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Stail Report for the 2003 Article IV Consultation and Request for a New
Three-Year Arrangement Under the Poverty Reduction and Growth Facility

Prepared by the African Department

(In consultation with the Finance, Fiscal Affairs, Legal, Policy Development and
Review, and Statistics Departments)

Approved by Amor Tahan and Martin Fetherston

May 28, 2003

The last arrangement under the Poverty Reduction and Growth Facility (PRGF),
approved on September 10, 1999, expired on December 9, 2002, after a three-month
extension. The sixth and final review of the PRGF-supported program was concluded on
November 13, 2002, and the loans available under the PRGF arrangement were fully

disbursed.

Discussions on the 2003 Article IV consultation and on a medium-term program that
could be supported by a new three-year arrangement under the PRGF were initiated in
OCuagadougou during February 17-March 7, 2003 and concluded in Washington during
April 7-5.

The mission met with Prime Minister Paramanga Yonli and held discussions with the
Minister of Finance and Budget (Mr. Compaorg), the National Director of the Central
Bank of West African States (BCEAO—Mr. Zall€), and other senior officials, including
the Ministers of Economy and Development, Commerce and Private Sector
Development, Basic Education, Health, Fustice, and Civil Service and Administrative
Reform. Meetings were also held with representatives of the banks, public enterprises,
the chamber of commerce, and the international doror community in Quagadougou.

The staff team comprised Mr. Thiam (Head), Ms. Adenauer, Mr. Bouhga-Haghé (EP),
Mr. Williams, Mr. Zejan, and Ms. John (Administrative Assistant). Mr. Franco, the
Fund’s Resident Representative in Burkina Faso, participated fully in the mission, as did
Mr. Walliser of the World Bank. Mr, Nyambal, Advisor to the Executive Director for
Burkina Faso, participated in the policy discussions.

The program for 2003-06 in support of which the authorities are requesting a new PRGF
arrangement is in line with Burkina Faso’s PRSP, which was endorsed by the Fund and
World Bank Executive Boards in June 2000 as a sound basis for poverty reductien and

concessional assistance.

The authozities have agreed to publish the staff report, the letter of intent, and the
memorandum of ¢cconomic and financial policies (MEFP), following their consideration
by the Executive Board.
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EXECUTIVE SUMMARY

Since 1993, Burkina Faso has satisfactorily implemented three PRGF-supported
programs, leading to sustained growth and very low inflation, improvements in the fiscal
balances, and major structural reforms, including in the areas of price and trade
liberalization, and governance. However, Burkina Faso continucs to be characterized by a
high incidence of poverty despite a steady increase in social expenditure,

Partly reflecting the adverse impact of the crisis in Cote d’Ivoire, the real GDP growth
rate remained at 4.6 percent mn 2002, or 1 percentage point lower than projected, and
inflation, on a 12-month basis, accelerated to 3.9 percent in 2002, compared with

1 percent in 2001. The real effective exchange rate appreciated by 5.2 percent in 2002,
mainly as a result of the depreciation of the U.S. dollar against the euro, to which the
CFA franc is pegged. The overall fiscal deficit, including grants, was contained at

5 percent of GDP, compared with a programmed ceiling of almost 6 percent of GDP;
excluding grants, it stood at 10.4 percent of GDP, compared with a target of 13.5 percent
of GDP. Regarding structural reforms, the authorities instituted the High Authority to
Fight Corruption and the Auditor General Office; they also adepted an action plan to
ensure transparency and accountability in fiscal management. However, limited progress
was made 1n privatizing large public utilities and bringing dewn Burkina Faso’s high

factor costs, including electricity, water, and telephones.

Article IV consultation issues and key elements of the proposed program

Burkina Faso’s economic, financial, and social situation remains fragile as (i) the
country continues to rely heavily on a very limited number of export commodities and on
external assistance; (ii) most sccial indicators are still very weak; and (iii) there is a need
to lower factor costs and to remove structural rigidities in order to increase
competitiveness, with a view to diversifying the economic base and setting the stage for
sustained growth and poverty reduction.

The economic and financial program for 2003-04 is based on a prudent scenario of real
GDP growth rates of 2.6 percent in 2003, when the bulk of the adverse impact of the
crisis in Cote d’Tvoire will be felt, and 4.0 percent in 2004. Consistent with the objectives
of the PRSP, which recognizes apprepriate macroeconomic policies and structural
reforms as key elements for broad-based growth and poverty reduction, the new program
aims to limit inflation and the external current account deficit, and contain the basic
budget deficit, including HIPC Initiative-related spending, at 4.5 percent of GDP in 2003
and 3.5 percent in 2004, compared with 3.8 percent in 2002. Structural reforms will aim
to further improve governance, foster economic diversification and trade liberalization,
and increase competitiveness. Among other measures, the High Authority to Fight
Corruption will be made operational by end-June 2003. A review of the cost structure of
the electricity utility (SONABEL) will be conducted, with a view to preparing cost-
cutting measures. Bids for the privatization of the telephone company (ONATEL) will be
launched by end-September 2003.
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In the medium-term framework, the projected rate of real GDP growth of 5.2 percent
by 2006, compared with an average of 4.7 percent during 1996-2002, and the reduction
of the current account deficit, excluding grants, to 12 percent of GDP by 2006 down from
13 percent in 2002 and 14 percent in 2003, are premised on a modest increase in cotton
production, and successful competitiveness and diversification strategies, leading to
increased mvestment in the secondary and tertiary sectors. The basic budget deficit would
narrow to 3.1 percent by 2006, reflecting a strengthening in government revenue
collection and a shift in spending priorities in favor of education, health, and the needs of
the rural sector. The regional central bank will pursue a prudent menetary policy, with a
view to supporting the fixed parity of the CFA franc vis-a-vis the euro. Further progress
will be made on structural reforms to promote private sector development, improve
competitiveness, diversification, and good governance, and strengthen regional
integration.

1ssues highlighted in staff appraisal

Burkina Faso’s performance under PRGF-supported programs during 1993-2002
and In implementing the policy agenda laid out in the PRSP adopted in 2000 was
satisfactory. Real GDP recovered strongly, inflation remained very low, and significant
progress was made in improving expenditure management, liberalizing the price and
trade regime, and strengthening regional integration within the WAEMU. Nonetheless,
Burkina Faso’s economic, financial, and social situation remains fragile and
difficult, and the country, landlocked and one of the pocrest in the world, continues to
depend heavily on external assistance and the monoculture of cotton.

Revenue collection performance is very weak and Burkina Faso is falling considerably
short of the level required to meet the convergence criterion of the WAEMU in this area.
The staff urged the authorities to follow up on the recommendations of the recent Fund
technical assistance mission on tax and customs administration.

The staff supperted the government structural reform strategy aimed at promoting
geod governance, economic diversification, competitiveness, and private sector
development, It urged the government to strictly adhere to the fiscal stance agreed
for 2003 and 2004 and closely monitor ongoing projects.
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I. INTRODUCTION

1. In concluding the 2002 Article IV consultation on April 9, 2002, Executive Directors
commended the authorities for their continued sound economic policies and progress in
structural reforms, in particular their prudent management of the cotton sector. They stressed
the need to maintain steady and rapid growth, strengthen the external position, and achieve
durable poverty reduction. Burkina Faso has accepted the obligations of Article VI,
Sections 2, 3, and 4, and maintains an exchange system free of restrictions on the making of
payments and transfers for current international transactions.

2. In the attached letter dated May 28, 2003 (Appendix I), the Minister of Finance and
Budget of Burkina Faso requests a three-year arrangement under the Poverty Reduction and
Growth Facility (PRGF) in an amount equivalent to SDR 24.08 million, or 40 percent of
quota (Table 1). Assuming the loans under the new arrangement are fully dishursed and
taking account of repayments, Burkina Faso’s outstanding use of Fund resources would
amount to SDR 69,2 million (equivalent to 115 percent of quota) at end-December 2006,
down from SDR 93.0 million (equivalent to 154.6 percent of quota) at end-December 2002
(Tables 2 and 3).

3. The requested PRGF arrangement is in support of an economic program for the
period April 2003-March 2006 that 1s outlingd in the memorandum of economic and
financial policies (MEFP) for 2003-06 (Appendix I, Attachment, Annex I), and 1t 1s in line
with Burkina Faso’s poverty reduction strategy paper (PRSP) and its second progress report,
which were prepared by the authorities in a participatory process involving civil society. The
Executive Boards of the Fund and the World Bank discussed the PRSP in June 2000 and
found it to be a sound basis for poverty reduction and concessional support. In concluding the
discussions on the second progress report in November 2002, Executive Directors noted the
acceleration in the use of the resources freed under the Initiative for Heavily Indebted Poor
Countries (HIPC Initiative) in the first half of 2002, following a slow start in 2000 and 2001.
They stressed, however, that stronger efforts needed to be made to increase the effectiveness
of education and health sector spending, address remaining institutional weaknesses and
infrastructure bottlenecks that limited absorptive capacity, strengthen the linkages between
the PRSP and the budget, and improve the tracking of social outcomes.

4. In April 2002, the IMF and World Bank Boards agreed that Burkina Faso had
fulfilled the conditions for reaching the completion point under the enhanced HIPC Initiative.
They also agreed to grant Burkina Faso exceptional debt relief (topping up) to achieve debt
sustainability and mitigate the adverse effect of terms of trade shocks on the country’s debt
ratios. In this context, Paris Club creditors agreed in June 2002 to grant Burkina Faso a stock-
of-debt treatment on Cologne terms. ! They also committed topping-up relief and additional

' It provided for the cancellation of 87 percent of remaining pre-cutoff-date commercial
claims (US$22 million).
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bilateral debt forgiveness, and agreed on an equal distribution of this additional relief among
creditors. The authorities are seeking the participation of Burkina Fasc’s non-Paris Club
bilateral and multilateral creditors in the HIPC Initiative.

S. The World Bank has supported Burkina Faso’s reform program since the early 1990s
through a number of project and sector credits, with total cumulative commitments through
May 12, 2003 of US$1,359.5 million. The Country Assistance Strategy (CAS) for 2001-03
was approved by the World Bank Executive Board in November 2000 in support of Burkina
Faso's PRSP, Progress in implementing the CAS has been satisfactory. Burkina Faso
fulfilled all the triggers for the base-case scenario and most of the triggers for the high-case
scenario, with good portfolio performance and total lending reaching US$351.4 million
during fiscal years (FY) 2001-03. On April 8, 2003, the World Bank Board extended the
CAS for 18 months, with a base-case grant and lending scenario of about US$300 million for
FY 2004-05.> Summaries of Burkina Faso’s relations with the Fund and the World Bank
Group are presented in Appendices [I and III, respectively.

6. Legislative elections were held in Burkina Faso on May 5, 2002. For the first time, all
oppositien parties participated in the elections, which were judged to be fair by international
observers. President Compaoré’s ruling party (Congrés Pour la Démocratie et le Progrés—
CDP) obtained 57 out of the 111 seats in parliament (51 percent), with the remaining seats
going to representatives of 13 different parties. Prime Minister Paramanga Yonli was
reappointed in June 2002 to head a new cabinet comprising 26 ministers, of which

3 ministers are not members of the raling party.

II. RECENT DEVELOPMENTS AND PROGRAM PERFORMANCE

7. Since 1993, Burkina Faso has satisfactorily implemented three PRGF-supperted
programs, associated with the conduct of sound macroeconomic policies and significant
structural reforms. Under the programs, and following the devaluation of the CFA franc in
1994, the real GDP growth rate increased to 4.7 percent on average during 1996-2002 from
3.5 percent on average during 1990-95, despite two drought years m 1998 and 2000, and
terms of trade shocks in 2000 and 2002 (Box 1). In additicn, inflation remained low, but the
external current account deficit widened during 1996-2002, reflecting, inter alia, a weak
perfermance in noncotton exports. The acceleration in growth was spurred by a tripling of
cotton production, a boom in construction triggered by public investment in basic
infrastrmcture and social equipment, and private investment in housing, as well as an
expansion in trade and transportation, Fiscal policy improved generally, with the overall
fiscal deficit contained. However, revenue collection weakened, and constraints in
administrative capacity prevented the authorities from fully using the resources freed under

? The grant and lending program under the high-case scenario is slightly over US$350
million for the two fiscal years. The next CAS will closely follow the full update of Burkina
Faso’s PRSP, currently scheduled for end-December 2003.
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Bax 1. Borkina Faso: Real GDP Growth by Sector and Component of Demand, 1990-20462

Average Average .
190095 15963002 Difference
{Annual percentage change)

Primary sector 35 36 0.1
Agriculture 3.9 19 0.0

- Livestock 26 25 .t
Forestry and fishing 3.1 38 0.6
Secondary sector 3.8 33 0.5
Mining and industry 54 0.9 -4.4
Electricity, pas, and water 59 14.7 8.8
Censtruction and public works -1.2 .1 10.3
Tertiary sector 3.4 6.2 28
Trade -1.6 11.2 12.8
Transport 24 51 2.7
Nonmatket services 6.6 43 23
Other services 6.8 19 -2.9
GDP at factor cost 3.5 48 1.3
Import taxes and duties 1.2 24 1.2
Imputed for bank services -4.1 133 174
GDP at market prices 35 4.7 1.2

{In percent of GDF)

Resources 1285 125.2 -3.4
(GDP at market prices 100.0 100.0 0.0
Imports of goods and services 285 252 -34

Cf which: Imports of goods 20,2 19.8 -0.4

Use of resources 120.2 120.7 0.3

Consumption 93.7 S04 -3.2
Public 114 8.5 -3.0
Private 822 32.0 0.2

Investment 172 229 5.7
Fixed capital formation 173 227 54

Public 33 12.3 6.8
Private 94 10.5 1.0
Change in inventories -0.1 0.5 0.6

Exports of goods and services 93 74 -1.9
(O which: exports of poods 7.4 6.4 -1.G

Resovrce gap 19.2 17.8 -14

Current account balance -4.8 =104 3.6
Excluding official transfers 9.2 -13.7 4.5

Overall fiscal deficit -3.2 -33 -0.1

Sources: Burkinab? authorities; and staff estimates.
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the HIPC Initiative during 2000-02. Major structural reforms have been carried out, including
in the areas of price and trade liberalization, and governance. However, despite a steady
increase in social expenditure, Burkina Faso continues to be characterized by a high
incidence of poverty (see para. 21 below), the resource base of the economy is still very
narrow, and factor costs, including water, energy, telecommunications, and transportation,
are very high.

8. Overall performance under the PRGF-supported program during 1999-2002
was satisfactory, despite a difficult external environment, including terms of trade shocks,
and continued tensions in Cote d’Ivoire, Burkina Faso’s most important regional trading
partner. In particular, the crisis that erupted in Céte d’Ivoire in September 2002 has
adversely affected Burkina Faso’s economic performance. The closing of the border between
the two countries since the beginning of the crisis has cut off supplies to industrial units, and
many enterprises have lost goods in transit, with negative consequences for their cash-flow
position, The railway between Abidjan and Ouagadougou ceased aperations, and trade has
had to be rerouted from Abidjan through the potts of Tema in Ghana, Lomé in Togo, and
Cotonou in Benin, significantly driving up transport costs.

9. Real GDP growth is estimated to have remained at 4.6 percent in 2002 (Table 4),
or 1 percentage point lower than prajected at the time of the sixth and final PRGF-
supported program review in November 2002 (see EBS/02/183, 10/30/02). This
downward revision reflects mainly a lower-than-envisaged growth of cereal production,
exacerbated by the adverse impact of the crisis in Céte d’Ivoire, Cereal production increased
by only 0.3 percent for the 2002/03 crop year, following a 36 percent rise in 2001/02,
Production in the secondary and tertiary sectors was hampered by the [voirien crisis,
although the adverse impact was reportedly mitigated in the secondarv sector by a drawdown
of existing stocks of inputs and spare parts, which ran out only toward end-December 2002,
On a positive note, following the record cotton output realized in the 2001/02 crop year,
production increased even further by 5.7 percent to 400,000 tons in 2002/03, notwithstanding
an effective reduction in the producer price of seed cotton of 12.5 percent.*

* In accordance with the new harmonized methodology for preparing national accounts in the
West African Economic and Menetary Union (WAEMU)}, Burkina Faso is adding the value
added of the central government to the tertiary sector’s GDP, In the process, the authoritics
have revised upward the GDP series beginning in 1990, effectively increasing the nominal
and real levels by about 10 percent over the levels reported previously. However, the trends
in terms of growth rates have not changed significantly.

* For the 2002-03 crop year, producers did not receive the bonus of CFAF 25 per kilogram—
their share of the pretax profits of the cotton development company (SOFITEX) for the
2000/01 season—that had been paid in the 2001/02 crop year. Thus, the effective producer
price dropped from CFAF 200 per kilogram in 2001/02 to CFAF 175 per kilogram in
2002/03.
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10.  The disruptions resulting from the Ivoirien erisis also contributed to an increase
in the year-on-year consumer price index of 3.9 percent at end-December 2002

(Table 4), compared with 1 percent at end-December 2001 and the objective of 2 percent
for 2002. The real effective exchange rate appreciated by 5.2 percent in 2002, mainly owing
to the weakening of the ULS. dollar against the euro, to which the CFA franc is pegged

(Figure 1).

11.  Fiscal performance was satisfactory under the PRGF-supported program in 2002,
in spite of a weakening in revenue collection toward the end of the year that was partly
due to the negative impact of the crisis in Céte d'Ivoire. Tax revenue fell short of the
indicative target by CFAF 13 billion (or 0.6 percent of GDP) at end-2002 (Table 5}, owing to
large shortfalls in the value-added tax (VAT), and in income and profit taxes. The shertfalls
also reflected continued weaknesses in tax administration, in¢cluding in the two large and
medium-sized taxpayers’ units in Quagadougou and Bobo-Dioulasso, respectively, and in the
control of refund claims. Customs receipts, however, were on target, as a result of improved
customs controls and accelerated procedures, as well as a reduction in exemptions.

12.  Current expenditure exceeded the program target by CFAF 13 billion (or

0.6 percent of GDP), reflecting (i} unforeseen humanitarian assistance and increased horder
patrol and security spending as a result of the crisis in Céte d°Ivoire; (ii) higher-than-forecast
spending on goods and services, including for telephones, electricity, and water; and

(iii) larger-than-planned outlays for the May 2002 legislative elections. As budgetary
appropriations for current expenditure were exceeded, spending commitments for the
government’s consumption of telephones, electricity, and water in 2002 were recorded only
in early 2003, for a total amount of CFAF 14.6 billion, of which CFAF 9.7 billion
represented the consumption for the first three quarters and were considered a carried-over
domestic debt from 2002.7 However, domestically financed capital expenditure remained
22 percent below projections becanse of continued censtraints on absorptive capacity,
including as regards the use of HIPC Initiative-related resources in the social sectors. Only
CFAF 28.2 billion (or 1.3 percent of GDP) of HTPC Initiative resources was actually
committed in 2002, against a program target of CFAF 47.7 billion (or 2.2 percent of GDP),
reflecting both institutienal constraints and physical bottlenecks.® Thus, the overall flscal
deficit, including grants, was contained at 5 percent of GDP, compared with

3 In order to control expenditure, the authorities had, in view of the revenue shortfall and
current spending overruns, already stopped commitments on current expenditure on goods
and services at end-November 2002, in accordance with the regulation. Commitments
continued on investment and on HIPC Initiative-related sociai spending, which were short of
targets.

S For a more detailed discussion of the absorption problem of HIPC Initiative-related
resources in Burkina Faso, see Box 2.
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Box 2. Burkina Faso: Experience with the Absorption of Resources
Freed Under the HIPC Initiative

Burkina Faso received CFAF 7.1 billion in debt relief through the HIPC Initiative in 2000,
CFAE 26.5 billion in 2001, and CFAF 20.8 billion in 2002. However, no HIPC Initiative-
related expenditure was committed in 2000, and only CFAF 6.6 billion was committed in
2001 and CFAF 28.2 in 2002, accounting for only 64 percent of the total available resources.
On a cash basis, only 41 percent of available resources were spent. The reasons for Burkina
Faso's absorption problem were institutional weaknesses, as well as physical bottlenecks
beyond the government’s control.

Institutional constraints arose because the setup of the three tiers of committees to execute
and monitor social expenditures, created in June 2000, was very complex: (i) a ministerial
oversight committee, chaired by the Prime Minister, is the decision-making body of PRSP
implementation; (ii} an interministerial technical monitoring committee coordinates the
implementation of sectoral action plans; and (iii) sectoral monitoring groups are responsible
for implementing the PRSP withir: ministerial departments. This structure did not become
fully operational because of irregular meetings of sectoral groups and a lack of clear sectoral
policies at the ministry level for allocating of resources to reduce poverty. In addition, HIPC
Initiative-related spending had to follow special administrative procedures, and many line
minisiries lacked the human resources to master them, se that spending remained well below
targets. Moreover, the lack of a fully operational decentralized administrative structure
did not allow for an efficient and swift execution of poverty-reducing projects in remote
areas. Finally, budgetary disbursement procedures had to be adapted to facilitate
disbursements at the local level, while ensuring proper tracking.

Physical bottlenecks emerged because poverty reduction expenditure is most strongly
needed in rural areas, where basic infrastructure 1s often lacking. In the absence of basic
physical and financial infrastructure, exogenous shocks in the form of poor weather
conditions hampered construction work, including the construction of schools and rural
roads, which, in turn, delayed disbursements.

Social expenditures, funded with debt relief under the HIPC Initiative, were significantly
accelerated in 2002, when the government established a special treasury account for HIPC
Initiative expenditure and a special HIPC Initiative bank account at the BCEAO. A specific
guide on HIPC Initiative spending procedures will be distributed to ministries in 2003, and
training for their staff is foreseen. Moreover, the government has launched a comprehensive
decentralization and deconcentration program in order to improve the efficiency and
targeting of social spending. [nstructions guiding budget deconcentration procedures were
issued in 2002 and are being implemented. Finally, regular and frequent meetings are held by
the financial directorates of concerned ministries regulatly to review HIPC Initiative-related
expenditure. These measures will help to strengthen the absorptive capacity.
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a programmed target of about 6 percent of GDP;’ the basic fiscal deficit® was held at
3.8 percent of GDP, compared with a programmed target of 4.3 percent of GDP (Figure 4).

13.  The overall fiscal deficit was partly financed by an increase in the stock of spending
commitments for which payment orders had not been issued (dépenses engagées et non
mandatées—DENMSs). Also, there was a sharp increase in deposits of public enterprises at
the 1:rea|sury.9 Important nonproject assistance from the Fund, the World Bank, the European
Union, and other donors was disbursed during November and December 2002. Most of these
amounts remained as government deposits at the Central Bank of West African States
(BCEAO) at end-2002 in addition to unused HIPC Initiative resources.

14.  Broad money grew by less than 1 percent in 2002 (Table 9). The mobilization of
external assistance led to a fall in net bank credit to the government of about 11 percent of
beginning-of-year stock of money which, in turn, facilitated an expansion of 18.1 percent in
credit to the economy. Most of the credit was short-term, including about one-fifth as crop
credit to SOFITEX. The net foreign assets of the banking system improved by 2 percent of
beginning-of-year stock of money, owing mainly to increases in commercial banks’ net
foreign assets. Burkina Faso’s contribution to the strengthening in the international reserves
position of the BCEAQ was very limited.

15.  The current account deficit, excluding grants, is estimated to have narrowed to
12.9 percent of GDP in 2002 {10.3 percent, including grants), from 13.6 percent in 2001
(10.5 percent, including grants) {Table 10 and Figure 3). Imports of capital goods rose
moderaiely and cotton exports declined by 7.5 percent in nominal value because the fall in
world market prices and disruptions in normal fransportation routes more than offset the
bumper harvest in 2001/02. Workers’ remittances declined slightly from their 2001 level.

16.  There was further progress in the implementation of structural reforms in 2002.
In the area of governance, the High Authority to Fight Corruption was created, as well as the
Anditor General Office, and in July 2002 the authorities adopted an action plan to ensure
transparency and accountability in fiscal management. With respect to public enterprise
divestiture, one government-owned hotel was sold, and progress was made in preparing for
the sale of ginning plants in two zones in the cotton-producing region. However, there was
only limited progress in privatizing large public utilities and in bringing down Burkina
Faso’s high factor costs, and more generally, in improving the competitive position of the

7 Excluding grants, the overall fiscal deficit stood at 10.4 percent of GDP in 2002.

¥ Defined as government revenue, excluding grants, minus total expenditure, excluding
foreign-financed investment and lending.

? Deposits at the treasury increased by CFAF 30.6 billion (1.4 percent of GDP) to CFAF 94.6
billion (4.3 percent of GDP), and the DENMs by CFAF 12.4 billion (0.6 percent of GDP) to
CFAF 40.8 billion (1.9 percent of GDP) at end-2002.
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¢conomy. The privatization of the national telecommunications company (ONATEL)
scheduled for 2002, could not be completed because the creation of a regulatory authority
and the split-up of the mobile and fixed-line segments of the company were delayed. Reform
of the energy sector was also slower than expected, because the authorities did not develop a
coherent strategy for the sector, including an appropriate regulatory framework.

IIT. PoOLICY DISCUSSIONS

17.  Notwithstanding the broadly satisfactory progress made during 1999-2002
under the PRGF-supported program, Burkina Faso’s economic and financial situation
remains fragile, as (i) the country continues to rely heavily on a very limited number of
export commodities and on external assistance; (ii) most social indicators are stil! very weak,
and thus Burkina Fase’s ability to achieve the Millennium Development Goals (MDGs)
poses a daunting challenge; and (iii) there is a need to lower factor costs and to remove
structural rigidities in order to increase competitiveness, with a view to diversifying the
economic base and setting the stage for sustained economic growth and poverty reduction.
The discussions for the 2003 Article IV consultation and a new program, which took place
against the backdrop of continued concerns about the implications of the conflict in Céte
d’Ivoire, and about the volatility of world cotton prices, focused, therefore, on (i) taking
stock of achievements and remaining challenges; and (ii) the design of a medium-term
program aimed at furthering the PRSP agenda during 2003-06, with a view fo tackling the
remaining challenges, boosting growth, reducing poverty, and making progress toward the
MDGs.

A. Taking Stock: Achievements and Challenges

18. In the discussions, the staff indicated that it shared the anthorities® views that
appropriate macroeconomic policies and structural reforms implemented since 1993
had significantly contributed to improving real GDP growth performance and inflation
from the second half of the 1990s through 2002, Satisfactory progress has also been made
in implementing the policy agenda laid out in the PRSP (see the joint staff assessment of the
second annual PRSP progress report—EBD/02/144, 10/02/02) and the last PRGF-supported
program (see Section 1I). Burkina Faso has demonstrated ownership of its policy agenda in
the PRSP process. However, prospects for strang sustained real GDP growth and poverty
reduction will depend critically on how successfully Burkina Faso rises to the challenges it
faces, namely, the lack of economic diversification, a weak competitive position, inadequate
government revenue collection performance, limited absorptive and policy implementation
capacify, including in the management of social sectors, and the adverse impact of recent
political and social tensions in neighboring Céte d’Tvoire.

19, Burkina Faso’s exports remain highly concentrated in cotton and, to a lesser
extent, livestock products, making the country extremely vulnerable to commodity
price volatility. As the threefold increase in cotton output-—which reflected both prudent
management and the country’s comparative advantage—constituted a major engine of
growth in the past decade (1993-2002), economic diversification has so far been clusive,
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Obstacles to developing nontraditional exports stem from the structural rigidities in the
business environment and the economy’s weak competitiveness, including high factor
costs. The staff agreed with the authorities that structural measures implemented in the areas
of price and trade liberalization, the cotton sector, and governance (MEFP, para. 8) have
helped improve the business environment. However, the preparation of sectoral strategies in
energy and telecommunications has been delayed as has the privatization of ONATEL, the
national electricity company (SONABEL), and the petroleum product distribution company
(SONABHY). In updating the PRSP toward the end of 2003, the authorities have stated their
intention to firm up their strategy for economic diversification and for increased
competitiveness in a participatory process involving the civil society.

20. With very weak revenue collection performance, Burkina Faso also relies
heavily on external donor assistance, At 11.1 percent in 2002, the ratio of tax revenue to
GDP remains substantially below the 17 percent level required to meet the convergence
criterion in the WAEMU. Because of this structural deficiency-—due to instittional and
organizational problems and tax evasion—fiscal consolidation efforts in Burkina Faso have
so far been based on the containment of domestically financed public spending. In the
circumstances, the country depends heavily on external assistance, including under the HIPC
Initiative, to maintain basic government services, realize necessary investment, and carry out
its poverty reduction agenda. In addition, given the limited administrative capacity in the
social sectors, expenditure control resulted in a decline in the share of education and health in
the government budget during 1998-2002 (MEFP, para. 4).

21.  In spite of sustained real GDP growth during 1996-2002, the reduction of the
share of social spending impeded an improvement in social indicators—which remain
below the sub-Saharan average. Achieving the MDGs constitutes, therefore, a major
challenge for Burkina Faso. The 1998 household survey has established that 45 percent of
the population lives below the poverty line;'” the illiteracy rate is estimated at 74 percent; and
the gross primary school enrollment rate has remained below 45 percent, with high gender
inequality and repetition rates (Table 14). The infant mortality rate and the maternal mortality
rate are very high, and overall, social indicators did not improve significantly during the
1990s. Moreover, attaining the objectives of the social development agenda included in the
PRSP would not be sufficient to achieve the MDGs.

22, The recent crisis in Céte d’Ivoire highlights the vulnerability of Burkina Faso’s
landlocked economy, which has been heavily dependent on the Ivoirien economy, access
to the port of Abidjan, and the railway and road links between Ouagadoungou and
Abidjan for more than two-thirds of total imports and exports. While the consequences
of the trade and transport disruptions on real GDP growth were somewhat mitigated in 2002
by existing stocks of goods, the economy is bearing the full adverse impact of the ¢risis in

19 The poverty line was defined in Burkina Faso in 1998 as an annual income of
CFAF 72,690, or US$0.34 per day.
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2003. Assuming that all trade and transport disruptions would cease by end-June 2003, real
GDP growth is projected to weaken to 2.6 percent of GDP in 2003, compared with the
precrisis projection of 5.7 percent presented in the second annual PRSP progress report.
Consumer price inflation, which already reached 3.9 percent in 2002 on a 12-month basis, is
projected to increase further to 5 percent in 2003, The weakening in Butkina Faso’s
prospects for growth and higher prospective inflation will result in a reduction in incomes,
including in poor rural areas, further hampering the achievement of poverty reduction
objectives.

B. Medium-Term Poverty Reduction Strategy

23.  Burkina Faso has been implementing its peverty reduction strategy since June 2000,
The PRSP invclves a strategy aligned on four axes (i) achieving higher growth and a more
diversified econamy; (ii) improving access to social services for the poor; (iil) increasing
employment opportunities and income-generating activities for the poor; and (iv) promoting
good governance. During the discussions, the authonties indicated their intention to reflect
the adverse impact of the cri8is in Cdte d’Ivoire in preparing the third annual progress report
on the PRSP in July 2003, with the participation of civil society, and to revise downward the
PRSP baseline growth projections for 2003-06. They also plan to review the objectives of the
social development agenda during the preparation of the updated PRSP toward end-
December 2003, with a view to approaching closer the MDGs. They stressed, however, the
need for caution and indicated that the targets should be realistic in view of the constraints on
administrative and absorptive capacity. The proposed PRGF-supported program focuses on
(i) strengthening the country’s record of macroeconomic stability; and (ii) tackling Burkina
Faso’s challenges, in particular, the competitiveness issues, in order to diversify the
economy, improve growth prospects, and reduce poverty.

Macroeconomic framework and sources of growth

24.  The authorities recognize that achieving the PRSP cbjectives requires sustaining
Burkina Faso’s record of macroeconomic stability during 2003-06. Accordingly, the
medium-term macroeconomic ohjectives, fellowing the crisis in Céte d’Ivoire, are to

(i) reduce inflation to less than 3 percent during 2004-06, on an end-of-year basis, from

5 percent expected in 2003; and (ii) narrow the external current account deficit (excluding
official transfers) to about 12 percent of GDP by 2006 from abeut 13 percent of GDP in 2002
and 14 percent in 2003. Following a slowdown in economic growth during 2002-03 triggered
by the disrupiion in production, transport, and trade, the macroeconomic framework projects
a progressive recovery of the rate of real GDP growth to 5.2 percent by 2006, compared with
the average of 4.7 percent during 1996-2002; such an increase would allow real per capita
income to rise gradually by about 3 percent in 2006. This economic recovery is weaker than
was envisaged at the time of the conclusion of the last PRGF review in November 2002, but,
overall, the poverty reduction stratepy remains the same.
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Box 3. Burkina Faso: Diversification and Sources of Growth

The sources of growth in Burkina Faso are cotton sector development, diversification and
higher efficiency in agriculture, and local transformation of traditional export commodities
and increased output in secondary and tertiary sectors through an improvement in
competitiveness, including by reductions in factor costs.

Burkina Faso is the second-largest cotton producer in sub-Saharan Africa, with its total
cutput increasing to 400,000 metric tons in 2002/03. The cotton sector, which accounted
for 56 percent of Burkina Faso’s total export earnings over the last five years and about

10 percent of value added in the agriculture sector, is critical to the country’s economic
development. It is estimated that about 2 million people (or 17 percent of the population)
depend directly or indirectly on cotton; in 2002 cotton producers’ gross income reached
CFAF 76.7 billion, equivalent to 3.7 percent of GDP. The country produces cotton of a
very high quality and enjoys a comparative advantage, as it is one of the most
competitive cotton producers in the world. Cotton is typically produced on small plots,
with average yields of about 1.1 tons per hectare; however, the most efficient producers
in Burkina Faso can reach yields of 2.0-2.5 tons per hectare, which indicates a large
scope for productivity growth through improved use of tools and machinery, fertilizers, and
pesticides.

Growth opportunities must focus on agriculture, as about four-fifths of the population
lives in rural areas and is dependent on agriculture. The agricultural sector in Burkina Faso in
general is very highly labor intensive and suffers from low efficiency, high illiteracy, and
diseases. Improvements in literacy and health will increase productivity and facilitate
agricultural diversification into other export crops.

An example of a successful initiative toward diversification in agriculture is the
SOPROFA (Société de promotion des filidres agricoles). This Bobo-Dioulasso-based firm,
in partnership with the government, has adopted the integrated approach (filiéres intégrées)
ta develop exports of various nontraditional agricultural products, such as sesame, mangoes,
tomatoes, strawberries, soybeans, and various oleaginous products both unprocessed and
transformed for better conservation. SOPROFA reported plans to inject up to

CFAF 17 billien into the rural economy duoring the current crop year.

The authorities explained during the discussions that they aimed at establishing a business
environment that was private-sector friendly, reducing factor costs and liberalizing and
privatizing utilities companies (water, electricity, and telecommunications), and at
strengthening the financial sector (see para. 29 and MEFP, para. 23). The integration of
Burkina Faso into the west African electricity grid—realized for Bobo-Dioulasso in 2001 and
scheduled for Ouagadougou in 2005—wi!l help bring electricity costs to levels in line with
cests m neighboring Céte d'Ivoire (currently US$0.2345 per kilowatt for industrial users in
Burkina Faso, compared with US$0.0554 in Céte d’Ivoire and US$0,0873 in Europe). The
reforms and physical improvements will help to process traditional export commoditics,
including cotton and livestock products, diversify agriculture, and make the outlook more
favorable for the secondary and tertiary sectors.
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25.  Growth projections are premised on a modest increase in cotton output during 2004-
06, and successful implementation of competitiveness and economic diversification
strategies, which would lead to increased investment in the secondary and tertiary sectors
{see Box 3). Domestic savings are projected to increase from about 5 percent of GDP 1n 2002
to about 9 percent of GDP in 2006 as a result of continued fiscal consolidation and, to a
lesser extent, a positive response of the private sector savings to the new enterprise
development framework (Figure 2). With rising investment, both the public and the private
sectors would continue to record negative investment—savings balances; these imbalances
would be covered by net transfers from abroad, Following a sudden fall in 2002 in the midst
of the regional crisis and the shortfall in project grants, gross national savings are projected to
rise substantially during 2003-06, reflecting a further increase in official transfers from
abroad.

26.  To achieve the pregram objectives, and in accordance with the PRSP, the economic
reform efforts should continue to focus an three key policy components: (i) a prudent fiscal
policy aimed at reducing the basic budget deficit from 3.8 percent of GDP in 2002 to

3.1 percent of GDFP by 2006, following an increase to 4.5 percent of GDP in 2003 that
reflects the use of HIPC Initiative resources carried over from 2002; (tax revenue would
increase by about 2.5 percent of GDP over the same four-year period to 13.6 percent of
GDP, and the ratio to GDP of public spending would stabilize, while spending priorities for
education, health, and the needs of the rural population are reinforced and domestically
financed, poverty-reducing public investment would rise); (ii) appropriately prudent
monetary conditions to contain inflation and strengthen the international reserves position;
and (iii) important structural reforms to promete private sector development and
investment, impreve competitiveness, foster diversification of the economy, strengthen
regional integration, and continue to promote good governance. Because of the nature of
the palicy issues involved, close collaboration with the World Bank staff will be critical.
Most of the structural reform agenda, consistent with the PRSP and the PRSP progress
reports, will continue to be supported by the World Bank, the African Development Bank
(AfDB), the Buropean [Inion, and bilateral donors. The authorities have discussed with these
donors how they could maost effectively support the implementation of the country’s PRSP,

27.  The proposed PRGF arrangement will concentrate on macroeconomic issues and
particularly emphasize on improving fiscal transparency and good governance, as well as key
structural policies relating to trade policy and regional integration. The World Bank will take
the lead on other key structural reforms, including (i) deconcentration and decentralization;
(it) reforms in the cotton sector; (iii) reform of the energy and telecommunications sectors,
(iv) diversification and competitiveness; and (v) reforms in education and health (Box 4 and
Appendix III). Reforms in the area of governance will be implemented under the umbrella
of the government's action plan te strengthen public finance management. This action plan

' As indicated in Box 3, cotton producers still have scope for productivity growth, the
realization of which could, however, be slow.
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Box 4. Burkina Faso: Coverage of Structural Conditionality Under the Proposed
PRGF Arrangement

The structural measures ident:fied by the staff and the authorities for the first year of the
proposed new arrangement are essential for the successful implementation of the macroeconomic
strategy (see Table 2 of Appendix I, Attachment 1). Key areas include the following:

» strengthening tax revenue—cstablishment of a computerized tax management system for
big enterprises,

+ budget formulation—timely submission to parliament of the 2004 budget and adoption of
WAEMU-conforming budget nomenclature;

+ budget execution—rcgularization of annual budget execution by closing all remaining
private accounts at the treasury; and

s budget reporting and goad governance—swift submission of annual audited budget act for
2001 to parliament and timely submission of annual audited budget act for 2002,

Structural conditionality in earlier programs

The structural reform agenda, prepared in collaboration with the World Bank, focused on
strengthening tax administration and public finance management, lowering factor costs,
promoting good governance, and accelerating trade liberalization. In addition, the World Bank
supported reforms in the arca of privatization, ¢nergy and telecommiunications, the cotton sector,
the private sector, and the judicial system. Major achievements included the followings:

(i) adoption of an action plan to strengthen public finance management, (ii) initiation of the
computerization of tax revenue collection, (iii) adoption of a transparent and fully flexible
petroleun price-setting mechanism—an element that has been carried over to the new program,
(iv} interconnection of the data banks of the civil service payroll with the government
employment database and a new system of merit-based promotion; (v) submission of audited
annual budget execution laws (lois de réglemeni) to parliament; (vi) lower electricity costs
through the interconnection of the city of Bobo-Dioulasso with the electricity grid of Cote
d’Ivoire; (vii) more competition in the telecommunications sector through adoption of a new
regulatory framework and the sale of two cellular licenses to the private sector; (viii) creation of
an anticorruption unit; (ix) operationalization of the Auditor General Office; and (x) elimination
of most tariff lines subject to administratively set customs values,

Structural areas covered by World Bank lending

Areas of World Bank conditionality (described in more details in Appendix III) in previous
and ongoing lending operations include the following: (i) economic management and reform
{budget formulation and execution, expenditure management, procurement, civil service
reform, and decentralization of government services), (ii) infrastructure support {electricity
and telecommunications supply, roads, and water); (iii) agriculture and rural development
{cotton sector reform); (iv) private sector development (utility reform to lower factor costs,
improve investment climate, and facilitate the creation of enterprises); (v) human resource
development (strengthening the provision and efficiency of education and health services).
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was adopted in mid-2002; it incorporated the recommendations of the Budget Management
Improvement Action Plan (Plan d’Action pour le Renforcement de la Gestion Budgétaire—
PRGB), the Report on the Observance of Standards and Codes (ROSC), and the Country
Financial Accountability Assessment (CFAA) in drawing up measures to strengthen budget
formulation, execution, and reporting.

Competitiveness, exchange rate, trade policy, and balance of payments outlook

28.  Competitiveness and external sector policies. While real effective exchange rate
developments suggest that Burkina Faso has largely maintained the external
campetitiveness gains from the 1994 devaluation of the CFA franc, evidence of low factor
productivity relative to high labor costs has raised concerns about competitiveness in the
secondary and tertiary sectors. As discussed above (para. 19), high factor costs (including
water, energy, telecommunications, and transportation), infrastructure bottlenecks,
impediments to foreign direct investment, inadequate access to credit and financial services,
and limited external market access, constitute significant obstacles to the development of the
private sector and the diversification of the economy.

29.  The authorities have initiated a series of structural reforms aimed at rendering
the business environment more private-sector friendly and reducing utility costs to
industry. Against this background, and as part of the World Bank-financed Competitiveness
and Enterprise Development Project and Energy Sector Project, they are aiming to enhance
the efficiency of the econotny through privatization and utility reform, improve the
investment climate, and promote private sector development. In particular, the projects seek
to roll back government involvement through the liberalization and privatization of the
telecommunications sector, the privatization of SONABEL and SONABHY, and other
measures to promote private enterprise and to improve the efficiency of electricity services
(Appendix III). The government has already established a regulatory authority (ARTEL) for
the telecommunications sector (MEFP, para. 24) to ensure competition, quality of service,
better coverage, and consurmner protection. It is also laying out a regulatory framework for the
energy sector. In addition, the authorities indicated their intention to promote financial sector
development, including microfinance (see para. 43 below).

30. Regarding trade policy and regional integration in the context of the West
African Economic and Monetary Union (WAEMU),"? Burkina Faso has implemented
most of the regional norms of the union. Even though compliance with the regional
macroeconomic convergence criteria has proved difficult (Table 18), important progress has
been made, including the adoption and implementation of the common external tariff (CET)
in 2000, the harmonization of the VAT, and the adoption by parliament in January 2003 of a
new budget framework law (MEFP, para. 16). To mitigate the losses from the introduction of

12 Far a comprehensive discussion of trade policy and regional integration, see staff report on
the 2002 discussions with the WAEMU (SM/03/75, 2/21/03).
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the CET, Burkina Faso 1s implementing the decreasing protection tax {7axe Dégressive de
Protection—TDP), which provides temporary and declining protection for selected products,
and is expected to be phased out by end-December 2003, as agreed within the WAEMU."
While the WAEMU is negotiating with the World Trade Organization (WTQ) over customs
valnation, Burkina Faso continues to apply administratively set customs values for 33 tariff
lines." Tt does not maintain nontariff import restrictions, except for a quantity-based
restriction on the import of sugar—which has, however, not been enforced since mid-2002.
With these limited restrictions, the index of trade policy restrictiveness compiled by Fund
staff is estimated at 5 on a scale of 1 to 10."

31.  The exchange system is free of restrictions on the making of payments and transfers
on current international transactions, Furthermore, Burkina Faso is expected to benefit from
the provisions of the Cotonou Convention.'® As a result, ¢xports to the European Union could
enjoy nonreciprocal preferential treatment in the form of exemption from import duties.
Goods from Burkina Faso could also enjoy nonreciprocal preferential access to markets of
developed countries other than European Union member countries under the generalized
system of preferences. However, the scope of this preferential treatment is limited, owing to
the small number of products exported by Burkina Faso. At the WAEMU level, Burkina Faso
does not face formal legal or regulatory impediments with respect to its exports.

32.  Balance of payments vutlook. Achieving the program's objectives for the external
current account deficit will hinge on (1) the ongoing structural reforms, including export
diversification efforts, aimed at reducing the country’s vulnerability to commodity price
volatility, (ii) a return to normalcy of the Ivoirien economy, and (iii) changes in foreign aid
flows. Exports of goods are expected to increase by 7 percent on annual average during
2003-06 in nominal terms, owing to both larger volumes of cotton shipments and a projected

1> The TDP is a temporary surtax applied on the c.i.f. value of industrial and agro-industrial
products that has declined linearly since July [999. It was envisaged that the surtax would
reach a zero rate in January 2003. However, the WAEMU decided on December 2002 to
extend the implementation of the TDP at rates of 2.5 to 5 percent until end-December 2003.

14 The number of tariff lines was reduced from 59 to 33, and the reference values on 29 of
those were reduced by an average of about 20 percent in 2002,

' The index of trade restrictiveness combines the main elements of customs tariff protection,
namely, the unweighted average level of statutory tariffs, and nontariff barriers in relation to
trade and production. Countries are rated on a scale from 1 to 10, with 1 indicating complete
openness and 10 indicating complete restrictiveness.

'® The convention regulates relations between the European Union and the A frican,
Caribbean and Pacific (ACP) countries in the areas of trade cooperation and development
aid. Burkina Faso ratified the convention on May 6, 20062,
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recovery of world cotton prices, as well as an increase in nontraditional agricultural exports,
an acceleration of gold exports stemming from the exploitation of new mines, and a sustained
recovery of livestock exports from their fall in 2002-03. Following a surge in 2003 caused by
high capital goods imports and increased volumes of petroleum product import, which were
needed for infrastructure construction, the modest increase in imports during 2004-06 {of
about 3 percent on annual average) would be consistent with a containment of aggregate
demand. Private transfers would increase steadily, assuming a return to normaley in Cote
d’Tvoire, and net private capital inflows, which almost doubled in 2002 following the sale of
a wireless phone licenses are projected to remain stable at about 1.2 percent of GDP, as
ONATEL, SONABEL, and SONABHY are expected to be privatized.

33,  Program financing. The financing requirements for 2003-06, after private capital
inflows, are expected to be covered by concessional assistance from multiiateral and bilateral
creditors and donors, including the World Bank, the AfDB, and the European Union, as well
as by Fund assistance under the requested PRGF arrangement and debt relief. There still
remains a residual financing gap of CFAF 51.6 billion (US$86 million) for 2004-06

(Table 10). For 2003, the financing requirements, after private capital inflows and the
government’s project financing, are estimated at about CFAF 337.2 billion (US$559 million),
and the residual financing gap, which is estimated at CFAF 5.8 billion, after HIPC Initiative
assistance and concessional budgetary assistance (MEFP, para. 31), could be covered by
PRGF disbursements. The authorities are committed to signing all bilateral agreements
under the June 2002 Paris Club stock-of-debt operations on Cologne terms by the new
deadline of end-September 2003 (MEFP, para. 32). They are also seeking additional
budgetary assistance to cover the residual gap for 2004-06 from their main multilateral and
bilateral donors, including under the framework of a memorandum of understanding signed
by six donors in 2002 to coordinate the phasing and conditionality of their budgetary support
to the PRSP process (Box 5). The authorities also intend to organize a United Nations
Development Program (UNDP)-sponsored donor roundtable meeting to help mobilize the
necessary project and nonproject support. The completion of the first review of the program
will be contingent on adequate financing for 2004.

34.  Debt sustainability. Debt relicf under the enhanced HIPC Initiative from all of
Burkina Faso's creditors amounts to US$514 million in net present value (NPV) terms at end-
2001, including US$176 million under the original HIPC Initiative framework'’ and US$129
million of topping up, or exceptional debt relief. With this additional treatment, the total
nominal debt-service relief provided under the HIPC Initiative is about US$930 tmillion. The
Fund’s share of the topping-up assistance remains undisbursed, as satisfactory financing
assurances are not yet in place. So far, financing assurances have been provided by the IMF,
the World Bank, the AfDB, the European Investment Bank, the West African Development
Bank, and Paris Club creditors, accounting for 76.1 percent of the tota] assistance anticipated.

'7 Burkina Faso reached the completion point under the original HIPC Initiative in July 2000
and under the enhanced HIPC Initiative in April 2002.
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Box 5. Burkina Faso: Donor Coordination: A Memorandum of Understanding
for Joint Budgetary Support Through the PRSP Process

In 2002, six of Burkina Faso’s major donors (the European Union, Belgium, Denmark,
The Netherlands, Sweden, and Switzerland) signed a memorandum of understanding, in
agreement with the authorities, to set out the objectives and procedures of donors’ budgetary
assistance (o Burkina Faso. The memorandum reaffirmed that the PRSP provided the basis
and was the framework for coordinated joint budgetary assistance from the donor
community. It also stressed the need to (i) ensure greater country ownership in the
formulation and implementation of the authorities’ poverty reduction strategy; {ii) improve
the monitoring of performance indicators in priority sectors; and (iii) disburse donor
assistance increasingly in the form of nontied budgetary support, and enhance the regularity
and predictability of this budgetary support.

Under the framework of the memorandum of understanding, donors will jointly support
Burkina Faso’s poverty reduction strategy by harmonizing their disbursements with the
budget execution cycle. They intend to program their budgetary assistance over a three-year
rolling peried in the context of the medium-term expenditure framework (MTEF).

Regarding the principles of disbursement, donors agreed to make their annual assistance
available in two tranches:

o the first tranche would be disbursed upon the successful completion of the Fund’s
PRGF review;; and

s the second (variable) tranche would be dishursed, following the preparation of the
PRSP progress report and upon the completion of the donors’ joint annual PRSP

review.

No additional conditionality is required for the disbursement of the tranches, which would be
delivered in fixed amounts. However the second tranche of the European Union’s budgetary
assistance 18 variable; 1t is disbursed in an amount that could vary, depending on the
authorities” performance in relation to specified PRSP indicators.

These outcome indicators are in the education and health sectors and under the
eavernment’s medinm-term action plan to strengthen public finance management. As
indicated in paragraph 27, this action plan, which was adopted in July 2002, incorporates
recommendations of the fiscal transparency module of the ROSC for Burkina Faso and the
World Bank’s Country Financial Accountability Assessment.

The memorandum of nunderstanding premotes a steady dialogue hetween the
government and donors on the implementation of the PRSP. Donors participate in all
monitoring meetings of the PRSP on a quarterly basis, and they receive all data and
information on PRSP and program implementation, similar to those required by the Fund
under the PRGF arrangement.
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The authoritics are actively seeking the participation of their other multilateral creditors and
non Paris Club creditors to debt relief for Burkina Faso under the HIPC Tnitiative, including
the topping up (MEFP, para. 32). The Minister of Finance and Budget is planning to visit the
Islamic Development Bank and the OPEC Fund (accounting jointly for 5.7 percent of total
assistance) in June 2003, as well as non Paris Club creditors, to secure creditors’ responses to
the authorities requests.

35.  This exceptional treatment, together with additional bilateral assistance beyond HIPC
Initiative relief (US$22 million in NPV terms), reduced Burkina Faso's NPV of debt-to-
export ratio to the HIPC Initiative target of 150 percent at the completion point reference date
of end-2001. However, in line with the HIPC Initiative completion document, (EBS/02/585,
03/28/02), and including new external debt, the NPV of debt-to-export ratio is projected to
rise to 180 percent by 2006 and peak at 190 percent in 2011, before declining progressively
to 180 percent by 2015 (Table 16). To ensure debt sustainahility in the long term, the
authorities should continue to rely on highly concessional external assistance, with a grant
element of at least 35 percent (MEEP, para. 32}.

C. Economic and Financial Program for 2003-04

36.  The first annual program to be supported under the three-year PRGF arrangement
covers the period April 2003-March 2004 and thus straddles two fiscal years (2003 and
2004). Achieving the macroeconomic objectives for this pericd (see para. 24) will require the
implementation of appropriate fiscal policies and key structural reforms, including in tax
administration, and fiscal transparency and good governance. The key elements of the
program are discussed in the following sections; a more detailed description is provided in
the authorities® memorandum of economic and financial policies for 2003-06.

Fiscal policy

37.  The fiscal program for 2003-04 aims at containing the basic budget deficit
(including HIPC Initiative-related social spending) at 4.5 percent of GDP in 2003 and at
reducing it to 3.5 percent of GDP in 2004, compared with a level of 3.8 percent of GDP in
2002." The overall fiscal deficit (excluding grants) would be limited to 11.0 percent of GDP
in 2003 and reduced to 10 percent of GDP in 2004, compared with 10.4 percent of GDP in
2002." The widening in the basic budget deficit and in the overall fiscal deficit in 2003
reflects an increase of HIPC Initiative-related outlays of 1 percentage point to

¥ Excluding HIPC Initiative-related social spending, the basic fiscal deficit would narrow
from 2.5 percent in 2002 to 2.1 percent of GDP in 2003 and 2004.

'? Including grants, the overall fiscal deficit would be reduced to 3.3 percent of GDP in 2004
from 5.0 percent of GDP in 2002,
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2.3 percent of GDP in 2003,% including provisions for hamanitarian assistance
necessitated by the displacement of populations resulting from the crisis in Céte d’Ivoire,
and an on-lending operation, equivalent to 0.6 Percent of GDP made by the government
in April 2003 to help develop a business district.2" For 2004, it is projected that the backlog
of HIPC Initiative-related resources will be exhausted, that the adverse impact of the crisis in
Céte d’Ivoire will subside, and that new revenue-increasing measures will bear fruit. The
draft revised budget for 2003, which was submitted by the authorities to the National
Assembly in mid-April 2003, is in line with these objectives.” The authorities are also
committed to submitting to the National Assembly in September 2003 a draft budget for
2004 (a structural indicative target) that will be consistent with these objectives (MEFP,
para. 15).

38.  Government revenue is projected to increase to 11.4 percent of GDP in 2003 and
to 12.3 percent of GDP in 2004 from 11.1 percent of GDP in 2002, through the
implementation of tax adminisiration measures that the government has yet to finalize.
As the economy has to bear the brunt of the adverse impact of the crisis in the region in 2003
and hecause most of the measures foreseen are scheduled late in the year—such as the
cemputerization of the tax management system in the two large and medium-sized taxpayers’
units, which is envisaged as a structural performance criterion for end-October 2003 (MEFP,
para. 17)—the authorities were not confident that revenue collection will improve
significantly in 2003, However, they are commuitied to preparing an action plan to strengthen
tax and customs revenuc collection by the time of the first review under the PRGE
arrangement. The staff believes that this action plan, which will be based on the
recommendations made by a recent Fund technical assistance mission,23 should cover, inter

2 The expansion in HIPC Initiative-related social spending is predicated on the assumption
of a full use of resources that will be made available under the Initiative in 2003, as well as
those carried over from 2000-02 (see Box 2).

! The on-lending, which was financed by the issuance of four-year treasury bonds on the
WAEMU regional market, was made to the government-owned urban development company
(SONATUR) to develop a business district {projet d ‘aménagement de la zone d activités
commercinles et administratives—ZACA) in the capital city, Ouagadougon (MEFP,

para. 15). The ZACA project is scheduled to repay the total amount during 2005-07, as it
sells developed land to private operators. The government made a bridge loan equivalent to
0.4 percent of GDP to the electricity utility company, SONABEL, in April to help finance a
power generator ahead of the approval of the World Bank-proposed energy sector credit.
This second loan is scheduled to be refinanced by the World Bank by end-September 2003
on IDA terms.

22 The original budget law, approved in late 2002, did not incorporate the effect of the crisis.

23 The technical assistance mission that visited Burkina Faso in March 2003, following the
PRGF arrangement negotiation mission, noted persisting weaknesses in tax administration
(continued)
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alia, (i) the strengthening of the control af large taxpayers through establishing a single large
taxpayers’ unit in the tax administration’s main office in Ouagadougou; (ii} effective
implementation of the new computer system for tax management; (iii) the introduction of a
taxpayer Tegistration system; and (iv) the modernization of customs administration through
strengthening control valuation and implementing the customs computerization system
(SYDONIA) in major field offices. The authorities should also implement measures to crack
down on tax and customs exemptions and reinforce internal tax control mechanisms.

39.  On the expenditure side, total budgetary outlays and net lending, excluding foreign-
financed investment and lending, will increase from 15.7 percent of GDP in 2002 to

17.1 percent of GDP in 2003 and fall to 16.7 percent in 2004—reflecting mainly firther
efforts to catch up with expenditure financed by resources freed by the HIPC Initiative (see
para. 37 above).*! The wage bill will be contained at 4.7 percent of GDP during 2003-04, the
same ratio as in 2002—by making the merit-based promotion system operational, and
enhancing the single computerized system for civil service and payroll management (MEFP,
para. 18). The ratio to GDP of current transfers s projected to stabilize at its 2002 level, in
spite of a new subsidy of CFAF 2 billion granted in 2003—to help offset the impact of higher
transportation costs on the prices of inputs to cotton farmers—and continued support of the
price of petroleum products to SONABEL. Other current expenditure would also stabilize in
2003-04 in terms of GDP, owing to measures to teduce the government's outlays for the
consumption of telephones, electricity, and water (MEFP, para. 19}, and public investment is
set to increase; meanwhile greater provisions have been made for humanitarian expenditure
and spending for the social sectors in general (MEFP, para. 20).

40.  The program calls alsc for reducing the stock of expenditures committed but for
which payment orders have not been issued (DENMs) by CFAF 15 billion in 2003, and
stabilizing them in 2004, with the view to maintaining them below 10 percent of total
expenditure, excluding foreign-financed investment, the wage bill, and interest obligations.
In addition, deposits at the treasury, which amounted to CFAF 94.6 billion at end-2002,
should decline by CFAF 22 billion in 2003, and by CFAF 13 billion in 2004. The closure of

and recommended the taking of priority measures to improve collection performance. The
authorities will review these recommendations in the coming months, with a view to
preparing and implementing their action plan.

* The authorities are committed to containing spending commitments further in the event of
tax revenue shortfall in 2003 and to reassessing the budget for 2004 at the time of the first
review of the program, to take account of tax collection performance (MEFP, para. 15).
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all nonfinancial private accounts at the treasury constitutes a performance criterion of the
program at end-September 2003.%

41.  To improve fiscal transparency and good governance, the government will
implement its medium-term action plan to strengthen public finance management
(MEFP, para. 16). In this context, it has made the Auditor General Office fully operational
since end-2002, and the annual audited budget acts (lois de reglement) for 1995-2000 were
submitted to parliament in mid-April 2003. The submission of the annual audited budget act
for 2001 to parliament by end-September 2003 {(an indicative target), and that for 2002 by
end-March 2004 {a structural performance criterion), as well as sciling out a timetable for the
preparation of the general balance sheets of treasury operations for 2001 and 2002 by the
time of the first review of the program constitute critical steps of the government progress in
improving fiscal transparency and accountability. To better track social expenditure and
outlays financed by HIPC Initiative-related resources, the government is also committed to
adopting the WAEMU budgetary nomenclature, with specific codes for such spending by
end-September 2003 (an indicative target). More generally, it will bring the budgetary system
into complete harmony with the WAEMU framework in 2003.

Monetary policy

42.  The regional central bank (BCEAQ) will continue to pursue a prudent monetary
policy in 2003-04 aimed at containing inflationary pressures and at reinforcing the external
position of the banking system, with a view to supperting the fixed parity of the CFA franc
vis-a-vis the euro. The net foreign assets of the banking system are projected to decline
moderately by 0.5 percent of beginning-of-period broad money in 2003 and to rise by

1.7 percent in 2004. Broad money would increase by 9.2 percent in 2003 and by 7.1 percent
in 2004, about the same rates as for nominal GDP. The strengthening of public finances is
expected to allow net bank credit to the government to contract by 0.3 percent of beginning-
of-period broad money in 2003 and by 0.4 percent in 2004, which, in turn, will allow credit
to the private sector to rise by 14.5 percent in 2003 and by 8.1 percent in 2004, In accordance
with the decision taken by the WAEMU Council of Ministers in September 2002 to eliminate
member governments’ statutory advances from the BCEAO, the treasury will issue
government bills on the regional money market to finance its operations, foster the
development of the regional market for government securities, and promote financial sector
development (MEFP, para. 21).

43.  The overall health of the banking system is satisfactory with regard to compliance
with prudential ratios. The only ratio that none of the banks respect is the portfolio structure -
ratio which mainly reflects a lack of diversification of the economy. Nonperforming loans

* During the discussions, the staff agreed with the authorities on the need for microfinance
institutions in rural areas to maintain the savings of their members in accounts with
decentralized treasury offices.
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have declined to a very low level because of the greater provisions made by banks. The staff
welcomed this development and encouraged the authorities to strengthen the role of the
regional banking commission in bank supervision. It also urged them to strengthen financial
sector development, promote microfinance (Box 6}, and move ahead with the reform of the
legal and judiciary system to further improve the recovery of loans. The authorities intend to
prepare a sector strategy in this area by end-March 2004, in the process of updating the PRSP
(MEFP, para. 22). The staff encouraged them to adopt legislation to combat money
laundering and the financing of terrorism at an early stage, as intended in the context of the
WAEMU.

Box 6. Burkina Faso: Microfinanece

The microfinance sector is pivotal in providing credit and financial services to all those who
have limitec access to banks’ services, especially the rural population and women. At least
1.3 million people (about 10 percent of total population) directly benefited from the services
of microfinance institutions at end-2001. End-December 2000 data show that, from 1998 to
2000, the number of structures increased from 16 to 36 and of counters from 267 to 343,
During the same period, both deposits and the stock of credit increased by about 34 percent.

Following an expansion period that started in the early 1990s, the sector is moving
toward a consolidation and professionalization phase whose objectives are to

(1) reorganize by restructuring nonviable entities; (i1) improve surveillance by, among other
measures, placing larger microfinance institutions under the scrutiny of the BCEAO and
audit cahinets; and (iii) reinforce capacities through a better training of the personnel and the
use of modern equipment. This evolution will be conducted within the framework of the
Action Plan for the Financing of the Rural Sector (Plan d*Action pour le Financement du
Monde Rural or PAFMR). During the discussions, the staff encouraged the authorities to
pursue this new wave of reforms in the sector in order to provide a better regulatory
framework of microfinance institutions in the context of the poverty reduction strategy. A
conference on the sector is expected to take place in July 2003.

In spite of its rapid growth in recent years, the microfinance sector remains marginal in
the overall financial system. At end-2000, it still represented only 6 percent of total deposits
of the banking system and 6.4 percent of its credits. Its main strength remains its
accessibility, as it has about 70 percent of all bank counters. The increase in the penetration
rate from 20.6 percent in 1998 to 25.6 percent in 2000 reflects the success of the
microfinance institutions in meeting the needs of the population.

Structural issues
44,  In addition to the structural measures described above, key elements of the medium-

term structural reform agenda are governance, price and trade liberalization, the acceleration
of the privatization program, and contitmed reform of the cotton sector.
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45.  Regarding governance, besides strengthening transparency in public finance
management as described in paragraph 41, the authorities are determined to crack down on
all cases of fraud and corruption. They are committed to making the High Authority to Fight
Corruption operational by end-June 2003 (MEFP, para. 25); the Authority will work closely
with the government’s centrol and inspection agencies, and the reform of the judiciary will
continue, with donor assistance. In the area of price and trade liberalization, the automatic
adjustment mechanisms for petroleum product retail prices (a continuous indicative target)
and for water rates implemented by the government (MEFP, para. 24) are flexible and fully
transparent. In addition, the government will review the cost structure of the electricity utility
(SONABEL), with a view to preparing cost-cutting measures. It will conduct a review of the
telecommunications sector, with the aim of eliminating the monopoly of the telephone
company. The government is committed to launching the bids for the privatization of the
telecommunications company (ONATEL) by end-September 2003 and to conducting those
of SONABEL and the petroleum product distribution company (SONABHY) by the end of
2004 (MEFP, para. 24).

46.  The cotton sector has been liberalized gradually in recent years, with the emphasis on
strengthening the role of producers’ associations. To ensure the long-term viability of the
sector, the government’s strategy involves opening the sector to private sector
participation, with a view to improving further efficiency and competitiveness, The
monopoly of the cotton development company (SOFITEX) on the collection and marketing
of seed cotton was eliminated in December 2001, and two zones will be opened for private
operators in May 2003 (MEFP, para. 24). For the crop year 2003/04, the government raised
the effective producer price for cotton by 5.7 percent to CFAF 185 per kilogram, by
reintroducing a bonus of CFAF 10 per kilogram, in view of the recent increase in world
prices.

Statistical issues

47. Burkina Faso’s economic and financial statistical database is adequate, but further
work is needed to improve the quality and coverage of statistical information, in particular
for the national accounts statistics and fiscal data. The authorities are addressing these issues.
They are also planning to finalize a household survey by end-December 2003 (MEFP,

para. 29). Moreover, the country has achieved full participation in the General Data
Dissemination System (GDDS). A ROSC mission on the data module visited Ouagadougou
in May 2003 and made recommencdations in this area. Statistical 13sues are summarized in
Appendix IV.

Risks for the program, proposed access, and capacity to repay the Fund

48.  There are two major potential exogenous risks te the economic outlook and a
successful implementation of the program, namely (i) the impact of regional social and
political tensions on the economy of Burkina Faso, ¢specially the crisis in Cote d’Ivoire, and
{ii} the volatility of world commedity prices, mainly for cotton and oil. Delays (beyond end-
June 2003) in the full resolution of the regional crisis may depress economic activity further
in Burkina Faso, put upward pressures on inflation, impose additional strains on the budget
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and the halance of payments, and make it more difficult to achieve the government’s
macreeconomic objectives. A possible deterioration in the terms of trade owing to a further
decline in world cotton prices may oblige the government to provide more subsidies to the
cotton sector in order to avoid lowering producer prices below production costs. Continued
subsidies to cotton farmers in industrialized countries could jeopardize crop development in
Burkina Faso. In addition, increases in world oil prices could encounter resistance to retail
price adjustments and compromise the cellection of taxes owed on petroleum product
imports. Other major risks include natural risks, such as possible drought and pest infestation,
as well as the HIV/AIDS pandemic. '

49.  The proposed access under the PRGF arrangement (see para 2 above) is set in view of
the strength of the authorities” program, and taking into account Burkina Faso’s present
indebtedness to the Fund, its projected external financing needs over the next three years, the
adverse impact of the Céte d’Ivoire’s crisis, and the risks for a possible decline in world
cotton prices. Under the proposed access, Fund disbursements would be smaller than
scheduled repayments obligations to the Fund, and Burkina Faso’s net outstanding use of
Fund resources is projected to decline substantially during 2003-06, consistent with the
prospects for this program to be an ¢xit program. Burkina Faso has always met its debt-
service obligations to the Fund on schedule, and, given the prospective improvements in its
fiscal and balance of payments positions and the strength of the BCEA(s international
reserves position, the country can be expected to meet its future obligations promptly.*®

Program monitoring

50.  The first year of the proposed PRGF-supported program will be monitored through
quantitative performance criteria for end-September 2003 and end-March 2004, and
quantitative quarterly indicative targets (MEFP, Table 1}, as well as structural performance
criteria and indicative targets (MEFP, Table 2). The authorities have provided further
evidence of their continued commitment to the program by implementing the following two
prior actions in mid-April 2003: (i) submission to the National Assembly of a draft revised
budget for 2003; and (ii) submission to the National Assembly of draft annual audited budget
acts (Jois de réglement) for the period 1993-2000.

51.  Six semiannual reviews of the proposed PRGF-supported program will be conducted,
with the first two reviews (related to quantitative performance criteria for end-

September 2003 and for end-March 2004) to be completed by end-December 2003 and by
end-June 2004, respectively. Disbursement of the second to seventh Ioans under the PRGF

% Financial obligations to the Fund are expected to peak in 2004, when repayments interests
and chargeas will total SDR 14.1 million, equivalent to 22.5 percent of total debt-service
obligations, 5.3 percent of projected exports of goods and services, and 3.8 percent of
government revenue (Table 3).
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arrangement will be subject to the observance of performance critena and the completion of a
semiannual review.

IV. STAFF APPRAISAL

52. Burkina Faso’s performance under three medium-term PRGF-supported
programs during 1993-2002, and in implementing the policy agenda laid out in the
PRSP adopted in 2000, was satisfactory. Real GDP recovered strongly, inflation remained
very low, and significant progress was made in improving expenditure management,
liberalizing the price and trade regime, and strengthening regional integration within the
WAEMU. However, notwithstanding the good progress made during the last decade,
Burkina Fase’s economic, financial, and social situation remains fragile, and the country,
landlocked and one of the poorest in the world, continues to depend heavily en external
assistance and the monoculture of cotton, The economy thus remains very vulnerable to
terms of trade fluctuations and the volatility of aid flows. This vulnerability has been
exacerbated by the crisis in neighboring Cédte d’Ivoire.

53. Burkina Faso needs now to consolidate the gains achieved in implementing its
poverty reduction strategy and in strengthening fiscal consolidation, and to move
toward economic diversification and increased competitiveness, with a view to fostering
higher growth, and making progress toward achieving the MDGs. The fiscal
consolidation efforts so far have derived from the containment of domesticaily financed
public spending; revenue collection performance has been very weak, with Burkina Faso
falling considerably short of the level required to meet the convergence criterion set by the
WAEMU in this area. The authorities need to substantially improve tax and customs revenue
collection, and in this context, the staff would urge them to follow up on the recent Fund
technical assistance mission on tax and customs administration, with a view to preparing an
action plan to reduce exemptions and strengthen the administration, control, and collection of
taxes in the coming months. It is also essential to make operational the computerization of
the two large and medium-sized taxpayers’ units by end-October 2003, as intended.

54.  Although the authorities have taken a prudent stance in projecting government
revenue collection in 2003, they have committed themselves to fully absorbing all HIPC
Initiative-related resources made available so far, including the unused carryover from
2000-02, in order to finance priority education, health, and other poverty-reducing
spending. This process presents a risk for macroeconomic stability, as it is likely to
increase the ratio of the basic budget deficit to GDP in 2003; however, it will also help
improve national ownership, align fiscal policy with the policy agenda of the PRSP, and
ensure greater country commitment to successful program implementation. The authorities
should strictly adhere to the fiscal policy stance agreed for 2003 and 2004, closely monitor
ongoing projects, including the business district development project in Quagadougou (the
ZACA project), strengthen the effectiveness of public spending, including HIPC Initiative-
related social spending, and adhere to the newly established medium-term expenditure
framework (MTEF) developed with the Fund and the World Bank. In this regard, it is
essential to cantain domestically financed expenditure, including the wage bill and public

©lnternational Monetary Fund. Not for Redistribution



231 -

investment, while providing adequately for education and health, and to remain current on all
external debt-service obligaticns.

55.  In making operational the Auditor General Office and the High Authority to
Fight Corruption, the government has demonstrated its continued resolve to strengthen
transparency in public finance management, promote good governance in public policy,
combat corruption, and implement steadfastly the program and the PRSP policy agenda. The
staff believes that the povernment is committed to opening economic and social policy to
public debate, and is also determined to implement the agreed measures in a timely manner.

56.  On the basis of real effective exchange rate developments, Burkina Faso, along
with other WAEMU countries, has maintained the external competitiveness gains from
the 1994 devaluation of the CFA franc. However, high factor costs constitute an
obstacle to economic diversification. In addition, there are risks that a drought or a terms of
trade shock, combined with the imited administrative capacity in Burkina Faso, could
hamper program implementation. The authorities will need technical and financial assistance
to help prepare and implement the reforms needed to achieve economic diversification,
improve competitiveness, and make further progress toward reaching the MDGs. Continued
determination on the part of the authorities to develop and carry out the strategies is also
needed. In this regard, the staff welcomes the competitiveness and private sector
development strategy approved by the government in 2002, aimed, inter alia, at promoting
new export crops, reducing factor costs, and privatizing public enterprises. It 1s crucial that
these efforts are pursued, and other sectoral strategies developed and implemented during
2003-06 in accordance with the PRSP (including for education, health, energy, and
infrastructure).

57.  In the banking sector, the central bank should continue to monitor closely lending
activities and bank portfolio performance, and financial sector development should be
promoted, including microfinance, with a view to increasing access to bank credit and
financial services for small and medium-sized enterprises and the rural sector. There also is
an urgent need to improve the quality and timeliness of externa! debt data. In that context,
the staff urges the authorities to prepare plans to follow up on the recommendations of the
recent ROSC data module.

58.  Asis intended, the third annual PRSP progress report should be prepared soon to
take account of the adverse impact of the crisis in Cdte d*Ivoire on the macroeconomic
framework, and the full poverty reduction strategy for 2003-06 should be updated by end-
2003, following a participatory process involving the civil society. In this regard, and
because the social database is weak, the staft would stress the importance of finalizing the
necessary household survey and poverty assessments at an early date, and of developing an
adequate series of social and poverty indicators in a timely manner, taking into account the
timetable and participatory process for the revision of the PRSP.

59.  In view of the strength of the authorities’ program and its alignment to the country’s
PRSP policy agenda, and taking account of the exceptionally severe real shock imposed on
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the economy and finances of Burkina Faso by the regional crisis, the staff believes that the
government’s reform program merits the support of the international community and
recommends Board approval of the authorities® request for a new three-year
arrangement under the PRGF.

60, Tt is proposed that the next Article TV consultation with Burkina Faso be held in
accordance with the provisions of the decision on consultation cycles approved on July 15,
2002,
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Figure 1. Burkina Faso: Real and Nominal Effective Exchange Rates, January 1990 - November 2002
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Figure 2. Burkina Faso: Investment and Savings, 1997-2006
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Figure 3. Burkina Faso: External Sector Developments, 1997-2006
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Figure 4. Burkina Faso: Fiscal Sector Developments, 1997-2006

(In percert of GDF)
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Table 1, Burkina Faso: Proposed Schedule of Disbursements under the PRGE Arrangement, 2003-06

Amount Available Date

Conditions MNecessary for Disbursement 1/

SDR 3.44 million June 15, 2003

SDR 2.44 million December 15, 2003
SDR 3.44 million June 14, 2004
SDR 3 .44 million December 15, 2004
SDR 3.44 million June 14, 2005

December 15, 2005

SDR 3.44 million

SDR 344 millien June 14, 2006

- Executive Board approval of the three-year PRGE

arTangement

Observance of the performance criteria for
September 30, 2003 and completion of the first
review under the arrangement

Ubservance of the performance criteria for March
31, 2004 and completion of the second review
under the arrangement

Cbservance of the performance criteria for
September 30, 2004 and completion of the third
review under the arrangerent

Ohservance of the performanee criteria for March
31, 2005 and completion of the fourth review
nnder the arrangement

Observance of the performance criteria for
September 20, 2005 and completion of the fifth
review under the arrangernent

Observance of the performance criteria for March
31, 2006 and completion of the sixth review under
the arrangement

Source: International Monetary Fund,

1/ In addition to the generally applicable conditions under the P.Dvert}' Reduaction and Growth Facility (PRGF)

arrangement.
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Table 2. Burkina Faso: Fund Position During the Period of the Proposed PRGF Arrangement, 2003-06

2002 2003 2004 2005 2000
Dec. Jan -June  Jul.-Dec. Jan-hmme Julk-Dec.  Jan-June Jul-Dec.  Jan.-June Jul-Dec.
{In millions of SDDRs )

Poverty Reduction and Growlh Facility (PRGF) .0 -3.0 2.7 -3.4 -3.2 -2.9 -2.0 -1.7 -5.0
Loans (.0 34 34 34 34 34 34 34 0.0
Repayments 0.0 6.4 6.2 6.9 6.6 6.3 5.4 5.1 5.0

Total Fund credit outstanding cnd of period 93.0 90.1 87.3 839 80.7 77.9 75.9 74.2 69.2
Of which PRGF 930 90.1 £7.3 839 807 77.9 759 4.2 6.2

{In percent of quota )

Total Fund credit outstanding end of period 154.6 1496 145.1 1394 134.1 1293 1260 123.3 1150

Of which PRGF 134.4 149.6 145.1 1394 1341 1293 126.0 123.3 115.0

Source: IMV, Finance Department.
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Table 3. Burkine Faso:IMF Credit Pesition and Projected Puyments ta the IMF, 2002-12 1/

2002 2003 2004 2005 2006 20607 2608 2009 2010 201 2012
{ I millions of SRS, unless otherwise indieated )
Fund eredil, net chanpes 1.0 =57 6.6 48 6.7 -1 -11.5 -102 98 9.5 -6.5
Paverty Reducticn and Growth Facility
{PLRGY) disbursements {+) 1t.2 6.0 69 6.9 34 Q.0 00 00 0.0 0.0 a.0
PRGE repayments {-) -10.2 -12.6 -13.5 -11.7 -10.1 -12.1 ~t1.3 -10.2 94 -9.5 -6.5
PRGF ebharges and interest (-} -0.7 0.4 0.6 0.6 -0.5 -0.5 0.4 0.4 .3 -3 -2
Quota 60.2 60.2 a2 60.2 0.2 602 602 60.2 60.2 al.2 502
Exchange rate CFA [ranes per SDIU
(period average) 899.7 Bit6 #29.0 829.0 8290 829.0 825.0 829.0 B29.0 ¥29.0 829.0
{ In billions of CFA [rancs, unless otherwise indicaled )
Exports of zods and services 1595 2073 2219 218.4 2542 2579 282 3 014 3704 3409 362.7
T'ax revenue an4 269.4 3112 3523 3094 4829 5388 489.6 541.2 598.0 G604
GDP 2,1792 2.379.6 2,548.3 29276 2.936.3 12193 3,498.7 3,008.0 31,3408 3,602.1 32,8845
Outstanding Fund credit, end of period
I mitlions of SDRs 330 813 807 739 692 57.1 456 354 25.6 16.1 9.6
In billions of CPA francs - 837 72.5 56.9 62.9 574 474 378 204 212 134 3.0
In pereeit of quota ¢ 1546 1451 1341 [26.0 I150 94.9 7538 5849 42.6 0.8 16.0
Debt seryice to the Fund
In miliions of 3DRg 10.5 132 14.t 123 10.6 12.6 1o 106 101 98 6.7
In billions of CFA francs 97 11.0 11.7 10.2 8.8 10.4 99 8.8 24 2.1 5é
In percent of exports of goods and
services 5.1 53 53 4.3 35 39 3.5 2.9 26 24 L3
In percent of tax revenue 4.1 4.1 38 29 22 2.2 18 1R 1.5 i4 0.8
In percent of GDP 04 0.5 0.5 04 0.3 0.3 03 0.3 03 02 0.1

Source: IMF, Finance Depurtment.

1/ Assumes two disburscrments of STt 3.44 million each year from 2003 tw 2005 and one disbursement of the same amount in 2006
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Table 4. Burkina Faso: Selected Economic and Pmancial indicators, 2000-06

2040 200 2002 2003 2004 2005 2006
st Rev Pmog. Est. Prog.
(unnue] percentage changes, unless atherwise speeified)

GOF aud pricey
GDP al constant prices 1.8 4% 37 4.6 2.8 4.0 4.5 52
GDF deflator 33 53 .7 2.2 4 0 2 2.3
Consumer prices index {annual averape) 0.3 49 20 2.3 4.5 23 26 2.4
Cangumier prices (end of period) 24 18 2.0 9 5.0 30 2.3 26

Mongy and cradis
Met domestie assels (banking system) 17 8.3 10.0 id -1.2 93 5.4 5.4 6]
Credit o the government 1/ 6.8 -4.3 -14 -0 03 - d 0.2 o
Credir to the private sector L 8.1 8.0 28 16.6 100 5.8 EX 5.1
Broad money (h2) 14 103 106 ag 932 el 7.0 1.7
Velogity (GDP/ME) ag 43 1% 51 5l 5.1 5.1 5.1

Fxtemal sector
Eaports (Fo.bu: valued im CFA fraucs) .63 1.9 3.1 a2 2.5 75 78 5%
Imports {f.a.h.; vafued in CFA francsy 31 i3 1.7 23 ia 1.3 27 52
Terms of oude () 11.0 7.2 6.7 110 4.3 4.1 1.5
Real effeetive exchange rate {depregiation -) -4.5 33 52

{In percent of (FIOP, unless otherwise specified)

Girpas investment 9.0 191 281 18.3 103 1.1 20.8 15
Govemement 8.5 83 152 74 ) 83 87 Q0
Mon govemmnient sector 106 109 (29 0.8 il.4 10.8 12.0 iz.s

Grose domestie gavms 29 5.1 13.4 43 4.7 6.1 a1 9.
Govenunent savings 33 .9 70 an 37 4.2 iz 6.6
MNow govermment savings -0.4 22 6.4 1.3 Q.9 1.2 2.5 2.6

Gross dational savings 6.3 8.7 17.8 79 s 9.0 1T 124

Central gavermment finances
Tax revenue 1L.0 10,5 138 i1l 1.4 123 [3.0 136
Current expendinire 1G5 0.7 13.4 1.9 113 113 113 1:.2
Owerall fiscai balance, exciuding grants -10.9 -11.3 -13.5 -lgs -110 -0.8 -2.5 A83
Ovenall fiscal balance. including grants -8 -0 .58 -5.4 -15 3.3 e 13
Basic balame 24 <14 28 .43 =38 4.5 =35 37 ER

Excludmg nse of HIPC Initiative resoarces -4 -2.1 .28 2.5 20 2.1 -1.9 21

Exiermal sestor
Exports of paods and nemfictor services 9.1 2.3 112 B.7 8.7 8.7 B.7 87
fipoerts of goods and nonfacior services 253 234 26.0 2212 i 217 212 209
Current account balance {excluding ourrent olficial trans fers) 150 -13.6 -14.1 -12.9 -14.2 -12.8 -12.8 -18.7
Cutrent accouar balange (ingluding eurrent official tranaters) -13.3 -10.5 -10.5 -10.3 9.4 -1o.L -B.9 -8.7

Exrernal debe indicatars (before HIPC Initiative)

Deiyt-service ratto 3/ 4/ 245 26.5 238 26.4 24.3 232 212 180
Crross official reserves (in mentls of impors of goods aud serviees) 4.3 4.2 53 4.3 ER:] 37 36 5.7
TNominal GOP {in billiong of CFA francs) 1.552 2,040 1,534 1,179 2,380 2,548 2,18 2,616

Sources: Burkmuhe authorites; and smff estimates and projections.

¢ Iupercent of beghming-of-period broad moncy.
2/ Revenue, excluding grants, mines expenditares, excluding foreigo-{inanced investment ontlays.

Hrom 1998 on, revenue includes axes paid by contractors on fareipn-financed public investmenrs using checks issusd by the treasury.

3/ In percent of cxpotis of goods and services

4} After traditional debi-relief meckanisms and before oviginal Heavily Indebted Poor Comntries (HIPC) Initiative assistance delivered as of end-2001.
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Table 1. Furidna Faso: Comsplidated Ooerations af the Central Gowermrnani, 2000-06

- 4] =

2003

2004 200] 2008 604 20065 2008
L. Prog li Fst 17 Togn I Prugr 1/ Progr. 1¢ Bogr. 1
(I bitlians of SFA frmes)
Tatal 1evenie and grants 2* 3542 43 4113 173l 4943 344 31 &5
Current revedus 27 2183 80 732 504 191.7 3313 B2 4250
Tax reveoue pier N 2132 2539 20E 270 3137 1313 w3
Lcanye wid profis £l4 34.1 £§5.7 L 5 B2S 540 1072
Dromestic guods wd services 377 LlL# i394 1302 1567 175 8 200.6 b B
Tntematicnal trade 3E2 13z 41.3 414 3.0 47.0 48,5 204
Ccher O 4.2 &5 [ 1) 68 8.2 1oz 124
Neodak revenue 16.4 4.7 191 18.5 0.7 23.4 26.9 207
Zapilal revermie -4} .4 0.q 0% a 1.4 b4 a0
Cranls L8 1443 1382 1188 w3 157.3 1.1 Iila
Projest JNRR 121.1 1051 387 1154 13p4 1437 161.2
Frogam 19 3.2 34.1 bl .l 363 554 &1
apaiditure end ret, lending 3 421.1 4318 SHo 4864 £54.2 5895 430.7 0.6
Currene expenditures 1943 214.8 2458 8D 638 2853 EINAN 32iA
Of witisk: HIFC ki) L7 ..‘ ik.o 3.1 131 126 £Q.2
Wages and gafanies T SB2 Insd JUENH 1iL4 1121 115.2 1327
Goade il serviees 408 40.% MR 61.3 WK G| 154 7B
Ouher expenditure L} Q.0 o0 51 a0 0.0 .0 1.0
Intorest maymomts 154 74 JEa 168 144 16.0 152 14,3
Duanastic 13 5.0 3 15 LR 6.3 &4 6.2
Excernl 111 2.5 20k 128 104 8.3 2.2 113
Current ransfers 480 co.l 4.4 70,1 T5.6 3 .1 99.5 1013
Safery et ¢ 43l and gos subediss - 5 1.0 LE 16 2.0 o 0
Ewvestment cxpendibure 2217 405 pal %1 2301 614 3036 3de 3781
Daneatic ally fimanced His £33 L3 R6.7 L1508 1384 1652 1571
£ which: HIFC 00 82 . 171 335 1.3 aLd 13.
tax eoTipanent 43 £76 .7 134 1LT 12.0 14.0 120
Exterually financad 1763 it 15%3 FLIOH 1464 1642 1724 1820
1t leneling 11 ae 13 17 50 10 10 54
O wlrick: SOWABEL [(E)] o0 ni 0.4 i I
ZACA a0 00 0o 0.0 150 -3l pat]
Svoreil surplysideficit (rommitnent basls) -67.0 211 -ug3 <1083 -S89 =0 A -4q0
Briuding grants 21 8 2298 T 778 15t d 2512 2595 -ITLE
BaFic bzlance 4f -158 -51.4 <132 &34 -les.e -£5.0 -8 5.6
Exclilding wsc of HIFC resours s <15.4 458 541 453 58 -5l =530 53,1
Cash basis adiusment 12 -1.5 33 57 =70 -13.0 -F -1.0
Chige i paymeols amears 0.0 040 20 3.3 0.0 a0 o u.o
Diomestic 0.0 o0 [ a3 0. 10 oo b ]
Eterral 0.9 a0 rn [l 0.0 [Ei} on 0.
Expondilures comnitied buk nos paid 3 -10.0 td8 -5 124 -15.0 ud 14 3a
Of whick: HIPL 0.4 1B L EH 161 6.0 2.0 (] ol
Chunge in treasur’s comnam it 24 33 40 308 220 =134 AL00 -l0m
HIPC adjustment -7l =217 +a &0 or a9 w0 00
verall dafkcy (eash basis) -74.2 -BLE BELY SR T 955 470 G54 470
Tixcluding grants <190 2304 2357 1873 -159.4 25,2 266,58 i
Financmg 753 BlL.D 114.6 Th4 Sxl 0l 555 43
Fuorcigh 434 8.4 1082 943 6.7 i a2l 58
Drawings vl [{E21 1257 1008 622 hz.4 6§ w7
Projecd o 663 580 6.2 348 410 ME 187 15
Adiustment aid a.0 351 d7.x 44.0 -2 5R.6 kLR awd
HIPC iliative s 6.5 252 208 5640 4 . 7.3
Amortiztion 2215 171 213 e B TR 2305 3T +il3
Lomestic fnancing 290 et L 218 234 k3 3 3B
Bk Founeiry, 19.8 -1 -&,0 43.8 -4 -2.00 -1.0 0.n
Centnl bank LERS -5.4 -2.5 3653 Lk 2.0 -1 0.0
O witich: HIFC eotom! au no A 18e - .
Commercial banks -1.3 ~1.5 3.5 1.5 -t 0.0 L3y &0
Mewkank firancing '] 14 143 0.0 R A3 G1E L6
Gavernsent bonds =4 L4 2.7 6l RS -8 -118 -LLE
Now sl - - 9.3 [N 0.0 b 131}
arstizatin e - .2 3T I8 118 1.6
Frivatizaion tovenue 14.6 30 L5 of b4 1.5 g an
Sther 6o 0.0 0.0 FER a0 0.0 o0 an
FIPC sccount 0.0 2.0 ‘ns o0 0.0 oo 0 o0
Debt undzr di senssion 67 5 Do P G0 0.0 0.0 0.0 (1
Erpory and amissiong -bl [ 3] g -7 LR o 0o &0
Firmndng gap =31} X)) no o.n 53 279 20 13§
Menarandun itens:
Paverl preducing saciul expenditurcs 6.9 §0.4 &b JLeg) 1§57 L4 14 EREN
(f which education b2 g 15.1 . 43.7 605 §2.3 43, 6
heallh 233 113 . 385 483 5.2 3.2 i64
Military ¢xpendienre 261 2740 3La ol EERY e 330 EL
(F1 percent of CIDF. mbess otherwise speeified}
Total pevamee and grants 181 184 12.5 172 v =0 108 213 123
T revenue e 103 138 111 114 123 L] 13.6
3 73 78 54 83 &6 74 7.
Expenditure and net lendng T 124 184 23 233 21 23.5 23.9
Coment sspendicers 4.5 17 134 117 113 1L3 113 11.2
Capiral expendirure 1zi il8 151 10.6 e 11.e 124 29
Tromesticalty financed 5 3l 5.4 LAH 42 54 €1 g1
Formgn foanced 5 ? 9.2 8.8 [ %] 6.4 £.3 5.1
©rverall balince: [commitinede basis)
Faclndleg grams 3.6 4.0 5.3 =30 13 33 21 1.7
Excluding grans 169 18 -13.3 A04 1.0 4% 5 32
Basic balancs 7 1.4 16 -4 R 4.5 35 32 =01
Pxeluding usc of HIPC reseurces =14 22 -1.4 2.3 2.3 1.l -1.9 ¥
Farkncing gin ¢0 LX) 0.4 LEY 0.z 11 o4 .5
GDP (i irll iomm of CFA fraras) =) 2,043 1,83 117 2380 1548 LTIE 2,036

Seurces: Burkinabé authorici e, and w2 if estlmates and projectons

14 Inclndes FIPC? resources.

24 Reveaus ockodss es un mods and ssrvicss paid doring the scecution of pubibic imvesemcnt prejeots using sherks ivmead by the traasury,

3/ Dn 2 commiteent basts and Eicluding i lax componeak of L public investnent projsets, which (s paid by the reasury.
4 Rsvenue (cxcleding graaks] mlis xpenditurs, sxclnding, forelm-linanced invesiment and net mdzg culiays,
37 Float during His vaar Decline of slock of eqpenditure cammitted bot not paidd - ()

& Contentioug deidl under negotiation with nadJPerle Clob ereditors.
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Table 6, Burking Fasa: Fiscal Cperations, 2003-04

(in billions of CF A franes)
2003 2004
March Junc Sep. Det March
‘Toral revenuc and grants 273 204.6 331.8 454.3 ]
Current revenue 58.1 1363 205.2 25L.7 i3]
Tax revenue 55.2 128.4 195.1 271.0 84,1
Tacome and profits 10.4 511 0.3 70.5 169
Domestic guods and servivey 34.2 4.3 109.2 151.7 36.0
Infemational trade 9.1 19.8 30.5 4203 Q9.8
Uther tax revenue 1.5 3.2 3.1 6.8 1.7
Hopax revenne 19 7.5 141 20.7 4.8
Capital revenuc 0.0 00 - 0.0 0.0 o
Crranits 29.2 68.3 122.3 202.3 16.3
Project 35.0 5.9 234 115.4 16.3
Program iz 12.5 391 BTl 0.0
Expendarure and net Jendng 108.1 2747 403.4 554.2 1182
Current expenditwres 62.0 1403 205.4 269.8 693
Wapss and ealacies 25.2 353 B4.1 1114 283
Goods and serviccs 16.2 3235 532.4 668 17.1
Interest payrusits 2.6 6.2 99 1d4 38
Tomestic 0.3 1.3 2.6 4.0 1.3
Exiemal z3 i3 13 10.4 13
Current transfers 176 390.5 574 75.6 19.6
Safely net/ oid apd gag subzidicy RS 0.8 12 t.6 0.5
Investment expendimres 45.6 1104 174.5 614 504
Domestically finanoed 10.7 2 a3 11540 260
L which | lax component L0 3l 54 1.2 1.2
Externally financed 35.8 76.1 114.2 1d6.4 24 .4
Net lending -0.3 24.0 215 230 0.5
Overall surplugs/deficit (sommuitment basis) -20.8 <700 =716 -59.9 =3
Exchiding grants =50.0 -138.3 -1 1 -262.4 =50.3
Basic balunce -l41 -52.2 -70.0 -1046.10 =159
Cash basis adjustment =30 20 30 =370 0.0
Change in payments amears a0 0.0 0.0 0 0.0
T¥rmacstic 0.0 0.0 0.0 i 1]
Extornal 0.0 0.0 0.0 0.0 0.0
Expenditures comimitted but not paid 2.0 120 150 138 no
Chomge in easury's cormmnitments 5.0 1.0 =12.8 «22.0 1.0
Crverall defzit (cash basis) Bk =65.0 ~68.6 969 -34.0
Exelnding grants -53.0 -133.3 BLINE <2854 -50.3
Financing 237 651 58.4 a1 24.6
Foreipn finanecing 11.0 2149 34.8 Gl.? [ERS1
Drawings [7.4 3.6 55.8 98,2 [
Praject loans 5.8 20.3 3.8 41.0 B
Adjusteyent aid 0.0 0.0 X 21.2 4.0
HIPC Initiative 16 17.3 230 36.0 0.0
Amortization -6.4 -14.7 =210 -30.5 "3
Domestic financing 127 42.2 338 234 238
Bank financing 14.7 21.2 6T -1.4 238
Ceriral bank 15.5 218 4.2 1.8 23.8
Commerciel banks -0.8 -1.6 -2.4 -2 [}
KNonbank financing -2.0 21.0 271 B 0.0
Government bonds -2.0 21.0 27.1 48 00
Privatization revenue o0 0.0 04 t.0 0.0
Debt under discusaian 0.0 0.0 0.0 0.0 0.0
Errors and onvissiens 0.6 0.0 0.0 0.0 0.4
Financing gap 0.0 0.0 0.0 3.3 2.4

Sources: Burkinab? awthoritics; aitd staff estimates and projections.
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Table 7. Burkina Faso: Fiscal impact of the HIPC Initiative, 2000-06

{In billions of CFA francs, unless otherwise specified)

2000 2001 002 2003 2004 2004 2008
Proar,
[nitiative for Feavily Indebted Poor Countries (IIPC Initiative) assistance given
A. Intetest dus before [IIPC Initiative assistance 13.1 12.3 129 10.4 9.7 23 8.5
B. Inlerest paid before HIPC Initiative assisiance 131 125 12.9 104 9.7 g2 B8
C. IIIPC Initiative aszistance on mtemest
{as a regult of siock-af-debt operation only} 0.0 00 0.0 G.2 0.4 0.5 23
L. Interest due after HIFC Luitiative assistance 131 12.5 12.% 10.2 9.3 3.7 6.3
E. Amortization dus beforg HIPC Muitiatve assistance 278 171 274 et .5 317 113
F. Amargzation paid before HIPC ihagve assistance 275 27.1 274 s 245 31.7 13
. HIPC Initative assisiance on amortization
{as & resitlt of slovk-of-debl operation ouly) 0.0 0.0 0.0 0.0 0.0 0.0 0.0
H. Amortization due after HIPC Iaidative assismnce 27% 27.1 274 kit 0.5 317 111
I. HIIPC lnitiative agsismnes provided as grants
{10 caver debt service due) 0.0 0.0 0.0 0.0 0.0 0.0 a.0
J, HIPC Imitiative assistance as exceplional tinancing
{ta cuver debt service due) T 26.5 20,8 360 354 34.1 275
Total HIPC Initistive assistance (C-G+I -1} 7.1 265 20.8 363 358 4.6 298
Toial HPC Inifiative aysistance (in millions of [1.5. dollars) 0.0 382 299 601 59.5 376 49.8
ivet cash flow Lo the budget fram HIPC lmtietive :
assistance { B+F-(D+H-1-I) 7.1 265 308 363 35.8 34.5 208
Memarandiem items:
Other donor flows 2013 2373 2194 264.8 259.7 2677 28L.3
Total net extornal flows
{net extermal financing less debt service duc) 160 4 £37.7 179.1 223.8 218.5 226.8 2414
Poverty reduction governmen? expenditures 1/
Baseline pre-HIPC Initiatve assistance expenditure projections £5.9 73.8 5.0 . .
Post=-HIPC Initiative assislance expendibuoe projections B5.9 30.4 109.2 155.7 164.4 1644 173.8
Memprandum items:
Tax revenue (in percent of GTYP) 11.0 0.5 11.1 Tld 12.3 13.0 134
Qwerall fiseal balance before HIPC [nitiative agsistance
(in percent of GDF) 4.0 -33 -4.1 -5 -5 17 20
Overall fiseal balance after HIPY Initiative assistance
(0 percent of GEOE) 3.6 -0 -3.0 -2.3 -3.3 -2.1 17

Seurees: Burkinabé authorities; and staff estizanes and projections.

1/ Excludes {oreigy-fipaneed investment.
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Table 8. Burking Faso: Foverty-Beduging Social Expenditures, 1996-2003 1/

1936 1997 1958 1999 2000 2001 2002 2003
Progr
(As 2 pereentage of total expenditure)

Total povertyreducing social expecditure 0.7 19.8 15.4 16.0 16,6 176 225 213
Current .5 108 10.2 133 4.4 14.2 159 8.1
Capstal 9.2 9.0 a1 23 231 34 6.0 9.4

Henlth 0.8 9.5 9.0 5.5 53 5.0 9 R4
Cuamene expendinme 4.8 4.7 A6 4.4 4.9 5.3 5.5 6.5
Capiial ¢ cpenditure 6.3 4.9 4.3 9 0.6 0.7 1.4 i5

Education 3.6 0.5 93 6.7 1 7.7 B3 1nz
Current expenditure 6.2 ja 3.0 4.0 %3 8.5 &1 T4
Capial cxpendinars 24 3.9 1.3 0.7 0.5 1.2 2.5 33

Women's welfare aud other poverry-reducing social cxpenditure 1.3 0.k 1.0 0.8 0.8 35 5.4 7.3
Cuerent expenditoig 0.7 1.5 D& a7 0.7 2.4 a1 4.7
Capital expenditure 0.8 0.z 0.4 0.1 0.1 1.1 3 33

Rural roads (capial} 0.0 a0 0.4 00 o i od g

(As 4 peteentags of GLUP)

Tolte] paverly-r¢duging soginl expandiiure 4.6 43 47 4.0 33 3.8 5.0 6.5
Cirdat 25 1o 23 34 33 3.2 35 L8
Capital . 1.2 0.7 g.a a.8 L.5 4

Healih 24 2.3 22 1.4 i3 13 1.8 20
Current expendinure 1.0 1.1 11 1.2 iR | 12 1.4 1.
Capiml expenditure 1.4 1.2 1.1 0.2 G 0.2 [V s

Domestic resotrees 0.1 0.1 0z 0.z 0.2 0.2 0.3 X
External expenditure 1.3 11 08 0.9 0.6 0.7 0.1 0.0

Education 1.9 23 23 1.7 1.6 1.7 20 35
Cnrrent expendirures L4 14 1.2 [ 13 1.3 14 1.3
Capital expcuditure 0.5 1.0 1.0 0.2 [eN ] 0.2 0.6 ng

Domestic [Rsources 0.1 0.1 02 Q.2 G-l 3 0,9 0.
External expenditure 04 g 0.5 Q.7 0.8 4.8 0.3 4.0

Wamen's welfare and other poverty-reduring soeial swpenditure 03 0.2 2.2 Q.2 02 0.3 1.2 1.8
Cuerent expenditure 0.2 0.1 0.1 0.2 0.2 03 0.7 1
Capiral expendinire a1 00 01 4.0 [se] 035 0s as

Rzl roads {capitaly 0.0 0o 8.4 LR (] 4.0 0.1 0.1 0.2

Sources: Burkinabe authoritics; and stafi sstrsates and projections.

| 1achyding use of HIPE Initiative resources
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Table 9. Burkina Fasa: Monetary Survey, 2001-04

2001 2002 2003 2004
Dig, Dac. Mary Jumg Sept. Diec. Dec.
Esl Est Prog. Prog Prog, Prog. Prog

[ I billions of CEA francs)

Met foreign assets 128.1 136.% 156.0 135.5 135.0 1344 1423
Ceuntral Bank of West African States (RCEAQ) T&.5 718 ety 78.5 T6.0 5.4 213
Asscls 1940 1653 1826 Coms 1801 1734 E80.8
Liabulitics 1175 107 106.5 105.4 104.2 1030 975
Comymercial banks SLA 5% & 0.0 520 590 530 4.0
Net Jomesbic assels 2562 2911 EI - IR 32112 3325 3578
Net domestic credit 308.4 ing 4 1319 3511 3474 3499 3751
Net credit to government 538 13.7 8.4 3.9 20.5 122 10.2
Treasury 101 9 o8 4 B4.1 9.6 762 04.0 66.0
RUFAD 742 364 50.% 59.2 436 3.2 6.2
Commercial banks PN 310 322 34 0.6 C g 29.8
Other ceniral govem mest 431 -55.7 -55.7 .55 557 -55.7 =35 ¥

Of which: project deposits -25.2 252 -28.2 -a52 -35.2 S252 -252
Credit 0 the sconomy 2406 204.% 308,35 316.2 3269 377 ind 9
O which: crop crcdit R 476 49,4 : 512 530 548 59.3
Other items (net) S22 -193 324 2393 252 -17.3 -17.3
Broad moncy 424 .4 4177 4375 4473 4371 457.0 3001
Cf which : currency in circulntion 120.6 8.7 228 84.% 870 g0 06 3

{ Chanpes 1n percent of begiuning-of-period of noad ey, unless otherwisc spectfied )

Memorandoim items:

Ner foneign acsets LX) 20 -0l -G.1 0.1 05 17
Ner domestic assels 19.0 1.2 24 2.4 23 9.7 5.4
Net credit to governoeut 4.5 2108 34 1.5 3.2 E -4
Credit io the ECOBOMY 2.0 10.6 2.5 *5 T4 L) 58
{anmial perecatage chause) id.} 18.1 3.6 13 34 145 &1
Money supply in7 33 23 12 2.2 : 2.2 7.1
Caonency veloeily (GDP/bioad money) 4.4 il 5.1 5.1 5.1 5.1 31

Sources: Burkmabet sutherities; and staff cstinaies and projeetons.
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Table i0. Burking Fas: Bylanee of Payments, 2000-08

2000 2001 2002 2003 2004 2603 2004 2007 1008
Prog Est. Prog.
(In biliions of CF A franes}

Ewpors, Eoh 146.4 153.8 1826 1642 1781 1.6 2008 4 =07 2321 2445
Gf which: cotton T2z a0 LOR.S B8E 11 1123 1173 1123 L1268 G 1334
gold 6.2 iz 23 19 3.1 L0o.g 1313 13.4 151 130
inpere, fo.b. -368.6 -7y -394 -141.7 -4272 -435.1 4457 465 8 4377 L5239
L which: cayiral goods -122.% -11ESs -1154 -124. % -145% 1471 1508 -156G 2 -138.7 SRR
Trade: talanse -221.Z -2005 -196.8 21T -249.1 -3433 -140.1 2240y B AN -180.3
Services amd income [net} 915 ey 853 0 088 1000 RITE: L1223 200 L1456
Services 773 “ted ReRl -S89 544 -88.4 -100.8 -111.6 1186 -1351
Ingomne -14.3 -I7G -iE2 131 -11s -1 -1nu BIES -10.5 0.5
Of which. interest payments -13.2 HER -13.8 -1l B 4.7 42 -8 8 -7.8 -73
Of which: hudgat BN -125 -11.5 -z -itd 2.7 .2 -85 -78 7.3
Current tromsfers [ne) 56 2 YO.E 0.4 817 123.1 86.2 184 1160 1264 1372
Prvare 156 253 x5 150 8.9 220 221 278 B iyl
OF whick . warkers' remittances (gross) a4q0.5 30 521 300 4 4 379 318 Ll 183 423
QFficial 3.2 650 ah.1 367 tid.2 B2 Bz.% 88.3 93.5 359
O which: budgetary (peogrim grants) 17 29 72 34,1 5.9 ‘7.1 69 554 50,4 L TG4
Curreng gecoume {deficits= -y -227.0 -2133 ST PrRs: b4 -I215 23873 2234.4; 2532 -258.2 -288 T
Bxcluding current official transfers -278.1 -278.3 2579 2818 3368 23213 -326.9 3435 361 B 38T 6
Capital wansfers 1154 126.0 1085 ozl 115.0 134.1 143.6 165.3 175, 1BER
Project grants B 1211 1051 887 115.4 13014 1457 161.2 t70.2 1812
Cther capatal ranstars 15 5.0 34 13 6 37 39 4.1 4.3 4.6
Financial operaticos 693 §0.2 e55 116.6 a5.4 733 64.2 599 7390 g3
Qffrcial capitel Ef) 61.7 R0 g T 6139 4.9 284 38.6 437
[isburse ments 507 £8.1 1105 101.3 el 24 66.6 59.7 50.2 540
Praject foars 565 360 £32 4.8 41.0 32.9 6.7 i%.8 0.0 320
Pregram loans 1Y od 31 413 46.0 1.2 584 ing 9.9 ER 20
Amroetization 212 -15.4 -27.4 Py -M15 -305 -11.7 A3 214 =203
Gevertment securices 3¢ 14.3 149 -15.8 -5.4 S50 04 0.0
Private capital ¥ 298 16.5 14.5 23 14.3 il 3.2 a6.F 383 43
Errors wnid amisgiuns -5.3 -17.0 04 37 0o 04 aa 40 G.0 A
Overall balance -47.3 -24.1 123 <268 -38.2 -49.7 -30.2 -30.0 197 1712
Financing, 475 241 -z 124 314 PR 2 1.2 8.6 59
HMel foreign esgec 377 14 375 -2.4 2.1 i) -2 -84 11 154
Nt official reserveg 47 3748 -12.5 2375 1.0 11 1.5 -B.3 -E4 -118 -154
£ wieed: oS5 offici) reserves 383 -187 378 -23 G4 2.4 A3 -39 35 -5
IMF { nec) -1.7 62 o4 ) Btk 12 -9 -E 4 =14 =35

.ze of resources 57 53 56 . 101y - . .. . -
Eepaymens T 44 a9 -88 B =112 01 -84 S0 2.5
Wet Roreign serels, camrmerral bimks DI 0.1 o0 -t o0 (4] 0.0 24 a4 23]
Change in ancars {reduction= -} 6.0 00 0.0 0.4 a0 0.0 oo PR 0.q 0.4
HIPC Initintive 72 26.5 253 108 6.0 A5 a1 s 225 212
Debt undes discussion & 16 00 0.0 o 00 0.0 00 09 i a0
Financing gap 7/ 0.0 08 00 .4 iR 7.8 2.9 11 11 1t.3

Memorandum ftems. { In percent of GDP)

Trade badance [deiicit: -} B A} ] A0 R -103 56 -EE 43 £1 -ED
Cotton expert volume {thousands of metriv toms} 1091 1123 164.1 41,2 164B 1646 154 6 184.5 1715 787
Curent account (deficl=-) 123 -10.5 -10.5 -3 9.4 -1 -8.0 -£.7 £13 B
Excluding cuerent officsal rransfers -150 =136 -14.1 -12.2 -14.2 -1k -120 -137 S1E2 BN
Cverall balance {deficit= -} 2.6 -12 [ 1.2 -1.8 2.0 -1.1 -1.0 04 B}
Tota) dobt-seivice ratio before HIPC 8¢ 4.5 26.5 158 36,4 vo—= 248 32 a2 199 14.4 132
Taora! getn-service ravio afer HIPC 8/ pli ) 126 15.4 72 6.8 B.Z 6.2 54 4
Gross international réderves {in billions of CFA fitmes) 1713 1940 221.5 1496.3 1894 1918 196.0 158.9 2124 3282
s months of imports of goods, ei.f. 35 8.1 65 iy 52 53 50 4.3 44 5.0

In months of tmparts of goods end services 43 4.2 53 4.3 3.9 17 318 7 37 37

GDP at sartent prices {in iillions of CFA, francs) 1,852 L5040 1,834 178 2,380 2,548 2,728 1,936 ing 3499

Sourts; Centrgl Bank of Weat Afvisen States [BCEACH; and staff eitimates and projections,

|# The Warld Bank progrisn Jang have been reclusyified to budgatary program grams from 2003 onwary,

3 Qutstanding government bands and T-bills issued on the regional market that are held by resident in connties other than Burkina Faso.

3¢ ecludes portfolio imvestment and foreign direct investment,

4 In 2003-08, does net include the increase in liabitites owing w possible DMF dishursements.

5 In 200306, IMF finencing is included 1 the financing gar
&f Conttentious delst in negotiation with non -Paris Club creditors

7t {nelud ez TMF financing in 2003 -08.

8f In, percent of expons of goods and services
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Table 1. Burkina Faso: External Financing Reguirements, 2003-06

(In biltions of CFA francs)

2003 2004 2005 2006
Extemnal financing requirerncnis 370.8 365.6 375 336.1
Current account, excluding current official
tansfers and interest paymenis 3263 3.0 3y 3340
Interest payroents 10.4 : 9.7 b2 86
Amortization, 36.5 iG.5 317 1.1
Fund repurchases 10.5 112 9.7 8.4
Increase in external reserves -6.9 2.4 4.2 1.8
Change in arrcars 0.0 0.0 A 0.o
Gaveringnt securities 14 14.9 -19.6 S50 -5.0
Private capital, net 18.8 312 342 363
Net cxternal financing requirements 3137.2 354.1 34373 ' 354.6
Fmancing 3372 334.1 3433 354.6
Digbursements 195.4 290.8 2992 3133
Loans 62.2 92.4 66.6 2997
Project Joans 41.0 33.8 20.7 19.3
Program loans I1.2 38.6 199 39.%
Official transfers 1332 198.3 2326 253.6
Froject grants 1154 1304 145.7 1612
Program grants 87.1 36.9 354 644
Other current transfers 271 273 27.6 278
Other capital transfers 3.6 3.7 1.9 4.1
HIPC Initiative assistance 2/ 36.0 354 34.1 275
Financing gap 5.8 27.9 9.8 13.8
Memeorandum items;
New program assistence disbursements
and debt relief
Multilateral 3.3 " oon 96.4 1018
[MF disbursetnents 5.7 3.7 37 29
World Bank 30.1 36.1 26.1 36.0
Europezn Union 36.3 27.1 334 417
African Development Bank 21.2 21.2 21.2 21.2
HIPC tnitiative 36.0 354 341 275
Bilateral 20.7 11.1 4.5 13

Sources: Burkinab& authorities; and staff estimates and projections.

1/ Outstanding government bonds and T-bills issued cn the regional market that are held by resident in countries other than Burkina Faso.
2/ Includes the share of topping-up assistance of the Fund, which remains undighursed.
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Taklz 12 Borkina Taso: Tracking Delivery of TIPC Tnitiative Assistance == Original and Bihanced Framework

Origiual T Fabanced
AgTeement Begon fo deliver Begun to deliver Agreenicit 1o Aprecriend Hr Bepun to deliver Tiepun to deliver Agresment to
provide HIPC Tnderim COmp. point provide HIPC provide interim iaterim comp. point provide
relielwier nriginal asgislance asgigiance reliel assisonce assistence assislal G wopping vp
Multilateral creditors
IME ves yes yes yes yes yes b FES
DA ves yes yes vis yes ves VES ves
Adfrican Developinent Bank/fund VEs yeg L] yen ves ves yos yes
Intemational Fund for Agricultural Development s Ve yes ves na no no na
European Undet yes Yes yes Fie8 ges Vi3 0o FeS
Orpanization of Fetrotewn Bxporting Countsies Fund ves limited Limited pending ne no pending pending
Arab Bank for Eootlothie Develepmest n Africa yes Timited limited pending T o pending pending
Beonomic Commmnity of West Afiionn Stales nn no na no un 1o na it
Conageil de I Entende nunimis minimis mitimis nainin s miinimis rnaimis minimnis no
West African Development Bank yes yes vES Fes &8 vk yes b
Islsmic Developmient Bank ves BEmited limited pending, 10 ua pending pending
Paris Club credilors
Anstria 1/ yes ; yes ¥es yes o o fur yis yes
Enssia &/ yes ves yeg ¥o5 b o ves yus
France 2/ yes yes yes yes yes es yeu yes
Ttaly 3/ e yes yes yes vEs yeg yes yes
Wetherlands 2/ N yes g8 yes yus yes yes yes ves
Spamn 2/ ' yos yes yes e yei yes yed yes
United Kingdom 3/ b= Ves yea VS ne na ves ez
Mon-Paris Cleb bilaterzl ceditong
Alpgeria no no Ao nao no ne n
Chins no no na no no no no
Kuweart yes yes yos yes peanding pending pending pending
Gawds Arabia no no ni nn 1] 19 1 no
Libga o 1o na ne na iG] it no
Tatwan Provinee of China né no no ne na ao 10 10
Ciole d'Tvors no o na no no o e nn

Sources: Burkinabe authorsties; and siz [Testimales,

1/ Agreement o debi cancellation signed on Jone 20, 2002,

2¢ Cancelition of £5 peroent uCdeb! stock agreed on June 20, 2002 {agmecnient net signed).
37 Agrecmentnot sigacd.
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Table 13. Burkina Faso: Expenditure Accountability Assessment and

Action Plan (AAP}—Update Table

Indicator Actions to Strengthen — Status ' Progress to Date on Action
From Agreed Action Plans v Plans and Indicated
and time horizon (S/M) ¥ Improvements (Outcomes)
(from AAP)
Budget formulation
Compesition: of budget Apply WAEMU guidelines on public NS The current fiscal accounts cover only a
entity finances, inchiding to local narrow definilion of central government.
governments (M) The government will work on extending
coverage of fiscal accounts to comply
with WAEMTJ guidelines with the 2004
budget cycle.
Limitations to use of off-  n.a., meets benchmark
budget transactions
Reliability of budget as n.a., meets benchmark The government still needs to include
guide to outturm-level outiurn data in the budget laws presented
to the national assembly.
Data on donor financing  Indegrate the computerized o The computer links between the
expenditure management systems of government departments have been
the Department for Cooperation and reestablished and currently information
the Budget/Treasury (5} of foreign-financed investments is being
gatherad to feed it into the cormputerized
expenditure management system.
Classification ef budget  Implement WAEMUJ budget o The government will convert its
transactions classification (8) expenditure management system to the
new classification in 2003 and apply the
new classification with the 2004 budget.
Make the necessary adjustments to il Adjustments to the computerized
automatically generate a functional expenditure management system ere
budget classification {§) under way for the 2004 budge: exercise.
Identification of poverty n.a., Poverty reducing expenditure is
reducing expenditures identified through budgetary lines by
minisiry (administrative classification).
Quality of mult-year n.a., meets benchmark The MTEF is fully integrated in the
expenditure projections budget cyele and includes HIPC
resources.
Budget executive
Level of payment arrears  Link commitment decisions to cash FI Implemented in 2002. No new arrears
reserves and reinforce use of cash- were accumulated.
flow plan {8)
Prepare an annual cash-flow plan and FI Implemented in 2002.
update monthly (8)
Extend computerized expenditure o Filot extension for Bobo-Dioulasso
management system to local level became effective in 2003,
M)
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Table 13. Burkina Faso: Expenditure Accountability Assessment and
Action Plan (AAP)-—Update Table (concluded)

Indicator Actions to Strengthen — Status ¥ Progress to Date on Action
From Agreed Action Plans Y Plans and Indicated
and time horizon (S/M) ¥ Improvements (Outcomes)
{from AAP)
Quality of inigmal audit  n.a., Internal audit function effective and
fully integrated in commitrnent process.
Use of tracking surveys  Reinforce the use of tracking surveys I Tracking surveys are conducted under
on the decentralized level (S) the PRSP process but could be
broadened and deepened further,
Disserninate results of tracking FI Implemented in 2002,
surveys within the administration {8)
Quality of fiscal/banking n.a., (meets benchmark)
data reconciliation
Budget reporting
Timeliness of intermnal 1.4, (meets benchmark)
budget reports
Classification used for L&, Tracking uses administrative
budget tracking classification as functional classification
is not vet available.
Timeliness of accounts n.a.,
closore
Timeliness of final Take an administrative decision as n Legal opinions have been sought out to
audited accounts regards the treasury account balances define a procedure for the adininistrative
prior to 1994 (8) decision.
Regularly produce treasury account i The government hag accelerated the
balances and submit accounts to the production of treasury account balances.
Supreme Audit Court jointly with
budget axecution reports (S)
Fully operaticnalize the Supreme FI The Court was set up, offices have been
Audit Court (5) identified and renovated, and
magistrates were named. The Court
became fully operational in 2003.
Respect the delays in presenting o The 1999 and 2000 execution reports

hudget execution reports to the
national asgembly (5)

were sent {o the national assembly. The
2001 execution reports were approved
by the council of ministers in April
2003.

1/ Action plans were agreed by the government, the IMF, and World Bank at the time of the 2001 AAP mission.
In the meantime, the government has adopted an action plan for the improvement of budget management {PRGR)
in July 2002 that encompasses the recommendations of the AAP and other analytical work, including the Country
Financial Accountability Assessment (CFAA). The implementation of the PRGB is supported by the World
Bank’s Poverty Reduction Support Credit (PRSC). The AAP update table does reflect only certain ¢lements of
the government’s public expenditure reform program.
2/ § = short term, i.e. action that is expected to be completed in one year. M = medium term, i.¢ action that is
expected to be completed in 2-3 vears.
3/ Degree of implementation, i.e. whether implementation has been initiated (1I), is not yet started (NS), or is
complete (FI, for fully implemented).
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Table 14 Burkina Faso: Poverty and Social Indicators, 2002

Burkina Fase Sub-Saharan Africa Low-Income
Countries
Popalation, mudysar (millions) ' 11.8 574 2,511
GINE per capita (Atlas method, in U.S. dollars} 230 470 430
GINE (Atfas method, in billions of U.S. dollars) 2.7 317 1,069
Average annual growth, 1956-2002 ;
Popalation (anmwal percentage change) 2.4 23 1.9
Labor force (annugal percentage change) 2.0 2.6 2.3
Muost recent estimate (latest year available, 1996-2002)
Poverty (percent of population below nationgl poverty line} 45
Urban population (perzent of total population) 17 32 3t
Life expectancy (years) 44 47 59
Infant mortality (per 1,000 live births) 104 91 76
Child melnutrition {percent of children under age 5) 34
Access to an improved water source {percent of population) ; T8 55 74
[tliteracy (percent of population age 15+) 74 37 a7
Gross primary enrollment (percent of school-age population) 44 78 96
Male 51 85 103
Female k1S 72 88

Source: World Bank.
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Table 15, Burkina Faso: External Public Debt, 2002-2006
{In millions of 1.5, dollars, unless otherwise indicated)

062 2003 2014 2005 2004
Est Prof

Deht dishursed until end-Z001
A Stock of delbt (beginning of period) 1,343.6 1,249.9 1,183.9 1,118 1,053
Multiletere] vreditors 1,174 .4 1,135.7 10765 11,0230 8735
Bilateral creditors 1692 134.2 107.4 918 767
Parts Cluh 86,9 30.7 283 26.1 231
Other 1032.3 93.5 79.2 65,7 336
B. Amoertizatons (hetore HIPC debt 1elief) 17 =577 -63.9 -67.1 -60.6 -54.0
Multilateral creditors -48.7 -49.2 -51.5 -51.5 491
Bilateral creditors 9.0 =167 -15.6 -13.1 -14.8
Pariz Club -0.2 =24 =21 =31 3.5
Other -R.8 -14.3 -13.5 <121 -11.4
(. Debt stock caneelation -36.0 8.0 0.0 0.0 0.0
Multilaieral creditors 0.0 0.0 0.0 0.0 0.0
Bilateral creditors -38.0 0.0 0.0 0.0 0.0
Paris Club -36.0 0.0 00 0.0 0.0
Other 00 0.0 0.0 0.0 0.0
D, Stack of debt (end of period) (A-B+C} 1,245.9 1,183 9 1,116.8 1,050.3 Y9862
Nultilateral creditors 1,125.7 1,076.5 1,025.0 9735 9245
Bilatern] eraditors 124.2 107.4 21.8 76,7 61.3
Paris Club 37 28.3 26.1 231 19.6
Otker 93.3 79.2 637 538 422

Sources: Burkinabé authorities; snd staff estimates and projections.

1/ In 2003-06, amertizations apply only to debt disbursed until 2004,
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Tahle 16. Burkina Fasa: New Hxternal Bopwwing and DBebt Indicators, 2002-15

(In milliona of LL&. dollacs, waless otherwise mdicated)

2002 2002 2004 2003 2008 2008 2001 2613 25
Fist, LProj.

Annual disborsements 14501 1032 1776 1220 1149 1209 1237 1257 125.7
Plﬁjemedpmjecl loans 8.9 680 6.1 .4 EXX) 55.2 56.8 56.B 568
Projceted program. 1mans 66.1 352 974 hE.d 6.5 56 8 6.2 60.2 502
Remdining financing needs (leans) LY a0 4.1 121 154 89 27 vy 87

Comulative dishursements 145.0 2483 4259 5488 6637 10114 1,262 8 1,514.2 17656
Met Present Yalne (NFV) of onlstanding debt disbursed beflure end-2001 387.3 4917 3947 34567 5914 3738 3798 3798 3798
NIV of debt disbursed as of 2002 75.7 1324 278.8 3001 368.8 5715 T023 R2l4 040.7
NPV ol debt 4520 3241 4235 6968 60,7 9451 1,082.1 1,203 2 1,320.5
NPV nfdebt! Goverment revene (in percent) 1/ 124.0 1083 L1113 1ol 1146.3 1.0 952 56.6 41 ¥
NEY of debit*t3 0 (1n percent) 14.8 13.3 147 15.4 153 152 18.0 17.2 nz2
NPV of debi/Exports of goods and scrvices (in percent) 1698 152.4 169.2 1757 179.5 187.5 1899 186.5 804

Sources: Burkinebé anthorities; and staff estimates and projections,

L/ Government revene, excluding prapis,
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Table ) 7. Burking fasu: Exernal Debr Service by Credior. 2002-06

{Tn thousands of U.§. doliare, enlcss ofherwize indicated)

22 2063

Amortization Interest TAPC debt HIPC dal Debt gesvice Amortization Interest HIFL debt HIPG deta [k stvice

due due rekiel reliéf after HiFC dJue due reliel rekief after HIPC
amarnzetion interest relief amgrtizaion interest relief
Multilateral F 48,776 15,724 23,388 7,957 32,827 49,151 1,280 13,504 5,171 20,778
AFDE 3,676 2741 3,417 2,085 s 3,233 1,669 2438 1,231 1,213
ATDH 2,413 374 1,898 345 445 1,%4% 15z 1,398 piied a0
ASECNA ' 1 Tz o 0 385 o 5 o 0
BADEA 1,916 1331 ¢l 186 2882 4717 1,071 4,717 a7t 0
BOAD 1,288 B30 333 658 &47 1,249 433 258 &7 1.572
EEOWAS 465 414 1 i B0 495 02 a b 78
ElB 1,502 2y 1,086 15 524 BN 357 1,093 152 §913
EL-IDA 115 x 0 q 118 1gi 3z g1 18 97
DA 14735 6,750 13,152 3917 7,626 2230 4,668 4615 2334 4,943
1FAD €81 357 == a7 Q 411 233 421 285 Q
IMF 14,034 443 B.198 104 §,144 17,363 Bal 14,028 2 4,073
DB 3,724 07T [+] a 4,801 175 i 1,848 a 1911
DPEC Fund 3,843 B1% ) {1 4,756 1,749 452 1610 455 1,806
Bilarerat 2,008 3,188 73 342 13,261 16,733 5441 15237 4,008 3405
Paris Club 189 1,52 T3 761 918 2,434 1,970 2244 1,740 420
Austria 20 26 ] 0 45 38 ] 38 B0 1]
France 0 663 4 280 276 2,265 1211 2,081 1,102 m
Ialy 78 174 40 27 123 - 142 73 133 0
MNetherlands 4 458 3 135 i) 19 275 17 135 33
Russia 44 15 [ i 64 14 a8 13 24 3
Spﬁin 3 150 27 21 " lax 17 t3g 14 54 83
Umited Kingdor 2 a3 2 37 38 7 a8 7 ] ]
Other 7,820 1,575 [ 2 1234 14,299 3,470 11,893 2,268 3,50k
Algrria ] g [ 0 0 843 Bl G 4 885
China 0 ] i} : 0 0 951 v} 351 [H b}
Cége d' lvoire 4 i a 0 a 7493 a 1,491 q it
Kinwait %34 1453 & 32 |80 2,58 1,200 1,058 347 5212
Lybia [govermment) 1 Q a 0 ] Gt ] &30 o 0
Lybian Firgign Bank 192 1? T H 29 161~ 23 141 o 32
Saudi Aralia 2,911 434 ] o 3,344 1,732 482 1,732 220 263
SIREXM ¥ L221 1] 0 i 1,221 1 o ¢ 0 1
Taiwan, Pravinee of C 3,643 2,04} o 0 5,683 3000 1,714 3982 1,600 118
Total 57,735 10,892 11,439 3300 41380 B3,928 18,921 47,761 i0,150 24,707
Of whick: TMF 14,034 413 6,108 104 3,144 17,363 841 14028 [} 4175
{in billiops LUFA frmes) 36.12 13.07 1219 550 28.39 5074 1h0% 2873 614 14.8%
Of which: [MF 878 D.2¢ 13k 0.07 5.08 1047 0.51 2 44 0.00 2352
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Telile 17 BurlgnaFazo. External Debt Sernce by Creditor, 2602-06 {confmued)

(In thowsands of U S dollars, inles oteratce mdicated)

2004 04
Aunerhzauen [aberaat HIPC dzht BIFS dabt ekt 3ervice Amaizanm Invgrest H1EC debt HIPC dobt Debt =rvice
due dua raliel rehs? i HIFC due e Tekel ralief’ afver HIPC
aErtiEatign interes eliaf o tzglion yterest ielizf

Multibatersl 1S 31,465 10,512 34,300 8,703 21778 31471 3,803 35500 %203 22,081
ATDE 3,773 A 2,730 1,312 1374 s 1,418 zATR 1,201 1,063
aiDBE 873 9z 408 b 153 r G + a u
ASECIA L] L i} 4 1 @ 0 k] n 1
EADEA $044 S0 5054 j2lin) [H G301 40 5054 4L 247
BOAD |.187 £ 237 W3 1,240 97% 2499 14 40 1,017
BOOWAS 35 i87 o ¢ jks) 343 155 @ & &34
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Table 18, Burkina Faso: Compliance with WAEMU Convergence Criterta, 2000-06

2000 001 2002 2003 2004 2005 2008
First.opder criteria [In percomt)
Basic 1iacal balance/GIDP (= O percenty 17 =14 ~Lh -38 -4.5 35 -3.2 =31
{Annual percentage change)
Average consner price inflation (=3 peroent} -3 49 21 4.5 1y 16 2.4
(In perccrity
Trtal debi{IP (< 70 percent) T8 9.7 4.2
{In hillions 0T CFA francs)
Change in domestic arrears [IR1] 0.0 .0 0.0 0o 0.0 0.0
Change in external amrears 0.0 aq G0 0.6 0.9 0.0 0.0
Seconul-arder critetia {In percent)
Wapes and salaries {i.val revenoe [£35 percent) 437 di 1 42.7 41.1 174 354 393
Capital expendifire domestically financed’ fiscal
reveine (= 20 percent) 23.4 InE 30,0 42.4 441 46.7 49.3
External account bulance, exehding grants' GDP
(< 3 percent) 1543 -13.4 -12.9 -14.2 -12.6 -12.4 -1 7
Fiscal revenue/GDP (= 17 percent) 11.0 10.5 i 1.4 12.3 13.0 126

Sources: Burkinahd authorites; West African Eeonomic and Monetary Union; Central Bank of Wegl Afticun Stateg, and staff estimates and projections.

1f Total revenve, exclading prants, minas total expendinre, exclueding forsign-financed investment outlays.
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Translated from French

QOuagadougou, May 28, 2003
Mr, Horst Kihler
Managing Director
International Monetary Fund
700 19" Street, N.W.
Washington, D.C, 20431
U.S.A.

Dear Mr. Kohler:

L. During the past three vears, the Burkina Faso authorities implemented
macroecotiomic policies and structural reforms in the context of the poverty reduction
strategy paper (PRSP) adopted by the country in early 2000. This PRSP and its first two
~ progress reports served as a reference for financial support by donors and lenders, including
the International Monetary Fund and the World Bank. To consolidate the progress achieved
and intensify reform efforts, the government adopted an economic and financial reform
program for 2003-06, the objectives of which are set forth in the PRSP adopted in 2000 and
amended by the second progress report, which was discussed by the Executive Boards of the
Fund and the World Bank in November 2002,

2. The attached memorandum of economic and financial policies {Annex I) sets out the
government’s cconomic objectives and policies for 2003-06, as well as the specific

objectives and measures envisaged for the first year of the program, from April 2003 to
March 2004. In support of these objectives and policies, the government requests a three-year
arrangement under the Poverty Reduction and Growth Facility (PRGF} in an amount
equivalent to SDR 24.08 million (40 percent of quota). The government 1s also counting on
continued assistance from the Fund, the World Bank, and the international financial
community in the context of the enhanced Initiative for Heavily Indebted Poor Countries
(HIPC Initiative).

3. The government believes that the policies set forth in the attached memorandum will
enable it to meet the objectives of its program, but it 13 ready to take all other measures that
may prove necessary to this end. During the period of the proposed three-year arrangement,
the authorities will consult with the Managing Director of the Fund on the adoption of any
measures that may be appropriate, either at their own initiative or at the request of the
Managing Drirector. Moreover, following the period of implementation of the arrangement,
and as long as Burkina Faso has outstanding financial obligations to the Fund resulting from
loans disbursed under the arrangement, the government will consult with the IMF, from time
to time, on Burkina Faso's economic and financial policies, at its own initiative or at the
request of the Managing Director.
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4. The government will provide to the Fund any information that the Fund may request
for the purpose of monitoring progress made in implementing the economic and financial
policies and the measures needed to achieve the program objectives. A technical
memorandum of understanding describing the quantitative performance criteria and
benchmarks of the program is attached (Annex II}. In addition, Burkina Faso will conduct
two semiannual reviews of the program with the Fund during the first year, to be completed
by end-December 2003 and by end-June 2004, respectively.

/sf

Jean-Baptiste Compaoré
Minister of Finance and Budget

Attachments: Memorandum of economic and financial policies for 2063-06 and
technical memorandum of understanding
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Translated from French
BURKINA FASO
Memorandum of Economic and Financial Policies for 200306
May 28, 2003
I. INTRODUCTION

1. During the past three years, the government of Burkina Faso implemented
macroeconomic policies and structural reforms in the context of the poverty reduction
strategy paper (PRSP) adopted by the country in 2000. Qverall, these measures and reforms
helped to achieve the macroeconomic objectives, particularly as regard consolidation, fiscal,
control of inflation, and liberalization of the economy. During this peried, the government’s
efforts were supported by technical and financial assistance from the Infernational Monetary
Fund, the World Bank, and several other multilateral and bilateral donors and lenders.

2. However, the econemic and financial situation of the country remains fragile despite
the progress achieved. Burkina Faso’s economy and external position are dependent upon a
very narrow economic base dominated by cotton exports, remittances from nationals of
Burkina Faso living abroad, and foreign assistance. Per capita income is very low, and the
high factor casts continue to constrain economic growth and the development of the private
sector. Access to basic social services is limited, and the poverty rate is very high. Moreover,
the crisis that erupted in Céte d’Ivoire in September 2002 has seriously disrupted
transportation, trade, and praduction in Burkina Faso. In this context, the government is
aware of the need to consolidate the advances made during 1999-2002, to intensify fiscal
adjustment, and to accelerate structural reforms, with a view to diversifying the economy in
the years ahead, to achieving sustainable growth, and to reducing poverty significantly, while
maintaining domestic and external financial balances.

3. Accordingly, the government has adepted a program of economic reforms for 2003-
06, based on the objectives set forth in the PRSP adopted in 2000 and updated in the second
progress report discussed with the boards of the Intemational Monetary Fund and the World
Bank in November 2002, This memorandum of economic and financial policies analyzes the
recent performance of the economy of Burkina Faso, and sets out the government’s economic
and financial objectives and policies for 2003-06, as well as the specific objectives and
measures for the April 2003-March 2004 period.

II. PERFORMANCE UNDER THE 1999-2002 PROGRAM AND RECENT ECONOMIC
DEVELOPMENTS

4. Since 1993, Burkina Faso has satisfactorily implemented three three-year programs

supported by Fund resources. In the context of these programs, and following the devaluation
of the CFA franc in 1994, the real GDP growth rate increased overall despite several years of
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drought, the external current account deficit decreased, and the rate of inflation remained
low. More recently, the government of Butkina Fase successfully implemented a medium-
term program in 19992002 within the framework of its PRSP. This program enabled
Burkina Faso to continue to reduce the inflation rate (as measured by the consumer price
index) from over 5 percent in 1998 to 2.3 percent in 2002, on an annual average basis, and to
reduce the external current account deficit (excluding official transfers) from 13.7 percent of
GDP in 1998 to 12.9 percent of GDP in 2002. Real GDP growth averaged 4.2 percent for the
1999--2002 period (the same avcrage rate as for the 199398 period).

5. With regard to public finances, the overall fiscal deficit (excluding grants) stood at
10.4 percent of GDP in 2002, compared with 9.0 percent of GDP in 1998, reflecting a
dovmward trend in tax revenue collection. Total expenditure stabilized at about 22 percent of
GDP during 1998-2002. Government expenditure, excluding foreign-financed investment,
totaled 15.7 percent of GDP in 2002, compared with 13.6 percent of GDP in 1998. On the
same basis, spending for education declined from 15.2 percent of total expenditure in 1998
(or 2 percent of GDP) to 12.4 percent in 2002 (or 1.9 percent of GDP), including Initiative
for Heavily Indebted Poor Countries (HIPC Initiative) expenditute. Over the same period,
spending for health also declined from 14.6 percent of expenditures (or 1.9 percent of GDP)
to 11.2 percent {or 1.8 percent of GDP). Regarding government revenue, steps taken during
the program period to improve tax administration have resulted in ligher receipts from taxes
on international trade in general. However, fuel oil subsidies granted to Burkina Faso’s
national electricity company, SONABEL, have centinued to limit returns from customs
duties and specific excises on petroleum products. Moreover, the collection of direct taxes
and indirect domestic taxes has suffered from the weak control of the tax base and the
informal sector.

6. In spite of the overall fiscal deficit and owing to the mobilization of budgetary
assistance from the main donors and lenders, as well as external public debt relief granted
within the framework of the HIPC Initiative, the government eliminated all of its domestic
arrears in 2002, and continved to remain current on the service of external debt to its
multilateral and bilateral creditors. Nevertheless, efforts to improve the country’s fiscal
position were thwarted in the second half of 2002, in part owing to the negative impact of the
crisis in Cote d’Ivoire. Tax collection weakened further, particularly with respect to the
value-added tax (VAT) and income and profit taxes, resulting in a shortfall of CFAF 13
billion in revenue. Expenditure en humanitarian assistance and security that had not been
included in the budget had to be made, while water, electricity, and telephone expenditure
increased more rapidly than expected, resulting in excess current spending of

CFAF 13 billion. In these circumstances, the government expanded its domestic debt by
increasing the level of stock of expenditure committed and for which payment orders had not
been issued, as well as of deposits with the freasury. However, investment spending financed
by domestic resources remained considerably below forecast levels, reflecting the very low
rate of absorption of HIPC Initiative resources.

7. On the financial side, the money supply increased by an annual average of 3.4 percent
during the 19992002 period, or less than the nominal GDP growth rate, while the
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improvement in public finances limited the expansion of the banking system’s net credit to
the govermnment, In these circumstances, the net foreign assets of the banking system
continued to improve, and credit to the economy increased in real terms during the program
period.

8. On the structural side, the government eliminated price controls and liberalized
internal trade, including the marketing of agricultural commodities. The government also
eliminated quantitative import restrictions, except for a minimum quantity of 1,000 tons per
operator for sugar imports. In addition, it applied the common external tariff of the West
African Economic and Monetary Union (WAEMU), although Burkina Faso continues to
maintain a small number of reference valuations for customs while awaiting a decision from
the World Trade Organization (WTO). The government alse liberalized the pricing system,
except for the prices of goods and services produced by public utilities, such as water and
electricity. In 2001, the government introduced an automatic mechanism for adjusting prices
of petroleum products as a function of world prices and local distribution costs. Since 2001,
water rates have been adjusted annually. In the public sector, the government privatized or
liguidated several state-owned enterprises in 1999-2002. However, there were delays in the
implementation of the overall reform of public administration. With respect to governance, in
2001 the government published a decree establishing High Authority to fight Corruption and
made the Auditor General Office operational in 2002. It alsc adopted an action plan for
improving budget management (PRGB) in July 2002 that aims to ensure transparency and
accountability in the fiscal sector.

1. MEDIUM-TERM STRATEGY AND OBJECTIVES FOR 200306

9. The government is committed to consolidating the gains made in 1999-2002 and to
strengthening macroeconomic policies and structural reforms in order to solve the economic
and social problems of Burkina Faso, improve the medium-term ¢conomic growth prospects,
reduce poverty, and raise the population’s standard of living while continuing to reduce
internal and external financial imbalances. The government has decided to take new steps
within the framework of a medium-term program covering the 2003-06 period. The
government’s policy will center around four main themes: (a) pursuing of a prudent fiscal
policy that aims to expand the tax base and grant priority to social sectors and infrastructure
maintenance in the allocation of government spending; (b) contributing to the
implementation of the regional monetary policy to contain inflation and to strengthen the
international reserves position of the banking system while supperting the promotion of
microfinance; (¢) accelerating the implementation of structural reforms that aim to promote
the development of the private sector and strengthen the foundations of sustainable economic
growth; and (d) implementing an ambitious social program, particularly with regard to
poverty reduction, focused on the education and health sectors, Special emphasis will be
placed en strengthening good governance.

10.  The 2003-06 adjustment strategy aims to (a) contain inflation at less than 3 percent
by 2006; and {b) limit the current external deficit (excluding official transfers) to
11.7 percent of GDP in 2006, or 8.7 percent of GDP, including official transfers. The
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government will also work to (a) intensify its poverty reduction efforts; (b} support job
creation by promoting the private secter; {c) develop human resources; and (d) strengthen
environmental protection and implement a sustainable development strategy through a
synergy resulting from the administration of the sector policies contained in the PRSP, The
average annual real GDP growth rate is anticipated to be 5.2 percent in 2006, after dipping to
2.6 percent in 2003; this acceleration will allow an increase in per capita income of

2.7 percent. The balance of payments should continue to improve as a result of
diversification efforts, particularly in agriculture, agribusiness, and livestock products.
Private investment is expected to increase from 10.9 percent of GDP in 2002 to 12.5 percent
of GDP in 2006, reflecting efforts to diversify and improve competitiveness, and gross
national savings are expected to rise from 7.9 percent of GDP in 2002 to 12.8 percent of
GDP in 2006.

11.  To reach its medium-term adjustment strategy objectives, the government will focus
its efforts on pursuing a prudent fiscal policy that aims to reduce the government’s basic
budget deficit from 3.8 percent of GDP in 2002 to 3.1 percent of GDP in 2006, while
increasing budget allocations for the education and health sectors. The Central Bank of West
African States (BCEAQO) will also follow a prudent mongtary policy that aims to contain
inflation, improve the central bank’s international reserves position, and support the parity of
the CFA franc vis-a-vis the euro. The government will also expand iis structural reforms, so
as to promote diversification of the economy and development of the private sector through
healthy competition, while improving public sector efficiency.

12.  After broadly liberalizing the economy, the government adopted a letter of private
sector development policy that set forth the pricrities for actions to be taken to ensure
effective promotion of private enterprise. In this regard, the government will strengthen the
legal and regulatory framework, in order to make it more favorable to the development of
private investment and to private foreign capital inflows, as well as to promote the private
sector as an engine of economic growth. Moreover, the government will move to improve the
operations of the judicial system, and it will implement the program to privatize public
enterprises, with the assistance of the World Bank.

13.  The government is convinced that achieving sustainable economic growth will help
reduce poverty. In order te increase life expectancy and improve the population’s standard of
living, the government intends to strengthen the fight against the major endemic discases,
particularly malaria and AIDS, expand access to primary health care, intensify the
vaccination of children, increase enrollment and literacy rates, and improve housing,
particularly for the most unpoverished. Moreover, the government aims to reduce infant and
child mortality rates and intensify its information, education, and communication campaigns
with regard to health and family planning by conducting an outreach program among women,
particularly in rural areas.
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IV. THE PROGRAM FOR 2003-D4

14,  Inthe centext of the PRSP, the primary macroeconomic objectives of the program for
the first year are to (a) contain the rate of inflation at 5 percent in 2003 and 3 percent in 2004,
year-on-year; and {b) limit the external current account deficit (excluding official transfers)
to 14.2 percent of GDP in 2003 and 12.6 percent of GDP in 2004. Real GDP growth is
projected at 2.6 percent in 2003 and 4 percent in 2004, compared with 4.6 percent in 2002.
With regard to government finance, the program aims to contain the basic government
budget deficit at 4.5 percent of GDP m 2003 and to reduce 1t to 3.5 percent of GDP in 2004.
To achieve these objectives, a set of measures will be implemented during 2003-04 in the
areas of fiscal pelicy, monetary policy, the external sector, and structural reforms.

A. Macroeconomic Policies
Fiscal policy

15.  Fiscal policy will aim to limit the fiscal deficit (on a commitment basis, including
HIPC Initiative-related expenditure} to 11.0 percent of GDP in 2003, compared with

10.4 percent of GDP in 2002, and to reduce it to 9.9 percent in 2004; it will also aim to limit
the basic deficit to 4.5 percent of GDP in 2003 and to reduce it to 3.5 percent of GDP in
2004, compared with 3.8 percent of GDP in 2002. The evolution at the basic budget deficit in
2003 reflects a forecast of a rise in social expenditure financed by HIPC Initiative resources
from 1.3 percent of GDP in 2002 to 2.3 percent of GDP in 2003, owning, in turn, to the usage
of existing funds carried over from 2002, as well as a loan equivalent to (.6 percent of GDP
that the government made to a company (SONATUR) in April 2003 to finance the
Commercial and Administrative Zone Development Project (ZACA). The draft
supplementary budget for 2003, which was submitted to the National Assembly in

April 2003, and the budget proposal for 2004, which will be submitied to the National
Assembly by end-Septernber 2003, are and will be consistent with the program’s objectives.
The draft supplementary budget for 2003 is based on a set of administrative measures that
aim to rationalize indirect domestic taxation, expand the tax base, and bring the growth of
expenditure under control, while improving the capacity to absorb HIPC Initiative resources.
In the event of tax revenue shortfall, the Mmister of Finance will reduce spending
commitments up to the extent of the revenue shortfall to meet the program objectives. In
addition, on the occasion of the first review of the program, the government will revise the
budget for 2004 to take account of revenue collection performance. The government of
Burkina Faso remains current on its external payment obligations. The government has also
decided to conduct an audit of domestic debt and will continue, through end-June 2003, to
close deposit accounts opened with the treasury, keeping only the accounts of entities
required to deposit their funds in a treasury account, in accordance with current regulations.
In any event, by end-September 2003 the government will close all accounts of nonfinancial
private enterprises that remain open with the treasury. The government will not accumulate
domestic or external payment arrcars during the program period. Moreover, the government
will substantially reduce expenditure on a commitment basis for which payment orders have
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not yet been authorized. It established a monthly meeting of a commiitee for the control and
follow-up of such expenditure in May 2003, with the participation of the Minister of Finance.

16.  Inthe context of the action plan for improving budget management, and with a view
to strengthening good governance, transparency, and staff accountability, in accordance with
the objectives of the PRSP, the draft annual audited budget acts for 1995-2000 were
reviewed by the Auditor General Office in late 2002; the government then submitted the
budget acts to the National Assembly at end-March 2003, Following the same procedure of
prior review by the Auditor General Office, the government will submit the draft annual
audited budget act for 2001 to the National Assembly by end-September 2003, and the draft
arnual audited budget act for 2002 by end-March 2004, During the program period, the
government, in accordance with the studies of the Country Financial Accountability
Assessment (CFAA), the Report on the Observance of Standards and Codes (ROSC), and the
Budget Management Improvement Action Plan (PRGB), will reach agreement with the
Auditor General Office concerning an administrative audit of the individual accounts of the
accountants (comptes de gestion) for the government’s financial operations for the years prior
to 2001, and it will produce these accounts regularly in future. The government will finalize
the timetable for preparation of the comptes de gestion for 2001 and 2002 at the first program
review. The government submitted the budget framework law, in accordance with West
African Economic and Monetary Union (WAEMU) directives, to parliament, which
approved it in January 2003. By September 2003, it will also adopt the WAEMU general
rules of public accounting and its budget nomenclature, inserting specific codes to identify
social expenditure and HIPC Initiative-related expenditure.

17.  Revenues are expected to increase by 12.5 percent to CFAF 291.7 billion in 2003,
and by 15.6 percent to CEAF 337.3 billion in 2004. To achieve this increase, the anthorities
will strengthen fiscal and customs administration, and intensify collection efforts during the
200304 period through a number of approaches. First, they will establish an inventory of all
tax and customs exemptions by end-September 2003, with a view to strengthening controls
of legal exemptions and increasing the tax hase. Second, the authorities will strengthen tax
andit departments at the Directorate General of Taxation and within the customs
administration, The number of audit squads at the Directorate General of Taxation has been
increased from five to seven, and the number of teams per squad has grown from three to five
since November 2002 at the regional directorates in the center and west. In addition, four
other squads are shared by the center-west, east, and north regional dircctorates and the
Office of Investigation and Audit. Third, by end-October 2003 the authorities will bring on-
line a computer system to monitor deposits and payments, and to track the collection of
outstanding taxes in the large and medium-sized taxpayers’ units of the regional tax
directorates in the center (Ouagadougou) and west (Bobo-Dioulasso). These two divisions
collect 85 percent and 10 percent, respectively, of domestic taxes. Fourth, the authorities will
ensure the application of all tax and customs laws, particularly for the informal sector.
Implementation of this set of measures sheuld increase in government revenues from

11.1 percent of GDP in 2002 to 12.3 percent of GDP in 2004, In this regard, the government
will take advantage of the recommendations of the March 2003 IMF technical assistance
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mission to develop an action plan to strengthen the collection of taxes and customs duties
before the first review of the program,

18.  On the expenditure side, contrel of government spending, exclusive of interest on
public debt, will be pursued by controlling the wage bill. To achieve this, the government
will continue implementation of its public administration reform program during the program
period, in order to introduce increased flexibility in managing the civil service. In light of the
objectives for inflation and civil service staffing levels, the government will by

December 2003 implement the merit-based compensation and promotion system adopted in
2001. It will also continue to improve the integrated computer system for civil service and
payroll management. In light of the outcomes expected in terms of revenue recovery, no
general salary increase is planned for the 2003-04 period. Application of this salary policy
will limit the increase in the wage bill to 8.1 percent in 2003 and 6 percent in 2004, reflecting
mainly the planned integration of people on temporary contacts in the education and health
sectors, and in the revenues collection agencies. This salary policy will also stabilize the ratio
of government wage expenditure to GDP at 4.7 percent in 2003-04.

19.  Other current expenditure for goods and services should stabilize at approximately
2.6 percent of GDP during the 2003-04 period, while reflecting the priority given to
improving nonwage expenditure for the education, health, agriculture, and infrastructure
maintenance sectors. This stabilization of expenditure for goods and services is due to
savings measures that aim to reduce water, electricity, and telephone expenditure. Transfer
expenditure will also stabilize at 3.2 percent of GDP in 200304, despite higher humanitarian
assistance outlays triggered by the crisis in Céte d’Ivoire and price support for agricultural
inputs in cotton-growing areas. The government will prepare sector development strategies
and continue to conduct sector reviews of government expenditure, with the technical
assistance of the World Bank. After the reviews of spending in the rural development and
transportation infrastructure sectors, the government will review education spending
{particularly secondary and higher education) and expenditure in the judicial system. The
government will also deepen its public investment planning and medium-term expenditure
framework (MTEF). The MTEF for 200406 will continue to reflect the priorities stated in
the PRSP. Generally, the government will work to improve the monitoring of public
investments, particularly externally funded investments, by integrating them into the
computerized expenditure system (CID).

20.  The government will increase the budgetary appropriation ceiling for health and
education expenditure and for poverty reduction in general, in accordance with the PRSP,
Total expenditure for educatton (excluding foreign-financed investment and including HIPC
Initiative-related expenditure), which amounted to 12.4 percent of total expendifure in 2002
(1.9 percent of GDP), is forecast at 14.8 percent in 2003 (2.5 percent of GDP) and at

15.4 percent in 2004 (2.5 percent of GDP). The strong increase in the share of education in
total spending in 2003 reflects the acceleration in the use of resources freed under the HIPC
Initiative. The government may further increase its education expenditure in the context of
the accelerated Education for All Initiative. In the health sector, spending (excluding foreign-
financed investment) will increase from 11.2 percent of total expenditure in 2002
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(1.8 percent of GDP) to 11.8 percent in 2003 (2 percent of GDP), and to 12.3 percent in 2004
(2 percent of GDP).

Monetary policy and the financial sector

21.  The regional central bank will pursue a prudent monetary policy in 2003-04. It will
aim to contain inflation, and to limit the decline in the net foreign assets of the banking
system in 2003 to 0.5 percent of the end-December 2002 money supply, before increasing
them in 2004 by 1.7 percent of the end-December 2003 money supply. The use of resources
fram the HIPC Initiative account of the treasury at the central bank will limit the contraction
of net bank credit to the government in 2003 to 0.3 percent of the end-December 2002 money
supply and in 2004 to 0.4 percent of the end-December 2003 money supply. In light of the
decision by the WAEMU member countries to reduce BCEAO advances to governments, the
treasury will issue bills and government paper to finance its operations, to lend funds to
SONATUR and SONABEL, and to contribute to the development of a regional financial
market. Credit to the private sector is expected to increase by 14.5 percent in 2003 and by

8.1 percent in 2004—a pace higher than inflation—reflecting the projected diversification of
the economy and the development of financial intermediation. The money supply is expected
in increase by 9.2 percent in 2003 and by 7,1 percent in 2004—the same pace as nominal
GDP growth.

22.  To strengthen the development of the financial sector in accordance with the PRSP,
improve the mobilization of domestic savings, and promote its intermediation for financing
the private sector, the government will pursue its judicial system reform program with the
assistance of the World Bank, with a view to permitting foreclosure on collateral and
improving loan collections, It will also encourage small and medium-sized enterprises to
implement accounting standards, and it will continue its efforts to develop the microfinance
sector, or as to increase the population’s access to credit and financial services, particularly
on the part of women and inhabitants of rural areas, and to reduce poverty. In the context of
its PRSP, the government will by end-March 2004 prepare a sector strategy for the
development of the financial secter, with the assistance of its lenders. The Banking
Commission of the West African Monetary Union (WAMU) will further strengthen banking
supervision to ensure that banks continue to observe prudential ratios.

B. Structural Policies

23.  Private sector competitiveness and development. The government will design and
implement an action plan to strengthen incentives for private sector activity and investment,
with the assistance of the World Bank, particularly by strengthening the legislative and
regulatory framework and the judicial system. In the context of this project, which will be
implemented in July 2003, the government's aim is to ensure long-term econamic
development through a reduction in factor costs and an increase in productivity, in
accordance with the PRSP. To achieve this objective, the government will (a) simplify the
formalities involved in establishing an enterpnse, (b) promote a private seclor-government
dialogue through regular meetings of a joint committee responsible for examining the

©lnternational Monetary Fund. Not for Redistribution



-68 - APPENDIX I
ATTACHMENT |

obstacles to business development, (c) continue liberalization of the telecommunications
sector, (d) work to reduce the production costs of electricity and expand access to energy
infrastructure, including in rural arcas, (e) strengthen arbitration for trade disputes,

(f) continue the privatization program, and {g) set up a competition committec responsible for
proposing solutions to problems that impede promotion of the private sector.

24,  The government will continue to implement its privatization and public enterprise
reform program during the program period, with the assistance of the World Bank, to
increase the incentives to produce and invest. In the telecommunications secter, the
government will by end-September 2003 issue invitations to bid for the privatization of the
telecommunications company (ONATEL). It has already established a regulatory authority
(ARTEL) and opened cellular telephony to cotnipetition. In the energy sector, the government
will privatize SONABEL and the oil company (SONABHY) by end-2004. Tt will reexamine
the structure of electricity production and distribution costs, in consultation with the World
Bank, with a view to introducing savings measures. It will continue to apply the automatic
adjustment mechanism for public water rates as a function of costs. The government will also
continue to apply the automatic adjustment mechanism for retail pricing of petroleum
products as a function of import and distribution costs. In the agricultural sector, the
government will in May 2003 issue an invitation to bid in order to permit two new firms to
become established in two cotton-producing areas still operated by the cotton development
company (SOFITEX).

25.  Good governance. The government is committed to following a consistent practice
of transparency and good governance. In addition to moving toward greater transparency in
the management of public affairs, as described above, the government will by end-JTune 2003
make operational the High Authority to Fight Corruption. It will fight and suppress any act of
fraud or corruption brought to its attention. The high authority will work with the monitoring
agencies (the State Inspector’s Office and Inspectorate of Public Finances) and the Auditor
General Office to investigate irregularities. The government will also continue the reform of
the judicial system, with the assistance of donor or lender organizations.

26.  Poverty reduction. Achieving sustainable per capita revenue growth will help reduce
poverty in Burkina Faso. In particular, price subsidies for cotton producer inputs and the
social safety net for the consumption of butane gas and domestic kerosene should help to
raise the standard of living of the population, particularly in rural arcas. However, structural
measures, inchiding the program to reform public enterprises, will affect the quality of life of
salaried populations in urban areas. With lenders” support, and in consultation with civil
socisty, the government will prepare by end-July 2003 the third annual progress report on its
PRSP. It will also update the PRSP in December 2003,

27.  The revised PRSP will make sector policies consistent and take environmental issucs
into account in the various sectors involved. Moreover, it will include highly targeted
measures that aim, among other things, to raise further the enrollment and literacy rates;
improve primary health care; increase the participation of women in development activities;
and reduce rural-to-urban migration, particularly by promoting the employment of youth,
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controlling demographic growth, promoting social protection, and preserving natural
resources (water, land, forests, and wildlife). The PRSP will continue to form the single
reference for interventions of the government and development partners. To that end, one of
the objectives of revising the PRSP will be to ensure that it provides a real strategy for
sustainable development. To ensure the effective monitoring of progress achieved in reaching
the social and poverty reduction objectives, a system of indicators will be established in
consultation with partners. The anthorities will report the annual figures relating to these
indicators to the International Monetary Fund and the World Bank.

28.  With regard to education, the government recognizes that enrollment and literacy
rates are low with respect to the PRSP objectives. With lenders® support, the government will
continue to implement its plan to develop basic education, with a view to accelerating
Burkina Faso’s progress toward the Millennium Development Goals (MDGs). The
government is already proposing to build or rehabilitate 3,600 classrooms per year in primary
schools, particularly in rural areas, and to recruit and train an average of 8,700 new teachers
per year. In the health sector, vaceination rates have improved, and the level of staffing of
health districts has risen and the price of medications has decreased, in accordance with the
PRSP cbjectives. The government will hold a sector roundtable of lenders to examine the
National Health Development Plan that it adopted in July 2001, and to seek financing for
projects to support health districts.

29.  Statistics. The government will redouble its efforts to improve the quality and
timeliness of its statistical data. It will provide Fund staff with the basic data required in the
context of the Article IV consultations, and will strengthen program control and monitoring.
The government will conduct a new statistical household survey by end-December 2003 with
the technical assistance of the World Bank, and it will prepare a series of social and poverty
indicators to monitor in the context of its poverty reduction policy.

V. EXTERNAL SECTOR AND BORROWING REQUIREMENTS

30.  In the external sector, the government will pursue its objective of reducing the
external current account deficit by implementing the macroeconomic and structural
adjustment policies described in this memorandum, without having recourse to restrictions on
current transactions. :

31. Overall, the external current account deficit {excluding official transfers) is projected
at CFAF 336.8 billion in 2003, or 14.2 percent of GDP, and CFAF 321.5 billion in 2004, or
12.6 percent of GDP (compared with 12.9 percent of GDP in 2002). Given the amaortization
of the external public debt (CFAF 41.0 billion) and the projected negative contribution of
Burkina Faso to the international reserves of the central bank (CFAF -6.9 billion), gross
external financing requirements will amount to CFAF 370.8 billion in 2003. These financing
requirements will be covered in part by grants and project and nonproject concessional
lending from multilateral and bilateral donors and lenders, and by private capital flows.
Residual borrowing requirements of CFAF 5.8 billion will remain, which the government
intends to cover by applying disbursements from the arrangement requested under the PRGF
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in 2003. The government will provide program financing assurances for 2004 at the first
review.

32.  To cover its financing requirements, the government will continue to seek grants and
highly concessional loans only. In this respect, it will not contract or guaranteec new
nonconcessional external loans (with a grant element of less than 35 percent) having terms of
maturity of more than one year, except for treasury bills offered on the WAEMU capital
market. Moreover, the government will not contract or guarantee external loans having an
original maturity of less than one year. To regularize its relations with its main foreign
creditors and donors, Burkina Faso will ensure current service of its external debt and will
not accumulate domestic or external payment arrears during the program period. The Paris
Club agreed to extend to end-September 2003 the deadline for signing the June 2002 bilateral
agreements on the treatment of the stock of debt. The government will sign those bilateral
agreements as soon as possihle, before the new deadline. It will also seek the participation of
all its multilateral creditors and its non-Paris Club bilateral creditors in providing assistance
to Burkina Faso in the context of the HIPC Initiative.

V1. MONITORING OF PROGRAM EXECUTION

33.  To monitor the progress made in implementing the program, the government has
established quantitative performance criteria and indicative targets for end-June, end-
September, and end-December 2003, and for end-March 2004 (Table 1), as well as structural
performance criteria and indicative targets (Table 2). The government will also provide the
International Monetary Fund with the statistical data and information specified in the
attached technical memorandum of understanding, on a monthly basis, as well as any
information it deems necessary, or that the Fund staff requests for program-monitoring
purposes. During the program period, the government will not impose or intensify
restrictions on the making of payments and transfers on current international transactions
without the approval of the International Menetary Fund, introduce or modify multiple
currency practices, conclude bilateral payment agreements inconsistent with the Article VIII
of the IMF’s Articles of Agreement, or introduce or intensify import restrictions for balance
of payments reasons.

34.  The government will conduct two reviews of the program with the International
Monetary Fund to evaluate the progress made during the first year. The first of these reviews
will be held by end-December 2003, and the second by end-June 2004,

Attachments
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Tahle 1. Burkina Faso: Quantilative Performance Critenia, and Indicative Targets for the Program

Under the Poverty Reduction and Growth Facility Amangement, 2003-04

(1o billions of CFA francs; cumulative from beginning of year)

2002 2003 2004
Dec. End-June End-Sep. Ead-Dec. End-March
Est. Indicative Performance Indicative Performance
Tarpet Criteria Turgel Criteria
Performanca criteria and indicative trgets L/
Ceiling on cumulative change in nei domestic financing to government 2/ -23% 42.2 XK 234 23.8
Ceiling on the cumulative amounl of new nomconcessional external debt 0.0 0.0 0.0 0.0 0.¢
contracted or gnaranteed by the government 3/ 4/ oo 0.0 00 0.0 0.0
Of whiah: less than one year's matunity 3/ 4/ (L 0.0 0.0 0.0 c.0
Acenrmlation of domestic payments arrears 4/ 0.0 0.0 0.0 0.0 0.0
Acvcumulation of external paymants arrears 4/ 00 0.0 0o o0 G0
Indicators
Govemment revenue 2394 1363 2002 2917 69.0
Current expenditure 2589 140.3 2054 269.8 603
Expenditure on wages md salaries 252 533 84.1 1114 283
Basic balance 5/ 6/ 834 -522 -70.0 -106.0 -25.8
Changs in fhe stock of expenditure comuntted but withont payment orders 6/ 284 12.0 150 -15.0 0.0
Adjusiment factors
Balance of payments assistance 75.9 125 39.1 108.4 0.0
Adjustmen lending (excinding IV 46.0 0.0 00 21.2 0.0
Adjustrment grapts 29.9 125 321 871 0.0

Sources: Burkinab? aufhosities; and staff estimates and projections.
1/ Performance criteria al end-September 2003 and end-Magch 2004.

2/ For 2003 and 2004, the cailing on the cumulative change in net domestic financing is to be adjusted upward (downward) by the amount of shortfall (swplus) m balancs of payments
assislance {excluding debt relicf under the HIPC Ipitiative). At end-Seplember 2003, the adjustment is limited to a maximum of CEAF 30 biflion
3/ Pxcluding trersury notes and bonds issued in CFA fiancs on the repional West African and Economic Monetary Unfon (WAEMU) market.

4/ To be observed on a continuons basis.

5/ Revenue {excluding granés) minus expenditure, excludizg foreign-financed investment ontlays and net lending.

6/ Including HIPC Tuitiative expenditure.

©lnternational Monetary Fund. Not for Redistribution

- T!

IRIHHOVLILY
I XIaNzddv

1



-T2

APPENDIX I
ATTACHMENT I

Table 2. Burkina Faso: Prior Actions, Structural Performance Criteria,
and Indicative Targets for the 2003-04 Program

Measures

Date

Prior actions

Submission to the National Assembly of the amended 2003 draft
budget law, as described in paragraph 15,

Submission to the National Assembly of the 1995-2000 draft
annual audited budget acts, as described in paragraph 16.

Performance criteria and indicative targets

Adoption by the government of the WAEMU budgetary
nomenciature with specific codes for identifying social expenditure
and expenditure financed under the HIPC Tnitiative, as described in
paragraph 16.

Submission to the National Assembly of the 2004 draft budget law,
as described in paragraph 15.

Submission to the National Assembly of the 2001 draft annual
audited budget act, as described in paragraph 16,

Closing of all nonfinancial private enterprise deposit accounts with
the treasury, as described in paragraph 15.!

Implementation of a computerized tax management system in the
large and medivm-sized taxpayers’ units of the regional tax
directorates in the center (Ouagadougou) and the west (Bobo-
Dioulasso), as described in paragraph 17.]

Submission to the National Assembly of the 2002 draft annual
audited budget act, as described in paragraph 16."

Implementation of the autometic price structure adjustment
mechanism for petroleum products in relation to costs, as described
in paragraph 24.

End-September 2003

End-September 2003
End-September 2003
End-September 2003

End-October 2003

End-March 2004

Continuous

! Performance criterion.
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Translated from French
INTERNATIONAT. MONETARY FUND
BURKINA FASO
. Technical Memorandum of Understanding

QOuagadougou, May 28, 2003

This memorandum of understanding defines the quantitative performance criteria and

indicative targets for the program supported by the Poverty Reduction and Growth Facility
(PRGF) of the International Monetary Fund (IMF). It aiso sets the deadlines for reporting
data to Fund staff to facilitate program monitoring.

2.

I. DEFINITIONS

Faor the purposes of this memorandum, the following definitions of “debt,”

“government,” “payments arrears,” and “government obligatiens” will be used:

As specified in point 9 of the Guidelines on Performance Criteria with Respect to
Foreign Debt adopted by the Executive Board of the IMF on August 24, 2000," debt
will be understood to mean a current, that is, not contingent, liability, created under

a contractual arrangement through the pravision of value in the form of assets
(including currency) or services, and which requires the obliger to make one or more
payments in the form of assets (including currency) or services, at some future
point(s) in time; these payments will discharge the principal and/or interest liabilities
incurred under the contract. Debts can take a number of forms, the primary ones
being as follows: (i} loans, that is, advances of money to obligor by the lender made
on the basis of an undertaking that the obligor will repay the funds in the future
(including deposits, bonds, obligations, 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); (i1} suppliers” credits, that is, contracts
where the supplier permits the obligor to defer payments until some time after the
date on which the goods have been delivered or the services provided; and (iii) leases,
that is, arrangements under which property is provided that the lessee has the right to
use for one or more specified perieds of time, which are usually shorter than the total

! See EBS/00/128 (6/30/00) — “Limits on External Debt or Borrowing in Fund
Arrangements—Proposed Change in Coverage of Debt Limits.”
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expected life of the property, while the lessor retains the title to the property. For the
purpose of this guideline, 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. Treasury bills and bonds issued in CFA francs on the WAEMU (West
African Economic and Monetary Union) regional market, are included in domestic
debt for the purposes of this memorandum.

e Government is defined as the central government of Burkina Faso and does not
include any political subdivision, government-owned entity, or central bank having a
separate legal personality.

o External payments arrears are external payments due but unpaid. Domestic payments
arrears under the 2003-04 program are domestic payments due (following the
expiration of a 90-day grace period, except where the obligation provides for a
specific grace period, in which case that grace period will apply) but unpaid.

e Government obligation is any financial obligation of the government accepted as such
by the government (including any government debt).

II. QUANTITATIVE PERFORMANCE CRITERIA
A. Cumulative Change in Net Domestic Financing to the Government

Definition

3. Under the 2003-04 program, net domestic financing of the government is defined as
the sum of (i) net bank credit to the government, inchuding both the net bank credit to the
treasury as defined below, and other government claims and debts vis-4-vis national banking
institutions; and (ii) the unredeemed stock of government bills and bonds held outside
national commercial banks.

4, Net bank credit to the treasury is defined as the balance of the treasury’s claims and
debts vis-2-vis national banking institutions. Treasury claims include the cash holdings of the
Burkinab¢ Treasury, deposits with the central bank, deposits with the commercial banks,
secured obligations, and government deposits with the postal system (CCP). Treasury debt to
the banking system includes funding from the central bank (including statutory advances,
consolidated advances, IMF financing, and refinancing of secured obligations), government
securities held by the central bank, fonding from commercial banks (including gevernment
securities held by commercial banks), and CNE (Caisse Nationale d’Epargne Postale)/CCP
securitized deposits.

5. Net bank credit to the government is calculated by the Central Bank of West African
States (BCEAQ), whose figures are deemed valid within the context of the program. The
stock of treasuty bills and other government debt is calculated by the Ministry of Finance.
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6. As of December 31, 2002, net domestic financing of the government was CFAF -23 .8
billion, made up cf CFAF -43.8 billion in net bank credit to the government and
CFAF 20 billion in unredeemed stock of government bills and bonds.

Quantitative performance criterion/indicative targets

7. The ceiling on the cumulative change (from Januvary 1, 2003 onward) in net domestic
financing of the government is set at CFAF 42.2 billion at June 39, 2003 and

CFAF 33.8 billion at September 30, 2003, These ceilings represent an indicative target at
end-June 2003 and a performance criterion at end-September 2003. The ceiling is projected
at CFAF 23.4 billion at December 30, 2003 and CFAF 23.8 billion at March 31, 2004 (from
January 1, 2004 anward). These figures will be re-examined and set as an indicative target at
end-December 2003 and as a performance criterion at end-March 2004, when the first
program review takes place.

Adjustment

8. The ceilings on the cumulative change in net domestic financing to the government
will be subject to adjustment when program forecasts differ from actual disbursements of
external budgetary assistance, excluding external debt relief (whether in the context of
traditional mechanisms or under the Heavily Indebted Poor Countries (HIPC) Initiative).
When disbursements exceed forecasts, the ceilings will be adjusted downward by the amount
of excess disbursements. In contrast, when disbursements fall short of forecasts, the ceilings
will be adjusted upward by the amount of the shortfall. However, upward adjustments of
ceilings are limited to a maximum of CFAF 10 billion at end-June 2003, a maximum of
CFAF 30 billion at end-September 2003, and a maximum of CFAF 60 billion at end-
December 2003, ‘

Reporting deadlines

9. Data on net bank credit to the government will be forwarded moenthly to the IMF by
BCEAQ staff, and those on the stock of government bills and other government debt by the
Ministry of Finance within six weeks following the end of each month.

B. Nonaccumulation of Domestic Payments Arrears
Definition

10.  The government undertakes not to accumulate any new domestic payments arrears on
government obligations. The treasury keeps records of domestic payments arrears on
government obligations and records pertinent repayments.
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Performance criterion

11.  The government will not accumulaie any domestic payments arrears on government
obligations in 2003 and 2004. Said nonaccumulation of domestic payments arrears 1s a
performance criterion, to be observed continuously.

Reporting deadlines

12, Data on outstanding balances, accumulation, and repavment of domestic arrears on
government abligations will be reported monthly within four weeks following the end of
each month.

C. Nonacenmulation of External Payments Arrears

Performance criterion

13.  The government’s external debt is the stock of debt owed or guaranteed by the
government. External payments arrears are external payments due but unpaid on the due
date. Under the program, the government undertakes not to accumulate external payment
arrcars on its debt, with the exception of external payments arrears arising from government
debt being renegotiated with external creditors, including non-Paris Club member bilateral
creditors and multilateral creditors participating under the enhanced HIPC Initiative.
Nonaccumulation of external payments arrears is a performance criterion, to be observed
continuously.

Reporting deadlines

14.  Data on outstanding balances, accumulation, and repayment of external payment
arrears will be forwarded monthly within four weeks following the end of each month.

D. Nonconcessional External Debt Contracied or Guaranteed by the Government of
Burkina Faso

Performance criterion

15.  The government undertakes not to contract or guarantee any external debt maturing in
one year or more with a grant element of less than 35 percent (calculated using the interest
reference rate for borrowed foreign currencies provided by the IMF). This performance
¢riterion applies not only to debt as defined in point 2 of the Guidelines on Performance
Criteria with Resgect to Foreign Debt, adopted by the IMF’s Executive Board on

August 24, 2000,” but also to all commitments contracted or guaranieed for which value has
not been received. However, this performance criterion does not apply to treasury bills and

2 Gee pata. 2.
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bonds issued in CFA francs on the WAEMU regional market. This commitment is a
performance criterion, to be observed continuously.

Reporting deadlines

16.  Details on any government loan (terms of the loan and creditors) must be reported
monthly within four weeks of the end of each month. The same requirement applies to
guarantees extended by the govermnment.

E. Government Short-Term External Debt

17.  The government undertakes net to accumulate or guarantee any new external debt
with a contractual maturity of less than one year. This performance criterion applies not only
to debt as defined in point 9 of the Guidelines on Performance Criteria with Respect to
Foreign Debt, adapted by the IMF’s Executive Board on August 24, 2000, but also to
commitments contracted or guaranteed for which value has not baen received. Excluded from
this performance criterion are import- and export-related loans and treasury bills and bonds
issued in CFA francs on the WAEMU regional market. This obligation is a performance
criterion to be observed continuously. As of December 31, 2002, the government of Burkina
Faso had no short-term external debt.

III. OTHER QUANTITATIVE INDICATIVE TARGETS

18.  The program also includes indicative targets on the basic balance of the government
budget, total government revenue, current expenditure, the government’s wage bill, and
expenditure committed but not authorized.

Definitions

19.  The basic balance of government financial operations is defined as the difference
between total government revenue (excluding grants and the proceeds of privatization) and
total government expenditure, excluding foreign-financed investment, It is valued according
to the statement of government budgetary execution, which is established monthly in the
central government’s financial operations table prepared by the Permanent Secretariat for the
Monitoring of Financial Policies and Programs (SP-PPF), in collaboration with the other
directorates of the Ministry of Finance and Budget.

20.  Total government revenue is valued on a cash basis. It includes all tax and nontax
revenue collected by the Directorate General of Taxation, the Dircctorate General of
Customs, the Burkinabé Treasury and the revenue collection units at ministries and
institutions, and it includes revenue frem treasury checks.

21.  Expenditure is valued on a commitment basis, including expenditure financed from
HIPC Initiative funds. It includes current expenditure and capital expenditure financed by the
Treasury.
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22, Curmrent expenditure is defined as the difference between total expenditure (including
expenditure financed from HIPC Initiative resources) and capital expenditure and net loans.
It 1s made up of payrall, expenditure on goods and services, interest on the debt (domestic
and foreign), transfers, subsidies, and other current expenditure.

23.  The wage bill is defined as the entire government payroll (oo a commitment basis),
including wages and benefits for all permanent and temporary civilian and military
personnel, and the wage bill paid out of HIPC Initiative funds.

24.  Expenditure committed for which a payment orders have not been issued (DENMs) is
defined as all expenditure proposed for commitment that has been certified by the financial
comptroller {(including HIPC Initiative expenditure) but for which the payment authorization
(mandar) has not been issued and forwarded to the treasury. Its stock is valued according to
the statement of government budgetary execution, which is established monthly in the central
government’s financial operations table prepared by the SP-PPF, in collaboration with the
other directorates of the Ministry of Finance and Budget.

25.  Atend-December 2002, the basic deficit was valued at CFAF 83.4 billion, made up
of CFAF 259.4 billion in revenue and CFAF 342.9 billion in expenditure, excluding foreign-
financed investments. Total revenue was made up of the following:

s total revenue (customs, Directorate General of Taxation): CFAF 240.9 billion; and

+ nontax revenue, including capital revenue: CFAF 18.5 billion.

Expenditure, excluding foreign-financed investment, was made up of the following:

Expenditure Category Amount (In billions of CFA francs)
Current Expenditure 258.9
Payroll 103.0
Goods and services 62.5
Interest on debt (domestic and foreign) 16.8
Transfers and subsidies 71.6
Other 5.1
Capital expenditure financed by treasury 86.7
Capital expenditure financed from HIPC funds 17.2

26, The stock of DENMs was valued at CFAF 40.8 billion at end-December 2002,
Other quantitative indicative targets

27.  The ceiling for the cumulative basic deficit (from Januvary 1, 2003 onward) of
government financial operations is established at CFAF 52.2 billion at June 30, 2003 and at
CFAF 70 billion at September 30, 2003. These ceilitigs are end-June 2003 and end-
September 2003 indicatives targets. The ceiling is projected at CFAF 106 billion at
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December 30, 2003 and at CFAF 25.9 hillion at March 31, 2004 (from January 1, 2004
onward). These figures will be reexamined during the first program review.

28.  The floor for total government revenue {cumulative from January 1, 2003 onward) is
set at CFAF 136.3 billion at June 30, 2003 and at CFAF 209.2 billion at September 30, 2003.
These floors are end-June 2003 and end-September 2003 indicatives targets. The floor is
projected at CFAF 291.7 billion at December 30, 2003 and CFAF 69 billion at

March 31, 2004 (cumulative from Janvary 1, 2004 onward). These figures wili be
reexamined and established as indicative targets when the first program review takes place.

29.  The respective ceilings for current expenditure and the wage bill (cumulative from
January 1, 2003 onward) are established at CFAF 140.3 billion and CFAF 55.3 billion at
June 30, 2003, and at CFAF 205 .4 billion and CFAF 84.1 billion at September 30, 2003.
These ceilings are end-June 2003 and end-September 2003 indicatives targets. They are
projected, respectively, at CFAF 269.8 billion and CFAF 111.4 billion at

December 30, 2003, and at CFAF 69.3 billion and CFAF 28.3 billion at March 31, 2004
{cumulative from January 1, 2004 onward). These figurcs will be reexamined and established
as indicative targets when the first program review takes place.

30.  The ceiling for the cumulative increase (from January 1, 2003 onward) in the stock of
DENM s is set at CFAF 12 billion at end-June 2003 and CFAF 135 billion at end-

September 2003, These ceilings are indicatives targets. The floor for the cumulative
reduction of the stock of DENM:s is projected at CFAF 15 billion at end-December 2003 and
at zero at March 31, 2004 (from January 1, 2004 onward). These figures will be reexamined
and established as indicative targets at end-December 2003 and at end-March 2004, when the
first program review takes place.

Reporting deadlines

31.  Details on the basic balance of the govemment budget, total revenue, current
expenditure, the wage bill, and the DENMs will be sent monthly to IMF staff by the SP-PPF
of the Ministry of Finance and Budget within six weeks following the end of each month.

IV. ADDITIONAL INFORMATION FOR PROGRAM-MONITORING PURPOSES
A. Public Finance
32,  The government will report the following to Fund staff:

+ a monthly government flow-of-funds table (TOFE) and the 13 customary
appendix tables, to be forwarded monthly within six weeks following the end of
each month; if the data on actual investment financed by external grants and loans
are not available in time, a linear implementation estimate based on the annual
projections will be adopted,;
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¢ complete monthly data on domestic budgetary financing (net bank credit to the
government and stock of unredeemed treasury bands and bills), to be provided
monthly within six weeks following the end of each month;

» quarterly data on implementation of the public investment program, including
details on financing sources (these data will be sent quarterly within six weeks
following the end of each quarter);

» monthly data on foreign debt stock and service, to be sent within four weeks
following the end of each month;

s monthly data on prices and the taxation of petroleumn products, including (i) the
price structure prevailing during the month; (it) the detailed calculatien of the
price structure, going from the f.o.b.-MED price to the retail price; (iii) the
volumes purchased and made available for consumption by the petroleum
distributor (SONABHY); and (iv) the breakdown of receipts from the taxation of
petroleum products—customs duties, tax on petroleum products (TPP), and value-
added tax (VAT)—and of subsidies, to be provided within four weeks following
the end of each month; and

» the status of accounts with the treasury, classified by major category
(administrative services, state enterprises, mixed enterprises, public administrative
enterprises, international organizations, private depositors, and others), and to be
provided monthly within four weeks following the end of each month.

B. Monetary Sector

The government will provide monthly the following information within six weeks

following the end of each month:

34.

the consolidated balance sheet of monetary institutions;

the monetary survey, within six weeks following the end of each month for
provisional data, and ten weeks following the end of each month for final data;
borrowing and lending interest rates; and

customary banking supervision indicators for bank and nonbank financial institutions,
if necessary.

C. Balance of Payments

The government will report the following to Fund staff

any revision of balance of payments data {including services, private transfers,
official transfers, and capital transactions), whenever they occur;

foreign trade statistics compiled by the National Statistics Institute, within three
months following the end of the month concerned; and
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e preliminary annual balance of payments data, within nine months following the end
of the year concerned.

I). Real Sector

35.  The government will report the following to Fund staff:

» disaggregatcd monthly consumer price indices, withir: two weeks following the
end of each month;

* provisional national accounts, within six months after the end of the year; and
any revision of the national accounts.

E. Structural Reforms and Other Data

36.  The government will report the following information:

¢ any study or official report on Burkina Faso’s economy, within two weeks
following its publication; and
» any decision, order, law, decree, ordinance, or circulat with economic or financial
implications, upon its publication or, at the latest, when it enters into force.
L4

F. HIPC Initiative

37.  The povernment will report monthly, within three weeks following the end of each
month, monthly data on resources, uses, and balances in the special account established at the
BCEAOQ for the use of resources generated by a reduced debt burden under the HIPC
Initiative.
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(. Summary of Data Requirements
Type of Data Tables Frequency Reporting Deadline
Real sector Provisional national accounts Annual Year’s end + six months
Revisicns of national accounts Variable End of revision +
eight weels
Disaggregated consumer price index Monthly Month’s end + two weeks
Public finance Net treasury and government position  Monthly Month’s end + six weeks
at the BCEAO and details of nonbank
financing, in¢luding the stock of
treasury bills and bonds
Government flow-of-funds table Meonthly Month’s end + six weeks
(TOFE) and the 13 customary
appendix tables
Exccution of capital budget Quarterly End of quarter +six weeks
Petroleum product pricing formula, tax  Monthly Month’s end + four weeks
receipts on petroleumn products, and
subsidies paid
Status of the deposit accounts withthe  Monthly Month’s end + four weeks
public treasury, classified by major
category
Monetary and Monetary survey Monthty Month's end +six weeks
financial data
Consalidated balance sheet of Monthly Month’s end + six weeks
monetary institwtions
Borrowing and lending interest rates Menthly Month’s end + six weeks
Banking supervision ratios Quarterly End of quarter +
eight weeks
Balance of payments  Balance of payments Annual End of year + nine months
Revised balance of payments data Variable When revisions eccur
External debt Outstanding external arrears and Monthly Month’s end + four weeks
repayments {if applicable)
Details of all new external borrowing  Monthly Month's end + four weeks
HIPC Tnitiative Statement of special account at the Monthly Month’s end + three weeks

BCEAQ, that reccives resources
generated by the HIPC Initiative and
tracks their use
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Burkina Faso: Relations with the Fund
(As of March 31, 2003)

I. Membership Status: Joined: May 2, 1963; accepted Article VIIT on June 1996

IL General Resources Account: SDR Million In perecent of quota
Quota 60.20 100.00
Fund holdings of currency 52.94 87.95
Reserve position in Fund 7.26 12.06
Holdings Exchange Rate

. - In percent of

I11. SDR Department: SDR Million allocation
Net cumulative allocation 5.41 100.00
Holdings 0.30 3.19

IV. Outstanding Purchases and Loans: SDR Million In percent of quota
Enhanced Structural Adjustment Facility

(ESAF)/Poverty Reduction and Growth Facility

(PRGF) arrangements 90.83 150.89

V. Latest Financial Arrangements:
Approval Expiration Amount Approved Amount Drawn
Type Date Date (SDR Million) (SDR Million}
ESAF/PRGF Sep. 10, 1999 Dec. 09, 2002 39.12 39.12
ESAT Jun. 14, 1996 Sep. 09, 1999 39.78 39.78
ESAF Mar. 31, 1993 May 30, 1996 53.04 44.20

VI. Projected Paymentis to [Fund ( withont HIPC Assistance)
(SDR Million; based on existing use of resources and present holdings of SDRs):

Forthcoming
2003 2004 2008 2006 2007
Principal 10.39 13.48 11.73 10.09 12.12
Charges/interest 0.56 0.53 0.47 0.41 0.35
Total 10.95 i4.02 12.20 10.50 12.47

Projected Payments {0 Fund ( with Board-approved HIPC Assistance)
{SDR Million; based on existing use of resources and present holdings
of SDRs):

Forthcoming
2003 2004 2005 2006 2007
Principal 242 330 2.52 7.07 10.70
Charges/interest 0.56 0.53 0.47 0.41 0.35
Total 2.98 3.84 2.99 7.48 11.05
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VIL Implementation of HIPC Initiative:
Original  Enhanced

I Commitment of HIPC assistance Framework Framework Total
Decision point date Sep. 1997  Tul. 2000
Assistance committed
by all creditors (1JS$ Million)' 229.00 195.60

Of which: IMF assistance (US$ milfion) 2170 22.21
{SDR equivalent in millions) 16.30 16.74%
Completion point date Jul. 2000 Apr. 2002

II. Disbursement of IMF assistance (SDR Million)

Assistance disbursed to the member 16.30 16.74  33.04
Interim assjstance 0.0 4.15 4.15
Completion point balance 16.30 1259 2889

Additional disbursement of interest income > 0.0 1.34 1.34

Total disbursements 16.30 18.08 34.38

VIIIL. Safeguards Assessments:

The Central Bank of the West African States (BCEAO) is the common central bank of the
West African states, which includes Burkina Faso. An on-site safeguards assessment of the
BCEAO proposed specific remedies to alleviate vulnerabilities that were 1dentified by the
staff. Although Fund staff and BCEAO authorities disagreed on the initial modalitics of the
reconunendations, the following specific understandings were subsequently reached
regarding the key remedies.

Financial reporting framework. Fund staff recommended that the BCEAQ formally adopt
International Accounting Standards (IAS) and publish a complete set of financial statements,
including detailed explanatory notes. It was agreed by the BCEAQ and Fund staff that the
BCEAO will strive to improve its financial and accounting reporting by aligning its

! Assistance committed under the original framework is expressed in net present value (NPV)
terms at the completion point, and assistance committed under the enhanced framework is
expressed in NPV terms at the decision point. Hence, these two amounts ¢an not be added.

2 Excludes commitment of additional enhanced HIPC Initiative assistance of SDR 10.93,
million subject to receipt of satisfactory financial assurances from other creditors.

? Under the enhanced framework, an additional disbursement is made at the completion point
corresponding to interest income earned on the amount committed at the decision point but
not disbursed during the interim period.
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practices with those recommended by IAS, as adopted intemationally by other central
banks.

Internal controls system: The staff noted that ihe absence of oversight of the bank’s
governance, financial reporting, and internal control practices by an entity external to the
management of the BCEAO represented a significant risk. [t was agreed by the BCEAQ and
Fund staft that, after seeking the opinion of the external anditor (Commissaire Contréleur),
BCEAO staff will propose to the BCEAO Board of Directors that they adopt a resolution
whereby the external aunditor will be required to apprise the Board of Directors, during
its annual review and approval of the financial statements, of the state and quality of
internal controls within the bank,

The staff will follow up on the progress of the BCEAQ in implementing the proposed
recommendations as part of the ongoing safeguards monitoring process.

IX. Exchange Rate Arrangement:

Starting on January 1, 1999, Burkina Faso’s currency, the CFA franc, has been pegged to the
eurc at the rate of €1=CFAF 655.957. The exchange mate as of March 31, 2003 was

CFAF 834.5=8DR 1. The exchange and trade system 15 free of restrictions on the making of
payments and transfers on current international transactions.

X. Article I'V Consultations:

Burkina Faso is on the standard 12-month consultation cycle. The 2002 Article IV
consultation discussions and the fifth review under the Poverty Reduction and Growth
Facility (PRGF) were held during the period January 29-February 14, 2002 in Ouagadougouw.
The staff report (EBS/02/48; 3/15/02) and the statistical annex (SM/02/84; 3/15/02) were
considered by the Executive Board on April 9, 2002.

XI. ROSC/AAP:

An FAD mission visited Quagadougou during May 7-18, 2001 to assist the authorities
undertake a draft fiscal module of a Report on the Observance of Standards and Codes
(ROSC). The final report, which was issued in July 2002, found that Burkina Faso was
making good progress in a number of areas to increase the transparency and accountability of
government. But additional efforts are needed to bring a number of improvements to the
point of implementation, particularly with regard to expenditure tracking at the local level
and external audit functions. Initial discussions indicated that the authoritics were i broad
agreement with the mission assessment. On July 31, 2002, the authorities formally adopted
an action plan based on the recommendations of the final ROSC.

The team, jointly with World Bank staff, also discussed a HIPC Initiative Assessment and
Action Plan (AAP) with the authorities. The aim was to assess the capacity of the public
expenditure management system to track poverty-reducing public expenditures under the
HIPC Initiative and the need for technical assistance to enhance that capacity. The mission
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secured the officials” agreement with the jointly prepared preliminary assessment; identified
the main needs for technical assistance on upgrading the capacity to track such expenditures;
and drew up a draft outline action plan. This plan identifies the main needs for further
technical assistance to improve tracking of poverty-reducing expenditures. The AAP has
been communicated to the authorities by the staff of the IMF and the World Bank for final
endorsement.

XII. Technical Assistance:

Significant technical assistance has been provided since 1989, more recently especially in the
fiscal area:

Department  Type of Assistance Time of Delivery Purpose

FAD Staff October 6-17, 1997 Assessing the fiscal
impact of the commeon
external tariff (CET) and

regional integration and
defining policies to offset
revenue Josses.

FAD Staff November 20-30, 1998 Assessing implementation
of the 1997 mission
recommendations, and
proposing complementary
reforms to strengthen the
fiscal and customs
administration.

FAD Staff February 11-25, 1999 Assisting in upgrading the
computer system used for
large taxpayers and
following up on the
implementation of
previously recommended
measures.

FAD Staff December 4-11, 1999 Monitoring the upgrading of

' the computer system used
for large taxpayers;
reviewing the establishment
of a withholding system for
business taxes; reviewing
the system of treasury
refunds of taxes due on
foreign-financed projects;
and proposing modalities
for eliminating value-added
tax exemptions on investments.
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FAD Staif May 7-18, 2001
STA Staff Since April 2002
FAD Staff March 6-17, 2003
STA Staff May 8-21, 2003

XITI. Resident Representative:

APPENDIX 11

Assisting in completion
of the fiscal module of
the ROSC, and drafting
on assessment of an
action plan on the
capacity of the public
expenditure management
system to track and report
on the uses of HIPC
Initiative assistance and
All poverty-reducing
expenditures.

Assisting West African
Economic and Monetary
Union (WAEMLU)
countries in improving
government finance
statistics (GFS).
Revicwing the status

of implementation of
previous FAD
recommendations and
developing a program of
measures to further
improve the effectiveness
of the tax and customs
administration,

Assisting in completing
the data module of the
ROSC, assessing the
quality and timeliness of
macroeconomic data, and
helping draft an action
plan to ensure the timely
disclosure and improve
the quality of data.

Mr. Robert Franco took up the post of Resident Representative in early December 2000.
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Burkina Faso: Relations with the World Bank Group
(As of May 12, 2003)

Partnership in Burkina Faso’s development strategy

1. The government of Burkina Faso outlined its development strategy in a poverty
reduction strategy paper (PRSP) in May 2000. The Bank and Fund Board endorsed this
strategy in June 2000, as well as the first (December 2001) and second (November 2002)
annual progress report. The government intends to fully update the PRSP in 2003. The PRSP
sets out the following four pillars of the government’s strategy: (i) accelerating equitable
growth; (ii} promoting access to social services; (iii) increasing employment and income-
generating activities for the poor; and (iv) promoting good governance.

2. The Fund has supported Burluna Faso nunder three arrangements under the Poverty
Reduction and Growth Facility between 1993 and 2002, and the authorities intend to request
a subsequent fourth arrangement in 2003. The Fund takes the lead in the policy dialogue on
macroeconomic policies and monitars macroeconomic performance through quantitative
performance criteria. In addition, it ¢stablished recently structural performance criteria in the
areas of tax policy, financial transparency and good govetnance, and trade policy. The Bank
is supporting the implementation of the PRSP in the areas of public finance management,
good governance, decentralization, health, education, and cotten reform through a series of
poverty reduction support credits (PRSC), complemented with a portfolio of specific prejects
to address issues relating to ATDS, basic education, infrastructure investments, rural
development, and private sector development, as outlined below.

The Counntry Assistance Strategy (FY 00-03) and the Bank portfolio

3. The general objective of the November 2000 Country Assistance Strategy {(CAS) for
the World Bank is to support the governrent’s efforts, as described in the June 2000 PRSP,
to achieve sustained high growth rates, to reduce the high incidence of poverty, and to
improve the nutrition, health, and education of the rural population, which constitutes the
largest group among the poar. The CAS has three specific objectives: (i) supporting policies
and programs aimed at improving the supply side of the economy in order to allow for
sustained, broad-based, and export-oriented growth; (ii) improving public finance
management to increase efficiency of public spending, and (iii) ensuring that the allocation
process and public spending effectiveness goals result in a special emphasis on social
services.

4, The Bank's assistance to the PRSP is intended to be selective and complementary to
activities supported by other donors. Specifically, the Bank envisages a program and related
country budget allocation that will (i) give priotity to supervision of ongoing projects;

(ii) acknowledge the important role of donors; (iii) consolidate lending operations into fewer
but broader resource transfer mechanisms that are more closely integrated with the
government’s own budgetary allocation and execution processes; and (iv) include a share of
nonlending services to foster a robust analytical base for consensus and pattnership building.
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5. To refocus its assistance program and put a consistent emphasis on rapid growth with
poverty reduction, the Bank Group strategy in Burkina Faso focuses attention on (i) key
social sectors, where there are viable long-term strategies or where they can be developed;
(ii) longer-tenn econcmic reforms to improve competitiveness and reduce business costs;
(iii) the improvement of public resource management; and (iv) the adapting of Bank-
supported programs to the subregional framework and petentials. Bank lending to Burkina
Faso takes the form of results-driven programmatic credits (PRSCs) and self-standing
projects for capacity building, support for community driven development activities
{concentrating on rural, social, or HIV/AIDS interventions) and infrastructure investments
directly targeted to poverty alleviation and private sector development. There is a continued
commitment to analytical and advisory activities, as knowledge is the critical input for
progress in the substantive areas presented in the PRSP.

6. The March 2003 CAS Progress Report (i) assesses the progress made in
implementing the PRSP and the FY01-03 CAS, (ii) provides an update on the economic and
social developrents, {iii) elaborates the new challenges that Burkina Faso is facing, and

(iv) identifies the risks for continued implementation of the PRSP and CAS. The progress
report confirms that the strategy set out in the 2000 CAS remains appropriate and proposes
an extension of this strategy for 12-18 months to cover the period until the new CAS is
prepared. The new CAS is expected to follow closely the full update of the PRSP, which will
likely be completed by end-2003/early 2004.

7. Assessment of country policles. In close collaboration with the Burkinabé
authorities, IDA has undertaken substantial analytical work over the past three years to assess
key social, structural, and sectoral develepment policies and identify policy and institutional
reform priorities for poverty reduction. IDA has relied on a combination of the PRSP and its
annual progress reports, a secork priority poverty survey and two poverty profiles, sectoral
policy notes, and informal papers on specific issues, such as constraints in growth and
competitiveness, or the dynamics of poverty and income inequality. IDA has also helped the
Burkinabé anthorities carry out analytical work in key sectors (education, health, rural
development, energy, transport, and private sector development) and assisted with the
preparation of a comprehensive economic study on long-term sources of growth and
competitiveness in 2001. On poverty reduction, two further studies are planned in the near
future, a participatory poverty assessment (2002-03) and the third national household survey
(2002-03).

8. Since the beginning of the structural reforms in the early 1990s, the World Bank has
approved, in addition to support for investment projects, two structural adjustment credits, an
economic recovery credit, an agricultural sector adjustment credit, a transport adjustment
credit, an economic management reform credit, and two poverty reduction support credits
(PRSC-1 and PRSC-2). The Bank’s cumulative commitments to Burkina Faso as of May 12,
2003, amount to US$1,359.5 million equivalent for 64 operations, comprising 61 TDA credits
and 3 [FC investments.

9. The current portfolio amcunts to commitments of US$504.3 million, of which
US$353 million is undisbursed. IDA’s active portiolio in Burkina Fase is as follows:
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The PRSC-2 was approved in July 2002 for US$35 million. The PRSC program
focuses on key sectoral action plans and reforms to improve public finance
management, the competitiveness of the economy, and to facilitate the country’s
integration into the regional and world economy.

Three operations support IDA’s strategy in the agricnlture sector. A second
agricultural services project (US$41.3 million, FY98) aims at increasing agricultural
productivity and farmers’ incomes, improving hatural resource management, and
promoting institutional development. A private irrigation project (US$5.2 million,
FY99) supports provision of the demand-driven services necessary for the
development of an efficient, sustainable small irrigation subsector in Burkina Faso. A
community-based rural development program (US$66.7 million, FY01) aims at
reducing poverty and promoting sustainable development in rural areas. Its first phase
pravides for building local capacity to plan and implerment rural development
projects, accelerating the pace of public transfers for decentralized rural development,
and supporting implementation of the country’s decentralization framework.

To support human resource development, four operations are being implemented.
In education, a basic education operation (US$32.6 million) was approved in
January 2002 by the World Bank Executive Board. The project provides support for
the government's ten-year basic education program, which will be implemented in
three phases, the first of which covets the period 2001-05. The main development
objective of Phase I of the ten-year prograrn is to lay the foundation for accelerating
the development of basic education, while ensuring adequate quality and financial
sustainability. A post-primary education project (US$26 million, FY97) finances
parts of the government’s post-primary education strategy. The Bank also assists the
country with the implementation of a new development learning center (US$2.5
million, FY03) for distance-leaming activities that will give the Burkinabé access to
the latest research worldwide. A HIV/AIDS disaster response project (US$22 million,
FY02) underpins the implementation of the government's 2001-04 medium-term
HIV/AIDS/STIs strategic plan, which has been endorsed by the country's technical
and financial partners.

In the urban sector, an urban environment project {(US$37 million, FY93) aims at
improving living conditions through priority urban works and urban services
benefiting lJow-income groups. Under this project, supplemental financing of US$22
million for the government’s decentralization process was approved in FY02.

A water supply project (US$70 million, FY01) aims at increasing access to adequate
and reliable potable water in Ouagadougou through expanded distribution and tertiary
water networks and improved urban water subsector management.

In the mining sector, a mining sector capacity building and envircnmental
management project (US$21.4 million, FY97) supports regulatory reform and
training, institutional strengthening and resource management, environmental
management, and small-scale artisanal mining.

A technical assistance credit for private sector development {(competitiveness and
enterprise development project, US$30.7, FY03) provides support to implement the
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privatization program; improve the quality, access, and cost of telecommunications;,
and promote the development of a strong indigenous private sector in Burkina Faso
through a streamlined business environment and well-targeted financial and
nonfinancial services to small and medium-sized enterpriscs.

o The Bank approved a transport sector project in April 2003 for US$92.1 million. It
is expected that this project will be effective by June 2003. The project concentrates
on rural roads as the rural economy is the main source of income and employment for
80 percent of the population.

The Bank’s proposed lending program is as follows:

» In the energy sector, the Bank is considering assisting the government, through a
sector reform operation (FY04) aimed at introducing private sector participation to
improve the efficiency of the provision of electricity services and the supply of
hydrocarbon products to the economy, and at increasing access to infrastructre
services, especially for rural communities.

¢ A third poverty reduction support credit {PRSC-3) is envisaged for Board
presentation in carly FY04.

Bank-Fund collaboration in specific areas

10.  Cotton sector. The Bank and Fund staffs jointly follow developments in the cotton
sector because of its importance for macroeconomic aggregates and rural incomes. The Fund
staff focuses on the overall financial management of the cotton sector in order to limit
spillover effects for govemment finances and the banking sector. The Bank staff is
accompanying the government’s structural reform agenda in the sector under a series of
PRSCs. These reforms aim at creating a more competitive environment by introducing
additienal operators over time, while safeguarding the historical achievements of a prudent
financial management and the involvement of producer organizations in decision-making
processes, including the setting of producer prices.

11.  Public finance management and good governance. The Bank and the Fund closely
collaborate in supporting the government’s reforms in the area of public finance management
and good governance. Important elements of the reform program are enshrined in the
government’s own action plan for the improvement of budget management and incorporate
the main recommendations of the HIPC Assessment and Action Plan prepared jointly by
Bank and Fund statf and the Country Financial Accountabihty Assessment (CFAA).
Recently, the Bank’s PRSC focused on the creation and operationalization of the Auditor
General Office, resumption of regular submissions of budget audit laws to the Auditor
General Office and the National Assembly, and revisions of procurement laws and
regulations. The Bank’s PRSC is also supporting extensions of the computerized expenditure
circuit to deconcentrate budget execution and, together with sector-specific projects, 18
assisting with the preparation for the political decentralization planned for 2003. The PRGF-
supported program included measures to ensure the effectiveness of the Auditor General
Office, and the Fund has given technical assistance in the area of tax and customs
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administration. Both the Bank and Fund staffs have followed jointly the government’s
anticorruption policies, including the creation of the High Authority to Fight Corruption.

12. Promotion of private sector activity. Given the importance of private sector
development for accelerating growth, the Bank and Fund staffs take a close common interest
in policies that foster competition, as well as privatization. The Fund focuses on trade
policies and monitors the financial performance of public enterprises. The Bank has taken the
lead in assisting with the privatization of the energy and telecommunications sectors and
removing admimistrative obstacles to the creation of enterprises and private investment.

Statement of IDA Credits

(In millions of U.S. dollars)

Credit Fiscal

Number Year Sector DA Undisbursed
C27280-BF 1995  Urban Environnent 59.0 22.8
CNO0070-BF 1997 Post-Primary Education 26.0 92
CNG290-BF 1997 Mining Capacity Building 214 59
C29740-BF 1998 Agricultural Services II 41.3 17.3
C31610-BF 1999 Private Irrigation 5.2 1.5
C34360-BF 2001 Community-Based Rural Devipt.  66.7 39.3
C34760-BF 2001 Ouagadougou Water Supply 70.0 64.6
C35570-BF 2002 HIV/AIDS Disaster Response 22.0 173
C35970-BF 2002 Basic Education 326 30.0
(36910-BF 2002 PRSC2 35.0 0.0
Ni/e 2003 Development Leaming Center 23 2.3
Nfe 2003 Competitiveness & Ent. Dev. 30.7 30.7
N/e 2003 Transport Sector 92.1 92.1
Total (number of credits: 13) 504.3 3530

Source: World Bank,
N/e: Not yet effective

For additional information, please contact A, David Craig, Country Director, Tel. 473-2589
or Jan Walliser, Senior Country Economist, Tel. 473-2329,
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Burkina Faso: Statistical Issues

L. In Januvary 2001, Burkina Fasc formally adapted the General Data Dissemination
System (GDDS) as its statistical development framework, and a country coordinator has been
named. During the GDDS workshep in Bamako in March-April 2001, draft GDDS metadata
were prepared for all five sectors, including plans for improvements; they were posted on the
Data Standards Bulletin Board {DSBR) in December 2001. Following the conversion of the
National Institute of Statistics and Demography (INSD) into an autonomous agency, its
allocations in human and material resources were significantly raised in the 2002 budget.

2, Burkina Faso has received technical assistance under the government finance
statistics component of the regional GDDS project (funded by Japan) for member countries
of the West African Economic and Monetary Union (WAEMU)', Assistance under the real
sector statistics component of the project will be afforded to Burkina Faso under phase 11 of
the project during 2003. A data module ROSC mission visited Burkina Faso in May 2003.

Real sector

3. Serious problems have been identified both in the area of national accounts and price
statistics. The INSD compiles the national accounts following the harmonized WAEMU
guidelines, which are globally in line with the 7993 SNA. Annual data are available on
estimates of GDP by economic activity (19 industries) and by expenditure categories at
current and constant (1985) prices, as well as of institutional sector accounts, a general table
of transactions and an overall balance of goods and services.

4. The quality of the national accounts estimates is impaired by the scarcity of suitable
data sources and by deficiencies in statistical practices. In particular, the informal sector is
not properly captured, with estimates derived from the limited informal sector surveys
conducted in 1989 and 1996, With regard to administrative data, most of the medium and
small enterprises belonging to the “modem sector” fall short of submitting accounting
statements or tax declarations, although they are recorded in the directory of industrial and
commercial enterprises. Other deficiencies emerging from GDDS work on metadata are the
residual estimation of private household consumption in the absence of an adequate
framework to validate data (i.e., supply-use tables), and the use of an outdated base year
(1985) for constant price estimates. Plans for improvement under the GDDS include a survey
of the informal sector and the compilation of a health satellite account requested by the
Ministry of Health. The final 1993-1997 national accounts wers published in 2001.

3. The consumer price index compiled by the INSD follows the methodology of the
harmonized index adopted by the WAEMU member countries. The index covers only
expenditures by houscholds living in the capital. Furthet restrictions are the exclusicn of non-

! Benin, Burkina Faso, Cdte d’Ivoire, Guinea-Bissau, Mali, Niger, Senegal, and Togo.
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African households, various types of purchased goods and services, as well as the services of
owner-occupied dwellings. The weight for the item “food, beverages, and tobacco™

(33.9 percent of the total) is very low in comparison with neighboring countries. A possible
explanaticn is that the survey from which the weights are taken did not cover a full year.
There are plans—dependent on finding appropriate funding—to update the weights. The base
year for the index 1s 1996, If a product is unavailable, its price is presumed to remain
unchanged for a period of up te¢ three months. This 18 in conformity with the WAEMU
methadology, but best practices would impate a price change for these items on the basis of
the prices recorded for closely related products. The software package (CHAPO) used for
calculating the consumer price index needs some improvement. There do not seem to be
other major problems concerning the index, whose periodicity and timeliness meet SDDS
requirements. The index is published by the INSD and 15 also available on the websites of the
BCEAO and AFRISTAT.

6. The autherities do not compile a producer price index or wholesale price index.
According to Burkina Faso’s plans for improvement posted on the Data Dissemination
Bulletin Board, the development of these indices is not envisaged even for the medium term.

Government finance

7. The last summary annual data published in Internafional Financial Statistics (IFS)
are for 2000. No destailed data have been reported for the past five years to STA,; hence, the
2002 Government Finance Statistics (GFS) Yearboak covers only 1984-93, with limited
details and coverage, and the data relate only to budget operations and capital expenditures
financed through grants. No data are reported on extrabudgetary and social security
operations, as well as on operations financed by foreign loans. The compilation of GFS is
constrained by a lack of coordination ameng fiscal agencies, which has a negative impact on
the reliability and timeliness of these data.

Monetary accounts

8. Preliminary monetary data for Burkina Faso are prepared by the national agency of
the Central Bank of West African States (BCEAQ) and released officially with a lag of two
to three months. Most of the problems in the monetary statistics are not specific to Burkina
Faso but concern all member countries of the WAEMU. One statistical problem arises from
the difficulties the BCEAO has encountered in estimating currency in circulation in each
WAEMU member country because of the farge backlog of unsorted banknotes held by the
cenlral bank in its various national agencies. A second problem has been the slower-than-
expected implementation of the new accounting system by banks since its introduction on
January 1, 1996. These delays contribute importantly to the lag in reporting monetary
statistics,

9. A technical assistance mission visited the BCEAQ in August 1997 to address issues
affecting monetary and financial statistics. The mission recommended that timing targets for
reducing delays in producing the principal report forms be established. The BCEAO is
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working on additional measures to accelerate the bank note sorting operations in order to
expedite the reporting of monetary statistics.

10. A follow-up monetary and financial statistics, mission visited the headquarters of the
BCEAOQ in May 2001 and found that the situation had improved recently. The mission
reviewed the procedures for collecting and compiling monetary statistics, and addressed the
outstanding methodological issues that concemed all the member countries of the WAEMU.
The authorities agreed on an action plan for the implementation of the Manetary and
Financial Statistics Manual (MFSM) and on the introduction of an area-wide page for the
WAEMU in the {F§, which subsequently took place in January 2003. The mission discussed
the provision of future technical assistance in monetary statistics for the region.

11.  Following the recommendations of the 2001 monetary and financial statistics
mission, a regional seminar on monetary and financial statistics was organized by the
BCEAQ in Dakar during April 22-25, 2003. An ¢xpert from STA participated in the seminar.
Participants agreed to set up a working group of representatives from the national agencics
and various departments of the BCEAQ’s headquarters; the working group will follow-up on
the seminar’s recommendations to foster implementation of the MFSM.

Balance of payments

12.  Since December 1998, the responsibility for compiling and disseminating balance of
paymenits statistics has been formally assigned to the BCEAQ through area-wide legislation
adopted by the WAEMU member countries. The national agency of the BCEAQ 15
responsible for completing and disseminating the balance of payments statement, while the
BCEAQ headquarters delineates the methodology and calculates the international reserves
managed on behalf of the participating countries. Data consistency has significantly
improved over the past few years, with a full transition to the Balance of Payments Manual,
fifth edition (BPM?5), improved sourcing methods, and the training of staff. This
improvement was supported by technical assistance provided by STA (a Statistical Advisor
was posted at the BCEAO headquarters in Dakar from July 1996 through July 1999) and
contributed to the reporting of better yearly balance of payments data in the framework of the
BPMS for the period 1996-99, This improvement, coupled with the backward revision of data
from 1988 onward, has created a consistent series of annual balance of payments statistics.
The BCEAQ national agency disseminates balance of payments statistics with a seven-month
lag, and annual international investment position data with an eighteen-month lag, in full
consistency with the recommendations of the GDDS guidelines. Regarding trade data, the
customs computer system (SYDONIA) was upgraded in 1999, and its installation in the main
border customs offices is complete; this allows for a better monitoring of import data and
should improve the coverage of informal trade. The further impraovement of services and
transfers (especially workers’ remittances) coverage is clearly linked to the future
intensification of the contacts with reporting bodies; this implics that the authorities’
commitment to strengthen the human and technical resources should be enhanced.
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13.  Conceming the financial account, the foreign assets of the private nonbanking sector
are still not well covered, especially the assets of WAEMU residents, which are obtained
through the Bank for International Settlements (BIS) data. The organization of anmual
exhaustive surveys for the reporting of foreign direct investment transactions in Burkina Fasc
is still at a preliminary stage. The BCEAO authorities have indicated that they are looking
forward to integrating two additional sources aimed at improving the quality of the balance
of payments reports: the regional stock exchange transactions, and the firms’® balance sheet
database (cenirale des bilans). They have also indicated that quarterly data derived from
banking settlements reports will soon be used to assess the existing information. In addition,
the BCEAO has recently implemented a compilation system allowing commercial hanks to
report data on payments involving nonresidents. The balance of payments compilers receive
payments statements every ten days; however, the information is not used in the compilation
of the annual balance of payments statements but rather to support data quality controls and
to provide early information to the BCEAQ authorities.

14.  The follow-up mission at the BCEAO headquarters (April 17-28, 2000) highlighted
improvements in published data. However, the mission pointed out serious shortages in the
human and technical resources that were hampering the implementation of the Statistical
Advisor's recommendations.

15.  The computer debt-management system software, SYGADE, developed by the
United Nations Conference on Trade and Development (UNCTAD), was introduced in 1999
and is fully operational. Information on debt disbursement has also been fully integrated with
the expenditure-monitoring system
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Date of latest
Observation

Date received

Frequency of data

Frequency of
reporting

Source of data 4/

Mode of reporting

Confidentiality

Frequency of
publication

Burkina Faso: Core Statistical Indicators

(As of May 12, 2003)

Overall

Ceniral
Reservel Bank Consumer Current Govern-

Exchange International Base Balance Broad Interest Price Exports/ Account ment Fxternal
Rates Reserves Money Sheet Money Rates 1/ Index Imports2/  Balance Balance  GDP/GNP 3/  Debt
Apr. 2003 Mar. 2003 Dec. 2002 | Dec. 2002 Dec. 2002 Mar. 2003 | Mar. 2003 Dec, 2002 Dee, 2001 Oct. 2002 2002 Dec. 2001
May 2003 May 2003 Mar., 2003 Mar. 2003 Mar. 2003 Apr. 2003 Apr. 2003 Apr. 2003 Feb. 2002 Dec. 2002 Apr. 2003 Mar.2002
Daily Monthly Monthly Monthly Monthy Monthly Monthly [ Monthly Annual Monthly Annuvally Anmual

Daily Monithty Maonthly Monthly Monthly NMonthly Monthly | Quartedy Annually Monthty Annually Annually
EIS/FIN BCEAO BCEAQ BCEAO BCEAO BCEAQ BCEAQ BCEAQ BCEAD Ministry of Ministry of | Ministry of
Finance Finance Finance
On-ling Siaff fe-mail | Stafffe-mail | Stafffe-mail | Stafffe-mail | Stafffe-mait | Electronic Electronic Staff Staff Steff Staff
No 5t 5/ 3 s/ No No & 5 3t 5t 5
Daily Monthly Monthly | Maonthly Monihly Monihiy | Monthly | Annually Annually Monthly Annually | Annually

1/ Up-to-date data available upon request from BCEAQ; also updated regularly in press.
2/ Customs data available monthly in conjunction with fiscal data.
3/ Revised periodically during year.

4/ EIS = IMF, Economic Infermation System; FIN = IMF, Finance’s Depariment; BCEAO = Central Bank of West Aflican States.

5/ Preliminary use for staff only, aclual data unrestricted.
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INTERNAHONAL MONETARY FUND EXTERNAL

RELATIONS
Public Information Notice DEPARTMENT
Public Information Notice (PIN) No, 03/79 International Monetary Fund
FOR IMMEDIATE RELEASE 700 19" Street, NW
June 30, 2003 Washington, D. C. 20431 USA

IMF Concludes 2003 Article IV Consultation with Burkina Faso

On June 11, 2003, the Executive Board of the Intemnational Monetary Fund (IMF)
concluded the 2003 Article IV consuitation with Burkina Faso.’

Background

Since 1991, Burkina Faso's sustained adjustment effort has been supported by the IMF
under successive Enhanced Structural Adjustment Facility and Poverty Reduction and
Growth Facility (PRGF) arrangements.? The latest PRGF arrangement, in support of a
program covering the period 1999-2002, was approved in September 1999 and expired in
December 2002; it was fully disbursed. Under the programs, the governmant of Burkina
Faso implemented a broad range of macroeconomic and structural reforms that have

' Under Article IV of the IMF's Articles of Agreemaent, the IMF holds bilateral discussions with
members, usually every year, A staff team visits the country, collects economic and financial
information, and discusses with officials the country's economic developments and policies.
On retum to headquarters, the staff prepares a report, which forms the basis for discussion
by the Executive Board. At 1he conclusion of the discussion, the Managing Director, as
Chairman of the Board, summarizes the views of Executive Direclors, and this summary is
transmitted to the country's authorities.

2 On November 22, 1999, The IMF’s concessional facility for low-income countries, the
Enhanced Structural Adjustment Facility, was renamed the Poverty Reduction and Growth
Facility, and its purposes were redefined. Itis intended that PRGF-supported programs will
in time be based on country-owned poverty reduction strategies adopted in a participatory
process involving civil society and development partners, and articulated in a poverty
reduction strategy paper. This is intended to ensure that each PRGF-supported program is
consistent with a comprehensive framework for macroeconomic, structural, and social
policies to foster growth and reduce poverty. PRGF loans carry an interest rate of

0.5 percent a year, and are repayable over 10 years with a 5% year grace period on
principal payments.

wasnington, D.C. 20431 « Telephone 202-623-710C « Fax 202-623-6772 » www.imf.org
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contributed to liberalizing the economy, raising per capita GDP, and reducing internal
imbalances. In April 2002, the IMF and the World Bank Boards decided that Burkina Faso
had fulfilied the conditions for reaching the completion pcint under the enhanced Initiative
for Heavily Indebted Poor Countries (HIPC Initiative). In November 2002, the Boards
considered the second annual progress report of the poverty reduction strategy paper
{PRSP) and agreed that the authorities’ efforts to implement the strategy provided
sufficient evidence of their continued commitment to poverty reduction.

Macroeconomic performance was broadly satisfactory in 2002 despite a difficult
external environment, marked by terms of frade shocks and continued tension in
Céte d’lvoire, Burkina Faso’s most important regional trading partner. Real GDP
growth in 2002 stagnated at 4.6 percent, the same rate as in 2001 but 1 percentage
peint below projections, reflecling mainly lower growth of cereal production.
Fortunately, following the record cotton production attained in the 2001/02 crop year,
output increased by a further 5.7 percent in 2002/03 to 400,000 tons, The
disruptions in trade and transport resulting from the crisis in Céte d'Ivoire confributed
to a rise in the year-on-year consumer price index of 3.9 percent at end-

December 2002, compared with 1 percent for end-December 2001 and an objective
of 2 percent for 2002. The external current account deficit (excluding grants)
narrowed to 12.9 percent of GDP in 2002 from 13.68 percent of GDF in 2001. The
terms of trade deteriorated by 6.7 percent on account of weaker cotton export prices
and higher world petroleum prices. The real effective exchange rate appreciated by
5.2 percent in 2002, mainly as a result of the depreciation of the U.S. dollar against
the euro, to which the CFA franc is pegged.

Fiscal performance in 2002 was brgadly satisfactory, in spite of a weakening in
revenue collection foward the end of the year, partly owing to the adverse impact of
the crisis in Cote d'lvoire. The averall fiscal deficit, including grants, was contained at
5 percent of GDP, compared with a program target of almost 6 percent of GDP. Tax
revenue fell short of the pragram indicative target, cwing to shortfalls in the value-
added tax, and in income and profit taxes. The shertfalls in taxes also reflected
continued weaknesses in tax administration, in particular the large and medium-
sized taxpayers' units. Current spending exceeded budgetary allocations, owing to
(i) unforeseen humanitarian assistance, border patrol, and security spending as a
result of the crisis in Cdte d’lvoire; (i) higher-than-forecast spending on goods and
services, Including for telephones, electricity, and water; and (iii) larger-than-planned
outlays for the May 2002 legislative electicns. However, domestically-financed
capital expenditure was 22 percent below projections, mainly reflecting probiems in
administrative capacity, including in the social sectors.

Monetary policy, conducted at the regional level by the Central Bank of West African
States, remained prudent in 2002. A reduction in the net bank credit to the
government of about 11 percent of beginning-of-period broad money was offset by
an 18 percent increase in bank credit to the economy, while the net foreign assets of
the banking system rose by 2 percent of beginning-of-pericd broad money. In the
circumstances, broad money grew by less than 1 percent in 2002,
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There was further progress in the implementation of structural reforms in 2002. In
the area of governance, the High Autharity to Fight Corruption was created, as well
as the Auditor General Office, and the authorities adopted an acticn plan io ensure
transparency and accountability in fiscal management in July 2002. With respect to
public enterprise divestiture, one government-owned hotel was sold, and progress
was made in preparing for the sale of ginning plants in two zones in the cotton
sector. However, onty limited progress was made in improving the competitive
position of the economy and bringing down Burkina Faso's high facior costs in the
area of electricity, water, and telephones. The privatization of the national telephone
company, ONATEL, scheduled for 2002, could not be completed because of delays
in the creation of a regulatory authority. Reform of the energy sector was also slower
than expected because the authorities did not prepare a coherent strategy for the
sector, including an appropriate regulatory framework.

Executive Board Assessment

Executive Direclors welcomed the broadly satisfactory performance of Burkina
Faso's economy under three medium-term PRGF-supported programs during 1993-
2002, which, going forward, provides a good hasis for implementing the policy
agenda laid out in the PRSP. Real GDP growth has recovered, inflation has
remained low, and progress has been made in improving public expenditure
management, liberalizing the price and trade regimes, and enhancing regional
integration within the West African Economic and Monetary Union (WAEMU).

Directors noted that despite the progress achieved, Burkina Faso’s economy
remains fragile, with a large external current account deficit, and heavy dependence
on external assistance and a few export commodities, notably cotton. Poverty
remains widespread, and poor infrastructure and limited administrative capacity
hamper the implementation of measures to improve health and education. The
landlocked economy has also been hurt by the crisis in neighboring Céte d'lvoire,
the country’s major regicnal trading partner. Directors considered that in this
environment, the authorities should maintain their central focus on achieving a
competitive, efficient, and resilient economy capable of delivering sustained
eacongmic growth and faster improvement in the social indicators.

Directors endorsed the authorities’ plans for further fiscal consolidation in 2003.
They noted that fiscal consolidation has been focused on containing domestically
financed pukblic spending. They expressed concern that revenue callection remains
weak, repeatedly falling short of program targets. Last year government revenue as
a percentage of GDP fell back to the level of a decace ago, and well below that
required to meet the convergence criterion on revenue collection set by the
WAEMU. Directors urged the authorities to give high priority to improving tax and
customs revenue collection, in line with the recommendations of the recent Fund
technical assistance mission. Preparation of an action plan to reduce exemptions
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and strengthen tax administration, control, and collection should be a key element of
this effort.

Directors noted that social spending has fallen short of the resources freed under the
HIPC Initiative, and welcomed the authorities’ commitment to use all HIPC Initiative-
related resources in 2003 to finance priority education, health, and other poverty-
reducing spending. Visible progress in these areas should help fo boost national
ownership of the program and better align fiscal policy with the policy agenda of the
PRSP. Directors urged the authoerities to keep strictly lo the fiscal policy stance
agreed for 2003 and 2004, closely monitoring ongoing projects and strengthening
the effectiveness of public spending, including HIPC Initiative-related soclal
spending. They welcomed the development of the medium-term expenditure
framework (MTEF) in collaboration with the Fund and the World Bank. Directors
considered that it will be essential to continue to contain domestically financed
expendilure, including the wage bill and public investment, and called on the
authorities to remain current on all domestic and external debt-service obligations.

Directors noted that in carrying cut its monetary policy, the regional central bank, the
Central Bank of Wast African States (BCEAQ), focuses on containing inflation and
supporting the exchange rate peg of the CFA franc to the euro. The BCEAQ will
continue to manitor lending activities and bank portfolio performance closely.
Promoting financial sector development in Burkina Faso, including microfinance, will
help small and medium-sized enterprises and the rural sector increase access to
bank credit and financial services. The continued issuance of government bills on
the regional money market will be conducive to financial sector development.

Directors welcomed the authorities’ continued resalve to strengthen transparency in
public finance management, promole good governance in public policy, combat
corruption, open economic and social policy to public debate, and implement the
program and the PRSP pclicy agenda in a timely manner. They commended the
authorities for making operational the Aucitor General’'s Office and the High
Autherity to Fight Corruption. They encouraged the authorities to adopt legislation to
combat money laundering and the financing of terrcrism, as planned in the context
of WAEMU.

Directors welcomed the action plan to improve the business and investment
environment, which focuses on strengthening the legal and judicial system,
improving infrastructure, and streamlining the regulatory framework. They
underscared the importance of a sound strategy lo promote economic diversification,
including alternative export crops, to strengthen growth prospects and protect the
economy better against external shocks. Prospects faor diversification would be
improved by a reduction in factor costs in Burkina Faso, which are high in
comparison with those in other countries in the region.

As part of the agenda of structural reforms designed to bolster competitiveness and
encourage private sector development, Directors encouraged the authcrities to
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develop and implement sectoral strategies in accordance with the PRSP—including
in education, health, energy, telecommunications, and infrastructure—and to
continue fo liberalize trade policies, and accelerate the privatization of public
enterprises, including the utility companies. Several Directors regretted that
subsidies for cotton industries in industrial countries are undermining Burkina Faso's
gfforts to fully exploit its comparative advantage in this sector, and called for their
dismantling.

Directors considered Burkina Faso's financial statistical database to be generally
adequate, but callec for improvements in the quality and coverage of national
accounts and external debt data, and development of social and poverty indicators.
Directors urged the authorities to follow up on the recommendations of the recent
Report on Standards and Codes data module mission.

Public Information Notices (PINS) ars issued, (1) at the request of a member country, following the
conclision of the Article 1V consullation for countriss seeking to make known the views of the IMF to the
public. This actlion is intended to strengthen IMF surveillance over the economic policiss of member
countries by increasing the transparency of the IMF's assessment of these policies; and {ii) following
policy discussions in the Executive Board at the ceclsion of the Board. The Staff Report for the 2003
Article IV Consultation with Burkina Faso is alsa available.
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Burkina Faso: Selected Economic and Financial Indicators, 2000-06

2000 2001 2002 2003 2004 2005 2006

Est. Rev. Est. Prog.
Prag.

(Anmal percentage changes, unless otherwise specified)

GDP and prices
GIP a1 constant prices 16 4.6 5.7 4.6 2.6 4.0 438 52
GDP deflator 53 53 L7 22 64 3.4 2.1 23
Consumer prices index (annual average) 03 49 20 2.3 4.5 2.8 2.6 2.4
Consumer prices (end of peried) 24 1.0 20 3.9 5.0 30 238 2.6

Money and credit .

Net domestic assets (banking system) 1/ 83 10.0 14 -12 9.7 54 54 6.1
Credit to the govanment 17 58 -4.3 -14 -10.6 0.3 0.4 0.2 0.0
Credit to the private sector 1/ B1 8.0 2.8 10.6 10.0 5.8 5.6 6.1
Broad money {M2) -1.4 10.7 10.6 0.8 92 71 7.0 7.7
Velocity (GDP/M2) 48 4.8 1.8 5.1 5.1 5.0 5.1 5.1

External sector
Exports {f.oh.; valued in CFA francs) 5.3 11,9 8.1 0.2 8.5 7.5 7.8 6.9
Imports {Fu.b.; valued in CFA francs) EN: 1.3 1.7 23 119 1.8 2.7 53
Terms of trade -5.5 11.0 =72 6.7 1.0 4.3 4.1 1.5
Real effective exchange rate (depreciation = -) 4.5 3.3 5.2

{In percent of GDF, unless otherwise specified)

Gross investment 19.0 12.1 28.1 18.3 19.1 19.1 206 215
Govemment g5 8.3 15.2 74 7.7 8.3 8.7 9.0
Nongovernment sector 10.6 10.9 129 10.9 14 10.3 12.¢ 12.5

Gross domestio savings 2.9 5.1 134 4.8 47 6.1 B.1 932
Governtment savings 33 29 7O 3.0 a7 48 5.7 4.6
Nongovernment savings -04 2.2 6.4 1.8 0.9 1.3 25 26

Gross national savings 6.8 8.7 17.3 19 9.2 8.0 il 12.8

Central government finances
Tax revenue 11.0 1G.5 3.8 111 114 12.3 13.0 13.6
Current expenditure Lo.5 10.7 134 11,9 11.3 113 1.3 11.2
Overall fiscal balance, excluding grants -9 -11.3 -13.5 144 -1L0 94 9.5 92
QOverall fiseal balance, Including grants -36 -4.0 -5.¢ -5.0 2.5 -33 =21 =17
Basic balance 2/ -l.4 -2.6 43 3.8 -4.5 -3.5 -3.2 -3.1

Excluding use of HIPC Initiative resources -l.e 22 2.9 2.5 2.1 21 -1.9 2.1

External sector
Exports of gonods and nonfactor services 9.1 9.3 11.2 8.7 B7 8.7 87 8.7
Imports of grods and nonfacior services 253 234 26.0 222 232 21.7 21.2 209
Current aeconit balance {excluding current official
transfers) -15.0 -15.6 -14.1 -12.9 -14.2 -12.6 -12.G -11.7
Current accomn: balance {including carrent official
transfors) -12.3 -140.5 -10.5 -10.3 9.4 -10.1 -89 8.7

External debt indicators (hefore HIPC Indtiative) :

Debt-gervice ratio 3/ 4/ 24.5 265 258 26.4 248 132 21.2 19.0
Gross official reserves (in months of imports of goods

and services) 4.3 4.2 5.3 4.3 39 17 316 3.7
Nominal GDP (in billions of CFA francs) 1,852 2,040 1,834 2,179 2,330 2,38 2,728 2936

Sources: Burkinabé authorities; and IMF staff estimates and projections.

1/ In percent of beginning-of-period broad mongy.

2f Revenue, excluding grants, minus expenditures, excluding foreign-financed investment outlays. From 1998 on, revenue includes taxes paid by contractors on
foreign-finaneed public investments nsing checks issued by the treasnry.

3/ In percent of exports of goods and services.

4/ After traditional debt-relief mechanisms and before original Heavily Indebted Poor Countries (HIPC) Initiatve assistance deliversd as of end-2001,
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Press Release No. 03782 International Monetary Fund
FOR IMMEDIATE RELEASE Washington, D.C. 20431 USA
Tune 11, 2003

IMF Approves US$34 Million Three-Year PRGF Arrangement for Burkina Faso

The Executive Board of the International Monetary Fund (IMF) today approved a three-year,
SDR 24.08 million (about US$34 million) arrangement under the Poverty Reduction and Growth
Facility (PRGF)} for Burkina Faso, which will support the government’s economic reform
program for 2003-06. The decision will make available to Burkina Faso an amount equivalent to
SDR 3.44 million (about US$5 million).

The PRGF is the IMI"’s concessional facility for low-income countries. It is intended that PRGF-
supported proprams are based on country-owned poverty reduction strategies adopted ina
participatory process involving civil society and development partners and articulated ina
Poverty Redugtion Strategy Paper {PRSP). This is intended to ensure that PRGF-supported
programs are consistent with 2 comprehensive framework for macroeconomic, structural, and
social policies to foster growth and reduce poverty. PRGF loans carry an annual interest tate of
0.5 percent and are repayable over 10 years with a 5 Ya-year grace period on principal payments.

[n commenting on the Ex¢cutive Board’s decision, Anne Krueger, First Deputy Managing
Director and Acting Chair, stated:

“Burkina Faso’s performance under three medium-term PRGF-supported programs during 1993-
2002 was broadly satisfactory, and the policy agenda laid out in the PRSP adopted in 2000 is
being followed faithfully, Real GDP growth has recovered aver the period, inflation has
remained low, and progress has been made in improving expenditure management and
implementing structural reforms, However, Burkina Faso's economy remains fragile, and
vulnerable to external shocks. Poverty remains high, and limited administrative capacity and
poor infrastructure pose a challenge to efforts to raise the social indicators. A further
strengthening of governmental institutions, well-targeted and effective public spending,
measures to improve competitiveness and economic diversification, and encouragement of
private sector and rural development will be needed to alleviate poverty and achieve sustained
economic growth,

“The authorities’ fiscal consolidation efforts should continue. Particular attention needs to be
paid to revenue collection, which has been weak and has fallen short of the level required to meet
the convergence criterion on revenue collection set by the West African Economic and Monetary

Washington, D.C. 20431 » Telephone 202-423-7100 « Fax 202-623-6772 « www imt.org
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Unicn. In light of this, the authorities appropriately plan to strengthen customs administration
and tax administration, contrel, and collection in the coming months.

“The authorities will also continue to contain domestically financed public expenditure, and
remain current on all domestic and external payments obligations. At the same time, resources
will be reserved to protect social sector spending, in particular for education and health. The
government intends to strengthen transparency in public finance management and the
effectiveness of public spending, including HIPC Initiative-rclated spending. Further progress is
expected in promoting good governance, combating corruption, and further encouraging public
debate on economic and sccial policy. The program and the PRSP policy agenda are
appropriately focused on fostering economic growth and working toward achieving the
Millennium Development Goals.

*“The government’s program is appropriately ambitious, and well aligned with the country’s
PRSP policy agenda. It merits the support of the international community. All multilateral and
non-Paris Club creditors are urged to participate fully in the HIPC Initiative for Burkina Faso,”

Ms. Krueger said.
ANNEX

Recent Economic Developments

Since 1993, Burkina Faso has satisfactorily implemented three PRGF-supported programs
associated with the conduct of sound macroeconemic policies and significant strugtural reforms.
Under these programs, and following the devaluation of the CFA franc in 1994, the real GDP
growth rate increased to 4.7 percent on average during 1996-2002 from 3.5 percent during 1990-
95, despite two drought years in 1998 and 2000 and terms of trades shocks in 2000 and 2002.
Inflation remained low, but the external current account deficit widened during 1996-2002,
reflecting, among otker things, a weak performance in noncotton exports, Fiscal policy improved
generally, with the overall fiscel deficit contained, Major structural reforms have been carried
out, including in the aress of price, trade liberalization, and governance,

Program Summary

Achieving the macroeconomic cbjectives of the program will require the implementation of
appropriate fiscal policies and key structural reforms, including in tax administration, fiscal
transparency, and governance.

The fiscal program for 2003-04 aims at containing the basic budget deficit (including HIPC
Initiative-related social spending) at 4.5 percent of GDP in 2003 and at reducing it to 3.5 percent
of GDP in 2004, The averall fiscal deficit (excluding grants) would be limited to 11.0 percent of
GDP in 2003 and reduced to 10 percent of GDP in 2004. To improve fiscal transparency and
good governance, the government will implement its medium-term action plan to strengthen
public finance management. Government revenue is projected to increase to 11.4 percent of GDP
in 2003 and to 12.3 percent of GDP in 2004. On the expenditure side, the ratio to GDP of total
budgetary outlays and net lending, excluding foreign-financed investment and lending, will
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increase from 15.7 percent of GDP in 2002 to 17.1 percent of GDP in 2003 and fall to 16.7
percent in 2004.

The program also calls for reducing the stock of expenditures committed but for which payment
orders have not been issued by CFA 15 billion in 2003, and stabilizing them in 2004, with the
view of maintaining them below 10 percent of total expenditure. The regional central bank
BCEAQ will continue to pursue a prudent monetary policy in 2003-04 aimed at containing
inflaticnary pressurcs and at reinforcing the external position of the banking system.

On the structural front, the cotton sector has been liberalized gradually in recent years, with the
emphasis on strengthening the role of producers® associations. To ensure the long-term viability
of the sector, the government's strategy involves opening the sector to private sector
participation, with a view to impraving further efficiency and competitiveness,

Burkina Faso joined the Fund on May 2, 1963. Its quota is SDR 60.20 millicn {about US$83
million), and its cutstanding use of IMF resources totaled SDR 89.07 (about US3126 million ) as
of end March, 2003.
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Burkina Faso: Selected Ecunomic and Financil Indicatars, 200006

2000 200L 2002 2003 2004 2005 2006
Est. Rev, Est. Prog.
Prog,

{Annual percentage changes, unless atherwice epecified)

GIP and prices
GDP at constant prices 1.4 4.4 57 46 286 4.0 4.3 52
GDP deflator 53 53 17 22 6.4 3.0 2.1 13
Consumer prices index (annual average) -0 49 2.0 23 4.5 2.8 2.8 14
Coasumer prices (end of period) 24 1.0 2.0 39 5.0 30 28 2.6

Moncy and credit .

Net domestic sssets (banking system} 1/ 8.3 10.0 14 -12 2.7 54 5.4 [
Credit o the government 1/ (331 435 -i.4 -10.6 -0.3 Eix -0.2 0.0
Credit to the private sector 1/ 8.1 8.0 2.8 10.6 100 58 5.6 6.1
Broad maney (M2} -1.4 10.7 10.6 08 2.2 71 7.0 1.7
Veloclty (GD/M2) 48 43 38 51 5.1 51 5.1 5.1

External sectar
Exports (Fo.b.; valued in CEA francs) 5.3 11.% 8.1 0.2 &5 7.5 7.8 69
Imparts (f.o.b.; vaiued in CFA francs) 11 13 1.7 2.3 1.9 1.8 27 32
Terms of trade -5.5 11.0 272 4.7 11.0 4.3 4.1 13
Real effective exchange mte (depreciation = - 4.5 33 52

(In percent of GNP, unless otherwise specified)

Gross investment 19.4 12.1 281 183 19.1 19.1 20.6 21.5
Governrment 8.5 83 15.2 74 77 83 87 90
Nangoverunent sector 10.6 10,9 129 10.9 114 16.8 12.0 12.5

Gross domestic savings 2.9 5l 13.4 4.8 4.7 6.1 81 &2
Government savings 33 29 0 ia 37 4.8 5.7 8.6
Nengocvemment savings -0.4 22 5.4 18 a9 1.3 15 26

Gross national gavings 6.8 8.7 17.8 79 98 LXH 11.7 12.8

Central govenment finances
Tax revenue 1.0 105 13.8 1.t 1.4 12.3 13.0 13.6
Currenl experditure 10.5 1.7 13.4 1.9 11.3 11.3 113 11.2
Overall fiscal balance, excuding grents -10.9 -11.3 -13.5 -10.4 -11.0 99 95 9.2
Overal) fiscal balance, including grants -3.6 -4.0 59 5.0 2.5 <113 2.1 -1,7
Basic balance 2/ -1.4 -2.6 4.3 -18 4.5 35 -3.2 231

Excluding use of HIPC Initiative resources -1.4 22 2% -25 B | =21 -1.9 -2.1

Externai sector
Exports of goods and nonfactor services 9.1 93 2 a7 87 B.7 B.7 8.7
Imports of goods and nenfactor services 253 214 26.0 222 23.2 1.7 21.2 209
Current account balance {exclhuding current official
wansfers) =150 -l3e -14.] -129 -14.2 -12.6 -12.0 -11.7
Current account balance (including current official
transfers) -123 105 -10.5 -10.3 2.4 -10.1 8.9 8.7

External debt indicators {before HIPC Inifiztive
Debt-service ratic 3/ 4/ 2435 2035 258 26,4 24.8 232 21.2 9.0
Grass official reserves {in months of imports of goods 43 42 53 4.1 in 37 346 37
and services) :
Wominal GDP (in billions of CFA [rancs} 1.852 2,040 1,834 2,179 2,380 2,548 2,728 2936

Souwrces: Burkinahd authorities; end stafl estimates and projections.

1/ In percent of beginning-of-periad broad money.

2/ Revenue, excluding grants, minus expendiures, excluding foreign-financed investment putlays, From 1998 on, revenue fnchudes taxes paid by contractors on
foreign-financed public investments using checks issued by the treasury.

3/ In percent of exports of goads and services.

4/ After traditional debi-relief mechanisms and before original Heavily Indebted Poor Countries (HIPC) Initiatve assistance delivered as of end-2001.
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