arrangement and the financing assurances review.
Risks. The most important risks to the economic outlook and program performance are external risks, including a further deterioration of the situation in Europe that could lower tourist inflows, and piracy. Homegrown risks to the program include additional losses of key public enterprises that could jeopardize the government’s debt reduction objectives and, in an extreme scenario, put into question stabilization gains since 2008. These risks have been mitigated by corrective measures, including a strategic alliance that endows the national airline with new capital and international management expertise, and increases in public utility tariffs to cost-recovery levels. Stricter monitoring of public enterprises and early action in case their financial situation deteriorates will minimize risks of drains to the budget.
Approved by Saul Lizondo and David Marston
The three-year Extended Arrangement (EA) under the Extended Fund Facility (EFF) for SDR 19.8 million (182 percent of quota) expires in December 2012. SDR 15.84 million has been disbursed, SDR 2.64 million will be available upon completion of this review, and the remainder upon completion of the last review, tentatively in December 2012. The arrangement supports a program aimed at consolidating macroeconomic stability and external sustainability, and implementing second-generation structural reforms.
In a cabinet reshuffle in March 2012, Governor of the Central Bank of Seychelles (CBS) Pierre Laporte succeeded Vice President Danny Faure as Minister of Finance. CBS Deputy Governor Caroline Abel was appointed Governor.
Discussions on the fifth review were initiated in Victoria in March 2012 and completed in Washington during the Spring Meetings. The staff team comprised Messrs. Le Dem (head), Culiuc, Peña, and Roy (all AFR). Ms. Bultitude (OED) joined policy discussions.
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Economic developments in 2011 were favorable despite a further deterioration in the terms of trade but the worsening environment in Europe is having a negative impact on the outlook for 2012.
Real growth
(Percent change)
1. In 2011, Seychelles’ economy weathered well rising commodity prices and weakening conditions in Europe, including through exchange rate flexibility. The tourism sector grew by 7 percent in 2011, driving economic growth at an estimated 4.9 percent. Deteriorating terms of trade, reflecting in part the depreciation of the euro (in which most exports are denominated) against the dollar, and lower transportation services exports have triggered a depreciation of the rupee in the last quarter of 2011. Since then, it has stabilized. In March 2012, the real effective exchange rate was about 11 percent lower than a year ago. The import content of large foreign direct investment flows, notably in the tourism sector, explains the bulk of the high external current account deficit.
Bilateral and real effective exchange rates
2. Inflation. Consumer price inflation increased from almost zero in 2010 to 5.8 percent at end-March 2012, mainly reflecting a partial pass-through of higher international food and fuel prices, and more recently the depreciating rupee.
3. Economic policies. Fiscal performance in 2011 was stronger than initially projected despite higher-than-expected losses at the national airline. In response to increasing inflation, the CBS has tightened monetary policy, starting with a raise in the minimum reserve requirements in April 2011. The average interest rates of treasury bills rose in steps, from 1.5 percent in early 2011 to 5.8 percent in December 2011, and 6.8 percent in early May 2012.
Interest rates and inflation
4. Outlook for 2012. Despite an encouraging first quarter, tourist arrivals growth is conservatively projected at 3.5 percent for the year. This and the projected negative impact of imported inflation on real disposable income will drive economic growth in 2012 down to 2.8 percent. Lower growth should improve the external current account balance, starting in the second half of the year. Tighter monetary policy will also alleviate pressures for further depreciation of the exchange rate. Inflation is expected to peak at around 8½ per-cent in mid-2012 (once recent increases of petroleum product prices and utility tariffs are fully reflected in the consumer price index) before sliding down to 6½ at the end of the year.
Policy implementation through end-December 2011 has been in line with the program, and the end-June 2012 performance criteria appear within reach.
5. The authorities have maintained their long record of strong over-performance on key quantitative targets. All quantitative performance criteria (PCs) at end-December 2011 were met (MEFP, Table 1). Substantial over-performance for the primary fiscal surplus and international net reserves targets reflect mostly one-off government revenues from a legal settlement with a non-resident at the end of the year. Indicative targets for end-March 2012 were met, and end-June PCs appear within reach.
Table 1. Seychelles: Selected Economic and Financial Indicators, 2009–14
Sources: Central Bank of Seychelles; Ministry of Finance; and IMF staff estimates and projections.
1 Excludes debt issued in 2012 for monetary purposes.
2 Includes public guarantees on €8 million loan to SCS for underwater cable project in 2011, €36.8 million loan to PUC for water project in 2011-12 and €30 million loan to PUC for electricity project in 2011.
EFF Program target overperformance
(Percent of GDP)
6. Most fuel and utility prices have been adjusted to reflect higher energy costs and ensure positive cash flow projections in 2012 for the state petroleum and public utility companies. In April 2012, SEYPEC, the oil importer, increased gasoline and heavy fuel prices by 15 percent. The increases were partly triggered by losses sustained by the company’s international oil tanker business, which previously subsidized domestic oil consumption; SEYPEC’s bunkering activities continue to be profitable (MEFP ¶45). The pass-through of higher international oil prices has been almost completed in mid-May with a 15 percent across-the-board increase in electricity, water and sewage tariffs, as well as a doubling of the price of liquefied petroleum gas (LPG) for commercial clients. LPG prices for household consumption and public transportation fare remain below costs for social reasons. To cope with the planned increase in energy prices, the 2012 budget had also incorporated a substantial increase in transfers targeting the most vulnerable households.
7. The authorities have made substantial progress in their structural reform agenda. All structural benchmarks through end-March 2012 were met (MEFP, Table 2). A study on the optimal tariff structure for utilities is underway, and preparations for the introduction of the VAT in July 2012 are proceeding.
Table 2. Seychelles: Balance of Payments, 2009–14
(Millions of U.S. dollars)
Sources: Central Bank of Seychelles; Ministry of Finance; and IMF staff estimates and projections.
1 Includes major revisions in statistical methodology
2 Including coupons on the eurobonds, amortizing
3 Includes parastatals for which data are available.
4 Excludes foreign-currency denominated required
5 Includes outstanding IMF credit.
8. External debt restructuring is close to completion. Agreements which were reached in 2011 under best efforts with the remaining two non-Paris Club official creditors (India and Abu Dhabi) are expected to be signed shortly. The signature of another agreement reached in good faith with the remaining commercial creditor is also imminent (MEFP ¶6).
Discussions centered on the policy responses to lower growth prospects, one-off costs related to the restructuring of the national airline, rising energy prices, and a depreciating exchange rate. The fiscal policy stance will be relaxed slightly in the second half of 2012, but the authorities acknowledged that maintaining a credible path towards the 2018 government debt reduction objective does not leave much fiscal room in the medium term. The Central Bank agreed to tighten monetary policy further to prevent second-round inflation and external pressures. Public enterprise monitoring will be strengthened.
9. The accommodation of additional government expenditures in 2012 will be largely offset by improved revenue prospects. The end-year primary fiscal balance is revised downward by 0.2 percent of GDP. On the revenue side, import-related taxes are benefitting from the depreciating rupee (by 0.5 percent of GDP), while higher dividends from other state-owned enterprises will compensate omitted dividends from SEYPEC (due to losses sustained by the tanker business). Expenditure increases reflect the partial accommodation of foreign currency-denominated expenditure (0.2 percent of GDP) and higher current transfers related to the Air Seychelles restructuring (0.4 percentage point). The latter were assumed by the government as part of its commitments under the strategic partnership concluded early this year between the national airline and Etihad Airways (Box 1).
10. Reaching the medium-term government debt reduction target is likely to require a prolonged tight fiscal stance. The debt taken over from Air Seychelles (2.3 percent of GDP, 0.3 percentage points of which is external) and the impact of the rupee depreciation on the foreign-currency denominated debt are expected to bring up the end-2012 debt-to-GDP ratio to 82 percent. This ratio is 5 percentage points higher than projected at the time of the last review. Current medium-term projections indicate that, with annual GDP growth averaging some 4 percent, bringing government debt below 50 percent of GDP by 2018 will require sustained primary fiscal surpluses at about the 2013 projected level of 4.5 percent of GDP.
Medium term projections: fiscal balances and growth
(Percent of GDP)
Medium-term projections: debt stock
(Percent of GDP)
11. Risks of second-round inflation pressures and larger dollarization require a further tightening of monetary policy through the remainder of 2012. The CBS is taking a proactive stance by bringing its key interest rates to positive levels in real terms. This implies reducing the nominal reserve money targets for end-June and beyond below nominal GDP growth, and keeping the average of daily reserve money balances closer to the quarterly targets, through appropriate market-based liquidity sterilization. Increased bank competition and reduced liquidity should speed up the still slow monetary transmission mechanism (EBS/10/225).
Reserve money growth and excess liquidity
Note: Excess liquidity comprises commercial banks’ CBS deposit holdings in excess of minimum reserve requirements, plus vault cash.
12. Monetary policy operations are being strengthened by the increased issuance of treasury bills for monetary purposes. The rising costs of sterilization threaten to strain the CBS’ balance sheet. To support the central bank’s sterilization efforts, the Ministry of Finance has started to issue treasury bills in addition to its own financing needs, the proceeds of which will be held in a special account with the CBS (MEFP ¶25). Up to 6 percent of GDP of treasury bills could be issued for monetary purposes in 2012.1
13. Structural reforms in the public sector are broadly proceeding as planned. VAT implementation in July (structural benchmark under the program) will be critical for completing the cycle of tax reforms under the program, while ongoing reforms at customs promise to increase tax collection and compliance (MEFP ¶¶18-20). With technical support from the IMF, the World Bank, and the European Union, the authorities are implementing a three-year public finance management (PFM) action plan to further modernize and strengthen the budgeting, execution, and auditing of public expenditures (MEFP ¶¶21-23). An important task still pending is the reform of the structure and pricing mechanism of utility tariffs (end-September structural benchmark). The current structure with tariffs differentiated by customer type creates distortions, while ad-hoc adjustments lag behind increases in input costs and are politically sensitive. The upcoming study will propose solutions for rationalizing the utility tariffs system.
14. The authorities are strengthening supervision of state-owned enterprises (SOEs). To reduce the risks to the budget of SOE losses (as underlined by recent developments at Air Seychelles and SEYPEC), the Ministry of Finance is strengthening SOEs’ legal disclosure requirements and building its monitoring capacity. Simultaneously, a newly-established committee will review large investment projects undertaken by parastatals (MEFP ¶40).
15. Reforms to remove several obstacles to private sector development are being accelerated. The government is finalizing, with World Bank support, a set of recommendations to address weaknesses revealed by the latest Doing Business report (MEFP ¶39). Financial sector reforms are also advancing. They include the refocusing of the Development Bank of Seychelles on small and medium enterprises (meeting an end-March structural benchmark, MEFP ¶43), the rationalization of the government’s housing finance strategy in order to increase private sector involvement (MEFP ¶44), and the preparations for the launch of the Stock Exchange, which will be used to sell government participations in non-strategic parastatals (MEFP, ¶¶36 and 41). The authorities have amended the Anti-Money Laundering Act in order to increase tax compliance and transparency of its offshore financial sector (MEFP, ¶35).
Box 1. Air Seychelles’ restructuring and fiscal impact
Background. Since 1983, the state-owned airline has carried the majority of tourists to Seychelles, operating direct flights from France, the United Kingdom, Italy and Germany – the island nation’s four main tourism markets. As the airline struggled to match seat capacity increases with the expansion in tourism capacity, Seychelles has gradually opened its sky to foreign airlines to fill the gap, mostly Gulf carriers.
Losses in 2010-11. Management shortcomings and underinvestment resulted in an old and cost-inefficient fleet that left Air Seychelles ill-equipped to face increased competition. Losses started to accumulate from 2010, boosted by an unfavorable exchange rate, rising international fuel prices, and unfavorable code-sharing and charter agreements. They were covered initially by loans from Nouvobanq, a state-controlled bank, for the equivalent of 2.5 percent of GDP, and from 2011 by budget transfers. Total losses in 2011 amounted to 2.5 percent of GDP, of which two-thirds were borne by the central government.
Initial restructuring. A first action plan was initiated in early 2011, focusing on renegotiating the code-sharing and charter agreements and eliminating loss-making flights. As losses spiraled rapidly, the government decided in October 2011 to stop the remaining long-haul flights, effective early 2012, downsize the fleet and personnel, and focus on regional and domestic routes.
Strategic partnership. In January 2012, a more promising solution for the airline emerged with the signing of a strategic partnership with Etihad Airways. The Abu Dhabi-based airline injected US$20 million in the company against a 40 percent stake and a five-year management contract. It also committed to providing up to $25 million in a shareholder’s loan. The partnership would allow Air Seychelles to benefit from Etihad’s economies of scale and extended network. The business plan adopted in March 2012 includes flights to the Gulf in code-sharing with Etihad and new routes to Asia, as well as a modernized fleet.
Government support. As part of the strategic partnership, the government agreed on capital injections and assumption of liabilities for a total of $50 million, the equivalent of 5 percent of GDP, of which $10 million was injected upfront. The government is liable to cover severance payments and some other downsizing costs, which raises 2012 transfers to the airline to about 1.5 percent of GDP, from 1.1 percent initially budgeted. In addition, the government assumed all liabilities contracted by the airline prior to the partnership, including the outstanding debts to Nouvobanq, totaling 2.4 percent of GDP. In 2013 the government is scheduled to make another capital injection and cover fees for the early termination of an airplane lease, for a total of $13.5 million (around 1.3 percent of GDP). The airline is projected to return to profitability in 2014.
Air Seychelles costs and liabilities taken by GoS
(Million US$)
Lower risks to the budget. Several factors dramatically reduce risks of further costs to the budget: (i) international managerial expertise brought by Etihad, (ii) strongly aligned incentives for the international partner, and (iii) a shareholder loan that can be used to address short-term liquidity constraints.
End-June 2012 program targets have been strengthened. A further deterioration in the Euro area outlook and piracy threats could slow down tourist arrivals and FDI inflows.
16. Modifications are proposed for two end-June 2012 performance criteria (PC). The downward adjustment of the PC on reserve money (and of the end-September and end-December 2012 indicative targets) reflects the monetary policy tightening discussed above. The PC on net international reserves was adjusted slightly upwards reflecting performance to date so as to maintain a path of moderate reserves accumulation in 2012.
17. The most important risks pertain to a deterioration of economic conditions in Europe. Increased piracy threats could also lower tourist inflows. Under an extreme downside scenario, a decrease in tourism arrivals by 10 percent in 2012 (13.5 percentage points lower than in the baseline) would reduce GDP growth to close to zero percent, worsen the overall balance of payments by 1.8 percent of GDP, and the primary fiscal surplus by 1.3 percent of GDP. The probability of such a scenario is small, however. Over the past two years tourism flows have shown a strong resilience to the economic slowdown in Europe, including through diversification into other markets (EBS/11/192). Moreover, the experience during the global crisis in 2008 has illustrated the country’s strong capacity to adjust to adverse shocks.
18. Homegrown risks to the program include additional losses to key public enterprises that could jeopardize the government’s debt reduction objectives. Corrective measures are expected to mitigate this risk, including restructuring of the national airline, stricter monitoring of public enterprises, and increases in public utility tariffs to cost recovery levels.
19. Seychelles continues to perform remarkably well under the EFF-supported program. 2011 was another year of strong growth, with further progress toward debt sustainability and international reserves accumulation despite several adverse developments. Although the external economic environment is more challenging in 2012, the country is set for reasonable, if somewhat lower, growth in 2012, supported by a resilient tourism sector. Properly addressed, inflation pressures from higher energy prices and a weaker exchange rate should subside later this year.
20. The macroeconomic policy mix remains appropriate and consistent with declining public debt over the medium term. While the agreement with a major Gulf carrier on a rescue plan for Air Seychelles required a substantial government effort and a temporary relaxation of the fiscal stance, it bodes well for the restoration of the company’s financial viability and for the economy as a whole over the medium term. Within the flexible exchange rate regime, the depreciation of the real exchange rate has helped mitigate the worsening terms of trade and other external shocks. Staff supports the authorities’ approach to prevent second-round inflationary effects by monetary tightening and higher interest rates. The sharing of the sterilization costs with the Treasury will reduce the negative impact on the central bank’s balance sheet. The proposed path of moderate, but continuous foreign-exchange accumulation will extend further the CBS’ reserve coverage while avoiding excessive pressure on the exchange rate.
21. The government should be vigilant about the financial health of the public sector. As illustrated by the large restructuring costs of the national airline, losses incurred by public enterprises pose serious threats to the budget and the economy. Staff welcomes the envisaged steps to strengthen the oversight of public enterprises and recommends early action to avert these losses, including by a prompt restructuring of SEYPEC’s unprofitable tanker activities.
22. The structural reforms agenda should be timely implemented, with the view to improving conditions for private-sector led growth. A better business climate will contribute to boosting the country’s growth potential, a key condition for the consolidation of stabilization efforts, the meeting of debt reduction objectives, the building of necessary policy buffers and the financing of badly-needed infrastructure. The timely implementation of structural-benchmark measures in the financial sector should also improve access to credit and the monetary transmission mechanism. Staff encourages the authorities to move ahead as planned with the introduction of the VAT, which will be an important step toward a modernized tax system that encourages compliance and avoids tax distortions. Going forward, the implementation of the upcoming recommendations for rationalizing the tariff system for utilities will enhance efficiency of the system and avoid the costs of belated price adjustments.
23. Staff supports the modification of two quantitative performance criteria for end-June 2012 and recommends the completion of the fifth review under the Extended Arrangement and the financing assurances review.
Table 3. Seychelles: Consolidated Government Operations, 2009–141
(Millions of Seychelles rupees; cumulative from the start of the year)
Sources: Seychelles authorities and IMF staff estimates and projections.
1 Includes the central government and the social security system. Program columns reflect reclassification of Social Pension Fund revenue and spending, and contingency spending. These changes entail a slight revision in programmed 2012 primary fiscal balance (from SR 642m in EBS/11/192 to SR 637m).
2 VAT replaces GST in July 2012.
3 Includes subsidies to Air Seychelles in 2011 and a two-stage recapitalization of the airline in 2012-13.
4 Only interest payments on foreign debt are on a commitment basis. Other expenditures are recorded when checks are issued or transfers initiated.
5 Includes one-off operations in 2011: repayment of recently recognized domestic obligation (SR 90 million) and the increase in IMF quota (SR 10 million).
Table 3. Seychelles: Consolidated Government Operations, 2009–141
(Percent of GDP; cumulative from the start of the year)
Sources: Seychelles authorities and IMF staff estimates and projections.
1 Includes the central government and the social security system. Program columns reflect reclassification of Social Pension Fund revenue and spending, and contingency spending. These changes entail a slight revision in programmed 2012 primary fiscal balance (from SR 642m in EBS/11/192 to SR 637m).
2 VAT replaces GST in July 2012.
3 Includes subsidies to Air Seychelles in 2011 and a two-stage recapitalization of the airline in 2012-13.
4 Only interest payments on foreign debt are on a commitment basis. Other expenditures are recorded when checks are issued or transfers initiated.
5 Includes one-off operations in 2011: repayment of recently recognized domestic obligation (SR 90 million) and the increase in IMF quota (SR 10 million).
6 From 2010 reflects conversion of foreign-currency debt held by commercial banks to domestic-currency debt as part of debt restructuring.
Table 4. Seychelles: Monetary Survey and Central Bank Accounts, 2009–12
Sources: Central Bank of Seychelles and IMF staff estimates and projections.
1 Reserve requirements on foreign currency deposits were introduced in 2009.
2 Reserve requirements were lowered from 13% to 10% in 2009, but raised back to 13% in April 2011.
3 The definition was revised in June 2011 to include foreign-currency denominated required reserves held by banks and project and blocked accounts at the CBS.
4 Broad money growth in 2011 is lower than in the program owing to reclassification of about SR 300 million from domestic deposits to foreign liabilities.
Table 5. Seychelles: Financial Soundness Indicators for the Banking Sector, 2008–111
Source: Central Bank of Seychelles.
1 Excluding purely offshore banks.
2 Defined as: equity capital/(assets-interest in suspense-provisions).
3 Defined as: (Interest income - interest expense)/average assets.
4 Defined as: (Noninterest income - noninterest expense)/average assets.
5 Core liquid assets include cash, balances with CBS, and deposits with other banks.
6 Broad liquid assets include core liquid assets plus investments in government securities.
Table 6. Seychelles: Fund Disbursements and Timing of Reviews Under the Three-Year Extended Arrangement, 2009–12
Table 7. Seychelles: Indicators of Fund Credit, 2008–17
(in millions SDR)
Sources: IMF Finance Department; and IMF staff estimates and projections.
1 End of period.
2 Repayment schedule based on repurchase obligations. Obligations to the Fund from Existing and Prospective Fund Arrangements includes charges.
(As of April 30, 2012)
A. Membership Status: Joined 6/30/1977. Article VIII member since 01/03/1978
B. General Resources Account
C. SDR Department
D. Outstanding Purchases and Loans:
E. Financial Arrangements:
F. Projected Obligations to the Fund (SDR Million: based on existing use of resources and present holdings of SDRs):
G. Implementation of HIPC Initiative: Not applicable
H. Safeguards Assessments:
The Central Bank of Seychelles (CBS) was subject to a safeguards assessment with respect to the Stand-By Arrangement for Seychelles. The assessment completed in 2008 found high risks in all areas of the CBS’s safeguards framework, and several measures were included in the program. An update assessment in relation to the Extended Fund Facility, which was completed in July 2010, found that the authorities had implemented most of the measures recommended by the 2008 assessment. In particular, governance oversight at the CBS is now exercised by the Board and management committees, and transparency improved through application of International Financial Reporting Standards and the publication of financial statements that have been audited in accordance with international standards. The draft amendments to the CBS Act, approved by Cabinet in April 2011, will strengthen the legal framework and the independence of the central bank. CBS governance is also being improved through ongoing strengthening of the internal audit and control mechanisms.
I. Exchange Rate Arrangement:
The exchange market was liberalized in November 2008, which resulted in the elimination of all restrictions on the making of payments and transfers for current international transactions that are subject to Fund approval under Article VIII Sections 2, 3, and 4. The exchange rate policy is floating. On April 30, 2012 US$ 1 = SR 14.06 (mid rate).
J. Article IV Consultations:
Seychelles is currently under a 24 month consultation cycle.
K. Technical Assistance (2008–April 2012):
L. Resident Representative: None
May 22, 2012
Ms. Christine Lagarde
Managing Director
International Monetary Fund
Dear Ms. Lagarde:
The attached Memorandum of Economic and Financial Policies (MEFP) describes Seychelles’ performance through March 2012, and sets out our policy and reform priorities for the remainder of the Extended Arrangement with the Fund.
We request completion of the fifth review under our Extended Arrangement and the release of the eighth tranche of SDR 2.64 million (24 percent of quota). We have made significant progress in our reforms and the program remains on track. All quantitative performance criteria (PCs) at end-December 2011 and indicative targets for end-March 2012 were met with margins, and monetary and fiscal developments remain favorable.
The Extended Arrangement continues to support our comprehensive medium-term structural reform strategy aimed at consolidating macroeconomic stability, improving debt sustainability, and promoting private sector-led growth; and to guide our macroeconomic policies in the remainder of 2012.
We believe that the economic and financial policies set forth in the MEFP are sufficient to ensure that the objectives of the program will continue to be met. We stand ready to take any further measures that may prove necessary to meet our objectives. We will consult with the Fund on the adoption of these measures, and in advance of revisions to the policies contained in the MEFP, in accordance with the Fund’s policies on such consultations.
We request the modification of the performance criteria for end-June 2012. The increase of the NIR target reflects better-than-expected outcomes in December 2011 and March 2012, coupled with our intention to continue the path of moderate reserves accumulation. The reduction of the reserve money target signals our determination to tighten monetary policies to fend-off inflationary pressures. It is expected that the sixth and final review will be completed by end-September 2012. Financing assurance reviews will continue as long as public debt arrears to external private creditors remain outstanding.
In line with our commitment to transparency, we request that the IMF publish this letter, the MEFP, the technical memorandum of understanding (TMU), and the staff report. We will simultaneously publish these documents in Seychelles.
Sincerely yours,
Attachments: MEFP and TMU
1. This document tracks progress after two years of macroeconomic and financial structural reforms under the three-year program supported by an Extended Arrangement under the Extended Fund Facility (EFF). It updates the MEFP of 23 December 2011 and details our policies for the remainder of 2012 to support completion of the fifth review.
2. This MEFP aims at cementing gains in areas where progress has been swift and tangible (notably, public financial management and taxation reform), whilst accelerating measures in areas where progress has been less rapid (e.g. monitoring of public enterprises).
3. Macroeconomic outcomes for 2011 were in line with our projections at the time of the fourth review (December 2011). Real GDP grew by 4.9 percent, inflation reached 5.5 percent, and the current account deficit was 22 percent of GDP at end-December. Tourism arrivals were 11 percent above the 2010 level, much better than expected given the economic turmoil in the Eurozone. Despite slightly shorter stays on average, the sector is estimated to have grown by approximately 7 percent in real terms.
4. Growth is expected to slow markedly in 2012, to less than 3 percent (down from 4 percent forecast in December). Tourism numbers have been buoyant (9 percent up year on year for first quarter) despite developments in the Eurozone and the cessation of Air Seychelles’ direct flights to Europe. However, we forecast lower activity in non-tourism sectors as a result of the impact of higher import prices on domestic demand and the need to tighten monetary policy as described in the next paragraph.
5. A weakened rupee continues to add to inflationary pressures. The weakened Euro in relation to the greenback continues to negatively impact the terms of trade, and partly explains the sharp depreciation of the rupee versus the dollar in the past three months (from 12 SR/USD to 14 SR/USD). The remaining pass-through of international food, fuel and commodity prices temporarily puts further upwards pressure on inflation. Through tight monetary policy, we expect to limit inflation figures to less than seven percent by the end of the year.
6. The external balance will remain stable. The current account deficit is expected to stay at 22 percent of GDP in 2012 and further improve over the medium term, as FDI moderates following the completion of major projects. While the current account deficit remains large, it continues to be financed by non-debt incurring capital inflows including net FDI inflows of 18 percent of GDP in 2012. This will allow us to steadily reduce the external debt burden over the medium term. Our external debt restructuring is close to completion, with agreements with two non-Paris Club bilateral and one commercial creditor—accounting for less than US$9 million of claims—awaiting signatures. For one of the bilateral creditors one of two agreements has been signed and the other is in the final approval stage. The authorities of the second bilateral creditor have advised that agreements will be signed shortly. Representatives of the commercial creditor will visit Seychelles at end-May during which the agreement is expected to be signed.
7. Despite large downside risks, there are grounds for optimism. The improvement in communications which will follow the installation of Seychelles’ first submarine cable later this year is expected to lead to growth and diversification of the economy. Traders and fishing operators (both domestic and foreign) have implemented practices to address piracy risks. We have also received assistance from a number of partner countries who are helping us combat the threat of piracy in the Indian Ocean. Increased tourism marketing in the Far East has begun to pay dividends, and increases in flight connectivity will support tourism activity over the medium-term. Moreover, our continued efforts to reduce public debt will boost investor confidence and maintain substantial inflows of foreign capital, mainly in the tourism industry.
8. We achieved—and in some cases comfortably exceeded—the quantitative targets of the program. All quantitative performance criteria as of end-December 2011 were met (Table 1), and we are on track to achieve end-June targets.
Table 1. Quantitative Performance Criteria Under the Extended Arrangement, 2011–12
(Millions of Seychelles rupees; end-of-period)
Sources: Seychelles authorities and IMF staff estimates and projections.
1 The NIR floor is adjusted as defined in the TMU.
2 Cumulative net flows from the beginning of the calendar year; includes external non-project loans and cash grants net of external debt service payments.
3 The nonaccumulation of new external payment arrears constitutes a continuous performance criterion. Excludes arrears for which a rescheduling agreement is sought.
4 Includes external non-project loans and cash grants net of external debt service payments.
9. We exceeded our fiscal target by 1.1 percent of GDP. Overall expenditure was within 0.4 percent of expectations, with some additional payments to the national airline being more than offset by deferred capital expenditure. Revenue was 1.1 percent of GDP higher than forecast, largely reflecting a one-off recovery of revenues worth approximately 0.7 percent of GDP.
10. We tightened monetary policy to address inflationary risks. Reduced excess liquidity has led to a marked increase in market interest rates (three month T-bill rates rose from 0.5 percent in the first quarter of the year to 5.0 percent in December). To ease the cost of sterilization treasury bills are now being issued for monetary policy purposes to help absorb part of liquidity, as needed.
11. We have taken additional decisive steps to return the national airline to profitability. Air Seychelles entered into a strategic partnership with Gulf carrier Etihad from 1 February. Etihad purchased 40 percent of the airline, providing: a much-needed capital injection of USD 20m; and provided a loan of USD 25m; code-sharing access to Etihad’s global network; and valuable management expertise including a new CEO. As a condition of the deal, in early 2012 the Government made a capital injection (1 percent of GDP) and absorbed the airline’s existing liabilities (2.2 percent of GDP) and restructuring costs (0.5 percent of GDP). In 2013, the government will contribute another capital injection (1 percent of GDP) and cover fees for the early termination of an airplane lease (0.3 percent of GDP). As a result of this restructuring, coupled with the new business plan, the company will return to profitability in 2014.
12. We implemented another tariff adjustment, after some delays, and are now at virtually full pass-through as the next step in transitioning to an optimal electricity tariff. Lower than expected profits of SEYPEC (the state-owned importer, distributor and re-exporter of petroleum products and oil tanker business) resulted in an unanticipated review of SEYPEC’s cost and pricing structure, including the price of fuel sold to the Public Utilities Company for electricity generation. The tariff adjustment scheduled for January was therefore delayed to 15th May, so that any potential changes in PUC’s cost structure could be taken into account. The remaining steps to be taken to implement an optimal electricity tariff structure are described in paragraph 41. The cost of fuel at the pump was revised in mid-April, and cost of LPG was revised to full pass-through for commercial customers from 15th of May as a first step.
13. Structural benchmarks were implemented according to schedule. The credit information system was established, with information on prospective customers’ non-performing loans being available to banks from end-March. Information on total loans outstanding is available since end-April. The Commercial Court was established in March 2012 and will commence hearings on new cases from June. In the interim, the Chief Justice will assume responsibility for the Commercial Court until a second judge is appointed later in 2012. The Cabinet approved a new mandate for the Development Bank of Seychelles in March, focusing on financing higher-risk small enterprises that commercial banks would normally be reluctant to finance.
14. We remain committed to achieving debt sustainability over the medium term, despite the additional pressures from Air Seychelles’ restructuring. Sizeable budget surpluses will be delivered over the next five years to reduce public debt to 50 percent of GDP by 2018 (one of two over-arching goals of the program). This is despite slightly revising downwards the primary surplus target for 2012 to 4.5 percent of GDP from 4.7 percent at the time of the last review – mostly on account of increased spending on the national airline and a weaker rupee.
15. The outlook for revenue has improved. In view of the revised macroeconomic outlook, nominal tax collections are expected to be 0.6 percent of GDP higher than budgeted. This is further helped by gains in grant receipts of 0.3 percent of GDP on account of the weaker rupee. The introduction of the VAT in July 2012 is expected to be revenue neutral, and it will improve the efficiency of the tax system.
16. Expenditure increases have been largely on account of external developments. Aside from the increased transfers to Air Seychelles, the increases are on account of the weaker rupee (0.3% of GDP), increased spending on security, and increased foreign-financed capital expenditure.
17. The government is enhancing the social safety net. The 2012 budget of the Agency for Social Protection was increased 20% from 2011 to account for the projected impact of higher utility tariffs on the cost of the reference consumption basket. At the same time, eligibility requirements have been clarified, and beneficiaries are incentivized to return to employment as soon as possible.
18. The VAT implementation scheduled for 1 July 2012 remains on track. Following extensive consultation with the private sector, a number of amendments were approved by Cabinet in May. These amendments broadly reflect the advice of the IMF FAD technical mission, and include measures such as:
Exempting farmers and fishermen rather than zero-rating the two sectors.
Local alcohol producers will be charged VAT at the applicable rate of 15 percent rather than being zero-rated as currently outlined in the legislation.
SEYPEC—the domestic distributor of petroleum products—will be exempt rather than zero-rated.
The measures will facilitate the administration of the taxes and limit areas of potential losses.
19. We are seeking advice from the South African Revenue Service (SARS) on transfer pricing in the tourism sector. A memorandum of co-operation has been signed with SARS for the provision of technical assistance for capacity building to allow SRC staff to see evidence of this practice during audits. SARS will also provide capacity building in other areas.
20. We are continuing with efforts to improve customs administration. We are seeking additional technical assistance in the areas of staff integrity and post-clearance audit. A roadmap outlining SRC’s actions in an effort to improve integrity within its administration will be presented to the Ministry of Finance, Trade and Investment in June 2012. This remains a priority following technical assistance from the World Customs Organization. A risk-management strategy was developed in parallel to the integrity framework, with Fund technical assistance, and has been implemented by the Revenue Commission.
21. Numerous reforms have been implemented in the past three years with tangible impacts on PFM performance. Government has used the 2011 PEFA assessment (following the 2008 assessment) as a basis to prepare a 2012-14 PFM action plan that will be launched in June. The action plan includes the new Public Finance Management Act, introduction of a new chart of accounts; steps towards Program Based Budgeting and enhanced external scrutiny and audit.
22. Submission to the National Assembly of the Public Finance Management Bill was an important milestone. The expected approval of the bill by the National Assembly this June will bring our public finance legislation in line with international best practices. We plan to implement the 2013 budget based on the new legislation with AFRITAC-South providing capacity building. Amongst a number of reforms included in the Bill (see Paragraph 28 of the MEFP of 23 December 2011) is the oversight of the National Assembly on the budget for capital expenditure. The PFM Act is also formalizing the Government Audit Committee, which will oversee the implementation of recommendations of the Auditor General’s annual reports. The Committee will consist of full-time dedicated employees and will be independent of the Ministry of Finance. The Charter of the Government Audit Committee will be submitted to the Cabinet of Ministers by end-June 2012.
23. We are progressing further key reforms to our accounting and budgeting systems (paragraphs 29-32 of the MEFP of 23 December 2011).
Financial Instructions and Accounting Manual: We are incorporating the revised articles of the new Public Finance Act into the financial instructions and accounting manual to explain to the users the regulations and procedures. Training will start during the second half of the year.
Public Sector Investment Program: A detailed manual has been finalized to help line Ministries prepare their investment plans in line with their medium term plans. Technical assistance is also being sought from the World Bank.
Chart of accounts: We are developing the structure for the Chart of Accounts, benefitting from additional recommendations from a recent AFRITAC mission. The new chart of accounts will be reflected in the revised accounting instructions and manual, in line with the new PFM Act. We are also taking appropriate measures to facilitate the migration between the old and the new Chart of Accounts. It will be first deployed in the preparation of the 2013 budget.
Program based budgeting (PBB): Progress is being made on the move to PBB. The Government is developing a policy paper for Cabinet, Parliament and other public servants on program based budgeting and its implications for the public finance of Seychelles. The Government is seeking technical assistance from the World Bank to develop a guideline on Program Based Budgeting and an implementation strategy.
24. Our reforms to the social security system are well advanced. The Agency for Social Protection, created in January, is now the only institution administering social benefits, following the incorporation of statutory benefits previously administered by the Social Security Fund (see Paragraph 33 of the MEFP of 23 December 2011). The Social Security Fund Board of Trustees, which oversees the management of the assets of the former institution (totaling approximately 2.6 percent of GDP), has presented a strategic investment plan to Government. The income generated by these assets will be used (but not necessarily earmarked) to improve the social protection of all Seychellois. The 2012 returns will be transferred to the government budget.
25. CBS is tightening monetary policy to reverse the current upward inflation trend. If needed, the CBS will tighten further to contain any additional second round effects of the domestic currency depreciation and increases in fuel prices and energy tariffs. CBS is determined to maintain single-digit inflation throughout the year, aiming to end the year below 7 percent. The Central Bank will continue to use reserve money targeting as its policy framework.
26. Government has begun issuing treasury bills to help CBS’ liquidity management efforts. This arrangement will be formalized and enhanced by a Memorandum of Understanding between the Central Bank and the MOF, which spells out the modalities of issuance of T-bills for monetary purposes, will be signed by end-June 2012. Proceeds from issuance of these T-bills will be deposited in a blocked account at the CBS and government is to bear the interest cost.
27. We remain committed to a floating exchange rate regime to allow the rupee to adjust to domestic and global developments. CBS will intervene in the foreign exchange market only to smooth out excessive volatility and ensure orderly market conditions.
28. CBS will continue to build up international reserves, which will provide Seychelles with an adequate buffer against external shocks. To achieve this objective, in the coming months CBS will purchase foreign currency for reserves accumulation purposes on the domestic interbank market. This new approach will assist in the deepening of the domestic foreign currency market and will allow for a more efficient allocation of foreign exchange around the financial system.
29. The CBS continues to strengthen its reserve management practices. The bulk of its reserves are placed with the Bank for International Settlements which provides reserve management services and training for CBS staff. The CBS is also planning to diversify its portfolio in other avenues. Discussions between the CBS and the World Bank to begin using its Reserve Advisory Management Program (RAMP) have progressed well. However, uncertainties and volatilities in the international financial markets have delayed CBS’ use of the program.
30. CBS remains committed to improving competition and transparency in the banking sector. The Financial Institutions Act 2004 (FIA) was amended in December 2011 to, inter alia introduce a single licensing regime for banks. This is expected to promote competition in the banking sector by allowing offshore banks to operate in the domestic market therefore offering the public more choice. Moreover, the amendments allow the CBS to intervene where bank fees and charges are deemed detrimental to competition such as penalties for early loan repayments. In addition, the financial literacy program is ongoing.
31. To enhance financial deepening the legislative framework for hire purchase and leasing will be introduced shortly. The Hire Purchase and Credit Sales Bill was submitted to Cabinet in May 2012 whilst that for Leasing is scheduled for end-2012. This initiative is expected to provide households and small businesses with greater access to credit.
32. The CBS will implement new initiatives to strengthen supervision of the financial sector. We will require financial institutions that provide credit to submit periodically business plans to the CBS, which will enhance our forward looking approach to supervision. This initiative will allow CBS to develop a CAELS2 rating system based on projected financials. The first submission is expected by June 2012 and henceforth will be done by end of first quarter of each year. As to onsite supervision, a full cycle of examination has been concluded. Further examinations will be conducted on an ongoing basis, based on institutions’ ratings.
33. Implementation of the Statistical and Supervisory Application (SSA) project will assist in improving supervision. The SSA which is expected to go live by July 2012 will increase efficiency by further automating the process for offsite supervision through online submission of returns and embedded analytical tools. In this regard, the SSA will eliminate most of the manual processes of validating data.
34. The CBS continues to develop the insurance regulatory framework. The technical assistance by FIRST Initiative which began in 2011 is expected to lead to the implementation of a risk-based solvency regime which is in line with international best practice. The proposed regulatory framework is expected to be introduced by end-December 2012, following further discussions with the industry.
35. Seychelles has taken major steps in its endeavor to fight money laundering, financing of terrorism and to improve international tax co-operation. We recently made amendments to the Anti-Money Laundering (AML) Act, to enhance the independence of our Financial Intelligence Unit (FIU) and establish a time-frame for its freezing of suspected assets. FIU is in the process of recruiting more staff to increase efficiency and speed up the resolution of cases. We have also made important strides in strengthening our legislative framework that govern offshore activities. Following on recommendations of the last peer review report of the OECD forum for fiscal transparency and exchange of information for tax purposes, amendments were made to the legislation governing offshore financial sector activities such as trusts and funds, as well as their taxation. These amendments should also facilitate international coordination, including through Seychelles’ entry into the Egmont group.
36. The financial service sector will be boosted with the launching of the stock exchange in the second half of 2012. A license for the exchange was granted earlier this year following a rigorous application and vetting by a national committee which consisted of representatives of key financial-related institutions both public and private. Initially the exchange will handle local listings including shares of both private and public companies. Thereafter it will operate a dual listing system.
37. The central bank continues to improve its internal audit processes, through the Quality Assurance and Improvement Program (QAIP). It continuously carries out internal assessment reviews to ensure that the function adds value to the organization. This is enhanced through the Teammate software that allows coaching notes to be conveyed through the system and records of such notes to be kept. The QAIP Policy and Procedures will be finalized and approved by the Board in Q2 2012. Furthermore, CBS developed an Internal Audit Quality Assessment Framework, a tool for evaluating the quality of internal audit and for conducting internal and external Quality Assurance Reviews (QAR) in compliance with IIA standards. The external QAR of the QAIP will be conducted in December 2013.
38. Work on a modern payment system is progressing. Following successful implementation of its CORE Banking System, the Electronic Clearing House project is now underway and is scheduled to go live in Q3 2012. The Electronic Funds Transfer project has also been initiated and is expected to go live in Q2 2013. This will be followed by the implementation of a local rupee switching system and the Real Time Gross Settlement system.
Text Table: Matrix of Actions in the Financial Sector Area
39. We will intensify our efforts to improve the business environment for private sector development. A technical working group has been working with the World Bank on specific proposals in the areas set out in paragraph 49 of the MEFP of December 2011. The technical working group submitted a report to our High Level Committee on Doing Business in May 2012. We have already begun implementing the recommendations of the report including: (i) appointment of a new Registrar General and reorganization of the Registrar; (ii) introduction of a flat fee for company registration (iii) revised application forms and include standardized requirements; and (iv) development of an on-line application, linked to all relevant agencies, for construction permits. A series of additional actions are planned between now and end-2012.
40. We will strengthen the framework for the monitoring of public enterprises to minimize the risks of negative spillovers from these entities to the budget and real economy. This will include amendments to the Public Enterprise Monitoring Law, to strengthen monitoring and the analytical capability of the MoF. Amongst the new legal requirements, the entities will be required to submit a statement of operations and financial performance to the Finance and Public Accounts Committee of the National Assembly each quarter, and existing arrangements allowing the MoF to seek monthly reports on financial performance and debt will be more rigorously utilized. Whilst the monitoring will cover all public entities, particular focus will be placed on the seven largest public entities. Efforts to strengthen government oversight of public enterprises have been enhanced with the establishment in May 2012 of a public projects review committee. The committee will review all potential public projects of a magnitude greater than SR 25 million and assess their macroeconomic and fiscal risks.
41. We will use the launch of the Seychelles Stock Exchange in the third quarter of 2012 to advance our privatization program. To begin with, we will sell our minority shares in cargo handling and stevedoring (Land Marine), ship repair (Naval Services) and insurance (Sacos Insurance Company Limited). We will also complete the sale of 40 percent of the Seychelles Commercial Bank (previously Seychelles Savings Bank). Preparations for these privatizations are underway; we are in the process of selecting consultants to carry out the evaluations of the companies. As previously pledged, we will take additional measures such as regulatory changes to ensure that no private monopolies emerge as a result of these sales.
42. Government will continue to take necessary steps to maintain the financial viability of the Public Utilities Corporation. Tariff increases in November 2011 and May 2012 will ensure that the company ends the year with a positive cash balance. However, the company remains exposed to fluctuations in international prices of refined petroleum products and the SR/USD exchange rate. The Government has commissioned a study on the optimal tariff structure, which will be completed by end-June. Government will adopt a revised tariff structure based on the report’s recommendations by end-September. The objectives of the new tariff regime will be to: (a) limit cross-subsidization across products and customer segments; (b) to reduce the public utility company’s need for budget financing; and (c) enable tariffs to be adjusted regularly as needed in respond to changes in input costs. Additionally, work continues on a new Energy Act to modernize the legal framework for the production of energy, which will improve energy efficiency over the longer run by introducing energy standards and promoting renewable energy sources. In this regard, the commissioning of a wind farm in late 2012 (financed by a UAE grant) will reduce oil imports. In the area of water supply, following the adoption of the PUC’s Water Master Plan last year, the authorities have signed a financing agreement with the European Investment Bank for Euro 26m worth of projects in the water sector.
43. We have reformed the Development Bank of Seychelles(DBS). DBS was incorporated as a company under the Companies Act in April 2012 and given a new, clearly defined mandate. To fulfill this new mandate of focusing on small and medium enterprises, DBS will limit the size of individual loans to SR 2m. In addition, it will take measures to strengthen its governance and internal control system. Moreover, it will introduce a risk-based lending and pricing framework. To complement the role of the DBS a new financing agency is being set up to facilitate micro businesses’ access to credit and help them build book-keeping and marketing skills.
44. We have begun to implement our new policy on housing finance. Following Cabinet’s adoption of a strategic plan for housing finance in December 2011 a committee was set up in May to ensure the effective implementation of the plan. As a first step the HFC will be split before end June 2012 into two separate entities: one for lending, and the other for the management of government properties. We aim to have the necessary legal arrangements and human capacity in place to implement the new mandate of HFC by October 2012. Moreover, we have begun preparations for the adoption of the smart subsidy scheme with the assistance of the World Bank’s FIRST Initiative. The program will target low-income households by subsidizing mortgage-loans, including those from commercial banks, while at the same time maintaining the envelope for social housing expenditure unchanged as a share of GDP.
45. The financial position of SEYPEC has been weakened by losses on its tanker operations amidst a downturn in tanker activities worldwide. The losses on our tanker operations since 2008 have been supported through cross-subsidies from other more profitable operations of the company, notably bunkering. SEYPEC is taking measures to ease the pressure on its finances, including negotiating with its creditors a rescheduling of the loans for the tankers.
46. We started preparations for potential oil discoveries. Drilling on two fields that have been already surveyed is planned for late 2013, and additional blocks are being considered for auctioning. A high-level oil coordination unit, representing key stakeholders including the civil society, was established in May 2012. The committee will guide the authorities and ensure transparency in the process. We have sought technical assistance and training from the IMF, World Bank, the Commonwealth, the US and Australian governments on the full range of aspects: institutional framework, oil taxation, oil revenue and wealth management, budgetary implications and environmental issues. The operations of SEYPEC have been split in two. SEYPEC will focus on oil trading and tanker management, whereas the newly established PetroSeychelles will be responsible for exploitation.
47. As part of our objective to achieve compliance with the IMF’s Special Data Dissemination Standard (SDDS), we are improving external statistics, based on the recommendations of the IMF and other external advisors. The Central Bank has completed the compilation of a partial International Investment Position (IIP) statement, covering the public sector and commercial banks. We are also improving coverage of the private sector’s external operations. To achieve this objective, the Central Bank Act has been amended to allow the Bank to collect information from all companies.
48. We also plan to produce more frequent national account data. We expect to publish quarterly GDP within one quarter (another SDDS requirement) by September 2013. We are exploring the use of the forthcoming VAT returns to this end. We plan to introduce a producer price index and the production index when we launch the quarterly GDP data. Preparation will begin shortly to collect relevant data for the compilation of these indices.
49. The National Bureau of Statistics is currently preparing for the launching in 2012 of a household budget survey. The results of the survey will be used to revise the CPI basket composition. The household budget survey questionnaire was finalized in February with the assistance of the World Bank. Additional field workers and supervisors have been recruited and trained in April, ahead of the pilot survey in May and survey launch in July. We are also engaged in the Harmonized Consumer Price Index project of the COMESA and in an International Comparison Program coordinated by the African Development Bank.
50. The last semi-annual review will be based on a set of quantitative performance criteria as shown in Table 1 and structural benchmarks as shown in Table 2. The attached revised Technical Memorandum of Understanding (TMU) defines the quantitative performance criteria, indicative targets, and adjusters under the program.
51. Seychelles will avoid introducing new exchange restrictions, multiple currency practices, or bilateral payment agreements in contradiction with Article VIII of the IMF’s Articles of Agreement and imposing any import restrictions for balance of payments reasons. We stand ready to adopt any additional measures, in consultation with IMF staff, which may become necessary to ensure program success.
1. This technical memorandum of understanding presents the definitions of variables included in the quantitative performance criteria and indicative targets set out in the memorandum of economic and financial policies (MEFP), the key assumptions, and the reporting requirements of the Government and the Central Bank of Seychelles (CBS) needed to adequately monitor economic and financial developments. The quantitative performance criteria and indicative targets, and the benchmarks for 2011-2012 are listed in Tables 1 and 2 of the MEFP, respectively.
2. Net international reserves (NIR) of the CBS are defined for program monitoring purposes as reserve assets of the CBS, minus reserve liabilities of the CBS (including liabilities to the IMF). Reserve assets of the CBS are claims on nonresidents that are readily available (i.e., liquid and marketable assets, free of any pledges or encumberments and excluding project balances and blocked or escrow accounts, and bank reserves in foreign currency maintained for the purpose of meeting the reserve requirements), controlled by the CBS, and held for the purpose of intervening in foreign exchange markets. They include holdings of SDRs, holdings of foreign exchange, demand and short-term deposits at foreign banks abroad, fixed-term deposits abroad that can be liquidated without penalty, and any holdings of investment-grade securities. Reserve liabilities of the CBS comprise liabilities to nonresidents contracted by the CBS, any net off-balance-sheet position of the CBS (futures, forwards, swaps, or options) with either residents or nonresidents, including those to the IMF.
3. For program monitoring purposes, reserves assets and liabilities at each test date must be converted into U.S. dollars using the end of period exchange rates assumed in the program.
4. At each program test date, the quarterly net international reserves data submitted by the CBS to the IMF will be audited by the CBS’ internal audit division in accordance with International Standards on Auditing, to ensure conformity with the program definition and calculation methods. Reports will be submitted to the IMF no later than two months after each test date.
5. The floor on the CBS’s NIR will be adjusted upward (downward) by the amount by which the external non-project loans and cash grants exceeds (falls short of) the amounts assumed in the program (MEFP Table 1). The floors will also be adjusted upwards (downwards) by the amount that external debt service payments fall short (exceed) the amounts assumed in the program.
6. Reserve money is equivalent to currency issued and deposits held by financial institutions at the central bank (bank reserves), including those denominated in foreign currencies. Evaluation of performance of reserve money with respect to the program ceiling will be done at the program accounting exchange rate.
7. For each program test date, the quarterly reserve money data submitted by the CBS to the IMF will be audited by the CBS’ internal audit division in accordance with International Standards on Auditing, to ensure conformity with the program definition. Reports will be submitted to the IMF no later than two months after each test date.
8. The consolidated government primary balance from above the line on a commitment basis is defined as total consolidated government and social security fund revenues (excluding privatization and long-term lease income receipts) less all noninterest (primary) expenditures of the government and social security fund.
9. The ceiling applies to the contracting or guaranteeing of new external liabilities by the public sector (including the central government, the CBS, and all public agencies and parastatals for operations that are not directly linked to commercial activities). The ceiling does not apply to the use of Fund resources, operations related to external debt restructuring; normal import related credits; purchases of treasury securities by nonresidents; or borrowing by parastatals in the conduct of normal commercial operations. The non-zero ceilings on the contracting or guaranteeing of external debt are to allow for normal public project finance and program support from multilateral institutions exclusively. Debt shall be valued in U.S. dollars at program exchange rates. A zero sub-ceiling on short-term external debt applies to the contracting or guaranteeing of short-term external debt by the public sector, with an original maturity of up to and including one year.
For the purposes of this performance criterion, the definition of debt is set out in Executive Board Decision No.6230-(79/140), Point 9, as revised on August 31, 2009 (Decision No. 14416-(09/91)). Debt is understood to mean a current, non contingent liability, created under a contractual arrangement through the provision of value in the form of assets (including currency) or services, and which requires the obligor to make one or more payments in the form of assets (including currency) or services, at some future points in time; these payments will discharge the principal and/or interest liabilities incurred under the contract. The ceiling on contracting official and officially guaranteed external debt includes all form of debt, including:
loans, that is, advances of money to the obligor by the lender made on the basis of an undertaking that the obligor will repay the funds in the future (including deposits, bonds, debentures, commercial loans, and buyers credits) and temporary exchanges of assets that are equivalent to fully collateralized loans under which the obligor is required to repay the funds, and usually pay interest, by repurchasing the collateral from the buyer in the future (such as repurchase agreements and official swap arrangements);
suppliers credits, that is, contracts where the supplier permits the obligor to defer payments until some time after the date on which the goods are delivered or services are provided; and,
leases, that is., arrangements under which property is provided which the lessee has the right to use for one or more specified period(s) of time that are usually shorter than the total expected service life of the property, while the leasor retains title to the property. The debt is the present value (at the inception of the lease) of all lease payments expected to be made during the period of the agreement excluding those payments that cover the operation, repair, or maintenance of the property.
Arrears, penalties, and judicially awarded damages arising from the failure to make payment under a contractual obligation that constitutes debt are debt.
10. The nonaccumulation of arrears to external creditors will be a continuous performance criterion under the program. External payments arrears for program monitoring purposes are defined as the amount of external debt service due and not paid within the contractually agreed period, including contractual and late interest. Arrears resulting from the nonpayment of debt service for which a clearance framework has been agreed or a rescheduling agreement is sought are excluded from this definition.
The nonaccumulation of budget expenditure arrears will be a performance criterion under the program and will be measured on net basis from the beginning of a calendar year. Budget expenditure arrears are defined as the sum of (1) any invoice that has been received by a spending agency from a supplier of goods, services, and capital goods delivered and verified, and for which payment has not been made within the contractually agreed period, or in the absence of a grace period, within 30 days; (2) unpaid wages, pensions, or transfers, pending for longer than 30 days to domestic or foreign residents, irrespective of the currency denomination of the debt; and (3) debt service payment on domestic debt of the government or guaranteed by the government that has not been made within the contractually agreed period.
11. The Seychelles authorities (government and CBS) will provide Fund staff with the following data and information according to the schedule provided.
Weekly (within one week from the end of the period)
Reserve money.
Foreign exchange reserves position.
A summary table on the foreign exchange market transactions.
The results of the liquidity deposit auctions, primary Treasury bill auctions, and secondary auctions.
Monthly (within four weeks from the end of the month)
The monetary survey in the standardized report form format.
The foreign exchange cash flow, actual and updated.
Financial soundness indicators.
Stock of government securities in circulation by holder (banks and nonbanks) and by original maturity and the debt service profile report.
Monthly (within two weeks from the end of the month):
Consolidated government operations on a commitment basis and cash basis in the IMF-supported program format.
The detailed revenues and expenditures of the central government and social security fund.
Accounts of the public nonbank financial institutions.
Import and export data from the customs department.
Public debt report.
Statements of Stabilization Fund operations
Consolidated creditors schedule on domestic expenditure arrears of the government.
Quarterly (within a month from the end of the quarter):
Financial statements of Air Seychelles
The government and CBS will consult with Fund staff on all economic and financial measures that would have an impact on program implementation, and will provide any additional relevant information as requested by Fund staff.
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The Executive Board of the International Monetary Fund (IMF) has completed the fifth review under the three-year Extended Arrangement (EFF) for the Seychelles. The completion of the review enables a disbursement of SDR 2.64 million (about US$5.6 million). The Board’s decision was taken on a lapse of time basis.1 The arrangement became effective on December 23, 2009, in the amount of SDR 19.8 million (see Press Release No. 09/472).
In 2011, the solid recovery that was set in motion by decisive policy changes after the 2008 crisis continued, supported by a vibrant tourism sector and continued high foreign direct investment. Consumer price inflation increased from near-zero levels at the beginning of 2011 to 5½ percent by year end, reflecting higher international food and fuel prices and, late in the year, a depreciating exchange rate. Fiscal performance was stronger than projected, despite higher losses from the national airline’s operations. Public debt remained on a downward trend, and the country continued to rebuild international reserves. The economic program supported by the EFF remains on track, and all quantitative performance criteria at end-December 2011 were met.
In 2012, economic growth is expected to moderate owing to less favorable external conditions. Inflation is projected to peak in mid-year, once recent adjustments of fuel prices and utility tariffs are fully reflected in the consumer price index. Monetary policy is appropriately being tightened, which should alleviate pressures on the exchange rate and bring down inflation during the second half of 2012. Public finances will need to absorb the one-off costs of restructuring Air Seychelles, but an improved fiscal revenues outlook will ensure that the primary balance target is met. The upcoming implementation of the value-added tax will improve the efficiency of the tax system. Public finances should be strengthened by enhanced oversight of public enterprises, the launch of the public sector investment program, and the implementation of further public utility tariff reforms. The financial infrastructure will be improved by the introduction of a new electronic clearing system.
1 An amendment to the existing legislation will be submitted to the National Assembly by end-May 2012 to exclude the issuing of treasury bills for monetary purposes from the authorized annual debt ceiling.
2 CAELS stands for Capital, Asset quality, Earnings, Liquidity, Sensitivity to market risk.
1 The Executive Board takes decisions under its lapse of time procedure when it is agreed by the Board that a proposal can be considered without convening formal discussions.