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e The 2001 Article IV consultation was concluded on January 30, 2002. The last
arrangement under the Poverty Reduction and Growth Facility (PRGF), approved on April 28,
2000, went off track in early 2001 and expired in April 2003. A staff-monitored program
(SMP) was put into place for 2002, under which Sio Tomé and Principe was ab]e to establish

a broadly satisfactory track record.

¢ Discussions for the 2003 Article IV consultation were concluded during November 17-
December 5, 2003. These discussions, as well as discussions on a three-year program that
couid be supported by an arrangement under the PRGF, were begun during Apnl 7-25, 2003
and continued during June 15-20, 2003.

» The missions met with the President of the Republic; the leadership of the National
Assembly; the Primme Minister; the Ministers of Planning and Finance, Natural Resources,
Justice, and Commerce; the Central Bank Governor; other senior officials; and representatives
from unions, employer associations, NGOs, other ¢ivil society organizations, and donors.

s The teams comprised, at various times, Messrs. Harnack (head), Zejan, Zoromé, Rother
(EP), Erickson {EP), Ould Abdallah, Tyaba, Ms. Perez (Administrative Assistant; all AFR),
and Ms. Guillé (Staff Assistant; TGS) Mr. Donovan (AFR), Mr. Randriamaholy, Resident
Representative, and Mr. Affane Nguema, Assistant to the Executive Director for S3o Tomé
and Principe, participated in the discussions in November. The staff was assisted by Mr. Cruz
and Ms. Ceita, Local Economist and Staff Assistant in the Fund office in S0 Tomé and
Principe, respectively. The missions worked closely with teams from the World Bank that

were in the ficld at the same tiune.

« S#p Tomé and Principe has Article XIV status. On the basis of available information the
country does not maintain any exchange restrictions and/or multiple currency practices at this
time; a review of regulations and practices is being conducted by the anthorities, together with
LEG and MFD. The authanties have indicated their intention to formally accept soon the
obligations under Article VIIL, Sections 2(aj, 3, and 4.

+ The authorities have agreed to publish the staff report; the staff recommends that the next
Article IV consultation be held on a 12-menth cycle.
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EXECUTIVE SUMMARY

Discussions with the authorities focused on Article TV consultation issues and a
medium-term PRGF-supported program. However, the authorities could not at this
stage commit themselves te medium-term macroeconomic policies. Discussions on a
new three-year PRGF arrangement could resume by mid-2004. '

The upcoming oil era in Sao Tomé and Principe has created a tense political
atmosphere. A coup d’état took place in July 2003, ending a week later with a
negotiated settlement that allowed the return of elected President de Menezes and his

Prime Mimster.

The country established a track record of broadly satisfactory policy implementation
in the context of an SMP duning 2002, following a three-year PRGF arrangement
adopted in 2000 which veered off-track in early 2001. Satisfactory macroeconomic
performance was maintained in 2003.

Sao Tomé and Principe stands at the threshold of the oil era. Its medium-term
macroeconomuc outlook is dominated by huge oil signature bonuses expected in 2004.
The government faces the crucial challenge of managing this enormous, but
exhaustible, wealth against the background of weak institutional and absorptive
capacities. As the oil sector is likely to be an enclave, reducing poverty would need
high non-oil GDP growth. Substantial efforts will be required to prevent a crowding
out of the non-oil economy during the oil era.

The authorities’ need to sterilize oil sector proceads framed the discussions of fiscal
policy. In the baseline scenatio, the nen-oil primary fiscal deficit would be stabilized
in the medium term.

The main points in the staff appraisal are:

(i) S3o Tomé and Principe’s medium-term poticies need to cope with the upcoming
oil sector activities. The government faces the challenge of how to manage the
enormous, but exhaustible, o1l wealth.

(i)} The anthorities’ intention to preserve oil income for future generations is
welcome. The staff encourages the authorities to implement without delay the
envisaged legislation for oil income stabilization and sterilization mechanisms as well
as the regulations governing oil revenue-financed spending and the role of the state oil
entity.

(i1} The authorities’ objective of stabilizing the non-oil primary fiscal deficit over
the medium term is appropriate. T'o help ensure that fiscal policy remains sustainable,
it is important that the deficit is limited in the long term to the interest and dividend
eamings from the future oil fund’s accumulated assets. The revised 2004 budget, as
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presented to the National Assembly in January 2004, is broadly consistent with this
approach.

(ivy Toresume discussions on a new three-year PRGF-supported program, the
authorities need to prepare crucial oil sector Jegislation in line with prudent medium-
terme pohicies. They also need to maintain broadly satisfactory macroeconomic
performance.
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1. INTRODUCTION

1. Discussions focused on Article I'V consulfation issues and a medium-term
program that could be supported by a new three-year Poverty Reduction and Growth
Facility (PRGF) arrangement. However, the authorities explained that in the wake of the
July 2003 coup d’état they could not yet define their medium-term macroeconomic policies
under & PRGF-supported program. The coup d’état delayed concluding the 2003 Article IV
consultation discussions and significantly increased political and social pressure in the
country. The government needed to continue to build a consensus before committing itself 1o
specific financial policies that could form the basis of a PRGF-supported program. In
particular, (i) salary negotiations with unions were still ongoing; (ii) the amount of oil
signature bonuses was not yet certain; and (iii) crucial legislation determining the guantity
and quality of spending financed with oil sector resources had not yet been negotiated with
the National Assembly.

2. In concluding the 2001 Article TV consultation, Executive Directors regretted that
the PRGF-supperted program (April 28, 2000-April 27, 2003) had gone off track after one
yvmr.1 They welcomed, however, the authorities’ commitment 1o take strong corrective
measures under the staff-monitored program (SMP) and to reestablish a track record of good
policy implementation. Directors urged the authorities to enhance their public expenditure
conirol mechanisms and make the management of the emerging oil sector more transparent,
particularly given the possible onset of sizable oil-related compensation payments.

3. The upcoming oil era in Sio Tomé and Principe has created a tense political
atmosphere. This tension led to the coup d’état of July 16, 2003, ending a week later with a
negotiated settlement that allowed the retum of elected President de Menezes and his Prime
Minister.” The government is now composed primarily of members of the Prime Minister’s
party (holding the most seats in the National Assembly); the other parties included in the
previous government of national unity are now in opposition. The coup and related events
have not affected the commitment of the Prime Minister and her government to the ecenomic
policies in place prior to the coup d’état, but agreements on the conduct of economic policy
have to be forged with the country’s stakeholders.

! S30 Tomé and Principe reached its decision point under the Initiative for Heavily Indebted
Poor Countries (HIPC Initiative) in December 2000 (EBS/00/254; 12/5/00), allowing it to
receive intenim assistance from most multilateral development banks. The Arab Bank for
Economic Development in Africa (BADEA) and the International Fund for Agricultural
Development (IFAD) are not yet providing HIPC Initiative interim relief for Sdo Tomé and

Principe.

? president de Menezes took office in Septernber 2001 with 55 percent of the popular vote,
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Ii. BACKGROUND
A. Recent Economic Developments

4. S#o Tomé and Principe is the smallest African country in terms of GDP.? While
its social indicators compare favorably with the averages for sub-Saharan Africa, its
instituticnal and human capacity are 1 great need of development. The countiy’s economy
has traditionally been dependent on the cocoa sector, which was in state hands until the early
1990s; as a result, the private sector is weak, with little diversification.

5. Following a decade of very large macroeconomic imbalances, the government has
pursued since 1998 economic and financial policies that have helped raise real GDP
growth, lower inflation, reduce the primary budget deficit, and push forward key
structural reforms. Dependence on cocoa has been reduced as tourism and construction
have increased their contributions to economic growth. The external current account,
however, has remained chronically dependent on donor financing, A three-year PRGF
arrangement adopted in 2000 veered off track, in large part because of parliamentary
elections and associated fiscal slippages. Structural reformms were delayed, and governance

problems arose in the emerging oil sector.

B. Performance during 2002-03

6. In 2002, the authorities adopted a new set of policies in the context of an SMP
(EBS/02/3; ¢41/11/02). The povernment addressed some of the long-standing issues raised by
Directors during the 2001 Article IV consultation, notably by improving their public
expenditure control and monitoring mechanisms, including the HIPC account. The authorities
also mcreased transparency in the o1l sector by renegotiating contracts with a view to
enhancing the benefits to the country.

7. S&io Tomé and Principe established a track record of broadly satisfactory policy
implementation under the SMF for 2002, Five out of nine quantitative benchmarks were
observed; of the remaining four, three of these were missed solely because of the
nondisbursement of a World Bank program loan (Table 1).* Also, four out of six structural
benchmarks were observed (Table 2); of the remaining two, the audit of government
contracts was published in July 2003, while utility taniffs have not been adjusted (see below).

3 For 2003, the population is estimated at 176,000 and GDP at US$60 million, with per capita
GDP at US$338. Government expenditures are estimated at 65 percent of GDP, with the

official unemployment rate at 18 percent.

* The remaining benchmark, primary expenditure, was missed by 2 percent.
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8.  Regarding macroecoromic performance in 2002, real GDP grew by 4 percent (ncar
the 5 percent projected under the SMP) and the 12-month inflation rate was 9 percent as
envisaged (Table 3 and Figure 1). Prudent fiscal policy resuited in a lower-than-targeted
primary fiscal deficit (Table 4). Broad money (M3) expanded somewhat faster than projected,
reflecting higher growth in net domestic assets (NDA) and lower growth in net foreign assets
(NFA), both primarily related to the shortfall in program loans (Table S). To heip meet the
authorities' inflation target, the central bank kept its reference interest rate positive in real
terms; with increasing confidence, as the authorities addressed bank supervision issues,
demand for money increased. The external current account deficit (excluding official
transfers) was lower than targeted (Table 6), reflecting an improvement in the terms of trade
from an increase in world cocoa prices and a cumuiative 12 percent depreciation in 2001-02
of the real effective exchange rate (Figure 2). The overall balance of payments, however,
showed a deficit rather than the tar, %cted surplus, primarily owing to the shorifall in
nonproject loans mentioned above.

9. During 2003, Sie Tomé and Principe’s macroeconomic performance remained
broadly satisfactory. Economic activity is estimated near the 4% percent real GDP growth
rate projected by the authorities, with end-period inflation at 10 percent. The primary fiscal
deficit, including HIPC-financed social outlays, was 12 percent of GDP. M3 increased by
50 percent (including a strong increase in currency in circulation), reflecting a marked
increase in demand for transaction balances, and velocity fell from 2.8 to 2.3; NFA rose
sharply. The external current account is estimated at 45 percent of GDP, owing to a strong
increase in exports and a modest rise in imports. The authorities maintained their flexible
exchange rate regime: the real effective exchange rate depreciated by 5 percent during
January-October 2003, mitigating the effect on competitiveness of an estimated 11 percent
decline in the terms of trade. Structural reforms were generally well implemented; the
authorities made operationai the Auditor General’s Office; and the Banco Commercial do
Equador (BCE) was recapitalized with private funds, which could allow its reopening in early
2004.° However, the financial situation of the water and electricity state enterprise
(EMAE) deteriorated, owing to arrears on electricity bill payments by individuals.

ITI. OVERVIEW OF KEY ISSUES ANP LONG-TERM CHALLENGES

10. S#o Tomé and Principe stands at the threshold of an il era. The medium-term
macroeconomic outlook is dominated by oil signature bonuses, expected by mid-2004,
equivalent to twice the annual GDP; production is envisaged to commence in 2012 (Box 1

* The government continued to accumulate reschedulable external payments arrears to
bilateral ¢reditors in 2002, in the amount of US36 million (12 percent of GDP).

© Also, the First Afriland Bank began operations in Novermnber 2003, and a license has been
granted to the private National Investment Bank to start operating in 2004,
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and Table 7).” The government faces the challenge of how to manage the enormous, but
exhaustible, oil wealth. Given the country’s weak institutions and public expenditure
management, these revenues could increase budget outlays to levels that far exceed Sio
Tomé and Principe’s absorptive capacity. Therefore, the bulk of the revenue should be
transformed into financial savings, accompanied by institutional strengthening to improve

good governance.

11.  As the oil sector is likely to be an enclave, reducing poverty would require high
non-oil GDP growth. Substantial efforts will be needed to prevent a crowding out of the
non-oil economy dunng the oil era, as iarge oil revenues couid have an adverse impact on
mvestment and growth in the non-cil sector, A large loss of price competitiveness for non-oil
tradables is likelv, owing to real exchange rate appreciation and oil-induced higher domestic
spending that would cause inflationary pressure. The challenge will, therefore, be to contain
such “Dutch disease” problems, primarily through sterilization of oil revenue, but also
through improved market access and enhanced price and wage flexil:li]ity.s

IV. DISCUSSIONS WITH THE AUTHORITIES

12.  The 2003 Article [V consultation discussions focused on (i) medium- and long-term
challenges, notably as regards the major shock to the country’s economy from the upcoming
oil sector activities; and (ii) the authorities’ strategics in dealing with these challenges. The
discussions were aligned on the authorities” draft poverty reduction strategy paper (PRSE).

13.  The authorities and the staff agreed that the impending fundamental changes
posed by oil resources would require economic policies that emphasized fiscal
adjustment and structural reform. Such pelicies would need to be supported by prudent
monetary policy, continuation of the current appropriate exchange rate regime, and improved
governance to allow preservation of the oil wealth. However, the authoritizs could not
commit themselves to a decision on how the expected oil resources would be distributed
between addressing current social concerns—primarily salary issues and strengthening the
country’s infrastructure—and saving for future generations.

14,  The authorities explained that an oil fund would be established to (i) help
maintain macroeconomic stability, including fiscal sustainability and external

7 In late 2003, S30 Tomé and Principe began receiving a grant in kind from Nigeria (30,000
barrels of crude il per day at a guaranteed margin of US$0.13 per barre] until end-2004).
This oil revenue, under discussion since 2001, is being incorporated into the fiscal accounts.

8 Exports of goods and services are dominated by tourism and cocoa. Nontraditional exports
have been depressed owing to delayed land reform, foreign aid-induced Dutch disease, a lack
of capital, poer infrastructure, and a weak legal system that does not sufficiently safeguard

property rights.
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competitiveness, in the context of volatile oil prices; and (ii} ensure the efficient, transparent,
and pro-peor use of oil revenue. Legislation for such an o1l fund would include (i)
stabilization and sterilization mechanisms; (ii) regulations governing oil revenue-financed
spending; and (iii) a definition of the role of the state oil entity. While the country’s
stakeholders were discussing ditferent mechanisms to use oil resources for the benefit of
society, the authorities were of the view that untii oil production starts in the next decade, an
oil fund for future generations was the most appropriate initial choice.

A. Medium-Term Macroeconomic Prospects

15. The authorities have not yet finalized their medium-term macroeconomic
framework. The mission nonetheless developed, and discussed with the anthoritics, a
medium-term baseline scenario that portrayed how the authorities’ envisaged policies could
cope with the upcoming oil sector activities. This is supported by the analytical work
summarized in Box 2; the mission underscored that the growth strategy would need to be
accompanied by market liberalization and pnivatization. Under the bascline scenario, the
strategy during 2004-08 would aim at (i) achieving annual real GDF growth of 6% percent,
buttressed by investment related to the upcoming oil era; (ii) limiting annual inflation to an
average of 12 percent; and (iii) containing the external non-oil current account deficit,
excluding official transfers, at below 50 percent of GIDP. It assumes oil signature bonuses of
US$150 million in 2004, based on the best available information.’ During 2004-08, half of
this o1l income would be used, primarily to finance investment projects, on the assumption
that donors would reduce their financial assistance to S8o Tomé and Principe beginning in
2004, The authorities indicated that over the longer term they would monitor their prospects
for future oil revenuc and adjust o1l fund withdrawals on that basis.

16. The aunthorities accepted the view of the mission that prudent policies should aim
at reducing the non-oil primary fiscal deficit over the medinm term. Focusing on the
non-cil primary fiscai balance could help avert procyclical spending in the face of volatile il
prices that would endanger macroeconomic stability. Such a strategy would be based on
incorporating interest and dividend earnings from the il fund and stepped-up government-
financed investment supported by withdrawals from the oil fund. The remaining fiscal and
balance of payment financing gaps could be covered by debt relief. In the longer term, the
authorities could limit the non-oil primary deficit to the earnings from the oil fund’s
accumnulated assets, implying a sustainable fiscal policy.

17. Developments in the external sector wonld overwhelmingly reflect activities
related to the oil sector. Exports of goods and nonfactor services would increase, mainly
reflecting a growing tourism secter (in conjunction with a malaria eradication program). This
increase, together with earnings from the o1l fund, could help stabilize the non-oil current

? As outlined in Box 1, the October 2003 bids are still being evaluated. The amount of oil
signature bonuses will be known when the specific companies have been chosen.
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account deficits, even though infrastructure development is expected to raise imports of
investment goods and related services. The current account deficits, including oil
operations, are expected to widen beginning in 2004, as imports related to oil exploration,
albeit financed by foreign direct investment, will grow significantly.

I8  The authorities broadly concurred with this baseline scenario, but said that they
needed first to consult the couniry’s stakeholders on the underlylng policies. In
particular, stabilizing the non-oil primary fiscal deficit would hinge on (i) legislation and
rcgulations that limited the use of oil fund resources to levels consistent with such an
objective, and (ii) salary negotiations with the trade unions. The authorities would propose
policies consistent with the baseline scenario in the context of the joint government/National
Assembly (il Commission; at that stage, they were hoping that appropniate oil sector
legislation could be appraved by the National Assembly in March 2004, although it would

take some time to draft the legislation.

19.  The authorities also recognized the pivetal role of the private sector in achieving
a sustained rate of economic growth in the non-oil sector and the ensuing need for
structural reforms. They were aware that an integrated growth strategy had to invigorate the
non-oil private sector for new productive activities to take hold, The authorities were placing
emphasis on improving the country’s infrastructure; iransportation remained a major
bottleneck, with a road network in need of repair, infrequent and irregular service by both
ships and planes, and a low capacity of the country’s ports. In this way, they hoped to atiract
investors in areas with high growth potential, such as raw material transformation, fishing,
and tourism. The private sector would be further stimulated when the public sector withdrew
from productive areas, as was the authorities’ intention.'® In the short term, the authorities
intended to reform public enterprises; in the medium term, they would develop strategies for
their eventual privatization. The authorities stated that these policies would include a safety

net for the vulnerable sectors of society.

20.  The authorities, trade unions, and employers viewed insufficient work
opporiupities as a significant social problem that called for remedial policies. The
authoritics felt that a stable macroeconomic environment conducive to accelerating growth
was the best strategy to increase income. The trade unions pointed out that the country’s
minimum wages, including in the public sector were--at US$26 per month--insufficient for
an acceptable way of life. They, therefore, argued that the government should use oil sector
income to finance higher government salaries. The employers said that, given low domestic
labor productivity, higher wages would limit investment to only the most productive
endeavors. In a public debate during the mission’s stay, the government emphasized that only
limited resources would be used to raise wages and that increasing production and
productivity was the way to achieve sustained higher income.

1% Aside from utilitées, there are agricultural cstates, an airline, a hotel, and a palm o1l factory.
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B. [Fiscal Policy

21.  The authorities’ need te sterilize oil sector proceeds framed the discussions of
fiscal policy. The government’s desire to undertake social spending had to be balanced with
the need to preserve macroeconomic stability; the authorities indicated that in the wake of the
July 2003 coup d’état they were under intense pressure to use oil resources to address social
concems. In their 2004 budget, presented to the National Assembly in November 2003, they
proposed to use & portion of the expected oil signature bonuses to (i) effect a onetime
increase in government salaries of 53 percent; and (i) increase total government investment

by 68 percent.

22.  The staff cautioned the authorities about the risk of rising inflation resulting
from their envisaged policies. Instead, the mission proposed in its baseline scenario
increases in salaries of 23 percent and in total investment cutlays of 32 percent; this would be
compatible with an average inflation rate of 13 percent in 2004 (and 14 percent in 2005,
after which the rate would decline). The authorities agreed with the mission’s assessment
that, although mcreases in inflation were likely to occur because of the lagged response of
imports to higher demand, a temporarily higher inflation could be accommodated, provided
they allowed the exchange rate to adjust. The mission emphasized, and the authorities
concurred, that (i} wage increascs in the years prior to the beginning of oil production should
be limited to maintaining the government wage bill constant in real terms, and (ii) the quality
of gavemment-financed investent outiays needed to be carefully moniteored, preferably
through public expenditure reviews performed with the assistance of the World Bank.

23, Following the discussions with the mission, the authorities resubmitted their 2004
budget to the National Assembly in January 2004, This budget proposal, now broadly in
line with the baseline scenario, incorporates increases of 23 percent in the wage bill and

32 percent in investment outlays.'' The latter increase comprises a structural rise in oil fund-
financed investment outlays; therefore, the fiscal primary balance, including HIPC Iitiative-
financed social outlays, would deteriorate to 23 percent of GDP from an estimated 12 percent
of GDP in 2003. The budget is based on the principle of fully incorporating oil sector
resaurces. It projects using some US$8 mullion in o1l signature bonuses (12 percent of
GDP) supplemented by bank financing and donor disbursements; this compares with the use
of US$26 million (41 percent of GDP) of oil signature bonuses in the mission’s baseline
scenario, which assumes lower donor disbursements and a reduction in net bank credit to

government,

" However, the authorities are of the view that donor financing could increase from 2003
rather than decline, as projected by the mission in light of the large oil signature bonuses
accruing to the government. If the authorities” projections prevail, total investment in 2004
would increase by 144 percent over the esmated 2003 outturn.
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24.  The authorities indicated that they would develop a three-year rolling
expenditure framework in collaboration with the World Bank. This would facilitate
determination cf their spending priorities and recurrent cost itnplications; such a framework
would be presented to the National Assembly for information, together with the annual
budget. To help ensure sustainability of deficits, revenue collection and coverage would be
enhanced, including by evaluating the relative contribution of direct and indirect taxes.'*
With a view to limiting use of the one-off o1l signature bonuses for budget financing until oil
production starts, the authorities could lower domestically financed primary expenditure
in termas of GDP after the middle of this decade by prioritizing them (inchiding capital
expenditure), which would allow improving quality; this could inchude a civil service job
reclassification to identify redundancies. In late 2003, a World Bank/Fund mission tracking
paoverty reducing spending revealed weaknesses in budget management. The authorities
intend to correct these weaknesses by (1) improving the comprehensiveness of, and
classification system for, budget formulation; (ii) reinforcing internal financial controls; and
(iii) making more effective the reporting and auditing procedures for budget execution.

C. Monetary Policy

25. The authorities are implementing a monetary policy suppaortive of the flexible
exchange rate regime, Their priorities are to contain inflation, strengthen the central bank's
net foreign assets position, and enhance credit access for entrepreneurs through structural
measures (see below). Monetary policy instruments are not well developed in Sio Tomé and
Principe, consisting only of reserve requirements and the central bank’s reference interest
rate; there are no central bank or government bills. To respond better to inflows related to the
impending oil sector activities and help steer broad money growth, the authorities intended to
actively use the central bank reference interest rate, which until now had been their main
monetary instrument. However, given that two new banks were scheduled to begin operations
in early 2004, the authorities were of the view that a new interbank foreign exchange market
would be nceded to sufficiently strengthen the conduct of monetary policy and thereby

financial intermediation.

26. The mission broadly concurred with this strategy, and the staff is considering the
authornties’ request for technical assistance 1o prepare a foreign exchange auction mechanism.
However, as regards the current policy stance, it cautioned—and the authorities concurred—
that the central bank should stand ready to adjust in a timely manner its reference interest
rate, presently at 14%; percent, to forestall negative effects of increasing inflation, The
mission pointed out to the authorities the risk of a more rapid-than-anticipated reduction in
the monetary overhang that had emerged in 2003 (when M3 inereased by 50 percent) that

12 The authorities also stand ready to reduce the tax burden for the productive sectors if the
real exchange rate were to appreciate, in order to'help maintain the competittveness of the
non-oil sector. Actions to this end could include lowering existing sales or import tax rates.
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could lead to higher inflation; some 40 percent of M3 is in the form of foreign currency
deposits.

27.  The aunthorities and the staff coincided in their views that the trend of decreasing
velocity reflected rising confidence in the banking system. The banking sector had been
strengthened by increased supervision of banks’ compliance with prudential norms. The staff
acknowledged that the sector would be further enhanced by implementation of a new norm
for forcign exchange exposure. The authorities wanted to strengthen further their bank
supervision capabilities through continued technical assistance frem the Monetary and
Financial Systems Department (MFD); the staff encouraged the authorities in this endeavor,
pointing to the need to analyze carefully requests for new bank licenses to prevent
unqualified bank managers from endangering the soundness of S0 Tomé and Principe’s
financtal sector. The authoritics and the mission agreed on the nsefulness of enhancing
credit access for viable private sector investment, including through microfinancing schemes
and on-lending by commercial banks of donor funds. Such increases in credit to the private
sector would need 1o be compensated by lower net credit to government to prevent net

domestic assets (NDA) from rising.

D. Exchange and Trade Regimes

28, The mission concurred with the authorities’ assessment that the present flexible
regime remained appropriate. In recent vears, the exchange rate under this regime has

- generally reflected the country’s economic sitnation, inchuding terms of trade movements and
capital flows."> Maintenance of a flexible system would ailow the autharities to better cope
with volatile prices for cocoa and oil, which will dominate Sio Tomé and Principe’s external
current account, and avoid pressure on central bank reserves.

29.  To help reach their inflation and reserve targets, the authorities will continue to
use the appropriate policy tools to allow the real exchange rate to respond smoeothly to
structural changes and flactuations in commodity prices. The depreciation of the real
effective exchange rate in recent years has been positive for Séio Tomé and Principe’s
competitiveness. The monetary authorities would step up monitoring developments in the
foreign exchange market now that new commercial banks were starting operattons. They said
that they would adopt an intervention policy limited to supporting the authorities” inflation
target. In this coniext, the authorities intended to bolster their external payments system by
accepting soon the obligations under Article VIII, Sections 2(z), 3, and 4.

" S50 Tomé and Principe’s exchange rate regime is enrrently classified as managed floating.
The spread between the official and parallel rates of the dobra has been below 1 percent since
1999; the parallel market is used mainly by persons evading taxes and bank fees {(which can
reach 3 percent). The authorities intend to reduce tax evasion; they expect that, with more
banks, competition will lower fees and, hence, use of the parallel market.
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30. The mission agreed with the authorities that Sio Tomé and Principe’s trade
regime was relatively open, It is rated 3 on the Fund’s index of trade restrictiveness, (with
10 being the most restrictive), and there are no gquantitative restrictions. The tariff schedule
was adjusted in mid-2002, shifting some agricultural and industrial goods among the three
tiers of 5 percent, 10 percent, and 20 percent.' The only nontanff barrier relates to the
privately managed (though government owned) telecommunications company, which is
protected from competition until 2005; the authorities envisage at that time encouraging
competition aimed at reducing international telephone rates, which are among the highest in

the world.

3I.  The authorities and the mission also agreed that Sio Tomé and Principe suffered
from significant structural weaknesses that thwarted improvements in competitiveness.
To that end, the authorities welcomed the opportunity to participate in the Integrated
Framework of Trade-Related Technical Assistance for least-developed countries, They
expected that an action plan to address the 1ssue of weak competitiveness could be elaborated

by mid-2004.

E. Structural Reforms

32. The authorities described their policies for strengthening the institutional
environment, which are benefiting from World Bank support. The licensing and registry
of enterprises—hitherto a lengthy and complex procedure—are to be streamlined. The

. authorities also considered establishing a loan guarantee fund, but the mission advised
against this course of actior, pointing to the mora! hazard effects of such a fund in other
countries. Instead, the mission stressed the importance of strengthening governance and the
rule of law, and welcomed recent measures to promote judicial reform. An Auditor General’s
Office has become operational, and the authonties also intended to make effective soon a
liaison office to resolve business disputes, which would be an important step toward
safeguarding property rights. The staft mentioned in this context the importance of
modemizing the law regulating bankruptcies and revamping the land tenure system (Box 3);
the authorities would work closely with the World Bank in these areas.

33.  The authorities intended tightening the financial discipline of the state-owned
water and electricity company, EMAE. The mission commended the authorities for
reinforcing EMAE’s management and accounting framework in the context of a World Bank-
supported restructuring program. The authorties, while indicating their intention to further
strengthen EMAE, made clear that for political reasons they would not for now consider
adjusting utility tariffs. Rather, if necessary, they would subsidize EMAE’s operations in a

i* Staple goods are in the 5 percent band, while luxury goods are taxed at the 20 percent rate.
All other poods are taxed at the 10 percent rate. There are surcharges, notably for vehicles,

fuel, tobacco, and alcohol.
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transparent way through the central government budget. The mission urged the authorities to

preserve EMAE's endangered operating surplus, a task that would be greatly aided by
EMAE’s collecting overdue bills from clients.

34. The authorities indicated that structural reforms would be implemented to
strengthen governance, particuiarly regarding the business environment. The government
pointed out that, to improve the imvestment chimate, it was lobbying for the adoption of a new
mvestment code by the National Assembly. The staff urged the authorities to strengthen
governance in the financial sector by reforming the legal system as concerns the recovery of
loans. Commetcial bankers had indicated to the mission that improved governance would
encourage them to be more flexible in extending credit to entrepreneurs. Regarding the oil
sector, the authorities recopnized that governance would be strengthened by the publication
and audit of the transactions related to the future oil fund, and said they were ready to
participate in the United Kingdom’s Extractive Industries’ Transparency Initiative (EITI).

F. PRSP Issues, External Debt, and HIPC Initiative

15.  Siio Tomé and Principe’s draft full PRSP targets a long-term decline in poverty
and improvement in social indicators in line with the Millennium Development Goals
{MDGs). The poverty reduction strategy hinges on five operational approaches: (i) a reform
of public institutions focusing on efficiency gains, capacity building, and good governance;
(ii) a medium-term macroeconomic framework to foster sustainable private sector-led growth
while preserving macroeconomic stability; (1) sectoral programs aimed at eliminating
economic exclusion; (iv) a strengthening of basic social services, particularly in health and
education; and (v) a flexible framework for the revision of the PRSP. The authorities
indicated that they would soon compiete work on their PRSP, notably as regards defining the
medium-term macroeconomic framework. Discussions began in late 2002 with the country’s
stakeholders, and the staff expects that the full PRSP wall be transmitted to the Bank and

Fund by mid-2004.

36. S#o Tomé and Principe has a very heavy debt barden (Tables 8 and 9). The net
present value (NPV) of its outstanding public debt in terms of exports was 1,155 pereent at
end-2002, and under the baseline scenario a cumulative financing gap of US$48 million
(75 percent of 2004 GDP) is projected for 2004-08, This gap could be filled by HIPC
Initiative interim assistance from multilateral creditors and debt rescheduling from bilateral
creditors, complementing identified donors’ project and nonproject assistance. The
authorities stated that they would rely only on concessional borrowing with a grant element
of 50 percent or more, to help keep future debt service at sustainable levels. This prudent
debt-management strategy is being supporied by a law requiring approval from the National
Assembly for all new borrowing. Also, a new debt unit was created in late 2003,
consolidating the technical expertise of the Central Bank and Ministry of Finance,
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37. The authorities said that they would like te obtain a new debt rescheduling under
Paris Club auspices in 2004.° They saw this as an essential step toward helping them
shoulder the heavy debt burden; without debt relicf, the government would have to take
additional adjustment measures or use the bulk of its oil wealth during 2004-08. The
authoritics were also interested in reaching the HIPC Initiative completion point. They
were aware that, to that end, they needed to demonstrate (i) satisfactory implementation of
the HIPC initiative {loating completion point triggers; (ii) a stable macroeconomic positicn;
(iii) satisfactory performance under a Fund-supported arrangement; and (iv) implementation
of a full PRSP in a satisfactory manner for at least one year. In light of their objectives, the
authorities were looking forward to resuming discussions early in 2004 on a PRGF-supported

program.
(G. Statistical Issues

38. Sido Tomé and Principe’s statistical framework suffers from serious weaknesses,
and institutional capacity needs to be enhanced (Appendix IIT). The authorities shared the
staff’s view that efficient and timely macroeconomic management would be difficult without
substantial improvements in macroeconomic statistics. The authorities are committed to
using the General Data Dissemination System (GDDS) as the framework for developing the
country’s statistical system. In the context of the GDDS Project for Lusophane African
Countries, the anthorities have prepared comprehensive metadata, which are expected to be
posted soon on the IMF’s Data Standards Bulletin Board (DSBB). The reporting of core data
to the Fund would also facilitate the monitoring of future Fund-supported programs. Under
the GDDS project, the country is receiving technical assistance for national income accounts
and balance of payments statistics, with assistance in other statistical areas envisaged later on.
The mission supported the intention of the National Institute of Statistics to obtain further
technical and financial assistance from donors. The staff identified, together with the
authorities and the World Bank team, macroeconomic and statistical training areas for
government officials, particularly at the mid- to lower levels.'®

H. Other Issues

39. The monetary anthorities stated that there is no legislation governing anti-money
laundering and combating of the financing of terrorism. However, the authorities are in
the process of drafting legislation in thls area that would be presented to the National

Assembly in 2004,

'3 The authorities still need to sign the bilateral rescheduling agreement with Russia
outstanding from the 2000 Paris Club rescheduling. A Russian delegation is expected to visit
Angola in early 2004, and S&o Tomé and Principe stood ready to sign the agreement there.

10 priority areas are public expenditure management; bank supervision; data analysis and
compilation at the central bank (particularly balance of payments data); and naticnal income

accoumting.
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40.  The central bank reiterated that it would continue to make efforts to comply with the
recommendations of the transitional safeguards assessment of the external audit mechaniasm
completed in February 2001. A safeguards assessment is currently under way with respect to
a possible PRGF arrangement in 2004.

I. Political and Ecoudmic Yulnerabilities

4]1. The medium-term baseline scenario is subject to both political and econoemic
risks. The political environment bas become tense due to the demands to use oil signature
bonuses. If these pressures are not contained within a prudent medium-term macroeconomic
framework, economic policymaking could become dominated by short-term political
considerations. On the economic front, the amount of the oil signature bonuses is not yet fully
known; as a result, a shortfall from the baseline scenario could require cutting back envisaged
government outlays. There 1s also the risk that real GDP growth may not accelerate as
projected, given limited private sector investment. [f donors curtail more than projected their
financial aid to S3o Tomé and Principe, more oil resources could be used by the authorities,
which, in turn, would reduce pari passu the buildup of resources before oil production starts.
In that case, unsustainable vulnerabilities would emerge.

42. Sdo Tomé and Principe faces issues of competitiveness, given the insunfficient pace
of structural reforms and chronic large external current account deficlts. This situation
is reflected in a narrow export base and a difficult environment for private sector
development. In light of the weak institutions in Sdo Tomé and Principe, the structural
measures envisaged to address these problems may fall short of their intended impact.

V. STAFF APPRAISAL

43,  S#o Tomé and Principe stands at the threshold of the oil era. The medium-term
macroeconomic outlook is dominated by the expected disbursement of oil signature bonuses,
~ with production envisaged to commence in the next decade. The government faces the
challenge of how to manage the encrmous, but exhaustible, o1l wealth in the context of weak
institutions and public expenditure management.

44,  As the oil sector is likely to be an enclave, reducing poverty would require accelerating
non-oil GDP growth, and substantial efforts will be needed to prevent a crowding out of the
non-oil economy during the oil era. Building on the efforts made so far, the authorities need
to do more to encourage investment in basic economic infrastructure, improve governance,
and implement the structura) reforms that are essential for promoting private investinent and

growth.

45.  The medium-term palicy strategy for S0 Tomé and Principe needs to cope with the
upcoming oil sector activities. The authorities’ intention to preserve oil income for future
generations is welcome. The staff encourages the authorities to prepare and implement
without delay the envisaged legislation for oil income stabilization and sterilization
mechanisms as well as the regulations governing o1l revenue-financed spending and the role
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of the state o1l entity. The staff looks forward to the authorities soon defining their medium-
term financial policies in line with such legislation.

46.  The awthoritizs’ objective of stabilizing the non-oil primary fiscal deficit over the
medium term is appropriate. To help ensure that fiscal policy remains sustainable, it is
important that the deficit be limited in the long term to the interest and dividend earnings
from the future oil fund’s accumulated assets.

47.  The staff supports the authonities’ approach to monetary policy which is consistent
with the flexible exchange regime and focuses on limiting inflation and enbancing credit
access for entrepreneurs. To help keep broad money within targets, the staff encourages the
authorities to use the central bank reference interest rate and to broaden the range of monetary
policy instruments, including, possibly, foreign exchange auctions. Recent progress in bank
supervision is commendable; the staff encourages the authorities to further strengthen this
area in light of the start-up of new banks, while urging caution in the approval of future bank

licenses.

48. 830 Tomé and Principe’s flexible exchange rate regime remains appropriate. The staff
commends the monetary authorities’ pohicy of imiting their mterventions to supporting the
government’s inflation target. It will be important in this regard that the real exchange rate be
allowed to respond smoothly to structural changes and fluctuations in commodity prices. The
staff takes note of the authorities’ mtention 1o accept soon the obligations under Article V111,
Sections 2(a), 3, and 4 and stands ready to assist the authorities in this respect. It also looks
forward to the authorities progressively lowering import tariffs to further liberalize the trade

regime.

49, Sdo Tomé and Principe faces issues in competitiveness given an tnsufficient pace of
structural reforms and a chronic large external current account deficit. The staff encourages
the authorities to address forcefully these vulnerabilities, together with steps to build political
consensus to prevent economic policymaking becoming dominated by short-term political
considerations. These measures include, notably, structural reforms to swengthen governance
and rigorous application of the rule of law to reassure pnivate investors, including by
modernizing the law regulating bankruptcies and revamping the land tenure system. The staff
welcomes Sio Tomé and Principe’s selection for receiving technical asgistance on trade-
related issues under the Integrated Framework, which would help improve its
competitiveness.

50. S#o Tomé and Principe’s statistical framework suffers from serious weaknesses, and
institutional capacity needs to be enhanced. Early and steady progress in this arca will be
critical to help improve macroeconomntic management. The staff supports the efforts by the
national statistical institute to increase its donor-financed technical assistance,

51.  The authorities remain interested in resuming discussions in 2004 on a program that
could be supported by a new three-year PRGF arrangement. The preparation and adoption of
crucial oil sector legislation, together with accompanying prudent medium-term policies, will
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be critical elements of such a program. The authorities also need to maintain a broadly
satisfactory macroeconomic performance.

52.  Itis proposcd that the next Article IV consultation with Sao Tomé and Principe be
held on a 12-month cycle.

©lnternational Monetary Fund. Not for Redistribution



-21-

In 2001, a border dispute over potentially oil-rich waters with Nigeria resulted in the creation of a Joint
Development Zone (JDZ), The JDZ, administered by the Joint Development Authority (JDA) headquartered
in Abuja, Niperia, foresees allocating 60 percent of oil sector income to Nrgeria and 40 percent to Sio Tomé
and Principe. Between April and October 2003, the JIA conducted the first bidding round. Some 20 bids
were received for 7 oil blocks, totaling US$506 million.

Future milestones are outlined below.

Preparatory phase (2004)

Exploration phase (2005-068)

Development phase (2008 — 11)

Production phase (2012 - 2031)

Box 1. Sio Tomé and Principe: Milestones in the Oil Sector

February 2004 — The bids from the licensing rownd are evaluated in two phases, technical and
commercial. The technical phase focuses on evidence of the companies” expertise and capability,
proposels for any associated gas production, and environmental policies. Submissions that achieve a
technical evaluation score above 60 percent proceed to the commercial evaluation phase. The criteriz
inclede the amount bid and proposed complementary social and environmental projects, Results of the
tender are to be announced upon approval by the JDA; successful companies have two weeks to accep.
February-March, 2004 - Oil Revenue Management Law {ORML) to (i) aim for macroeconomic
stability, including fiscal sustainability and external competitiveness, in the context of volatile oil prices
and large, but exhaustible, oil revemues; and (ii) ensuring the efficient, transparent, and pro-poor use of
oil revenue in the context of low administrative and absorptive capacities. The ORML would include (i)
stabilization and sterilization mechanisms, {ii) regulations governing oil revenue-financed spending; and
(iif) a definition of the role of the state oil entity, the Agéncia Nacional Petroieira { ANP),

March 2004 — Production-Sharing contracts (PSCs) are signed with successful bidders.

May, 2004 - Bonuses arc paid by companies accepting the contracts proposed by the JDA. The
minimum s:gnature bonus of US$30 million per block is payable in one tranche

2005 — Expleration driiling commences.

2006 — Delineation drilling commences (additional wells drilled for seismic surveys on productive
structures to confirm results of discovery wells).

Corporate risk is nssessed by oil companies, with consideration of economic conditions and the technical
robustness of the projects. Decision whether to develop the wells is made by the companies. Field
daevelopment plans are presented to the JDA for approval,

Contracting for production components in the U.S. Gulf Coast, Europe, and the Far East; shipment of
components to the well; compatibilization of components; installation of produstion, processing, and
export facilities; and testing and facility commissioning.

2012 - Commercial production starts.

2012-2015 — Capital cost recovery period. Weil operators are allotted 80 percent of production flow for
cost recovery; gavernment receives only 20 percent.

2015 — Capital cost recovery completed. Bulk of proceeds goes to government.
2017 = Year of maximum government revenue.

2031 — Field reaches depletien, Facilities are decommissicned,
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Box 2. Sao Tomé and Principe: Sources of Economic Growth

Sio Tomé and Principe, a small island state, is a low-income couniry with a weak productive base. A former
Portuguese coleny, production has traditionally concentrated on one crop for export, cocoa, which still accownts for
25 percent of total exports of goods and nonfacior services and 85 percent of exports of goods. Efforts to diversify
the production base have shown some initial results sinec 2001, as nontraditional agricultural crops like peppers,
flowers, and vaniila have bepefited from preferred entry into the Enropean Union market. A project is also under
way to produce certified organic cocoa. However prospects for growth in the agricultural sector are hampered by

the lack of land ownership rights (Box 4).

Tourism accounts for nearly half of the country®s export revenue and taainly targets upper-income segments of the
European market, with an emphasis on sport fishing and ecotourist. There are several upscale hotels in the capital
and two high-quality resorts on other islands. In 2003, a new airline began biweekly services from Lisbon, thereby

increasing regular European connections to three flights a week.

With oil signanire bonuses expected by mid-2004, the anthorities intend to accelerate expenditure on infrastructure,
particularly road construction and maintenance. This spending, along with anticipated activity from the private
sector, especially in construction, is envisaged to raise overall real GDP growth from an estimated 4.5 percent in
2003 to an annua! 6.5 percent for 2004-08. A key challenge ahead will be to stengthen the non-oil private sector to
limit Dutch disease effects from oil sector activities.

The government Intends {o atract private sector investment by reducing the public sector’s weight in the economy
(its total expenditure was 64 percent of GDP in 2002). This will involve tzking puhlic enterprises to the point of
sale, notably agricultural estates, utilities, the telecommunications company, and the airline. A reform of the
country's business regulations and land ownership is also envisaged.

For an analysis of the sources of growth during 1981-2002, the staff used a production function of the form

Y = AL K" where the variables are real GDF (7), the labor force (L), the capital stock (X), and total factar
productivity (4}, The capital stock series assumes a constant depreciation ratio of & percent and a capital-output
ratio of 2 in 1980. The table below shows that, whereas the contribution of the labor force was stable, capital
accumulation wes much more volatile. The capital stock drove GDP growth in 1991-2000 but contributed little in
the periods before and afier. Total factor productivity (TFP) showed a negative contribution to GDP growth over
two decades, reﬂectmg inefficient economic management, In 2001-02, TFP improved because of (i) a major
improvement in economic management. since 1998; (i) delayed beneficial effscts from the accumulation of capital
during the previous decade; and (iii} structural reforms, including a more open trade regime.

One of the challenges facing S0 Tomé and Principe is to sustain high growth rates. To that end, both TFP growth
and capital accumulation will be paramount, Public sector investment financed by oil revenue could increase the
contribution to growth of the construction sector, aided by private investrnent in tourism. Investment in
infrastructure, particularly the road system, will be crucial to further stimulate private sector activities. In the longer
term, social expenditure envisaged in the PRSP has the potential to raise GDP growth rates: a pupulation that is
healthier and better educated is also more productive. Finally, 850 Tomé and Principe needs to continue addressing
institutional weaknesses that hamper both productivity and private sector investment. The regulatory environment
needs to foster entrepreneurship, and property rights, especially in the agriculture sector, need to be reformed.

Sources of Economic Growth, 1981-2002
{In percent)
1981-%0 1991-  2001-02
200
Real GDF growth -1.4 i.8 4.0
Real capital growth 0.3 2.8 0.3
Labor force growth 1.5 1.6 1.5
TFP growth -3.2 -2.6 2.2
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Box 3. Sio Tome and Principe: Land Tenure Reform

Current situation

In Sao Tome and Principe, the state owns 93 percent of the land. This represents the enduring
legacy of the socialist system the country adopted after its independence in 1975, when all land
in the hands of foreigners was nationatized. The remaining 7 percent represents langd which was
allowed to remain in the hands of private Santomean citizens after independence. As a result,
there is only a small market for land ownership. Most land is leased for up to 20 years through
state concessions that confer usufruct rights to the lessee; concessions can be inherited during the

life of the lease.

There are three large drawbacks to the current system:

o The lack of land ownership hampers access to commercial bank credits. Since most land rights
are only in the form of Icases instcad of outright property titles, banks do not extend land-secured
loans to the private sector. ‘ '

¢ The absence of land-secured loans in turn discourages investment and, ultimately, hinders
economic growth.

» The lack of ownership also impedes the development of an efficient agricultural sector. If,
instead of leases, holders had outright title to the land, more efficient farmers could buy out less
efficient ones, which would allow increased productivity and economies of scale.

Fast reforms

Land reform efforts started in 1991, but with limited success. The World Bank, with cofinancing
from the African Development Bank (AfDB), supported a project with the objectives of (i)
increasing and diversifying agriceltural production, and (ii) promoting equity through the
redistrabution of large statz-owned cocoa plantations (rocas) to small-scale farmers. As part of
this program, 44,000 hectares of land were distributed to smallholders (8,700 familics, or some
40,000 persons). However, the project failed because the limited usufruct rights did not allow the
new landholders to obtain financing for inpitts and other outlays, and the envisaged
transformation into outright private ownership was never authorized by the government. In
addition, the government lagped in setting up a land registry and keeping track of the disiributed

land. :

Future avenies

The authorities are sti}l deliberating about how to transform the usufruct concessions into
contracts that could allow accessing bank credit. One option is gforamento land holdings that
would (i} create a permanent lease iransferable by inheritance; (ii) include provisions for the
goverrunent io pay financial compensation to the lessee in case of cancellation of the lease; and
(iil) allow selling the lease, which would make it more suitable as collateral for credit.

The introduction of aforamentos will need to be supported by significant progress in making
operative a land registry. For land tenure reform te be successful, it will need 1o be backed up
with (i) a strong political commitment; and (ii) sirengthened administrative and institutional

capacities,
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Figure 1. S0 Tomé and Principe: Economic and Finaucial Indicators, 1999-2008
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Figure 2. 840 Tomé and Principe: Real and Nominal Effective Exchange Rates, January 1596-November 2003
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Table 1. S8c Tomé and Principe: Quantitative Benchmarks for the
Staff-Monitored Program (SMP) for End-December 2002 1/

(In billions of dobras, unless otherwise specified)

SMP Actual SMFP Target

Met (M) or
Not Met (N)

Floor on primary balance of the central government's financial
operations, exchiding foreign-financed investrents (cummiative from
beginning of year) -23.1 -21.1 M

Ceiling on changes in net bank credit to the central government ‘
{cumulative from beginning of year} -50.1 -3 N

Ceiling on changes in net domestic assets of the central bank
(cumulative from beginning of year) -46.5 28 N

Floor on changes in the net foreign assets position of the
central bank {curmulative from beginning of year; m milions of U.S, dollars) 6.6 2.1 N

Ceiling on central government's stock of oulstanding
external paymnenis arrears (in millions of U.S. dollars) 0.0 0.0 M

Ceiling on contracting and guasranteeing of new nonconcessional

debt by the central government with a matarity of more

than one year (cumulative from beginning of year; in millions

of 11.S, dollars) 0.0 0.0 M

Ceiling on central government’s stock of omtstanding
short-term external debt with a maturity of less than one year
{cumuletive from beginming of year; in milliens of 1.5, dollars) 5.0 5.0 M

Floor on total central government revenue (cumulative from

beginning of year) 1083 1134 M

Ceiling on primary spending of the centrel govemment,
excluding foreign-financed investments (cumulative from
beginning of year) ' - 1315 134.5 N

Memorandum items;

Qil contract signature bonuses a0 0.0
Program financing, including nenproject short-term advances (excl, grants) 74,7 45.0

Exchange rate (in dobras per U.S. dollar; period average} 8,987 9,088

Sources: Sio Tomé and Principe anthorities; and staff estimates.

1/ For footnotes, see page 36 of EBS/02/186 (1 L/4/02).
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Table 2. S3o Tomé and Principe: Prior Actions and Structural Benchmarks Under the Staff-Monitored Program for 2002

Measures Timetable Status
Prior action
Signature of a contract with an intemationally reputable firm for an Observed in October 2002.
independent external audit of three large government contracts and tenders
covering the period 1993-2000.
Structural benchmarks
Submission to the National Assembly of the draft budpet for 2003. End-December 2002, Observed.
Publication of the report on the independent external audit of three latge End-December 2002, Not observed (action taken in
govemment contracts and tenders covering the period 1998-2000 by an July 2003).
internationally reputable firm.
Application of the mechanism for the adjustment of retail petroleum Continuous. Observed.
product prices to reflect import prices and distribution costs.
Application of the mechanism for the adjustment of water and electncnty Continuous. Not observed.
rates to reflect the costs of production and distribution,
Submission of monthly monetary data within four weeks of the end of each Continuous. Observed.

month,
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Table 3. SGo Tomé and Pringipe: Selected Ecopomik: Indicators, 2001-08

2001 2002 2003 2004 2005 2006 2007 X008
SMP Actal Est. Proj.
{EBS/02/188)
(Antual pereentape changes, unless otherwise specified)
Nationsl inconte and prices
GIDP at constant prices 40 5.0 4.1 4.5 &5 6.5 6.5 6.5 6.5
GIDP deflator (percantage change} 98 108 1.8 95 127 122 126 107 90
Consumer prices (perceniage change; end of period) 94 9.0 8.0 102 16.2 130 1i.0 9.0 80
Consumer prices (percenlage change; aversge) 9.5 92 92 9.6 13.3 145 19 99 8.5
Exteraal trede
Exports, f.o.b. 154 854 315 269 [ 12 -5 [i £ 68
Imports, ¢.i.f, 67 14.7 47 7.5 37 13.0 1539 49 7.8
G wheck: : non-oil secters imporis 6.7 14.7 4.7 15 ilé 103 136 56 104
Exchange rate (in dobras per U.5. dollaz; end of period) 1/ : 9,192 5,025 9,192 2,54
Real effective exchange rate (depreciation +) 1/ 6.5 -1.1 =52 435
Terms of trade 10.8 54 527 =112 6.4 -1 -25 1.2 -0.8
Mogey and cvedit (end of period)
Net demestic assels 2/ 7.3 -26.6 26 a7 4.8
OF which; credit to government (net) 2/ 15.4 <3246 0z 16.0 3.5 . .
cradit to the economy 2/ -2.0 43 11.6 263 83
Broad money ‘ 36.7 23,1 26.9 50.3 1.7
Veelocity {matio of non-oil GDP to average broed money) ‘ az .3 2.8 23 22 ..
Commercial bank lending rate (in percent; end of peried) 1/ 37.0-39.0 w 370-390 37.0-39.0
Commencial bank deposit rate {in porcent; end of period) 1/ 14.0-16.0 w 140-16.0 14.0-16.0
{In percent of GDP, unleas otherwise specified}
DNational acconnts
Congumplion 123.1 1030 | X 1094 118.0 1186 12y 116.0 113.6
Gross investrent 58 452 328 304 45,8 59.0 63.5 60.9 518
Public investment 16 233 143 16.4 17.7 191 18.1 17.3 16.8
Private investment 132 16.9 180 14.0 311 3og 454 436 411
Ofwhich: non-oil sectar (m pereent of non-eil GDF} 142 16.9 136 4.0 154" 160 160 176 17.4
Gross dornestic sevings -23.1 -3.0 -12.3 -94 -13.0 -18.6 -17.9 -16.0 -136
Public savings 280 ~15.1 -14.7 -13.8 -120 -10.2 4.2 B4
Private savings 49 26 33 -4.3 -6.6 -3 0.8 =52
Gross national SAVings 83 351 5.8 10,0 24 io 11 0.6 1.2
Government finance
Total revenue and grants 593 63.0 50,5 304 46.7 49.6 47.4 448 £2.9
OF which : tax Tevenue 18.6 17.9 19.% 20.5 0.7 21.0 21.7 21.6 21.E
Total expendiore and net lending Bl1.4 69.7 63.7 65.0 710 6.5 65.2 61.6 58,7
Cf whick; nonintersst curopnt expenditure 230 19.6 20,5 242 253 24.3 214 20.7 193
capital expendinne 418 Il 29.4 29.3 32.2 324 306 293 283
Primary balance (commitment basis; incl. HIPC Initiative spending) 3 -12.9 4.7 43 -12.4 223 212 A%l «ig2 -175
Overall balanee {commitment basis) <221 -6.7 =13.2 -14.5 -24.3 -ta.8 -17.% -16.8 -15.8
(in percent of GDP, unicss otherwisc specified)
External sector
Cuyrent acccunt halance {excluding official transfers) -55.3 -54.2 -51.0 447 -619 -73.3 -78.4 -75.2 ~HT
Current sccount balance {nchuding official fransfers} =275 -100 -24.0 -20.4 =512 -56.9 524 502 -56.7
Noa-oil current aecoum balance (excl. officia) rransfers) 4/ -553 -54.2 S1.0 44,7 -52.0 -49.5 4.3 489 -¥1.9
Nex present value of total debt S/ 63 1,184.4 §259 1,i54.5 1,074.1 8874 2796 206.0 187.2 168.9
Net presen) vahue of total debe 5/ 8/ & 1,829% 1,256.1 145604 13413 10205 2904 2760 2650 2520
Exjernal debt service before debt relief 7/ 48.6 36.1 612 579 163.5 493 45.8 421 38.7
Extema) debt service paid 7/ 295 29 259
Foxport eamings (in millions of U.§. dollass) 37 6.5 5.1 6.4 6.8 6.9 6.8 6.3 13
Orverall balance (in millions of US. dollars) &5 s -3.7 33 122.2 -18.5 -19.8 217 228
Guess foreign teserves (i monthe of following year's
non-od] imports of goads and nexfctor services) 15 4.8 4.2 4.6 52 54 5.1 45 44

Sourees; 530 Tome and Principe authoritics; and stafT estimates and projections.

1/ For 2003, data as of October.

2/ In percent of broad money at beginning of period.

3/ Excluding 6il revenue, grants, interest earmed, scheduled interest payments, and forcign-financed capital outlays.
4/ Excluding c.i.f. ieapores of oil seetor-releted goods and services, and oil sector profit remittances,

5/ Including errears to kaly on a loan that remains in dispute.

6/ Assumes that the completion point under the enhanced HIPC Initiative is reachod at crd-Decemaber 2005

7/ i percerd of expocts of gouds and nonfictor seniees, calculared as a throc-year backward-looking average (e.g., average over 2001-03 for experts in 2003).

&/ [n percent of gevemment revenue.
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Tahie 4. S80 Tomé 2nd Principe: Financial Operations of the Central Government, 2001-08

2001

2002

2003

2004 2004 2005 2006 2007 2008
Jan.-Dac. Jan-Mar.  Jan-Jun, Jan-Sep.  Jun-Dec.  Hev. Budga Proj. Proj.
SMP Actual Est, Jan-Mar,  Jan-Jun.  Jan-Sep. len-Dec
(Ta biftions of dotras)

Total revenye and grants 2488 309.4 245.6 570 1158 160.9 28502 407.0 §3.5 1393 229.6 3122 39613 453.9 E{ ) 5615
Ol reveme .04 aq a.0 Ra a0 U] 33 114 34 £3 101 134 0.0 00 o0 2.0
Ror-oil revenue £9.2 108.3 1134 2540 718 e 1404 1818 1 6.7 135.8 1374 2378 300.0 3369 3o

Tax tevemus 7a L3R 950 .4 513 732 142 1310 29.4 852 103.8 138.4 1680 2003 .1 2850
Hoanlax l.rwcn‘m ) . 120 20.8 184 6.6 la.] 247 262 508 18 735 119 486 897 2.6 928 92,0
O which . interest eamings of oil fund a9 L] 22} 0.9 1311 0.0 i) 139 ki) LK) 13.7 X 644 625 523 519
Gflﬂ% 159.5 0.1 1322 »L 129 590 1371 2119 17% e E R 1.y 138.5 1549 168 & 1836
P:-uwctgnnls 1209 1358 1100 143 163 28,5 10m.1 1322 9.3 w7 9.3 o4 79.3 6.5 22 96,9
Nanproject grants 173 278 0.3 0s zZ2 z2 4 0.0 a.o LX) [+%)] 0.0 0.0 0.4 6.0 0.0
BPC Inftintivesrelnted granis 214 i pAR ] 14,2 W3 33 kLX) 1% B.1 162 243 324 93 &7.5 76,4 B&.Y

Tatal expenditire and net lending 3423 3431 3100 694 136.8 2014 361.9 5120 ROE 2116 346.8 474.6 5546 624.1 6949 7685

Currant exgonditure 1310 132.4 138.1 403 B73 131.7 1708 a4 5413 Ty 161,32 2102 234.7 263.3 287.7 1109
Personne| cogty 405 4.2 436 1L6 226 373 550 67,7 169 331 0.7 67.6 709 86.7 524 g1
Goods and services 188 24.1 26.7 K2 233 319 439 527 13.1 s 454 60.5 674 158 234 523
Interest on axtemal debt due a7 50 384 13.5 223 329 343 il4 13.5 324 3.0 40.8 410 6.6 521 55.%
[zerest on internal debt due [N | 1.t 0.0 LA} 0.0 0.0 1.2 1.0 0.0 8.0 0.0 20 2.0 20 2.0 2.0
Transfers 131 23 4 3.0 7.5 8.7 134 M0 15 7.0 10,5 14,0 15.6 17.5 194 F{R
Oiher 24.8 18.0 200 4.1 116 16.2 224 276 73 14.5 218 27.3 308 46 153 £1.8

Copital expendituce 1923 1822 1431 224 387 516 163.1 1924 18.5 s 161.2 2150 2586 2913 308 371.0
Firanced by fhe treasury 204 12.7 12.3 45 122 174 463 1234 5.6 61.6 024 123.2 173.7 200.7 2320 267.1
Financed By =xternal sances 1619 189.5 130.R 181 s 182 L83 2369 129 459 E8 %8 218 249 orT 98.8 1439

HIPC Initiative-related social expenditura 17.2 125 2z.5 54 12.7 18.1 28.0 331 1.1 161 M43 324 560.1 §.5 764 Ba,7

Public service restrlictoring 1/ 18 &1 63 a0 40 a9 LR o0 5.0 00 ag aa 0.0 aaq LX) 0.0

Net lending 00 Go 0.0 L) 0.0 L1} 0e 0.4 L] 0% L] 13.0 0.0 o.¢ 0.0 9

Overall facal balance (commitment basis) -23.5 338 643 -123 250 415 BLO -205.8 -274 923 -1i7.2 -162.4 1183 -170.2 -189.4 -2013.2

Change in anears {net; reduction -} 58 59 164 70 9.1 141 14.1 415 0.0 00 -82.7 BT 0.0 34 0.0 0.0
Exteronl arraars (net, reduction - } 16 L1 237 7.0 1.0 181 17.8 925 0.0 0.0 827 827 0.0 0.0 0.0 0.0
Domestic srtare {8et; reduciion -) 09 a5 ey 80 -9 A% -3.7 hLi} a0 0.0 oa 1] 0o 04 LK 0.0
Qvyerall flscal balance {cash basis) -87.9 Bk 2379 .53 <159 282 -56.9 -298.3 214 92,3 -198.9 2451 1533 1702 -189.4 -2z

Financing B7.9 219 119 53 159 8.2 G66.9 2083 274 97213 1929 245.1 1583 1702 1694 1012
Extemal {net) 535 318 168 228 16.3 &4 452 w332 L -127.5 =219 2197 =960 -117.2 -135.1 -1506

Dishursements {projects) 20 17 0.8 37 1 7.7 16.2 Tie 3d 62 9.3 124 5.7 6.2 6.6 :.z
Program financing (foans) 258 287 454 322 322 322 199 4.7 58 158 258 258 00 00 oo .5
Amortiration (nef) -14.4 313 208 <133 236 -33.% 50,0 -154.8 BLE ] ~199.6 24711 257.8 -131.7 ~121.4 141.6 -158.
Scheduled -38.7 <551 L8] DLR! 236 =404 £9.6 2313 -i%E =159.6 4704 A3 1017 1234 -1414 -158.3
Met chiange in amears {redustion - ) 24 pr i 283 [13:3 b.0 59 12.7 -71.5 oo 0.0 ~78.6 -76.6 lig:] (1] 9.0 00
Debt relicf 2.0 0.0 0.0 oo 0.0 0.0 on ik ] 0.0 0.0 o0 0.0 00 2.0 20 o8

Domestic (met} 345 3.9 1.9 -17.3 -0.4 208 217 101.9 0.0 165.1 1§54 248.0 173.0 1969 2236 25:.;

Bank credit (net) 17.3 502 0.3 -15.2 <69 218 3.2 259 0.0 -10.4 -10.4 103 [130] i3] 4.0 i
Of which : HIPC [nitiative secgunl 43 -15.2 0.7 -7R 8.1 =102 6.6 o0 0.0 0.0 0.0 0.0 00 o 0.0 O.g
Nonbenk finencing 9.0 0.0 1.2 2.1 6.5 00 45 0.0 0o oo 0.0 0.0 i3] 20 0 3-0

Qi congessini i ghts proceeds 17.2 45.0 0.0 0.0 .0 0.0 0.0 3546 00 1,580 13503 15503 a0 0.0 €0 ;
Ol reserve fund 0.0 LRy a0 G0 00 0.0 LX) -478.5 0.0 13747 -1,354.5 1,291 % 1780 196.0 2236 2433
Finaneing gap {excess financing - [ K} 0.0 0.0 a0 0o 0.0 0o 287 18.2 5.7 226.4 21638 76.3 %14 I8 1054
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Tahle 4. Sio Tomé and Principe: Finenclal Operations of the Central Govemment, 2001-08 (conchuded)

2002

2003

2004

2004 2005 2006 2007 2008
Jan.-Dec, Jan-Mar.  Jen-Juo. Jan.-Sep.  Jan.Dec.  Rev. Budpet Praj, Erof.
SMP Actaa| Emx, Jen-Mar. Jau-Jun  Jan-Sep. Jan.-Dec.
(In bltlione of dobrag, unless otherwice indicated)
Memorandum ilems:

Bomestioally finunced pritacy expenditurc 2/ 1414 1315 134 3 3%.1 St 1363 208.4 323.% 544 183.3 2450 140.0 4261 43238 542.0 G084
Of which: primary current expendituee 97.2 963 949.7 272 66.1 180.8 1345 1620 40.8 B5.6 128.3 169.4 1937 HEY 2315 2530
Hoo-oil primary cucrent balance -1 120 13.7 0.8 58 1.l 5B o8 R 1 38 74 nis A0 853 1033 1243
Hon-pil primary b-a!mce. {eommitmen bagis) 2 3/ 545 231 21.1 101 191 <344 430 -141.8 223 6.6 -109.3 -152.9 1639 NE R 205.1 -129.0

Extemal deb service paid 4f 414 60.6 4.5 19.8 kI-5:] 48 665

{In percent of full-year GDP, unless otherwise indicated)

Tatal rs'fenu: 2.1 22,1 133 50 128 18.3 154 284 3.3 125 8 30.0 323 313 299 18.9
Of which: Bz revenue 132 179 195 18 9s 129 204 1 44 124 155 07 219 217 .5 118
imlerest samings on oil fund 0.0 0.0 0.0 00 00 o) 0.4 13 0.0 0.0 LY 4.0 g1 6.5 5.2 50
Totat grants 1.8 41.0 272 52 73 106 29.6 30.9 27 B4 12.5 16,7 17.3 15.1 149 4.0
Of which: project grants 284 27.7 246 26 30 =N 180 6.6 L5 5.9 89 1y 249 2.0 B.2 74
Total expenditare and net Jending 8.1 69.7 637 12.5 4.6 36.5 650 9.3 12,1 34.7 518 70 £9.5 65.2 616 58,7
Social expenditure 25.0 154 19.4 n.1 244 247 2.8 143
Education 8.6 B 2.7 - 56 6.3 73 8.1 5.0 79
Health 114 130 9.0 10.6 ] 125 123 12.5 127
Run] development 50 75 34 - 18 a1 41 43 42
Corent expenditure na 276 8.4 72 153 nI 30} 313 8.t 16.1 24.1 EJN ) 296 21,5 25.5 237
Of which. primary curren! expendibre 230 19.6 20,5 49 1.9 18.1 242 216 6.l 12.8 192 253 243 24 207 193
personnel costs 95 9.1 an a3 49 101 1eq 9.1 82 T4
Capita] expenditre and nes lending 456 krAl 9.4 41 6.6 LY 293 58.0 1.8 164 24.1 321 324 04 29.3 233
Domesticalty financed primary expenditure 2/ 4.1 %8 216 68 1654 24.5 176 47.2 a1 4.4 367 %09 534 50,4 480 461
Primary balunce 2/ 3/ 129 4,7 4,3 -1.8 34 -62 -124 207 k] -1190 -16.3 2249 212 -19.1 -18.2 -17.3
Primary current balee -1.¢ 25 28 ol L1 02 1.0 29 -1.3 -1.3 1.1 16 g0 B9 2.2 &5
Primary balace (excluding HIPC-financed exp.) 3 -89 -0,1 0.3 0.7 -1 26 £3 -11.2 L6 9.5 -11.2 «16.0 -13.7 121 -11.4 -16.9
Dwvernll balance (eommitient basis, incl. granish 2/ -22.2 6.7 -13.2 232 45 14 -14.5 300 41 -13.8 -17.5 -4 -19.8 -17.8 -16.3 -15.8
Oweral! balance (commitment basis, excl, grants) 2 50,0 -47.6 404 7.4 <18 182 392 5.9 58 o222 101 4140 -37.2 258 317 258
GDP (in billions of dobras) 220 210 ABG.8 5569 £R26.0 6683 7985 957.2 11261 13094

Sources: S%o Tomd and Principe anthorities; and staff estimetes and projections.
I/ Scveranue packzges otaling Db 8,009 million were financed by & Stractural Adjusimant Facility grant from the Buropeen Unior, in 200192,

2 Inchides HIPC Initiative-related social expenditure.

3 Exchiding oil revermas, grants, intercst eared and scheduled interst pryments, ard fareign-fizanced capital ontlays.

4/ Mot raking inte accowst HIPC Initative ynierim asw
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Table 5. S30 Tomé and Principe: Monetary Survey, 2001-04

2001

2002 2003 20904
Mar, June Sep. Diec_ Mar. June Sep. Dec. Mar. June Scp. Dec,
Act. SMFP Act. Act Est. Froj,
{In billions of debras; shd of period)
het foreign assers 169.2 1549 1773 li0a 2432 2065 2396 2518 2464 303.0 5030 3233 3133 333
Ceotrn] bark 117.0 1122 1174 1571 1766 1340 L68.7 (818 1662 2142 2147 WS 2MS 245
Commencial banks 512 426 02 534 M5 705 709 120 802 438 3.8 88 5838 828
Met domestic assels -15.6 82 23 343 591 -6 333 302 2.7 -103 4.2 -85 «24 ig
Net domestic gredit 129 50 74 0.6 Abo EL R 14.7 40.8 87.0 1134 1155 1152 1213 1275
Nt credis o government -102 10.7 82 339 403 -10.5 257 -17.4 1.3 0.6 2.6 2 102 03
Clgims 564 545 56.3 55.6 56,2 574 S&.0 389 59.6 613 62.8 643 659 674
Deposits H5.6 438 L83 E:ES 1168 6RO 3.7 764 453 -40.7 432 541 557 -5RY
Budgetary deposiu RV | -13.9 +14.2 -11.4 1.9 6.4 ~192 -23.1 -19.0 -152 -16.8 -182 -1%7 226
Of which; HIPC Initintive resources =43 -5.1 <17 39 4.3 =16 -11.5 -11.1 -14.3 -10.3 -10.3 =103 103 -123
Counterpart furda 243 -25.0 249 231 243 -143 =150 -7 138 1146 135 -136 -136 -135
Foreign currency depoaits 0.1 -9 =5 =560 100 411 495 AR5 =154 S11.B -11.8 223 2131 -8
Of which, oikrelated depogits 00 ] LA -43.6 .. 456
Net claims on other public institutions -0.7 07 0.0 0.0 0.0 ¢0 Do [ }] 00 0.0 0.0 L3 0.0 040
Credit to the sconomy 114 25.t 192 45 303 414 404 533 158 s 989 1050 NIt Li72
Other iteens {net) -28.5 6.8 2351 <350 291 427 -482 100 344 (237 <1237 -1237 1Y 1137
Revaluation accounty -9.4 17 A7 L7 <41 147 -192 -25.1 -12.4 253 -253 -253 253 153
Other 183 295 264 -2M) 250 280 289 439 M0 9”4 9BE4 9B4 B4 034
Brard money (M3) 153.5 163.1 1796 1761 1691 i948 2060 223 491 2917 29MR 3177 1209 3271
Local curmency 98.1 104.7 ma 59,2 1163 [163 1262 1172 1370 1763 176.4 1952 1985 2047
Monay 392 o6 914 E74 1056 (041 {rg ] 104.1 1218 1550 1606 1777 1805 136.2
Currency oirtside banks 5% M6 31 e 419 395 6l g 416 %2 390 61% 646 74
Demand deposits 334 350 50.2 558 63.7 (173 2 6.4 302 9838 1017 1159 {159 1189
Time deposits 35 10 109 1LE w7 122 123 13.3 is2 153 15.7 178 IR0 134
Foreign currency deposits 554 L1 713 169 7.7 TS5 B9 1T 1121 122.4 1224 1224 (224 1224
{Chan ges from the beginning of tha veer; in billions of dobras)
Het foreipn assery B -143 &1 413 6.3 n3 ki ] 6.3 40.0 96.5 0.0 203 203 263
Het dmneéﬁc agees 33 238 119 <187 <405 449 -2LR -85 143 LI | [ %} 18 18 140
Met domestic credit 150 pr vl 245 =121 419 18.2 ~16.4 9.5 55.9 B2.3 5,1 1.5 70 14.0
Net credit o govemment 17.3 3 184 -23.7 -50.1 -g.! -]3.5 -gg Ztl}.ﬂ Ség gg -lg_g -Ig.; —lg_g
Net claims on other public institutions 0.0 oo 07 0.7 0.7 7 . . Xil . . | .
Credit t;n:hc Econcmy " -23 1.3 54 108 5.5 179 -h2 157 341 3.2 6.1 122 183 4
Ol items {net) -6.7 1.7 6.6 44 21 -142 54 283  4l6 -B1.D 00 090 00 0.0
Broad money {M3) a1 -85 26 35 355 413 1.3 17 543 979 6\ M9 282 144
(Changes 1 percent of beglaning-of-period money stock, unless etherwise specified)
Wet foreign asgets 294 -3 53 269 497 243 17.0 238 203 156 fL) 104 104 6.3
. 43
Net dopecstic aascta 73 3.8 11,7 -122 <266 26 <112 9.5 13 0.7 31 09 4.0
@’%ﬁlfﬂl' n'e:!u'edit o povernmeit 154 16.5 1.0 155 A6 02 B3 ) 1% 112 168 0 =33 53 13
" credit to the economy 20 L0 s 70 43 16 06 A5 175 263 i 63 94 B3
eredit to the economy (parceniage change Brom -B3 5.5 nse 45.4 276 151 2.8 40,0 B2.0 12310 6.8 131 197 283
peginning of the yveat)
moncy 36.7 75 114 4.7 231 269 38 142 s 503 3.1 128 14.5 117
Br;}?r}ﬂ'eh: lé::ljgm'rmcy 289 43 2.7 07 ns 119 10 03 10.6 17 21 LE ! T3 11.7
M2 {percentage chnge om beginning of the yrar) 496 6.7 42 1.1 IB6 185 34 11 178 464 36 M6 166 202
Memorandum items:
M3¥/hase money multiplier 16 1.4 16 1.6 17 17 1.6 1.5 lé ;g 1.6 L6 1.7 5;
Veloci ia of GOP to averags troad money 12 3! 28 . .
C:r‘?:n“gv[;;gde of banks (in percent ordmanzl deposits) 612 720 51.7 565 657 611 509 544 519 56.8 580 533 537 567
Forcign carvency deposits (in psrcent of total deposits) 47.1 473 521 532 494 508 50,5 56.3 540 518 510 478 478 411

Souress: Sio Tomté and Principe authori ties; and staf¥ estimates and peo] ections.
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Table & S1o Tomé and Principe: Balance of Paymems, 2001-08

{In miltions of 11.5. doltare, unless otherwise specified)

2001 2002 2003 2004 2003 2006 2007 2008
SMP  AcL Esl. Proj.

Current account balance, oxclnding official tansfers -31.2 296 273 =266 43,9 454 =534 =566 -58.7
Of witeh : poteoil citizent acoount balance 1f =31.2 266 <273 266 =136 <308 -33.6 =36.8 -39.8
Trade balavce -7 -20.7 105 21,0 -32.6 37,7 -44.9 -47.4 -51.2

Exports, £0.b. a7 6.5 51 64 6.8 6.2 6.2 6.8 73
Nap-oil exports 37 45 51 6.4 -2 6.9 6.8 6B 73

OF whick: cocoa 33 Al 4.5 55 59 59 3.7 57 56

Ol exports 6.0 [1)] 04 VEi} a0 00 0.0 6.0 00
Lmports, Eob. <144 -T2 285 -27.5 -39.5 44 6 -51.7 =542 -58.4
Pood . 27 44 02 a7 -11.5 12,1 =127 =133 1490
Irvestment poods -113 135 <107 -11.6 -16.8 91 s -7 “263

il scctor-rolated investment goods a0 0.9 0.4 0.0 <33 47 5.4 -6 -5.7
Papulenm prodocts -4.1 44 43 4.6 =59 -6.6 79 -85 100
Other -L2 29 .12 1.6 19 220 2.1 2.3 24
Services and income {net) -11.1 -0.5 =76 -6.3 -12.0 8.5 3.3 =10.0 =24
Exports of ronfactor services 115 61 145 160 18.1 2.5 255 28,2 326
(3f whick: trovel and tourism 24 s 104 115 132 15.6 73 19.7 233
Leoports of ponfacior services -19.2 217 -18.3 =185 -28.7 419 361 38.7 A0 R
Freiphd and InEranCs 3.1 -5.% -5.6 55 -8.1 -9 =91 =108 -7

Technical assistance 9.9 -102 -B.5 -8.6 -10.0 -9.5 =11 =111 =124

Ol gector-related services 0.0 00 00 0.0 62 29 .20 -12.8 -124
Other 4.2 =57 =43 45 -d.5 =45 4.6 4.7 -48
Facior services (net} A7 -39 -3.8 -7 -L35 19 12 0.5 032
Interest dne -3.7 -39 -38 -7 X -3.1 =33 <34 =3.5

Oil fund interest eamings 0.0 0.0 0.0 oo 2.5 50 44 19 33
Petrolenm sector inves tment ihcome .0 0.0 4.0 L] [1X+} 0.0 0.0 0.0 0.0
Private transfars {oet) 0.4 [} 03 [+ 3 08 0.2 6.8 0.8 08
Official transfers (net) 15.0 24.1 144 14,5 10.3 10.8 1.0 11.3 11.3
Pubiic investment projects 13.8 151 121 10.7 7 62 63 62 62
Nonproject grants 28 20 [+ | 04 0.0 ¢.0 0.0 0.0 (K]
Of which: European. Union budget support 1.7 L1 0.0 13 0.0 0 (IR 0.0 [
HIFC itiative-pelated grants 2.3 4.2 22 14 i1 4.6 4.8 5.1 55
Cusrent socoupt balanee, including officis] transfery ‘ -13.1 =535 129 -13.1 =331 «34.7 423 4353 -43.1
Of whick: non-oil cerratt aceount balence 1/ -11.1 -55 4129 -12.1 e 00 -RE -25.5 0 282
Capital accout balance 128 8.9 8.2 154 1552 16.1 23,9 237 43
Medinm- and lang-tenm capilal (net) 7 EX] 19 5.8 1682 161 227 237 243
Project Loas 48 18 24 i7 12 04 04 0.4 14
Nonprojes! loans a0 33 [ 34 235 0.0 0.0 0.0 o
Oil signatone bommses 2/ 0h ¢.0 0.0 0.0 150.0 0.0 0.0 0.0 0.8
Direct farcige investment 3 30 52 2.0 19.0 241 L4 128 3317
O witch: parroleem-ralated invesmment 0.0 0.0 04 0.0 104 14.8 20.0 10.0 0.0
Amonization -4.0 62 -65 74 5 84 9 95 5.8
Short-wenn capital and emors and cmissions 5.8 5.0 12 2.7 -10.0 [(Ri] (] a0 a.a
Gf which: Nigerian advance 4 5.0 50 50 =100 LX)} 6.0 0.0 06
commercial banks 03 - 2.0 -18 0o 00 8.0 0.4 no
Overall balnce 45 34 a7 33 1227 8% .9k 217 23
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Table 6, 580 T'omé and Principe: Balance of Payments, 200108 {cancluded)

{In millions of U.S. dollars, unless otherwise specified)

2001 2002 2001 2004 2005 2004 2007 2008
SMP  Aet, Bst. Proj.

Financing 0.5 -1.4 a7 -3.3 -143.1 12.6 113 14.9 16.}
Change i raserves (inorease =) 2.6 66 21 27 =27 -1.2 0.7 0.0 0.0
Gl reserve fund 2/ 0.0 0.0 o0 0.0 -125.0 138 (% 8] 149 16.1
Mediws snd lang-tenn arrears (net; docreese -} 3/ 12 i3 58 43 54 0 0.0 0.0 0.0
Short-tenm amrears (net; desreass =) 0.0 0.0 0.0 04 00 0.0 00 0.0 i)
Pavaty Reduction and Growth Pacility (net) 20 00 ol 0.0 0.0 0.0 0.0 00 00
Dbt rolisf 0.0 0.0 0.0 L] oo 0.0 0.0 on 05

Financing gap 0.0 0.G 4.0 0o 210 59 6.5 a7 637

Memorandurn ilems:

Clocam expart volhioes (i thousmids of metric fons) il 3.1 3.5 3.7 ki) 1.7 37 37
Covta expart uail valee {in VLS. dollas pes kilogram) om - 146 157 158 158 b3 153 ©s;
Exchange r:te (in dobms por U.S, dallars; average) 8,842  B987 49,038 9,365 10,335 12887 14,060 14,985 15759
GDIP {in billians of dobras) 4220 4910 4R6H 3369  66B3 7985 9§72 11281 13094
Deht-service ratio (before debit relicf) 4/ 3/ 48.6 3L 6L2 579 163.5 453 458 421 387
Deat-sarvice ratio (after debt redief, exclnding FUPC Initiative assistance) 4/ 5/ 486 88 612 582 72.2 275 9.5 87 35
Dbt service paid 4 5/ 216 20,1 2649 - -
Crrrent account balser, oxcluding official tansfers (in percent of GIXP) =05.3 -542  .51.0 ~44.7 -67.9 =713 704 152 =107
Comont soommi balance, inchuding official trasfers (in percent of GDP) 275 . -H00 240 304 5L 560 -84 802 -567
Nop-oil current t balance, excluding official transiers
(io poxcent of GDFE) L/ -653 M2 -50 447 -52.0 9.6 ~49.3 =489 -479
(Gruss reserves (in morsks of following year's non-oil imports of
X 4.3 4.2 4.6 5.2 54 3.1 4.0 44

peoids and nonfacter sarvices)

Sources: Sao0 Tome and Principe snthorities; and stafl estmates and profections.

1/ Bxcluding ail exparts, ¢.l.1f, itnports of ell secier-related goods and seevicss, and ofl sector profit remittances.
2/ (6l sigmatura bom sea expected in 2004 will mostly be deposited in the vil eserve fond

3 Unitil 2003, total amounr of reschads lable amrears aconmmiated with bitateral crediters, pending & possible sew Paris Cluk rescheduling

agresment. For 2004, assurncs & new Paris Chob roscheduling agroement.

4/ [n paoan of expons of goods and nonfactor services, calculaled as & three-year backward-locking avemage (e.g., average aver 200 1-03 for cxports in 2003).

5} Ic'mdes amwartization %o the IMF: exciudas arrears.
&/ loctndes abhigations 1o the [MP.
7/ Excludes HIPC imfexim assistance.
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Table 7. SBo Tomé and Principe: Projected Qil Revenue Accrumg to the Joint Development Zone, Nigeria, anc 530 Tomé and Principe, 2005-23

(In muflions of 11.5. dollars, ymless otherwise indicated)

2005 2006 2007 2008 w0 i 2011 2012 206 020 011 012 2023 Avemge  Avem Totm]l  Net Pragent
B
perYeur  perYear (Comulative) Valuc
(2011-16)  (2017-23) NPV} I/
Production (bamels par day) o o ] 1] 0 3 0 25000 120000 240,000 240,000 240,000 180,000 69,167 231429
Price (1.5, doltars per harvel) F A 26 2 25 2 2% 27 28 n 4 23 25 % 28 v
Gross cxporl rovenne 80 00 0.0 1] 0n 11)] o 2442 12839 28124 L0234 21864 16573 164 2,400 4 21,123.1 28098
Production and investment costs
Qpoating coats 0.0 0.0 0.0 iy} an L] 0.0 183 74,5 1489 1489 1482 117 1.3 141.6 12717 163.3
Capital cost a0 L] 0.0 A1) [ Xi] o0 009 £00.8 4600 0.0 0.0 00 00 4333 0.0 2.600.0 T44,6
Exploration costa 370 500 0 snoe 555 #0.0 4040 1.8 106 0.0 [{AH 0 1] 150 29 1925 201.6
Tatal Joint Devalopiment Zoac (D) itvenue
Royalty (1813 percent of gross prod. value) 00 00 DR 0.0 LX) 0.0 0.0 244 1566 Ta 285.0 290.7 21386 342 322 2,753.5 3394
Bonusex 00 00 oo 0.0 Rt} 0.t 04 0.0 00 PRI a0 0.0 o0 2.0 0.q 0.0 0.0
Profit gil {10-30 parceqt of revenus, net of eoets) 00 00 00 00 0.0 1)) 0.0 0.0 1929 1,143 8450 #53.4 6660 8.6 9618 T.186.3 B19.¥
[ncome tax {40 peseent of net taxable incame) 0o 00 00 0.0 0.0 LU 2 0.0 2332 118 4225 417 3310 1174 483.2 40870 5176
Value-ndded tax {6Y4 percent on 40 percend of operating costs) 00 ob 0o ¢.0 a0 00 0.0 0.5 19 T ar a7 18 L1 s 318 42
Suorface rent i1 B X ] LR 0.0 Ll [LA1] .0 0.9 44 B8 B8 8 6.5 15 84 T43 &)
Tatal revanue . 00 o0 GO0 00 a0 0.0 0.0 258 61192 2I1pd4 L3650  1.5983 12220 17318 1,7843 14,132.9 1,710.0
Tota] revenue (in percent of grass export revenue) 00 00 00 o0 e 0.0 0.0 j0.5 478 M.E 3y T34 3.7 B2 2 6.9 60.9
Nigerinn share ) .
Royahy 00 00 0O [411] oo 0.0 0.0 14.7 94.0 2264 171.0 1744 128.2 50.5 197 1,652.1 2156
Donuses 00 00 00 0.0 to 0.0 0o 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00 0.0 ne
Proiit il o 00 00 90 an 00 ae 0o 1157 685.8 070 5180 306 a1 4807 43118 4914
Income 1ax 80 0.0 2.0 a0 (L] 0.0 0.0 0.0 154.9 3429 2535 259.0 1908 704 209 24512 105
Value-added tax (6% percent on 40 percent of operating costs) o0 1K1} L) .0 L] 0.0 o0 03 11 22 22 22 1.7 07 2.2 18.1 3
Surface rent BB 0D 0O 0.0 00 90 00 a3 1.6 5.3 53 53 39 1.5 5.1 A48 S8
Nigerian govornment revenug B0 00 1O 0.0 0o 00 0.0 15.5 Jok4  1,2627 939.0 959.0 7332 164.3 1.070.6 BA4T9.7 1,026.0
Nigerian shate (in percent of total JDZ revennt} 0.0 600 6090 60,0 0.0 &a 600 510 500 0.0 60,0 0.0 & 60,0 6.0 50.0 40.0
Sio Tomé and Principe {STP) sharg
Royulty e 08 00 00 0.0 0.0 0.0 2.3 627 150.9 1140 1163 §5.4 337 1285 1,10t.4 142.F
Bonuges 00 B0 00 0.0 8.0 o0 0.0 8.0 090 0.0 a0 9.0 00 0.0 0.0 0.0 0.0
Profit eil 00 00 00 0.0 0,0 0.0 0.0 00 7.1 4572 3380 454 2664 274 Ry IBTAS 1276
Tncome lax 0o 0p 00 0.0 00 00 0.0 0.0 103.3 1284 169.0 172.7 1332 47.0 1931 16348 25?,2
Value-added tax {6.25 percent on 40 peccent of operating costs. 0.0 00 GO 00 00 a0 0.0 02 07 13 15 L5 11 a4 14 IL; ;.9
Surfice rent 04 a0 2.0 00 0.0 0.0 a.0 0.4 1.8 1.5 .3 13 2.6 10 14 20, .
STP povernment Tevehue 04 00 00 0.0 0.0 0.0 0.0 10.3 245.6 8418 626.0 6393 48%.8 108.5 kIEN 5,651 684.9
STP chare {in percent of iotal IDZ revenue) 460 400 AkD 400 400 40,0 40.0 40.0 400 s 40.0 40.0 40.0 40.0 40 0.4 400

Jousces: Sio Tomm and Principe authoritizs; and saff cstimates and projections.

1 Calculated for the base yeer 2003,
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Table §. $io Tomé and Principe: Net Present Value (NPY) of Extemal Debt and Debt Service Due, 1999-2008 1/
(Assuming no further debt relief)

(In millions of U.S. dollars, unless otherwise indicated)

1999 2000 2001 2002 2003 2004 2008 2006 2007 2008 2000-08
Est, Projections Averages
NPV of total debt 2/ 2391 185.1 1875 1947 2059 1731 1749 165.7 1641 1577 179.9
NPV of outstanding debt 2391 185.1 187.5 1947 197.0 1715 1683 1634 1574 1510 1754
Multilateral 3/ 118.4 119.1 119.6 1202 1224 1213 119.8 1177 1150 1118 118.6
Official bilateral 4/ 121.1 66.0 Ly 145 74.6 522 49.4 45.7 424 392 56.8
Paris Club 5/ B2 455 473 43.8 430 3.6 295 2.5 254 235 6.4
QOther official bilateral &/ 390 20,1 206 25.7 26.4 20.5 124 18.2 17.0 157 204
NPV of new bomrowing 7/ 0.0 0.0 0.0 0.0 89 35 &0 6.4 6.7 6.8 6.5
Total debt service dus B/ 6.2 1.7 10.3 11.1 36,5 124 1.1 134 13.8 13.8
Multilateral 3/ 8/ iz 4.3 52 5.7 57 5.1 6.7 7.1 1.5 5.8
Oificial bilateral 4/ 24 3.4 51 52 k{1 a1 6.4 &.0 5.7 78
Paris Club 5/ 1.1 2.0 3.1 4.5 184 4.0 44 39 R 506
Oither official bilateral &/ i3 14 20 0.6 12.1 2.1 2.1 21 21 29
New borrowing 0L 0.0 0.0 0.0 0.2 0.3 03 0.4 0.4 0.6 0.2
Mentorandom iterns:
Exports of gocds and nonfactor services 16.5 15.5 15.5 19.6 22.4 25.0 284 324 3540 399 6.0
Thres-year sxport average 9 13.6 14.6 158 16.9 19.2 223 252 284 g 358 n4
Govenurent revenucs (excl grants) 91 10.0 10.2 12.% 152 g4 200 21.3 225 24.0 17.2
[einly 469 463 477 536 39.5 647 62.0 64.1 75.3 3.1 62,2
NPV of debt-to-cxports ratio {in parcent) 9/
For total debt W 12640 11844 11545 10741 BOAD  £5235 5039 5138 4410 B57.9
For outstanding debt enly -~ L2640 11B44 L1345 1,027,7 TR 6686 5717 4929 4221 3404
WPV of debt-to-revenue ratio (in pervent) 10/
For total debt .« LB487 18299 |1,560.4 13418 9135 B760 7957 TR 6579 II7TAT
For outatanding debe anly - L8487 15299 15664 1,283.7 B944 8457 7659 TO01 6297 11509
Debt-serviccto-grpart tatio (cuirent year) 40,1 49.5 2.8 496 1452 438 a0 .4 184 3448 550
Debt-service-to-expord ratio (three-year averape) % 42,4 48.6 61.2 579 163.5 493 458 42.1 38.7 61.0
Debt-servicc-to-revenue ratio 62.0 751 82.7 723 1880 623 6l4 59.8 517 80.1

Sounces: S4n Tomé and Principe authoritics; and staff estimates and projections.

1/ Base yeay 2002. Refers to public and publicly guaranteed debt only, and includes short-term debt ineligible for meatment under the
HIPC Initiative. Inchuides two OPEC and one African Dévelopment Benk/Fund (AfDB/AIDF) laans omitted in the HIPC decision point debt
sustainability anakysis [DSA), as well as the first disbursement under the 2000 PRGF armngement.

2/ Discomted on the basis of the average commercial interest referonce rate for the regpective carrency for the second balf of 2003, Conversicn
of cumency-apecific NPV into U.S. detlars is made at the end-December 2003 exchange rate.

3/ Projected and not fully reconciied. IDA and European Investment Bank (EIB) have provided HIPC Initiative interim assistance on 100 percent
of debl service on pre-cutof-date debt since 2001, while AMMB/AIDF has been providing HIPC Initiative intétim assistance on 83 percent of debs
service an pre-cutoff-date debt since 2001. DA, EIB and AfDB/AMDE arc assumed to contisue providing assistance through end-2005;
the Tntemational Fund for Agriculiural Development (IFAD) and Arut: Bank for Economic Development in Africa {BADEA) do noi provide any
HIPC Initiative interim assistance. OPEC has been providing HIPC Initiative interim asgistance since March 2003,

4/ Projected and not fully reconciled. All atrcars on eligible outstanding debt to Paris Club ereditors at end-March 2000 and on corrent tmaturities
from April 2000-April 2003 were reschednled on Naples terms on May 16, 2000, the first phase of the rescheduling was for April 2000-

April 2001, while the sevond and thind phases were inoperative. Consequently, the assistence planned vnder the second and third phases ia
assumed fo have accrucd as arrears for May 200 1-March 2003 Non-Paris Club creditors are assumed to provide similar treatment.

5/ Dbt to Ttaly has been under discussion since the 2000 HIPC Enitiative decizsion point, and il is assumed that this detn will benefit from treatment
simitar to that provided by the other Paris Club creditors.

&/ Includes an interest-fresz 1SS million advance from Nigeria in 2002 programimed t¢ be répaid in 2004 oo expected oil signature bonuses.

7/ Projected from 2003, Inchudes an interest-frez US$5 million advance from Nigeria in 2003 programmed to be repaid in 2004 on expected il
signature honuses. AJso includes known estimared and projected disbursements by IDA and AfDB/AIDF; additional projected extemal
digbursements are assumed 10 be provided on IDA temms with no implied assumption regarding their source.

8/ Excluding interim assistance provided under the HIPC Initistrve.

9¢ Exports of goods and nonfactor services arc caloulated as a threc-year backward-looking average (.8, average aver 200103 {er exports in 2003).

10/ NPY of total debt in percent of government reveane,
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Teble 9. 830 Tomé and Principe: Net Present Value (NFV} of External Debt and Debt Service Due, 1999-2008 1/
{ Assuming a Completion Paint Under the Enhanced HIFC initiative at end-December 2005)

(In millions of U.5. dollars, ualess otherwise indicated)

1959 2000 2001 2002 2003 2004 2005 2006 2007 2008 2000-08

Est. Projections Averages
NPV of total debt 2/ 239.] 1851 1875 147 2058 1979 380 589 58.8 604 1342
NPV of outstanding debt 239.1 185@ 1875 1947 1970 1927 514 510 50.6 501 1289
Multiateral 3/ 1180 1191 1196 1202 1224 1263 440 440 439 43.8 87.1
Official bilateral 4/ 1210 660 679 745 7456 663 7.4 70 66 62 413
Paris Club §/ B2.1 459 473 458 480 455 52 50 47 45 283
Other official bilateral &/ 39.0 20.1 206 257 166  20% 2.1 20 19 1.8 13.5
NPV of new borrowing 7/ 0.0 Q.0 o0 0.0 89 53 6.5 79 92 104 13.7
Totel debt service due 8/ 6.2 .7 103 112 16.1 69 2.7 2.8 31 7.4
Multilateral 3/ 8/ 33 43 52 57 57 6.4 16 1.6 L7 4.0
Official bilateral 4/ 24 34 5.1 512 101 (1 0.7 0.7 0.7 32
Paris Club 5/ 11 20 i1 45 01 82 05 05 04 1.4
Other official bilateral 5/ 14 14 2.0 (113 100 .0 0.2 0.2 0.2 1.8
New bomowing 0.0 a0 0.0 0.0 03 03 0.3 0.5 0.5 0.7 03
Memomndum items:
Exports of goods and nonfiactar services 16.5 15.5 155 196 224 250 284 124 150 39.9 289
Thres-year export average 9/ 136 14.8 158 169 152 223 252 6 19 358 2.4
Government revenues (excl. grants} 9.1 10.0 10.2 12.5 153 194 200 213 2258 24.0 193
GDP 46.9 46.3 47.7 536 35 647 62.0 681 753 831 66.6
NPV of debt-to-exporis ratie (in pereent) 9/
For total debt w L2640 11844 11545 10740 8874 1296 2060 1872 163.9 558.2
For cutstanding debt oaly W 12640 1,1844 11545 10277 B3B8 2036 1785 1583 140.0 5323
NPY of debt-to-revenue ratio (in percent) 10/
For total debt . 1,R487 18299 15504 13416 10205 2904 2760 2659 2520 7153
For caistanding debt coly .. 18487 1,899 15504 12837 9934 2575 2391 249 2088  6Bl.]
Diebt-service ratio {cument year) 40.1 49.5 52.8 49.8 64.5 244 8.4 7.9 77 8
Debt-service ratic {three-year average) 9/ . 4Z4 4B 612 582 T2 278 9.5 2.7 85 151
Debt-service-to-revenue ratio 62.0 75.1 82.7 727 230 347 128 124 12.7 44.4

Sources: 540 Tomé and Principe anthoritics; and staff estimates and projections.

1/ Base year 2007. Refers to public and publicly guaranteed debt onty, and includes short-term debt ineligible for treatrnent under the
HIPC Initiative, Includes two OPEC and one African Development Bank/Fund (AfDB/AIDF) loans omitted in the HIPC decision point debt
sustainability analysis (DSA), as well as the first disbursement eader the 2000 PRGF arrangement.

2/ Discounted on the basis of the average commercial interest reference rate for the respective currency for the second half of 2003. Cegversion
of currency-spevific NFVs into U.S. dollers is mede at ithe end-December 2003 exchange rate.

3/ Projectod and not fully reconciled. IDA and Buropean Invesiment Bank (EIB) have provided HIPC Initiative interim assistance on 100 percent
of debt scrvice on pre-cutoff-date debt since 2001, while AfDB/ADF has been providing HIPC Initiative interim assistance on 83 pervent of debt
service on pre-cutoff-date debt since 2001, IDA, EIB and A{DB/ADB arc assumed 1o cohtinuc providing assistanco through end-2005;
the Intemationzl Fund for Agricultural Development (IFAD} and Arab Bank for Economic Development in Africe (BADEA) do not provide any
HIPC Initiative interim assistance. OPEC has been providing HIPC Initiative interim assistance since March 2003,

4/ Projected and not fully reconciled. All arears on eligible cutstanding debt to Paris Club creditors at cnd-March 2000 and on current maturitics
frum Apil 2000-April 2003 were rescheduled on Naples terms on May 16, 2000; the first phase of the rescheduling was for April 2000-

April 2001, whils the second and third phases were inoperative. Consequently, the assistnce planned under the second and third phases is
assurned to have accmed as amenrs for May 2061 -March 2003, Non-Fanis Club creditors are assumed to provide similar freatment.

5/ Debt to Ialy has been under dis¢ussion since the 2000 HIPC Initiative decision point, and it is assuthied that this debt will benefit from treatment
similar to that provided by the other Paris Club creditors. :

6/ Incledes an interest-frez US$S mullion advance from Nigeria m 2002 programmed to be repaid in 2004 on expected oil sighature bonuses.

7/ Projected from 2003, Includes an interest-free USSS million advance from Nigerie in 2003 programmed to be repaid in 2004 on expected cil
signature bonoses. Also includes known cstimated and projected disbursemcnts by IDA and ATDB/ASDF:; additional projected exteraal
disburscments are 2ssumed 10 be providad on TDA terms with no implied assumption reganding their source.

8/ Fuchuding interine assistance provided under the HIPC Inifiative.

9/ Exports of goods and nonfactor services are calculaled as a three-year backward-looking average (¢.p., average over 2001-03 for exports in 2003),

10/ NPV of total debt in percent of govermment revenue.
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SA0 ToME AND PRINCIPE: RELATIONS WITH THE FUND
(As of December 31, 2003)

Membership Status: Joined 09/30/1977; Article XTV

General Resources Account; SDR million % Quota
Quota 740 100.00
Fund heldings of currency 740 100.05
SDR Department: SDR million YaAllocation
Net cumulative allocation 0.62 100.00
Holdings 0.02 2.43
Qutstanding Purchases and Loans: SDR million %ol !ﬁota
Poverty Reduction and Growth Facility
(PRGF) arrangements 1.90 25.70
Financial Arrangements;
Approval Expiration  Amouni approved Amount drawn
Type date date (SPR million) (SDR million)
PRGF 04/28/2000  04/27/2003 5.66 1.90
Structural
Adjustment
Facility (SAF)  06/02/198% 06/01/1992 2.80 0.80

Projected Obligations to Fund

(SDR million; based on ¢xisting use of resources and present holdings of SDRs):

Overdue Forthcoming
12/31/03 2004 2005 2006 2007 2008
Principal 0.00 0.00 0.10 (.38 0.38 0.38
Charges/interest 0.00 0.02 0.02 0.02 0.02 0.01
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VII. Implementation of HIPC Initiative:

Enhanced
framework
Commitment of HIPC assistance
Decision point date 12/20/00
Assistance committed (NPV terms) ’
Total assistance (US$ million) 97.00
Qf which: Fund assistance (SDR million) 0.00
Complction point date Floating
Disbursement of IMF assistance (SDR million)

Assistance disbursed to the member 0.00
Interim assistance 0.00
Completion point 0.00

Amount applied against member’s obligations

(cumulative) 0.00

VIII. Safeguards Assessments:

Under the Fund’s safeguards assessment policy, the Central Bank of S&o Tomé and Principe
(BCSTP) was subject to the transitional procedures with respect to the PRGF arrangement
approved on April 28, 2000, which expired on April 27, 2003. A transitional safeguards
assessment of the BCSTP’s external audit mechanism was completed on February 7, 2001.
The assessment identified that (i) the external auditor bad limited experience in auditing
central banks, and (ii) the audited financial statements and related audit opinion had not been
published. The transitional safeguards report recommended the publication of the CBSTP’s
audited financial statements and a second review of the audit hy another office of the same
audit firm that had more experience in central banking activities. Implementation of the
recomrmendations of the transitional assessment are in progress.

! Net present value (NPV) terms at the decision point under the enhanced framework.

? Under the enhanced Initiative for Heavily Indebted Poor Countries (HIPC Initiative), the
nominal amount of assistance disbursed will include an additional amount cosresponding to
interest on amounts committed but not disbursed during the interim period, calculated using the
average retum (during the interim period) on the investment of resources held by, or for, the

benefit of the PRGF-HIPC Trust.

©lnternational Monetary Fund. Not for Redistribution



-39 - APPENDIX 1

A subsequent safeguards assessment is currently underway with respect to a possible PRGE
arrangement that could be agreed with the authoritics in 2004.

IX. Exchange Arrangements:

Since December 2, 1994, the official exchange rate has been market determined. The official
exchange rate is determined on a daily basis as a weighted average of the previous day’s
gxchange rates in the commercial banks foreign exchange bureaus and paralle] market. The
intervention currency for the dobra is the U.S. dollar. The exchange rate of the dobra was
9,451 on December 31, 2003; the spread between the official and paralle]l market exchange
rates has been less than 1.0 percent since 1999.

X. Article IV Consultation:

The last Article TV consultation with Sdo Tomé and Principe was concluded by the Executive
Board on January 30, 2002.

XI.  Financial Sector Assessment Program (FSAP), Reports on Ohservance of
Standards and Codes (ROSCs), and Offshore Financial Center (OFC)
Assessments:

None.
XII. Technical Assistance:

March-December 2003: STA missions to advise on compilation of national income accounts
and balance of payments statistics.

March-December 2003: Visits by MFD advisors on the conduct of monetary policy and hank
supervision.

January 1998-December 2001: MFD advisor on the conduct of monetary policy, banking
supervision, and foreign exchange management.

June 2001: MFD mission on handling of banking crisis and foreign exchange market
organization.

January 2000: MFD mission or strengthening of banking supervision.

March and June 1999: MFD missions to the central bank on pracedures for effective intermal
control and inspection.

April - May 1997: money and banking STA mission on procedures for gathering and
compiling monetary statistics and data reporting to the Fund.
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Jannary — June 1995: STA expert visit to the central bank on improving the presentation of
monetary accounts and assisting in the compilation of balance of payments statistics.

July 1991 — January 1994: FAD expert assigned to the Ministry of Planning and Finance on
assisting in the implementation of tax reforms.

XITl. Resident Representative:

A Fund Resident Representative was assigned to Sac Temé and Principe in November 1999.
The current Resident Representative, Mr, Richard Randriamaboly, took up his post on
October 23, 2003.
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Sda Tomé and Principe: IMF-World Bank Relations

{As of January 15, 2004)

Partnership fn Sfio Tomé and Principe’s Development Strategy

1.

The povernment of S&o Tomé and Principe’s development strategy is set forth in
the draft Poverty Reduction Strategy Paper (PRSP), expected to be presented to the
World Bank and IMF Boards in mid-2004, Building on an interim PRSP (I-PRSP)
adopted in 2000, the government bases its poverty reduction strategy on five pillars:

+  Reform of the public institutions, capacity reinforcement and promotion of
good governance;

. Accelerated and re-distnbutive growth;
. Creation of opportunities to diversify and increase the income of the poor;
=  Human resources development and access to ali basic social services;

. Adoption of machanisms for the implementation, follow-up, and evaluation of
the strategy. A plan of action accompanies these sfrategic targets with global
poverty alleviation objectives. The outcome targets include reduction of
number of peor by one half by 2010 and 1o less than one-third of the

population by 2015,

The World Bank and the IMF are supporting Sio Tomé¢ and Principe’s poverty
reduction cfforts in a cellaborative and complementary fashion.

The IMF is taking the lead in the dialogue on macroeconomic policies, including, in
particular, sustained fiscal adjustment and the overall budget envelope. The IMF is
fully responsible for the dialogue on monetary policy and banking developments,
interest rates, exchange rates, and balance of payments and related statistical and
measurement issues. The Fund also leads the dialogue with wage setting in the
public service. A staff monitored program (SMP) was in place during 2002; a new
three-year PRGF arrangement is under discussion.

The World Bank has been supporting the implementation of the I-PRSP and the
PRSP, through structural reforms in agriculture, energy, and telecommunications,
under an adjustment credit and a capacity building operation, including in the
petroleum sector. In this regard, the Bank has taken the lead in the dialogue on
structural reforms 1n the public sector and budget/public finance management,
private enterprise restructuring and privatization, institution building, and
governance. This support includes liberalization and development of appropriate
legal and regulatory frameworks in key sectors, such as electricity, water, and
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telecommunications. Particular assistance is provided to the government on
technical, financial, and policy advice to develop and adopt an appropriate
institutional and legal framework for the upcoming o1l sector activities.

The Bank is also active in supporting the government’s reform agenda in the social
sectors, with a sectoral IDA credit under preparation.

The Bank’s cumulative commitmenis to Sfo Tomé and Principe as of January 15,
2004, amounted to UJS$71.8 million equivalent for 11 operations.

The Country Assistance Strategy (FY00-85) and the Bank portfolio

6.

The World Bank Group Country Assistance Strategy (CAS) for Sio Tomé and
Principe, approved by the Board on October 10, 2000, is to support the
government’s objectives aiming at: (a) sustaining strong economic growth to raise
incomes and reduce poverty; and (b) broadening access to social services and
improving their quality. IDA also aims to strengthen public resource management
throuph periodic public finance reviews and work towards the adoption of a
Medium Term Expenditure Framework im the budgetary process.

The current portfolic amounts to commitments of US$10 million, of which

US$5.6 million is undisbursed. It consists of the following two projects: the Public
Resource Management Credit (PRMC), in an amount of SCR 5.8 million

(US$7.5 niillion equivalent) and the Technical Assistance Credit (PRMC-TA) of
SDR 1.95 million (US$2.5 million equivalent). Progress on the reform program and

the PRMC has been broadly satisfactory, although slow, due to political
uncertainties and general low public management capacity. The closing dates of

both projects have been extended by 6 months to June 30, 2004.

The PRMC-TA provides necessary technical support, training, expertise, and goods
and equipment to facilitate three objectives:

» implement the policy measures under the government’s reform program
suppoarted by the PRMC;

+ carry out sectoral, suBsectoral and specific studies needed towards the completion
of the PRSP; and

e develop the agenda for macroeconomic and sectoral policy reforms.

The Bank's proposed lending program in FY (5 consists of a US$6 million Social
Sector Support Project and of a US$4 million Governance Capacity Building
Project, the latter a continuation of the PEMC-TA, focusing mostly on the
petroleum sector and public resource management.
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World Bank-IMF collaboration in specific areas

190.

11.

12.

13.

14.

The World Bank and IMF staffs maintain a close collaborative relationship in
supporting the government’s growth and poverty alleviation efforts and its
structural reforms. Cverlapping responsibilities concern the following areas:

Economic Policy Framework : The IMF and World Bank advise the government
in close coordination in areas aimed at stremgthening governance, in particular as
regards the policy framework for the expected oil sector income. They also advise
the government on public enterprise restructuring and privatization. The IMF and
the Bank hold discussions with the government on energy tariffs to address the
quasi-fiscal deficit in the electricity and water company (EMAE). The focus of the
Bank is on improving the efficiency of the market strmcture, operations of the
enterprise, service delivery, and financial performance.

Public resource and expenditure management : As regards revenue collection,
the Bank and Fund support the strengthening of the tax system and tax collections.
This has improved tax administration and strengthened implementation of the tax
system owing to a new lax directorate structure and tax code. The govemment has
also started to modernize the legal codes. However, the reform process has been
slow due to political uncertainties and lack of institutional capacity. As for public
expenditures, the government’s objective is to shift priority spending towards health
and education, while increasing public expenditure efficiency, and improving
budgetary and financial management. In late 2003, a World Bank/IMF analysis of
poverty-reducing public expenditure financed by HIPC resources revealed
weaknesses in budget management. As a result, the Bank and IMF are collaborating
closely in implementing the structural reforms needed to improve the tracking of

priority spending.

Public Debt Management : The government created a unit in late 2003 to itprove
the quality of the government debt database and strengthen debt management. The
IMF takes the lead in providing technical assistance on these issues, relying on
assistance from the World Bank’s debt management system to monitor the
multilateral data and HIPC Unit,

Petroleum sector: Sio Tomé and Principe established a Petroleum Commission in
2002 and launched a bidding round for its shared blocks (with Nigeria) during
April-October 2003. It is defining the legal framework for the sector, including the
crcation of an oil fund, with the assistance of the World Bank, for protecting the
prospective earnings for future generations. This legislation is expected to be
adopted by the National Assembly by end-March 2004. Technical and institutional
capacity need to be strengthened rapidly to ensure better negotiation capacity and
supervisory and management capacity over the oil sector earnings. The World Bank
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leads the technical assistance in this sector while coordinating with the IMF on
petroleum revenue management issues and the appropriate fiscal policy response to
anticipated oil revenues.

15. Administration and Civil Service reforms : The government is engaged in an
administrative and public sector reform with the support of the World Bank, the
IMF and other donors (such as the EU). Its goal 15 to reduce the size of the eivil
service and raise its efficiency. It has adopted new organizational and staffing plans
for each of its ten ministries and downsized the civil service. It is still revising the
civil service regulations, grades and salary matrices. The IMF is closely
collaborating with the consequent public wage envelope.

Statemeat of IDA Credits as of December 31, 2003
{(In million of U.S. dollars)

Credit Fiscal DA

Number Year Sector Commitment’ Undisbursed

3428 2000 Public resource management 7.5 5.0

3424 2000 Technical assistance 25 0.6
Total: 16.0 5.6

Source : World Bank
1/ Less cancellation.

Questions may be addressed to :

Mr. David A.Craig, Country Director, Tel. (202) 473-2589.
Ms. Dorsati Madani, Country Economist, Tel. (202) 473-7925.
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S&o Tomé and Principe: Statistical Issues

Introdnction

330 Tomé and Principe’s statistical system is still developing and suffers from serious
resource constraints (qualified staff as well as financial and computer resources). These
constraints have slowed down strengthening the system.

The authorities have decided to participate in the Fund’s General Data Dissemination System
(GDDS) and, since 2003, are benefiting from the technical assistance provided by the
Statistics Department (STA) under the GDDS project for Lusophone Africa.

Sdo Tomé and Principe began reporting data for International Financial Statisticy (TFS} in
-March 1998. Since then, the autharities have made further advances in data reporting,
decreasing the lags with which data are being reported (Table 1).

National accounts

Since the mid-1990s, technical assistance for the compilation of the national accounts has
been received from the World Bank, French Cooperation and United Nations Development
Program (UNDP). Since 2003, the Fund has also provided technical assistance, in the context

of the GDDS project.

As a result of this technical assistance, the national account estimates compiled for 1994-
1997 follow to some extent the /993 System of National Accounts (SNA) methodology,
reflecting an initial improvement in the source data, compilation methodology, and statistical
techniques. However, beginning in 1998, the quality of national accounts data deteriorated
again mainly owing to a decline in the availability of source data and dwindling resources.
Since then, only preliminary flash estimates of GDP at current and constant prices have been
compiled using mdustry coefficients and growth rate estimates.

Nonetheless, the National Institute of Statistics (INE) has made considerable efforts to
improve source data, namely, in the context of the country’s poverty reduction strategy. It
has approved classification systems for the compilation of national accounts, which are
broadly consistent with internationally accepted classifications. Efforts are also underway in
the context of STA’s GDDS project to compile national account aggregates with an
improved methodology up to 2001 in broad conformity with the 71993 SN4. An important
goal of this project is to elaborate a new GDP series by mid-2003; it will also assist the
authorities in creating a quarterly production index. The allocation of adequate human,
financial and computer resources ta INE is critical to achieve this goal.

Consumer prices

The CPl is calculated monthly and reported to the Fund with a lag of one month. Since 1997,
the compilation of the official CPI has been based on a household survey that was financed
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by the UNDP. Price surveys only cover the capital, although the authorities intend to develop
a regional price series by 2004/2005, based on a new household survey.

Unemployment

In 2003 the authorities completed, with assistance from the World Bank, the first
comprehensive survey of unemployment. The survey provides a detailed breakdown of
unemployment by age, gender and geographic location.

Government finance statistics

Fiscal data are compiled on a monthly basis, with a lag of about three weeks, and reported to
the African Department (AFR). No gevernment finance statistics are reported to STA for

publication in the IFS.

The main weaknesses in the data reported to the Fund are: (i) expenditures on projects
financed by donors, which are not adequately monitored by the Mimistry of Finance; and
(ii) the below-the-line financing items are not yet of sufficient rehability.

Monetary statistics

The IFS page includes sections on exchange and interest rates, international liquidity,
monetary accounts for the monetary autherities and deposit money banks, and the monetary
survey. Further work is needed to improve the accuracy of these statistics, namely as regards
the revaluation accounts and the sectorization of accounts at the commercial banks between

residents and nonresidents.

External sector

Exchange rates. The authorities record the rates of the official exchange bureaus,
commercial banks, and the parallel market. These rates are available on the internet with a
one-day lag. The official rate is the weighted average of the market rates for the previous

day.

Merchandise trade. There are significant weaknesses in the source data collection,
and some transactions, including some mnports related to investment, are not being fully

captured in the balance of payments.

Monthly data on the main exports and imports are reported to AFR regularly. However, umit
prices and volumes of exports are only occasionally included.

Balance of Payments

Balance of payments statistics are compiled by the Central Bank of Sdo Tomé and Principe
(BCSTP). Annual balance of payments data are reported to STA and published in the IFS,
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The GDDS project targets a substantial improvement in the source data, including the
response rate, and in the methadology for compiling the balance of payments in light of the
Fund’s Balance of Paymenis Manual.

STA launched a two-year technical assistance program to improve sourcing from surveys,
data processing, and analysis at the BCSTP. Under the program, a first mission in June 2603
reviewed the country’s shortcomings in reporting cwrrent and financial account transactions
and concluded that data are very weak. This was mainly due to the undercoverage of several
important sectors, including foreign direct investment and commercial banks’ reports on
transactions in currencics. Resource constraints, particularly with regard to qualified staff,
contribute to a low response rate to the balance of payments surveys.

Debt Issues

The authorities have built on previous efforts to strengthen debt data management. A new
unit was created in late 2003 within the Ministry of Finance, incorporating staff from the debt
department of the BCSTP. New staff, inchuding a director, has been appointed, which should
improve the monitoring of debt statistics. However, the 2003 technical assistance mission on
balance of payments statistics noted that the data available for external debt are incomplete
and do net conform t0 international guidelines.
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Public Information Notice | DepaRIEn:
Public Information Notice (PIN) No. 04/32 International Monetary Fund
FOR IMMEDIATE RELEASE 70C 197 Street, NW
April 2, 2004 Washington, D. C. 20431 USA

IMF Concludes 2003 Article IV Consultation with Sao Tomé and Principe

On March 17, 2004, the Executive Board of the International Monetary Fund (IMF) concluded
the Article IV consultation with 830 Tome and Principe.’

Background

Following a decade of very large macroeconomic imbalances, the government has pursued
since 1998 economic and financial policies that have helped raise real GDP growth, lower
inflation, reduce the primary budget deficit, and push forward key structural reforms.
Dependence on cocoa has diminished as tourism and construction have contributed more to
economic growth. The external current account, however, has remained chroniczlly dependent
on donor financing. A three-year Poverty Reduction and Growth Facility arrangement adopted in
2000 veered off track in 2001, in farge part because of fiscal slippages associated with
parliamentary elections. In 2002, the authorities adopted a new set of policies in the context of a
staff-monitored program, under which S3o Tomé and Principe established a broadly satisfactory
track record. The government addressed some of the long-standing issues raised by Directors
during the 2001 Article IV consultation, notably by improving their public expenditure control and
monitoring mechanisms, including the HIPC acccunt. The authorities also increased
transparencX in the oil sector by renegotiating contracts with a view to enhancing the benefits to
the couniry.

"Under Article IV of the IMF's Articles of Agreement, the IMF hclds 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 econamic develcpments and policies.
Cn return to headquarters, the staff prepares a report, which forms the basis for discussion by
the Executive Board. At the conclusion of the discussicn, the Managing Director, as Chairman
of the Board, summarizes the views of Executive Directors, and this summary is transmitted to
the country's authorities.

2 Bids for nine oil blocks from a first bidding round that ended in October 2003 are still being
evaluated.

Washingfon, B.C. 20431 + islephone 202-623-7100 « Fox 202-623-6772 « www.imf.org
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In 2003, Sao Tomé and Principe's macroeconomic performance remained broadly satisfactory.
Real GDP is estimated to be near the 4%z percent grawth rate as projected by the authorities,
with end-period inflation at 10 percent. The primary fiscal deficit, including HIPC-financed sccial
outlays, amounted to 12 percent of GDP. Broad money grew by 50 percent (including a strong
rise in currency in circulation), as a result of marked increase in demand for transaction
balances; net foreign assets rose sharply. The external current account deficit is estimated at
45 percent of GDP, reflecting a strong increase in exports and a modest rise in impaorts.

The autherities maintained their flexible exchange rate regime: the real effective exchange rate
depreciated by § percent during January-October 2003, mitigating the effect on competitiveness
of an estimated 11 percent decline in the terms of trade. Overall, structural reforms were
implemented broadiy in line with expectations: the authorities made operational the Auditor
General's Office; and the Banco Commercial do Equador (BCE) was recapitalized with private
funds, which could allow its reopening in early 2004. However, the financial situation of the
water and electricity state enterprise (EMAE) deteriorated, owing to an accumulation of arrears
on electricity bill payments by individuals.

Executive Board Assessment

Executive Directors noted that Sao Tomé and Principe, under a staff-monitored program, had
maintained broadly satisfactory macrogconomic performance in 2002, and in 2003, despite a
short-lived coup d’état. They noted the progress in improving public expenditure management,
a longstanding concern.

Directors observed that in view of the impending significant expansion in oil sector activities and
the expected receipt of signature bonuses in 2004 that are likely to be larger than annual GDP,
the authorities face the challenge of how to manage this oil wealth against the backdrop of
widespread poverty and wsak institutions. They underscored the need to adopt policies that are
conducive to continued macroeconomic stability, a reduction in poverty and achieving high
growth in the non-oil sector. A key element will be the adoption of measures leading to a
transparent and efficient use of the oil revenue, including through continued improvement in
governance and fiscal management.

Directors welcomed the authorities’ intention to preserve oil income tor future generations by
establishing a transparent and well-managed fund for ¢il revenues that will stabilize the effect of
oll revenues on the economy. However, they also considerad important that the authorities
achieve the right balance between saving the oil revenue and using it for efficient investments.
It will be crucial that the autherities prepare and implement without delay the envisaged
legislation for this fund as well as the regulations governing oil revenus-financed spending and
the state oil entity. They commended the authorities’ interest in participating in the Exiractive
Industries Transparency Initiative.

Directors endorsed the authorities’ 2004 budget proposa! and their plan for a three-year rolling
expenditure framework. They also approved the authorities’ choice of the non-oil primary fiscal
deficit as their key indicator of the fiscal stance during the upcoming oil era and their strategy to
stabilize this deficit over the medium term and to limit it in the long term to the interest and
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dividend eamings from the future ail fund’s accumulated assets. They urged the authaorities to
be prudent in using their resources for critical spending on infrastructure, health, and education
programs, while cautioning against excessive civil service wage increases. Direclors
encouraged the authorities to undertake a fiscal ROSC.

Directors supported the authorities’ monetary policy stance and efforts to contain inflation,
including by making active use of the central bank’s reference rate. They considered that the
flexible exchange rate regime remains appropriate, and sugported the creation of an interbank
foreign exchange market. They took note of the authorities’ intention to accept soon the
obligations under Article VI, Sections 2(a), 3, and 4, and urged the authorities to rapidly
resolve all outstanding issues in this respect.

Directors supported the authorities’ focus on enhancing credit access for entrepreneurs and
looked forward to continued strengthening of banking supervision. While welcoming the
authorities’ efforts to draft anti-money laundering legislation, they urged them to present the
legislation to the Nationa! Assembly at an early date.

Directors cautioned that givaen recent events in Sao Tomé and Principe, steps to build political
consensus are essential to ensure more effective gconomic policymaking. They siressed thal
the country faces challenges in enhancing competitiveness and needs to step up the pace of
reform. They highlighted the importance of accelerating privatization and diversification to
reduce the dependence on cocoa and prevent overdependence on oil. Further they stressed the
need to improve governance, the judiciary, bankruptcy law, and the enforcement of property
rights. They also encouraged the authorities to undertake meaningful land reform and
restructuring of public utility tariffs.

Directors supported the authorities' interest in pursuing another Paris Club debt rescheduling
and resuming discussions cnh a Poverty Reducticn and Growth Facility arrangement, and
underscored in this regard the importance of sustaining satisfactory macroeconomic
performance and implementing oil sector legislation. They looked forward to Sao Tomé and
Principe reaching the HIPC Initiative completion peint, once all necessary ¢conditions have been
met, and welcomed the authorities’ efforts toward a Poverty Reduction Strategy Paper with
weli-prioritized spending and costing. Directors encouraged continusd aid flows untif oil
production comes on stream,

Directors were concerned that, while the authorities are regularly providing the core minimum
data to the Fund, substantial improvement in the quality and coverage of data is needed.
They welcomed the autharities’ intention to seek further technical assistance for this purpose.

Public Information Notices (PINs} are issued, (i) 2t the request of a member couniry, following the
conclusion of the Article |V consultation for countries seeking to make known the views of the IMF to the
public, This action is intended to strengthen IMF surveillance aver the economic policies 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 decision of the Board.
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S30 Tome and Principe: Selected Economic Indicators

2001 2002 2003 2004
Est. Fraj.
(Annual percentage changes)
Real GDP 4.0 4.1 4.5 6.5
GDP Deflator 9.8 10.8 9.5 127
Consumer Prices (annual average} 8.5 9.2 9.8 13.3
Real effective exchange rate 1/ -6.5 -8.2 4.5
Terms of trade 10.8 52.7 -11.2 -B5.4
(In percent of GDP)
Gross domestic investrment 35.8 32.8 304 48.8
Gross domestic savings -23.1 125 -9.4 -18.0
Gross national savings 8.3 8.8 10.0 -2.4
{In millions of USY, unless otherwise specified)
Expors {fo.b.) 37 3.1 6.4 6.8
Imports (f.o.h.) C Ze4 255 375 39.5
Current account balance 2f -31.2 -27.3 -26.6 -43.8
Gross official reserves 3/ 3.5 4.2 4.8 5.2
Overall balance -0.5 -3.7 3.3 122.2
Non-of urtant scoount baince i 653 510 447 520
Net present value of total debt 4/ 1,1844 1,154 § 1,074.1 a87.4
(In percent of GDP, unless otherwise spacifiad)
Totzl revenue and grants 59.3 50.5 50.4 46.7
Total expenditure 814 63.7 65.0 71.0
Non-nterest current expenditure 230 20.5 24.2 25.3
Cverall fiscal balance,
excluding grants -60.0 -40.4 -39.2 -41.0
jﬁzﬁrgilrlgs;rilnbtsalanc& -22.2 -13.2 -14.5 -24.3
Change in broad monay {in percent) 36.7 26.9 5(.3 1.7

intarest rate (in percent) 5/

14.0-16.0 14.0-16.0 14.0-16.0

Sources; Sactomean authorities; and IMF staff estimates and projections.

1/ (+) = appreciation. For 2003, data are through Octaber.

2/ Excluding official transfers.

3/ In meonths of following year's non-oil imperts of goods and nonfactor services.

4/ In percent of exports of gocds and services, calculated as a three-year backward-looking

average (e.q., average over 2001-2003 far exports in 2003).
5/ Commercial bank deposil rate, end of pariod.
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