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The Executive Board completed Gabon’s 2001 Article 1V consultation on April 1, 2002, Performance
under the 18-month Stand-By Arrangement approved on October 23, 2000 was mixed, and only the first
two reviews were completed.

Against a backdrop of declining oil production and low growth in the non-oil economy, the authorities
have requested Fund support for a program designed to adjust the economy through fiscal reforms and
the removal of impediments to private sector development. To strengthen the track record, a staff-
monitored program has been established through end-2003. The letter of intent and memorandum of
economic and financial policies are attached to this report.

A staff visit to assess performance in 2002 and progress in policy implementation took place in Libreville
during Febrnary 4-12, 2003. Discussions on the 2003 Article I'V consultation and a medium-term reform
program were held in Libreville during March 27-April 10, 2003. Further discussions on the program
took place at headquarters during the periods July 23-25, August 25-29, and September 29-October 1,
2003. The staff team comprised Messrs. Sacerdoti (head), Ntamatungire, Stern, Blavy (all AFR), and
Ms. Guillé (Assistant, TGS). Mrs. Glennerster {PDR) participated in the last set of meetings. Mr.
Nguema Affane, Advisor to the Executive Director for Gabon, participated in the meetings. The mission
worked closely with the World Bank staff on structural issues. The mission had meetings with

Mr. Toungui, the Minister of State in charge of Finance, Economy, Budget, and Privatization; other
ministers and senior officials from the Ministry of Planning, the Ministry of Civil Service, and the
Ministry in charge of Anticorruption and Poverty Reduction; the National Director of the regional central
bank (BEAC); and other senior government officials. The mission also met with members of the
Constitutional Court and representatives of the private sector.

Municipal and senatorial elections were held in December 2002 and February 2003, respectively. These
elections, like the parliamentary elections organized in December 2001, were won by the President’s
ruling party (Parti Démocratique Gabonais, PDG) and its allies. The next presidential elections are
scheduled for late 2005.

Gabon has accepted the obligations of Article VIII, Sections 2(a), 3, and 4, and maintains an exchange
system free of restrictions on the making of payments and transfers for current international transactions.

The authorities have consented to publish the staff report.
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EXECUTIVE SUMMARY

¢ The continued decline in oil production and the absence of sustained adjustment
policies have contributed to Gabon’s uneven economic performance over the past three
years. Qil production dropped by about 17 percent between 1999 and 2002, although in 2002
the decline was very small. Activity in the non-oil sector, which in 2000 and 2001 showed
significant recovery after the recession of 1999, weakened markedly in 2002, when real
growth fell to less than 1 percent.

¢ Following the weakening of public finances in 2001, in 2002 the authorities made
efforts to strengthen fiscal management, but these were hampered by overruns in
security and sovereignty expenditures and by support for public enterprises. On the
positive side, in 2002, non-oil revenue increased by 1.7 percentage points of GDP to

13.9 percent, reflecting improved revenue collection efforts, including a revamping of tax
administration,

» The pace of structural reforms has accelerated since mid-2002, as the authorities
took steps to strengthen budgetary management capacity, improve governance, and
foster private sector development. These reforms included the adoption of the
anticorruption legislation, the revamping of the computerized budget information system, the
reform of the procurement code, and the finalization of financial audits of oil companies.

e In early 2003 budgetary targets were established in consultation with Fund staff for
the first half of 2003, in order to establish a track record. The fiscal targets for end-June
2003 were met, with a shortfall in non-oil revenue offset by lower expenditure. Prudent
budgetary implementation enabled the repayment by end-June 2003 of all external debt-
service arrears to multilateral institutions, as well as arrears on post-cutoff-date debt and debt
service under the last Paris Club rescheduling owed to bilateral creditors.

¢ To strengthen further the track record before discussing a possible Fund-supported
program, a staff-monitored program has been established for the period September-
December 2003, within the framework of the authorities” medium-term program. Measures
identified as prior actions have been implemented.

» The authorities’ 2003-06 program aims at fostering diversification of the economy
and growth, and reduction of poverty, through sustained fiscal adjustment and
comprehensive structural reforms. In particular, the structural component focuses on
enhancing governance and public finance management, promoting public enterprise
restructuring and privatization, and improving the business climate, so as to promote greater
domestic and foreign investment.

¢ While the authorities’ program constitutes an important step towards addressing
Gabon’s challenges, it will need to be strengthened further if debt is to be put on a
sustainable path. As the envisaged fiscal adjustment is already very ambitious, focus should
be placed on structural reforms designed to boost non-oil sector growth.



I. INTRODUCTION

1. In concluding the 2001 Article IV consultation on April 1, 2002, Directors noted the
efforts made to move the economy toward medium-term sustainability; however, they
regretted the shortcomings in program implementation. Directors stressed that the prospects
for growth and poverty reduction in the medium term depended critically upon the extent to
which the non-oil sector will replace oil and the government sector as the engine for growth.
Accordingly, they urged the authorities to formulate and implement a new program
embodying a revamped fiscal and structural reform effort that could obtain the support of the
international community, including through debt rescheduling from bilateral creditors.

2, Discussions on a new possible Fund-supported program were conditional on the
establishment of a solid track record of policy implementation. In view of the slippages in the
implementation of the program supported by the 18-month Stand-By Arrangement approved
in October 2000, and also under the 1995-98 program supported by the Extended Fund
Facility (EFF), it was agreed during staff missions to Libreville in October 2002 and February
2003 that, before requesting a new arrangement, Gabon would have to make substantial
progress in the structural area and establish a satisfactory track record of macroeconomic
policy implementation. In the event, all preconditions for program negotiations were
implemented. Subsequently, other measures were set as prior actions for the start of a
program, including achieving fiscal targets for the first half of 2003. These prior actions were
met, with the exception of the government’s position vis 4 vis the banking system. A staff-
monitored program was agreed for the period September-December 2003 to strengthen the
track record before discussing a possible Fund-supported program.

3. In the annexed letter to the Managing Director, dated October 20, 2003 (Appendix I),
and the attached memorandum of economic and financial policies (MEFP), the authornities
describe their program for 2003-06, including the main lines of the budget for 2004, and the
detailed objectives and policies for the period September-December 2003, which constitute a
staff-monitored program. Relations with the Fund and the World Bank are summarized in
Appendices 1l and 11, respectively. Appendices IV, V, VI, and VII present the debt
sustainability assessment, the safeguards assessment, statistical issues, and the background
section of the public information notice (PIN), respectively.

II, MAIN CHALLENGES

4. Over the last ten years, the authorities have not taken sufficient actions to reduce
Gabon'’s oil dependency, and have pursued a procyclical fiscal policy that has not encouraged
diversification and has failed to improve the country’s poor social indicators. As the old oil
fields have become less productive and no new major discoveries have been made, oil
production has been on a declining trend after peaking in 1997 (table below). Although the
production decline slowed in 200102 compared with earlier projections, the medium-term
prospects for oil production remain grim, as they depend on the exploitation of marginal
fields and the secondary recuperation of abandoned fields through improved technology.



Political considerations also played a role in hampering the adjustment effort, as expenditure
was boosted during election periods.

Gabon: Key Fiscal Indicators, 1979-2002

(In percent of GDP, unless otherwise indicated)

1979 1987—
86 94 1995 1996 1997 1998 1999 2000 2001 2002

Oil revenue 216 9.1 17.9 15.4 207 18.8 12.8 22.5 21.8 17.7
Non-oil revenue 13.3 12.8 11.6 10.5 12.4 15.6 15.5 10.9 12.2 13.9
Primary expenditure 305 22.1 18.2 17.3 254 40.8 20.3 15.9 22.0 237
Primary balance 4.4 -0.2 11.3 8.6 7.8 -6.3 8.0 17.5 12.0 7.9
Total public debt 79.7 112.4 88.6 86.4 101.6 101.1 73.0 75.8 76.6
Of which: external debt 333 64.0 77.9 71.9 70.7 76.8 79.6 63.6 63.6 62.6
World oil prices (in U.S.

dollars per barrel) 28.5 178 17.2 20.4 19.3 13.1 18.0 28.2 243 252
(il production (in millions

of tons) 8.4 12.6 18.1 18.3 18.5 17.6 15.6 13.6 13.0 12.6
Sources: Gabonese authorities; and Fund staff estimates.

5. The dependency on oil has also led to a high-cost structure across the economy,

with a high salary level in the public sector, excessive dominance by the public sector in the
economy, and weak governance. In particular, public enterprises have been inadequately
managed, leading to recurrent costly bailouts by the government. The combination of high
public sector wages and a large public sector workforce has been a serious impediment to
private sector development. However, there are indications that Gabon’s competitiveness
improved during 19902002, as reflected by the substantial decline of unit labor costs in the
manufacturing sector (see Box 1).

6. Even though Gabon’s GDP per capita (US$ 3,900 in 2002) is similar to that of middle-
income countries, its social indicators remain similar to those of low-income countries.
While extreme poverty declined substantially, from 56 percent in 1968 to 11 percent in 1993,
the poverty incidence indicator has decreased only marginally; as a result, 62 percent of the
population lives below the poverty line, and access to basic social services remains limited
for a large segment of the population, particularly in rural areas.



Box 1. External Competitiveness

Following the discovery of oil four decades ago, the cost structure of the Gabonese economy increased
substantially. In particular, civil service wages are very high by regional standards and represented in
2001-02 about 350 percent of average wages in Kenya, 250 percent of that in Cameroon, 150 percent of
that in Senegal, and 120 percent of that in Céte d’Ivoire. However, as a ratio to per capita income,
(abon’s civil service wages are lower than in the four other comparator countries. Wage policy during
1990-2002 was prudent, so that the average civil service wage declined by 17 percent in real terms. In
addition, as noted below, unit labor costs in manufacturing, as expressed in U.S. dollars, fell during that
period both in absolute terms and relative to comparator countries, In addition to labor costs, the cost of
public utility services, transportation, and other factor inputs is also crucial for an assessment of cost
competitiveness. In this regard, the cost of electricity in Gabon is higher than in competitor countries.
Key developments in the real effective exchange rate and unit labor costs can be summarized as
follows:

e In 2002, the CPI-based real effective exchange rate (REER) index was 1 percent above the
level attained in 1994, a year when the real effective rate depreciated by 33 percent as a result
of the 50 percent nominal devaluation of the CFA franc against the French franc in January
(Figure 2). This suggests that the gains of the 1994 devaluation have been preserved.

*  Over the period 1990-2002, Gabon’s index of unit labor costs in mannfacturing, converted
into U.8. dollars, declined faster than the index for Morocco, Tunisia, and South Africa;
meanwhile, in Kenya the index rose (see figure below). Such an index is not available for Cote
d’Ivoire, Senegal, and Cameroon.

Finally, overall competitiveness also depends on the quality of infrastructure, the quality of institutions,
including the legal and judicial system and the business climate, including ¢osts and availability of
finance. Indications that Gabon’s overall competitiveness is likely to have improved over recent years
stem from the good performance of non-oil exports during 19942002, which rose by 20 percent.

Unit Labor Costs in Selected African Countries
1990-2002
(In U.S. dollars)
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¥ Medium voltage electricity cost the equivalent of US$0.09 per kilowatt-hour in 2002, This compares with US50.0% in Céte
d’Ivoire, US$0.125 in Senegal, US$0.07 in Morocco, US$0.09 in Kenya, and US$0.15 in South Africa.




III. RECENT ECONOMIC DEVELOPMENTS

7. Gabon’s economic performance in recent years reflects declining oil production
and a pattern of only sporadic and insufficient adjustment. Oil production declined by

17 percent between 1999 and 2002; and a recovery of the non-oil sector took place during
2000-01 but was short-lived, as growth fell to less than 1 percent in 2002 (Table 1 and Figure
1). There are signs that, in the first half of 2003, economic activity in the non-oil sector
picked up, with non-oil exports growing by 11 percent in value, driven by processed wood
and agricultural products. New export-oriented private initiatives in agriculture have
contributed to this outcome. For the year as a whole, it is projected that oil production will
decline only slightly. However, the decline in oil GDP at constant prices is expected to be
larger than that of o1l production, because of the increase in production costs, as marginal
fields are exploited and expensive secondary recuperation undertaken. Non-oil GDP at
constant prices is presently expected to increase by 2.4 percent, because of a recovery in the
forestry sector; there are downside risks to this estimate, if the drop in imports during the first
half of the year is not reversed. However, nominal GDP may decline by less than the 5
percent presently projected, if present trends for international oil prices are maintained in the

remainder of 2003.
8. The external current account worsened in 2001-02, reflecting the fall in oil exports

and unfavorable performance of non-oil exports, mainly consisting of logs (Table 4).'
Imports rose by 16 percent per year on average in the same period, mainly owing to
investment in the forestry sector, and a pick up in petroleum exploration. Over the last three
years, the contribution of Gabon to the external reserves of the regional central bank (Bank of
Central African States, BEAC) was positive, but external arrears accumulated because of a
weak budgetary position. Inflation, as measured by the consumer price index, was low over
the period, averaging less than 2 percent. Despite a modest appreciation of the real effective
exchange rate in 2002, caused by the nominal depreciation of the U.S. dollar vis-a-vis the
euro, the real effective depreciation associated with the devaluation of the CFA franc in 1994
(33 percent) has largely been preserved (Figure 2).

9. After the considerable fiscal adjustment of 2000, overall fiscal policy was relaxed
during the second half of 2001, but efforts were undertaken in 2002 to tighten the budget
(Tables 2 and 3, and Figure 3).” Non-oil revenue increased by 1.7 percentage points of GDP

! The main non-oil exports are wood (logs and wood products, comprising over 12 percent of
total export volume) and manganese (about 5 percent of total export volume). In 2002, the
increase in non-oil imports reflected an upsurge in the demand for machinery and nonfood
consumption goods.

? End-2001 fiscal data were revised in mid-2002 to reflect extrabudgetary expenditures.
Amounting to about 4 percent of GDP, these extrabudgetary outlays were related to
investment and election expenditures; they were identified only after the conclusion of the
2001 Article IV consultation.



to 13.9 percent in 2002, reflecting improved revenue collection efforts, including a
revamping of tax administration. In particular, receipts from personal income taxes, business
profit taxes, and the tax on petroleum consumption rose sharply. Also, collections of back
taxes on account of the value-added tax (VAT) and the income tax were strong, at 0.6 percent
of GDP. For the first time since the creation of the Fund for Future Generations (FFG) in
1998, a substantial amount of deposits was made to the fund, totaling CFAF 70 billion

(2 percent of GDP)} and representing the bulk of the excess of oil revenue over the 2002
budgetary forecast.” However, adjustment efforts on the expenditure side were hampered by
costs related to the restructuring of public enterprises (2 percent of GDP), and by some
overruns in sovereignty and security expenditure partly related to regional instability.

10.  From 1999 to 2002 the external public debt declined markedly as a share of GDP,
while still remaining very high, with overall public debt falling faster, reflecting the
payment of domestic arrears following the 1999 audit (Tables 1 and 6 and Appendix IV,
Tables 1 and 2). However, substantial external payments arrears to bilateral and multilateral
credito4rs accumulated in 200102, reaching CFAF 278 billicn at end-2002 (8 percent of
GDP).

11.  Broad money expansion decelerated during the last three years, despite an
acceleration in the growth of credit to the economy in 2000-02 and an increase 1n net foreign
assets, as the government improved its position vis-a-vis the banking system (Table 5). The
monetary policy of the BEAC remained geared to supporting the exchange rate peg with the
euro. The BEAC lowered its money market intervention rates during 2002 in line with the
decline of the official rates in the euro area, but continued to maintain a positive differential
with the latter; out of concern for the excess liquidity of commercial banks, reserve
requirements were raised in December 2002 and March 2003.° In the first six months of
2003, Gabon’s contribution to the international reserves of the BEAC continued to improve,

? The statutes of the FFG stipulate that each year 10 percent of the budgeted oi! revenue and
half of any revenue in excess of the budgeted amount must be transferred to the FFG. No
cyclical use of these amounts is envisaged. The purpose of the fund is to replace oil wealth
with financial assets, so as to limit the decline of overall net wealth.

* The external debt data for end-2001 have been revised upward from those presented in the
staff report for the 2001 Article IV consultation (SM/02/81, 3/11/02), from 58.5 percent of
GDP to 63.6 percent of GDP, after including publicly guaranteed debt for which data were
not previously available.

> The reserve requirement on demand deposits was raised in December 2002 from 2 percent
to 3 percent, and in March 2003 to 5 percent; that on time deposits was raised
correspondingly from 1 percent to 1.75 percent, and then to 3 percent. The reserve
requirement ratios were differentiated across two groups of the Economic and Monetary
(continued)
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12.  The banking system as a whole remains sound (Box 2). Data from the regional
banking commission for Central African States (COBAC) show that all banks respected the
prudential standards, although twe banks were only slightly over the minimum liquidity ratio.
The increase in nonperforming loans in 2001-02 was largely related to temporary difficulties
of the forestry sector, arising from a fall in international prices, but data for August 2003
show signs of a reversal. An element of concern is that credit remains highly concentrated in
relatively few sectors (including forestry). The nonbank financial system remains small,
representing in 2002 only 4.5 percent of the system’s total assets. In particular, microfinance
institutions are underdeveloped by regional standards, accounting for less than 1 percent of
total financial assets.

13. A CEMAC directive to combat money laundering and the financing of terrorism,
which provides for the establishment of national financial intelligence units to administer the
relevant regulations, was adopted in March 2003. In accordance with the recommendations of
the Report on the Observance of Standards and Codes (ROSC) and the safeguards assessment
of the central bank conducted in 2001, measures have been introduced to improve the BEAC
accounting and internal auditing systems, so as to bring them in line with international
standards (see Appendix V).

IV. RECENT ADJUSTMENT AND REFORM EFFORTS

14.  Since mid-2002, the authorities have recognized that the past pattern of intermittent
adjustment and recurrent excess spending has to be stopped since oil production continues to
decline, while the debt burden remains extremely heavy. The authorities have decided that
the foundations for rigorous public resource management must be strengthened through
measures to enhance governance at all levels. They have also committed themselves to
improving the private investment climate and fostering competitiveness, in order to promote
rapid diversification of the economy and foster non-oil sector growth. To this end, the
authorities have taken since mid-2002, in consultation with Fund staff, a number of important
measures in the areas of governance and public sector management that were considered by
the staff essential to initiating discussions on a new Fund-supported program {Box 3).

Community of Central Africa (CEMAC) member countries in August 2002 to take into
account differing rates of inflation, with Gabon in the group with the lower ratios.
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Box 2. Soundness of the Banking Sector

The financial soundness indicators presented below indicate that the banking sector in Gabon has remained sound
in recent years, with improvements in the liquidity and capitat adequacy ratios since 2000. The capital adequacy
ratio of the banks was 17.7 percent in 2002, having recovered from a drop to 13.2 percent in 2000. Liquidity has
also improved, with liquid assets representing 140 percent of short-lerm liabilities in 2002. Out of concern for
excess liquidity in the CEMAC area, the central bank in March 2003 increased the reserve requirements from

3 percent to 5 percent on demand deposits and from 1.75 percent to 3 percent on term deposits. The profitability of
banks has been consistently high since 1998, with average returns on assets greater than 5 percent and average
returns on equity at 43.6 percent in 2001. In 2001-02, there has been a significant increase in nonperforming loans
{INPLs) as a percent of total loans, because of some repayment difficulties of the forestry sector related to the
decline in international prices; this trend has been partially reversed during 2003, as the financial health of the
forestry sector improved somewhat, with the increase in prices. Banks substantially improved their provisions for
NPLs to 67 percent of total NPLs in 2002 from 37 percent in 1998.

Discussions with the authorities and representatives of the private sector indicated that some of the weaknesses
identified in the 2001 FSAP report were still present. In particular, banks remain highly exposed to public
enterprises and government suppliers. The concentration of loans in a few sectors (including forestry) continues to
pose a risk to the financial system.

Gabon: Banking Sector Soundness Indicators, 1998-2002
(Ratios in percent)

1998 1999 2000 2001 2002 2003
Aug.
Capital adequacy
Regulatory capital to risk-weighted  assets 245 23.0 13.2 17.2 17.7
Ratio of total loans larger than 15 percent 4.5 3.1 24 7.3 5.0
of capital to eight times capital 1/
Asset quality
NPLs to total gross loans 8.9 9.4 6.6 8.7 1.5 10.2
NPLs to total capital 323 36.7 35.0 41.5 60.6  34.1
NPLs provisions to total NPLs 37.2 36.1 64.7 63.2 66.8
Earnings and profitability
Interest margin to gross income 184. 182.6 159.8 73.8
7
Return on equity 28.8 31.2 60.2 43.6 26.6
Return on assets 5.6 54 6.2 5.7 5.2
Liquidity
Liquid assets to short term liabilitics 127. 134.6 1254 128.8 139.6
0

Source: Bank of Central African States (BEAC),

! According to BEAC prudential regulations, the total of large loans (defined as those exceeding 15 percent of
capital) should not exceed eight times banks’ capital.
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Box 3. Structural Measures Implemented in 2002 and the first nine months of 2003

Public sector management

In early 2003, the integrated budgetary expenditure information system (SI)
became fully operational.(*)

In early 2003, the centralization in the treasury accounting system of the monthly
operations of the nine provincial treasury offices was accelerated through the
establishment of new dedicated telecommunication lines.

Monthly reports were prepared reconciling treasury expenditures and payment
orders issued by the General Directorate of the Budget. (**)

A General Directorate for Taxes was established in mid-2002 to integrate the
previous two domestic tax directorates.

Sovereignty and security expenditures were sharply cut in the 2003 budget.
Outlays of special funds administered by the Ministries of Finance, Planning,
Mining, and Forestry were cut by 20 percent for 2003,

Regional capital expenditure related to the independence day celebration was
brought under the regular budget process in 2003.2

An action plan was adopted to eliminate tax exemptions under special agreements,
with the exception of those relating to the mining and forestry sector, the
investment charter, and the Vienna Convention. (**)

The tenders for the privatization of Gabon Telecom and the rubber company
HEVEGAB were launched in June and September 2003, respectively.

Governance

An action plan for the implementation of the recommendations of the financial
audits of oil companies was adopted in December 2002, (*)

A new procurement code was adopted in December 2002, after consultation with
the World Bank, to improve transparency in the bidding process. (*)

A new Directorate General for Public Procurement, which will have a key role in
the supervision of the procurement process, became operational in early 2003,
The anticorruption legislation was adopted by parliament in December 2002 and
revised in April 2003 on the basis of advice from the Constitutional Court; the
legislation was promulgated by the Head of State on May 7, 2003. (*)

The National Commission Against [llicit Enrichment (CNCEI) became
operational in June 2003, following the appointment of the commissioners and the
provision of an adequate budget for the commission. (**)

A one-stop center for investment promotion (Agence de Promotion des
Investissements Privés, APIP) was established in November 2002 to simplify
procedures for setting up new businesses.

'Preconditions for initiating program negotiations are marked with (¥}, prior actions for the start of a
program are marked with (**).

"These expenditures were executed under simplified procedures in 2001-02. These outlays aim at
strengthening infrastructure in two out of nine regions every year, with completion scheduled for mid-
August, to coincide with the independence day celebrations.
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A number of these reforms, specifically, the adoption of the anticorruption lcgislation,6 the
revamping of the computerized budget information system, the reform of the procurement
code, and the finalization of financial audits of oil companies, constituted preconditions for
initiating negotiations on a new program. To attract investment and promote diversification
the authorities are seeking to bolster essential infrastructure, with external assistance, while
improving the focus of the public investment program. They are also committed to
addressing the weakness in soctal indicators by implementing a well-designed program to
strengthen social services.

15.  The budget for 2003 adopted at end-2002 was in line with targets agreed with the
staff, which aimed at reducing substantially the non-oil deficit by over 8 percentage points of
non-oil GDP, through expenditure cuts and intensified revenue mobilization {see paras. 21-
23).

Y. POLICY DISCUSSIONS

16.  Because of the need for sustained fiscal adjustment and comprehensive structural
reforms to strengthen governance and promote the diversification of the economy, the
authorities were strongly of the view that their pregram needed to have a medium-term
horizon; in that connection, they hoped that it could form the basis for discussions on
an arrangement with the Fund. They stressed that they had already made considerable
progress in building a track record through the important measures that had been
implemented since mid-2002, the improved fiscal performance in 2002, and the satisfactory
budgetary execution in the first half of 2003. They pointed out that a medium-term program
was needed to address the challenges confronting the Gabonese economy, and they hoped
that it could be supported in due course by an Extended Arrangement. The staff, while
recognizing the progress made since mid-2002 and concurring with the need for a medium-
term program of sustained fiscal adjustment, noted that the track record needed to be
strengthened further in order to ensure its success, particularly in view of the significant
slippages in the implementation of the previous Fund-supported program. Thus, the staff
proposed that the implementation of the first phase of the medium-term program, up to end-
December 2003, would constitute a staff- monitored program. The staff also stressed that the
external debt situation remained very worrisome, with the debt-to-GDP ratio well in excess
of 50 percent, in a situation where Gabon continued to be very vulnerable to external shocks.
This pointed to the need to strengthen some aspects of the medium-term program. With the
planned fiscal adjustment already very ambitious, efforts would need to focus on structural

% An amendment to the anticorruption legislation to strengthen the independence of the
commission, and the transparency of its operations, which was set as a precondition for
program negotiation, could not be introduced. However, the implementation of the legislation
was accelerated, with a view to the early start of operation of the anticorruption commission.
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reforms designed to enhance growth prospects and thus the possibility of achieving a
sustainable external debt path.

A. Medium-Term Objectives and Macroeconomic Policies

17.  The authorities emphasized their determination to confront the challenges facing
the country by pursuing policies aimed at diversifying the economy, sustaining growth,
and reducing poverty, while containing financial imbalances. They underlined that the
country had significant economic potential, especially in wood processing, ecotourism,
fisheries, and agro-industry (see table below and Box 4), that could be tapped successfully
with an appropriate set of policies. Key quantitative objectives of their medium-term program
are to (i) achieve non-oil GDP real growth rates of 2.4 percent in 2003, and about 4 percent
per year during 2004-06; (ii) stabilize the average annual inflation rate at 2 percent during
2003-06; and (i11) contain the external current account deficit at 5.5 percent of GDP by 2006.
Owing to the fall in the financial surplus in the oil sector (of 6% percentage points of GDP
over the program period), total national savings would decline by about 4 percentage points
of GDP during 2003-06. The investment ratio of the private sector is projected to stabilize at
about 21 percent of GDP during this period, as higher investment in the non-oil sector would
offset declining investment in the oil sector. Because of the amount of imports needed to
support growth in the non-oil sector, the non-oil current account deficit is projected to widen

Gabon: Sources of Growth, 2001-06

{Annual percentage changes, unless otherwise indicated)

Sectoral
Share of
GDP
(In percent, 2001 2002 2003 2004 2005 2006
in 2002) Est. Est. Projections
Real GDP 100.0 2.0 0.0 0.1 1.8 04 0.9
il sector 27.1 -5.7 -1.4 -6.0 3.1 -11.1 -11.9
Non-oil sector 72.9 53 0.6 2.4 3.5 4.0 4.4
Of which
Agriculture, livestock, hunting,
Fishing 6.1 3.5 2.2 2.4 3.0 3.5 4.2
Logging activities 2.1 1.8 -20.6 12.0 10.0 7.0 6.0
Agro-industry 2.7 11.3 34 2.2 4.0 7.0 6.0
Wood industry 0.7 33.3 19.0 17.8 20.5 20.8 211
Merchant services 313 3.5 0.1 22 39 5.1 5.5

Sources: Gabonese authorities; and Fund staff estimates and projections.



~15 -

Box 4. Prospects for the Diversification of the Non-Oil Economy

Prospects for growth and poverty reduction depend crucially on the ability of the country to diversify
its production base away from the oil sector. The recently approved Law on Development and Land
Use Planning has identified sectors with important potential, in particular wood processing, tourism,
fisheries, and agro-industry. The development of a dynamic non-oil private sector requires that the
structural reform agenda be fully carried out, including privatization of public enterprises,
simplification of the regulatory process to foster competition, a strengthening of financial institutions,
improvement in the judicial system and legal environment, and better targeting of public investment
program to improve essential infrastructure. The eligibility of the country under the U.S. African
Growth and Opportunity Act (AGOA) could be an important incentive for direct investment.

Agriculture and agro-industry. The agricultural sector has been experiencing difficulties. There is an
urgent need for the major agribusiness enterpriscs to undergo considerable restructuring through
downsizing, rehabilitation of the plants and plantations, and, ultimately, the launch of privatization
bids. To that end, the government has taken steps to privatize the rubber company (HEVEGAB) and
the pahm oil company {AGROGABON), and production by these two companies is showing
encouraging signs of upturn. However, much remains to be done in other subsectors. The restructuring
of AGRIPOG, the main operator in farming, has yet to be undertaken; cocoa and coffee production has
also been neglected over time, resulting in a degradation of the plantations, while there is potential to
sipnificantly expand production by small and medium-scale farmers.

Fisheries. Gabon’s important coastal resources are currently underexploited. Obstacles to the
development of the fishing industry include the high cost of operating in Gabon, limited access to ports,
and limited financing options. A recent foreign investment in a large fishery close to Libreville is an
encouraging sign that growth opportunitics can be tapped.

Forestry and wood transformation. Gabon’s forestry resources have vast potential but are facing a
number of challenges, including how to secure environmentally sustainable development and increase
local processing. The transformation rate of produced logs was slightly above 20 percent in 2002 (the
government aims at reaching a rate of 50 percent by 2005}, and wood processing is limited to sawing
and veneer peeling; this latter situation is well below the ambitious objectives of the 2001 forestry
code, which aims for more complex processing with higher value added. The sector has suffered in
2002 from low international prices, which have however strengthened recently. On the positive side,
new private initiatives have recently started to export fruit and vegetables to European markets.

Mining, Gabon ranks second in the world in the production of manganese. The Moanda field is run by
the Compagnie Miniére de I’Ogooué (COMILOG), which is under foreign private majority control and
management, with a minority participation of the government. The company is currently highly
profitable, but is subject to fluctuations in the international demand for manganese, in particular by the
U.S. metallurgic industry.

Tourism. The development of the tourism industry is still in the initial stage. New initiatives are
promising, namely, the creation of ten new national parks with forcign support and the development of
a strategy targeted to ecotourism.

Other sectors. Economic performance in services and commerce, which account, respectively, for
13.3 percent and 7 percent of GDP, is closely related to the performance of the main contributors to
growth {oil, wood, and manganese sectors) and to government spending. The diversification and
restructuring of those sectors should act as a catalyst to development in services, commerce, transport,
and financial services.
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from 9.8 percent of GDP in 2002 to 11.4 percent in 2003, before gradually narrowing to

9.5 percent in 2006 as non-oil exports pick up (Table 4). The external public debt-to-GDP
ratio would increase from 62.6 percent in 2002 to 66.2 percent in 2006; however, the public
debt-to-GDP ratio would decline, owing to large primary surpluses directed towards the
repayment of domestic debt arising from previous refinancing operations. The financing gaps
during 200406 in both the budget and the balance of payments are projected at about

9 percent of GDP on average per year, and are expected to be covered by debt rescheduling
and financial assistance from multilateral institutions.” In 2004 the African Development
Bank (AfDB) is expected to provide substantial balance of payments and budgetary support
through a structural adjustment credit under preparation. Budgetary support in 2003-04 is
also expected from the European Union. An analysis of the financing gaps beyond 2006 and
the profile of the debt-GDP ratio is presented in paragraphs 42-44.

18.  The authorities emphasized that fiscal adjustment will be complemented by
measures that will contain the cost structure in the economy and promote the
reallocation of resources toward the private sector, particularly in areas where there is
untapped potential. The measures include (i) stepping up public enterprise restructuring and
privatization; (ii) upgrading economic infrastructure; (iii) removing impediments to private
sector development; (iv) enhancing governance and fransparency at all levels of public
management; and (v) improving the organization and efficiency of social services, so as to
rapidly raise social indicators.

19.  The staff, while recognizing the authorities’ efforts in structural reforms,
highlighted the need for an appropriate medium-term program to contain sufficiently
strong measures so as to ensure the rapid pick-up in growth required to achieve debt
sustainability. In particular, the staff underscored that significant distortions existed in the
forestry sector (including the existence of a marketing board and differential taxation of logs
and processed wood), that in agriculture, where substantial potential exists, supporting
services and infrastructure are needed to enable the sector to fulfill its potential, and that the
banking sector provides little financing to small-scale enterprises. The staff urged the
authorities to reach an agreement quickly with the World Bank on a set of comprehensive
reforms in the forestry sector. The African Development Bank and the European Union are
also providing support for reforms in the area of governance, the social sectors, infrastructure,
mining, and public enterprise privatizations.

7 The financing gaps in 2003—06 are higher than projected at the time of the 2001 Article IV
consultation (SM/02/81, 3/11/02), due to a more realistic projection of foreign direct
investment; the external current account deficit projections are broadly unchanged.
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Fiscal policy over the medium term

20.  The authorities agreed with the staff that, in view of the continued decline in oil
production, the heavy debt burden, and the absence of concessional assistance,8
medium-term fiscal sustainability required determined efforts to reduce the non-oil
fiscal deficit and to ensure prudent management of oil revenue. The main fiscal objective
of the authorities is to reduce the non-011 primary budget deficit from the equivalent of

16.8 percent of non-oil GDP in 2002 to 8.2 percent in 2003 and 3.8 percent in 2006 (see table
below).’ The maintenance of a high primary budgetary surplus (8 percent of GDP on average
during the period, albeit declining because of the fall in oil revenues) will allow a further
reduction of the public debt- to-GDP ratio from 76.6 percent of GDP in 2002 to 68.9 percent
in 2006, despite a fall in nominal GDP. The reduction of nonpriority current expenditure will
free up resources for expenditure on social and economic infrastructure, so as to improve
social indicators and promote economic diversification in the non-oil traded goods sectors.
The authorities envisage setting aside about 10 percent of the projected o1l revenue in the
FFG during 2004-06, and depositing in the fund any windfall oil revenue.

21.  With the full effect of the wide-ranging revenue-enhancing measures implemented in
2002 and 2003, as well as the strengthening of tax administration, non-oil revenue is
projected to increase from 13.9 percent of GDP in 2002 to some 18 percent in 2006. This will
help offset partially the projected decline in oil revenue (9 percentage points of GDP); by
2006, non-oil revenue would represent two-thirds of total revenue, as against 44 percent in
2002. On the expenditure side, the authorities plan to reduce primary expenditure other than
capital spending from 19.7 percent of GDP in 2002 to about 16 percent in 2003-06 through
(1) a gradual reduction in the wage bill, while securing the necessary recruitment in the social
sectors in line with the priorities indicated in the interim PRSP (I-PRSP);'° (i) severe cuts in
nonpriority current outlays; (iii) rigorous management of public service consumption; and
(1v) savings from the privatization and restructuring of public enterprises (MEFP, paras. 13
and 19-22). Capital expenditure is projected to rise from 4 percent of GDP in 2002 to

% Except for some grants from the European Union {of about 0.2 percent of GDP a year), the
bulk of external assistance is provided in the form of nonconcessional loans.

? However, in view of the declining oil revenue, the primary budgetary surplus (including o1l
revenue) would fall by 2.2 percentage points of GDP over the program period to 6 percent of
GDP in 2006.

!9 The reduction in the wage bill will arise mainly from the revision of the system of
indemnities and a cut in the number of senior staff in advisory positions (MEFP, paras. 22
and 35). Because of the needed recruitment in the social sectors, by 2006 the wage bill will
be higher than projected at the time of the 2001 Article IV consultation.
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Gabon: Indicators of Fiscal Adjustment, 200106

2001 2002 2003 2004 2005 2006

Est. Projections
(Tn percent of GDP)
Revenue 34.0 315 316 289 28.6 27.0
Of which: non-oil revenue 12.2 13.9 15.5 15.9 17.1 18.1
Primary expenditure 22.0 237 208 20.7 21.0 21.2
Qf which: primary current expenditure 16.1 15.5 14.3 14.1 14.3 14.4
Of which: wage bill 6.4 6.4 6.8 6.6 6.6 6.6
net lending and restructuring of
public enterprises 1.1 2.5 0.0 0.0 0.0 0.0
capital expenditure 4.7 4.0 4.8 5.0 53 5.2
Primary balance 12.0 7.9 109 8.4 7.7 6.0
External debt service paid, including IMF 14.0 4.2 7.2 6.5 36 52
Public debt 75.8 76.6 76.0 71.6 69.5 68.9
Of which: external debt, including IMF 63.6 62.6 63.3 63.5 64.7 66.2
(In perecent of non-uil GDP}
Non-oil revenue 21.1 239 24.2 241 24.1 238
Primary expenditure 37.9 40.8 32.6 313 297 278
Of which: primary current expenditure 279 26.7 224 21.3 20.1 19.0
net lending and restructuring of
public enterprises 1.9 42 0.0 0.0 0.0 0.0
capital expenditure 3.2 6.8 7.4 7.5 7.4 6.9
Non-oil primary balance -169  -16.8 -8.2 -6.9 -54 -3.8
External debt service paid, including IMF 24.1 7.2 11.2 9.9 78 6.8
Public debt 130.8 1318 1188 108.2 98.1 90.6
Of which: external debt, including IMF 109.7  107.7 98.9 96.0 91.2 87.1

Sources: Gabonese authorities; and Fund staff estimates and projections.

4.8 percent in 2003 and to 5.2 percent of GDP in 2004-06. To improve the efficiency of
public investment, and in particular to develop key infrastructure needed for the non-oil
traded goods sectors, the government will strengthen the public investment preparation and
execution process, and public investment will be aligned with the priorities established in the
PRSP under preparation (MEFP, paras. 12 and 22). Investment execution will be monitored
more closely through the preparation of quarterly execution reports (MEFP, para 23).

Fiscal policy in 2003

22.  The fiscal program for 2003 is based on the authorities’ budget for 2003, which
was adopted in December 2002 in line with the objective of medium-term fiscal
sustainability. This entails a reduction in the non-oil primary deficit of over 8 percentage
points of non-oil GDP (from 16.8 percent of non-oil GDP in 2002 to 8.2 percent in 2003),
partly because of the nonrecurrence of outlays for on-lending and public enterprise
restructuring (4.2 percent of non-oil GDP). Oil revenue projections for 2003 are prudently set
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at the equivalent of 16.2 percent of GDP, based on an average Brent oil price of US$27.2 per
barrel and an average exchange rate of CFAF 590 per U.S. dollar. Any excess of oil revenue
over projections will be deposited in the FFG, and the possible use of this surplus, including
for public debt reduction, will be determined after consultation with Fund staff.

23.  Non-oil revenue is targeted to reach the equivalent of 15.5 percent of GDP in
2003, up from 13.9 percent in 2002, thus offsetting the projected decline 1n oil revenue.
This increase reflects the full effect of the tax measures adopted in 2001-02 (excise taxes,
VAT, domestic consumption tax on fuel, and forestry taxes), as well as the administrative
measures to improve tax collection (better valuation of exported logs —although the whole
taxation issue will have to be revisited to achieve equitable treatment between logs and
processed wood exports, see para. 36 below——,'! customs computerization, tax audits, tax
arrears collection, and the overhaul of tax exemptions'?) that are detailed in paragraphs 16--17
of the MEFP (see table below). The authorities have finalized an agreement with the forestry
operators on suitable levels of the new forestry taxes to provide proper incentives for
sustainable development and local wood processing (see MEFP, para. 18)". The issue of
collecting forestry tax from small operators will be covered by the World Bank under the
forthcoming forestry and environmental project. The authorities have also requested technical
assistance from FAD to improve tax administration.

24.  Primary expenditure will be reduced by 2.9 percentage points of GDP to

20.8 percent in 2003, while public investment will increase by 0.8 percentage points of GDP
to 4.8 percent. Cuts focus on outlays of sovereignty funds, assistance to public enterprises,
public utility consumption, and the wage bill (MEFP, paras. 19-23).

"'To avoid lengthy disputes regarding the taxable base for exported logs, a system of
reference prices was introduced in June 2003, in line with World Bank recommendations;
reference prices will be set every six months by a joint commission of government and
private operators on the basis of international prices.

12 An action plan for overhauling tax exemptions was adopted in June 2003; it is based on the
principle that all exemptions have to be strictly in conformity with the mining, forestry, and
investment codes, or with international agreements. Customs exemptions to a number of
companies in the construction sector were eliminated in June 2003.

13 As domestic taxation of forestry activities strengthens, the authorities intend to replace the
export tax on logs with the domestically collected stumpage fee.
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Gabon: Estimated Yield of Tax and Administrative Measures in 2003

(In percent of GDP)
Tax measures
Domestic VAT
Tax on petroleum products consumption
Excises

Forestry sector taxes

Tax administration
Of which: arrears collection

= O Lo
Sy A L ) e e

Total

25. Budget execution in the first half of 2003 was in line with the quarterly targets
established with Fund staff early in the year (Table 2 and Appendix 1, MEFP, Table 1),
which aimed at ensuring a sharp cut in the non-oil primary deficit, Specifically, the non-
oil primary deficit at end-June was in line with agreed targets. Because of a shortfall in
customs revenue, owing to weak imports—which was only partially offset by a strong
performance of indirect taxes— non-oil revenue was below the indicative target by

0.5 percent of GDP. This shortfall was offset by lower-than-targeted current and capital
expenditure, although the wage bill exceeded slightly the indicative target. In the period July-
mid-September non-oil revenue growth accelerated, because of a better performance of
customs revenue. By end-June, as agreed, the authorities repaid all debt-service arrears to
multilateral organizations and to official creditors on post-cutoff-date debt, as well as on
obligations arising from the 2000 Paris Club rescheduling, for a total amount of CFAF §2
billion (2.4 percent of GDP). The remainder of the external arrears outstanding at end-2002
(CFAF 184 billion) is expected to be cleared through rescheduling by the Paris Club creditors
in early 2004, which would also cover obligations on reschedulable debt falling due in 2003
(CFAF 156.2 billion). In the first half of 2003, the government also reduced substantially, and
by an amount in excess of the established targets, the stock of domestic arrears, the main
component of which is the float at the treasury. However, owing to the excess reduction of
domestic arrears, compared with the end-June target, and to a shortfall in nonbank domestic
financing, the end-June target on the government’s position vis-a-vis the banking system was

missed.
26. For the remainder of 2003, it is expected that the strong performance of indirect

taxes and the collection of atrears on company taxes owed by some large companies, which is
already under way, will boost non-oil revenue, which is, however, likely to remain somewhat
below the initial target (by 0.15 percent of GDP). This shortfall, and some excess in the wage
bill, resulting from the regularization of advancements following the 2001 civil service
census, is expected to be offset by lower than initially projected foreign financed capital
investment. Thus, the non-oil primary deficit target is expected to be reached. To contain the
wage bill a decree was adopted in August and implemented in September curtailing by more
than half the number of senior advisors at the presidency, the ministries, and other
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institutions, with a saving on a full-year basis of 0.7 percent of the wage bill. Other measures
to limit the wage bill are also under preparation; they include further curtailment of senior
positions in the ministries and the presidency, the reform of the system of allowances related
to functions, and the revision of severance benefits for contractual civil servants (see MEFP,
para. 22). The reduction of domestic arrears will be kept within the agreed targets.

27.  To offset the postponement to early 2004 of budgetary support from the African
Development Bank that had been previously envisaged for 2003, the government has entered
into negotiations for deferring to 2004 certain obligations on domestic debt and non
guaranteed suppliers’ credits. The remainder of the financing requirement will be covered by
drawing down deposits at the central bank, which will be reconstituted in 2004 and 2005.

Budgetary targets for 2004 and key policies

28.  The draft budget for 2004 was submitted to Parliament in early October. It is
consistent with the medium term fiscal targets, and envisages a further reduction of the non-
oil primary deficit to 6.9 percent of non-oil GDP (MEFP, para.27). Non-oil revenue is
targeted to reach 15.9 percent of GDP, on account of a further strengthening of tax
administration, including curtailment of tax exemptions and a more rigorous taxation of
operators in the forestry sector. Primary expenditure is targeted to decline to 20.7 percent of
GDP, with a further reduction of the wage bill and outlays on goods and services as a share of
GDP. Capital outlays will increase to about 5 percent of GDP; the public investment program
will continue to give priority to infrastructure and security on social sectors. The budget for
2004 has been prepared according to a new budget classification system, which includes a
functional classification. Allocations to the road fund are included in the budget, while all the
other special funds will be included in the budget starting in 2005 (see MEFP, para. 24).
Specific actions have been taken to improve the preparation and execution of the investment
budget. These include (1) the convening in September 2003 of an intergovernmental seminar
where the key priorities for the investment budget were identified; (i1) the acceleration of
commitment procedures to avoid delays in expenditure implementation; and (iii) improved
coordination with donors, who will provide assistance in the design of sectoral investment
programs. The staff considers that a thorough inventory of the float at the Treasury and of
domestic arrears should be carried out at end-year to ensure transparent budget execution.
The financing gap is expected to be covered mainly by flow rescheduling from Paris Club
creditors, the commercial banks, and other bilateral creditors. The rescheduling is expected to
cover arrears that will be outstanding at end-2003 (CFAF 340 million), and current
reschedulable maturities (CFAF 157.5 billion), and will be conditional on the conclusion of
an arrangement with the Fund.

Monetary policy and financial sector issues

29.  The authorities reiterated that monetary policy of the regional central bank
would continue to be pursued in 2 manner consistent with the fixed exchange rate
regime, while ensuring that positive interest rate differentials were maintained with the
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euro area. After a slight decline in the first half of 2003, reflecting mainly a reduction of
bank indebtedness of forestry operators, broad money is projected to pick up to a more
normal level in the second half of the year and in 2004. With limited external assistance, net
foreign assets of the banking sector are projected to decline in 2003 by about 3 percent of
beginning-of-period money stock, while credit to the government will increase, as described
above. Credit to the economy is expected to pick up in the second half of 2003 and in 2004,
to support an acceleration of the investment in the non-oil sector.

30.  The authorities agreed with the staff that a deepening and strengthening of the
financial sector was essential to promote growth and diversification. The 2001 Financial
Sector Assessment Program (FSAP) identified the main structural weaknesses and risks in
the Gabonese financial sector as (i) a lack of bank portfolio diversification; (ii) large
exposure to government suppliers and public enterprises; and (1ii) underdevelopment of
nonbank financial institutions and microfinance. To correct some of these weaknesses,
COBAC will have to focus inspections on risk diversification, in order to reduce systemic
risk. The recent increase in nonperforming loans, while partly reversed in 2003, is a source of
concern, and should be addressed with more provisioning and more careful portfolio
management. Efforts are underway to develop microfinance institutions, so as to support
small scale initiatives in the rural and urban areas (see Box 5). The Central African Stock
Exchange (BEVEMAC), for which regulations have been established and capital is being
paid, is planned to become fully operational in 2004,

External sector policies

31.  The authorities considered that the exchange arrangement and exchange rate
level under the CFA franc monetary zone remained appropriate. They were of the view
that the broad stability of the real effective exchange rate of the CFA franc since 1994
indicated that the external competitiveness gained following the 1994 devaluation had been
maintained (Fig. 2). They noted Gabon’s large contribution to the BEAC’s international
reserves during 2002 and were confident that this contribution would strengthen over the
medium term. While welcoming these positive developments, the staff stressed that
improving Gabon’s external competitiveness will require the determined
implementation of the reforms aimed at reducing domestic factor costs and promoting
private investment. An analysis of competitiveness 1s presented in Box 1.

32.  The authorities emphasized their commitment to maintain an open foreign trade
system.'* They concurred with the staff’s recommendation to reduce the maximum customs
duty rate under the CEMAC and to eliminate the remaining surcharges (MEFP, para. 32). In

4 At end-2002, Gabon continued to be classified a “4” on the Fund’s index of trade
restrictiveness (on a scale of 1-10, with 10 the highest level of trade restrictiveness).
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Box 5. Private Sector Development: Microfinance Institutions

Although microfinance structures were in operation in some CEMAC countries before 1990, the growth of these
institutions accelerated during the early 1990s, when multilateral lending institutions began to support them with
lines of credit. In April 2002, COBAC enacted a set of regulations governing microfinance institutions, so as to
harmonize the oversight and monitoring of these institutions with banking sector surveillance. In Gabon the share
of microfinance institutions is small relative to both the assets of the domestic banking sector and to other
countries of the CEMAC. The first microfinance institutions did not begin operations unti! 1991; currently, 13
institutions are in operation. Data on microfinance institutions show that about one-third of the available financing
is directed to firms involved in domestic trade, 31 percent to agricultural enterprises, and about 14 percent to
fisheries. Average interest rates charged in 2002 were 10-12 percent per armum for loans up to five years—about 5
percent lower than medium-term loans of the commercial banking system.

Even though there is a strong demand for microfinance in Gaben, the success of this instrument has been mixed.
The rate of loan servicing is low, in some cases about 30 percent of total loans. Consequently, microfinance
institutions have had difficulty servicing their lines of credit from larger institutions.

Selected Data on Microfinance Institutions in CEMAC and other countries, 2000

Total Number of Number of Clients  Percent of Total Capital Base in

Institutions Credits Extended Financial Sector
(Percent of total)

Cameroon 636 200,000 4.6 55
Democratic Republic of Congo 70 138,500 3.0 n.a.
(DRC)
Gabon 13 2,449 0.0 0.0
Equatorial Guinea 2 na
Rep. of Congo 161 41,160 2.0 19
Chad 133 31,879 3.3 49
CEMAC area and DRC 1,035 413,988 2.8 3.5

Source: CEMAC.
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this context, the authorities support the efforts being undertaken within the CEMAC to
reduce the maximum rate under the common external tariff (CET) from 30 percent

to 20 percent (MEFP, para. 32)." In addition, they have decided to eliminate all import
surcharges by end-2004 (MEFP, para. 32), starting with those on lubricants and mineral water
by end-December 2003.'® With these measures, the unweighted average of Gabon’s customs
duties, which remained unchanged at about 18 percent in 2002, would be reduced
considerably.!” Moreover, the authorities have decided to eliminate the only remaining
quantitative restriction on sugar imports by end-June 2004, when the government’s obligation
to the buyer of the public sugar company privatized in 1998 expires.

B. Structural Reforms, Governance, and Poverty Reduction

33.  The program of structural reforms under way has a medium-term scope, but a number
of actions have been identified as key components of the staff-monitored program, and are to
be implemented before end-2003. These include reforms in the area of the civil service,
governance, price liberalization, and public enterprises restructuring and privatization (see
Appendix I, MEFP Table 2). Some areas of structural reform benefit from the substantial
assistance of the World Bank and other multilateral organizations, as indicated in

Appendix I11.

Civil service reform

34.  The authorities agreed with the staff that the rapid completion of major reforms
of the civil service under way was necessary to improve its efficiency, and to contain
costs, not only for the government budget, but also for the economy as a whole. The
programmed reforms include (1) the adoption by parliament of laws organizing the civil
service and reforming the general civil service regulations before end-2003, with an emphasis
on merit-based promotions; (ii) the full harmonization of the payroll and personnel databascs
before end-July 2004 (MEFP, para. 35); and (iii) the rationalization of the regime of
allowances and indemnities, which represent about 40 percent of the wage bill. An ethics
code for government officials is to be adopted before end-December 2003.

"> The CET under CEMAC has four tariff levels (5, 10, 20, and 30 percent).

'® As of January 1, 2003, the surcharges were applicable to edible fats and oils, soap, poultry
products, mineral water, cigarettes, and industrial lubricants.

'7 A fee for the utilization of the customs information system (RUSID)——averaging about
2 percent of import value—is further added to the cost of the tariff.
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Privatization and restructuring of public enterprises

35. The authorities concurred with the staff’s view that stepping up the World Bank-
supported program of restructuring and privatizing public enterprises was essential for
developing the private sector development and reducing costs to the budget. A new
impetus has recently been given to the privatization of the telecommunications company,
Gabon Télécom, after delays during 2002. The call for bids for the sale of a controlling share,
coupled with the awarding of a management contract, was launched in June 2003, and a
majority of the capital is to be offered for sale in a second stage (MEFP, para. 39). With
regard to Air Gabon, the authorities agreed that an improvement in management was
imperative to end the need for budgetary support. They stressed that a successful
restructuring of the company, under way with the assistance of the Lufthansa Consulting
Company, was essential to lead the company to privatization (MEFP, para. 40). Prospects
have improved in the agro-industry sector, particularly for the rubber production company
(HEVEGAB}), which has been offered for sale at end-September 2003. The restructuring of
the palm oil company (AGROGABON) continues, and tenders for the privatization of the
company are expected to be launched before end-2003 (MEFP, para. 41).

Forestry sector

36. Comprehensive reforms are needed to remove impediments to achieving
sustainable development of the forestry sector. The government is working with the World
Bank to develop a policy framework, which will include the reform of the national log
marketing company (SNBG), and an export taxation system treating in an equitable manner
log and processed wood exports; currently an export tax of 20 percent is applied to most logs
categories but not to processed wood. Bank staft are seeking to reach in the coming months a
consensus with the authorities on a reform plan which could form the basis for Bank financial
support. As an initial step, the government has commissioned a study to identify what should
be the respective roles of SNBG and private operators (MEFP, para. 33); the latter have
recently proposed that SNBG be transformed into a chamber of commerce in charge of
promoting Gabonese logs abroad'®. Operators have also argued that the operating costs of
SNBG are excessive; in this context, the government has launched an accounting and
financial audit of the company (MEFP, para. 41).

I8 SNBG, which is jointly owned by the government and private operators with a 51 percent
majority for the government, is the only operator allowed to export the two main types of
timber (Okoumé and Ozigo), which it buys from private loggers. This role was given to
SNBG in order to avoid underinvoicing or smuggling by private loggers, and to help small
loggers sell their products. Discussions with private operators in the forestry sector are under
way, to make sure that the producer price for logs paid by the SNBG fully reflects the
international prices, and is paid with minimum delays.
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Price liberalization

37.  The authorities concurred with the staff’s recommendations to liberalize the
domestic regulatory framework. The number of products subject to administered prices
(régime de la liberté surveiliée) has been reduced in recent years; the administered price
system covers at present pharmaceutical products, petroleum products, bread, school
materials and supplies, edible oils, soap, mineral water, and sugar, and is based on the
principle of full pass-through of costs.” Prices of edible oils, soap, and mineral water will be
liberalized by end-2003 (MEFP, para. 38). The Directorate General of Price Controls will be
abolished by end-December 2003 and replaced by a Directorate General of Competition and
Consumption.

Governance and transparency

38.  Asunderlined in the I-PRSP, the authorities consider that good governance is a
determining factor in promoting growth and effective social and economic policies. They
are of the view that the establishment of the Commission Nationale de la Lutte contre
I’Enrichissement Illicite (CNCEI) and the improved functioning of the judiciary system (in
particular of the special criminal court (cour criminelle spéciale)) will have a salutary effect
by injecting greater rigor in public rescurce management. The authorities have undertaken
that the commission will publish reports on its activities on a regular basis (MEFP, para. 44).
The Fund has provided assistance in the preparation of the decree on the declaration of assets,
which is expected to be finalized by end-October 2003. Transparency in the management of
public resources is also expected to be improved through the rigorous implementation of the
new procurement code, the adoption of the ethics code for government officials before end-
2003, the completion of a new, detailed budget classification system,”® on which the 2004
budget law will be based, and the integration of all special funds into the budget by end-
December 2004 (by end-2003 for the Road Maintenance Fund) (MEFP, para. 24).

Private sector development policies

39.  The authorities agreed with the staff that measures to improve the business
climate, promote competition, and create an adequate infrastructure are essential to
stimulate the growth of the non-oil sector. Priority programs for improving infrastructure
are detailed in paragraph 36 of the MEFP. A comprehensive study of the impediments to
investing in Gabon will be prepared by the Foreign Investment Advisory Service (FIAS) of

1% The price control on sugar is transitional and is set to be removed at end-June 2004.

2% The new budget presentation will be based on an economic and functional classification
system, consistent with the Government Finance Statistics (GFS) manual; this work, which is
being carried out with external bilateral assistance, has benefited from advice from the Fiscal
Affairs Department.
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the International Finance Corporation (IFC) in 2004. Reforms envisaged in the civil service
should promote a shift of labor resources to the private sector. The private sector will also
benefit from the planned government repayment of domestic arrears, which will provide
needed liquidity. Measures to strengthen the judicial system and legal environment are
detailed in paragraph 37 of the MEFP.

Social policy and poverty reduction

40.  The authorities are determined to tackle the problem of widespread poverty and
weak social indicators (Table 7). In this context, an I-PRSP that aims at bringing poverty
reduction into the center of economic and social policies was adopted by the government in
June 2003, and will be circulated for information to the Executive Board. The preparation of
this document, which identifies priority action programs (MEFP, para. 43), received
assistance from the United Nations Development Program (UNDP).”! The priorities
identified include education, vocational training, health, water, agriculture and rural
development, AIDS prevention, and improvement of living conditions. The details on the
necessary measures, implementation timetable, performance indicators, and costs of these
programs will be included in the full PRSP. The latter, which is expected to be completed by
end-June 2004, will include updated social indicators based on the population census and the
survey of household expenditure being conducted in 2003, as well as the outcome of the
planned consultations.

41,  The reform of the National Social Security Fund (CNSS) and of its health service
network continues with the assistance of the International Labor Office (ILO) and the World
Bank (MEFP, para. 42).

C. Medium-Term Risks, Vulnerabilities, and Debt Sustainability

42.  The medium-term balance of payments prospects depend crucially on the pace of
the decline in oil production and the strength of non-oil growth. Although the
exploitation of marginal oil fields has slowed its fall, 01l production is expected to continue to
decline gradually from 12.3 tons in 2003 to 8.8 million tons in 2006; as a result, oil exports
are projected to decline by about 40 percent over that period, from the equivalent of

41 percent of GDP in 2003 to 24 percent in 2006 (see table below).”

2! The social indicators of the I-PRSP are based on the population census of 1993, the
household expenditure survey in two major towns conducted during 1993-94, the
employment census of 1993, the demographic and health survey completed in 2000, and a
number of studies conducted by donors, including a World Bank poverty study carried out
in 1995.

22 private non-oil investment is assumed to remain at about 20 percent of non-oil GDP, while
non-oil real GDP growth will accelerate from 2.4 percent in 2003 to 4.4 percent by 2006.
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43. Medium-term debt sustainability will not be easy to achieve. It hinges on the
capacity of the non-oil sector to expand rapidly to replace oil as the engine of growth.
The debt sustainability analysis (Appendix IV) indicates that, on the basis of the government
medium-term program, Gabon’s stock of external public and publicly guaranteed debt would
increase over the medium-term from 62.6 percent of GDP in 2002 to 66.2 percent of GDP by
2006. It is projected to decline steadily thereafter, provided fiscal adjustment is maintained
and non-oil growth is sustained (Table 6 and Appendix IV, Table 1). Stress tests indicate that
debt ratios, while rising initially in response to negative shocks on non-oil output, the current
account/primary budget balance, interest rates, and the exchange rate, would then decline
over time. External debt service will continue to constitute a heavy burden on government
finances and the balance of payments in the medium term, as long as non-oil revenue and
exports do not pick up substantially; thus, debt service in 2004-06 will average about

21 percent of exports of goods and services, and about 37 percent of government revenue
(Table 6). As mentioned above, to cover these gaps during 2004-06, the authorities intend to
request debt relief from bilateral creditors, which would reduce by about one-half the debt-
service burden on a cash basis.”?

44.  Baseline projections over a longer period show that, if Gabon maintains its
ambitious policy of fiscal adjustment and non-oil real GDP and exports continue to
grow at a rate of about 4}z percent per year, the financing gap will gradually decline
and be eliminated by 2012 (Appendix IV, Tables 3 and 4). The debt service-to-exports
ratio would peak in 2008 at 32 percent of exports and would decline to about 20 percent by
2013, provided non-oil revenue remains stable at about 22 percent as a share of non-o01l GDP
and expenditure continues to decline gradually as a share of non-oil GDP, consistent with the
smaller oil revenue base. The debt service-to-revenue ratio would also peak in 2008 at

46 percent and decline thereafter. Similarly, the external debt-to-GDP ratio would drop quite
sharply after 2008, falling to 41 percent by 2013. If the assumptions underlying the baseline
projections were not to materialize, the moderate decline in the debt-to-GDP ratios and the
debt service ratios beyond the medium-term period would not take place. Since the debt
burden is projected to remain very heavy during the next ten years, Gabon will be
highly vulnerable to any deviations from program assumptions and exogenous shocks,
and will continue to require flow rescheduling over this period fo be in a position to
service its debt without undue adjustment.

 Since Gabon's debt is primarily owed to official bilateral creditors, there is less rollover
risk than in other middle-income countries with a heavy debt burden and less risk of an
unforeseen increase in the cost of the debt.
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Gabon: Oil Economy Indicators Over the Medium Term, 200306

Percent
Average Change
2003 2004 2005 2006 200306  2006/03
Qil production (in millions of tons) 12.3 11.8 10.3 8.8 10.8 -28.6
(il expotts
In billions of CFA francs 1,333.1 1,249.7 975.2 784.3 1,085.6 -41.2
Tn percent of total exports 77.1 74.9 68.5 61.5 70.5 -20.3
In percent of GDP 40.9 373 29.9 243 332 -40.6
Current account {in percent of GDP) -2.9 -4.7 -4.6 -5.5 -4.4 -48.2
Of which: oil exports 86 6.3 6.0 4.0 6.2 -53.9
Oil revenues {in percent of total fiscal
revenue) 511 45.0 40.3 329 423 -35.6
01l GDP (in percent of total nominal
GDP) 36.0 339 29.1 24.0 30.8 -33.4

Sources: Gabonese authorities; and Fund staff estimates and projections.

D. Statistical Issues

45,  The authorities are aware of the importance of accurate and timely statistical
data for economic management. In this context, they have prepared a draft statistics law,
with the assistance of a donor and the inputs provided by the Fund’s Statistics Department.

Gabon has participated in the General Data Dissemination System (GDDS), and its metadata
have been posted on the Fund’s external website since 2002. Significant weaknesses continue
to affect the quality and timeliness of the production of balance of payments statistics.
Annual balance of payments statistics are produced with a lag of one year, and quarterly data
are not yet available. These weaknesses are due to inadequate customs data, a slow response
to surveys, and inadequate coverage or cooperation by some key data providers, Although
efforts are being made to harmonize data by the BEAC and the Ministries of Finance and
Planning, the lack of sufficient trained staff at the BEAC in charge of producing balance of
payments statistics has hindered the full implementation of the recommendations of the 1998
STA mission.”*

24 The main recommendations were to (i) improve cooperation between the BEAC and the
macroeconormics, national accounts, and tax directorates of the Ministry of Finance; (ii) make
better use of customs data; and (iii) seek agreement at the CEMAC level to increase the
number of trained personnel.
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V1. PROGRAM MONITORING

46.  The government has enhanced its ability to menitor the program closely, and, as
indicated in the authorities’ letter and the technical memorandum of understanding (TMU)
(Appendix I), reports on program implementation will be produced and communicated to the
Fund staff on a regular basis. The quantitative and structural benchmarks are specified,
together with prior actions, in Tables 1 and 2 of the MEFP. The two test dates of the staff-
monitored program are end-September and end-December 2003,

VII, STAFF APPRAISAL

47. Gabon’s past history of program implementation is poor, but important policy
actions taken since mid-2002 and the broadly satisfactory track record of budgetary
implementation in the first half of 2003 demonstrate the authorities’ renewed
commitment to implement sustained adjustment. These measures, are, however, only a
first step on the path toward an adequate record of consistent policy implementation that will
be critical to any long-term solution of Gabon’s debt sustainability issues and growth

prospects.

48.  The authorities’ medium-term program and the staff-monitored program for
September-December 2003 represents an appropriate reform agenda. The actions taken
by the authorities over the last year, and those envisaged under the staff- monitored program,
constitute an important step towards addressing Gabon’s substantial medium-term
challenges. However, staff urges the authorities to make use of the period ahead to strengthen
the structural content of their policy program to enhance the prospects for non-oil growth and
the likelihood of achieving a more sustainable external debt path. This is particularly critical
given that there are limits to the degree of fiscal adjustment that can realistically be attained.

49.  In the fiscal area, the authorities are aiming for an ambitious reduction in the
non-oil primary deficit, through cuts in primary expenditure; meanwhile, non-oil
revenue will be above the high level achieved in 2002. On the expenditure side, the staff
welcomes the focus on curtailing non prionty outlays and containing the wage bill through a
reform of the indemnity system and a cut in the number of senior civil servants, while
providing room for needed recruitment in the social sectors. The rapid implementation of the
wage bill and the civil service reform is essential, in view of the excessive weight of the
government wage bill in the economy, which hampers the diversification of the economy and
growth. The staff underscores that the efficiency of public investment should be improved
through the strengthening of the capital budget preparation and execution process.
Concerning fiscal revenue, the staff welcomes the improvement in tax administration under
way, which has resulted in a significant revenue rise in 2002, and the plan of action adopted
to curtail exemptions. Further strengthening of tax administration is however necessary. In
this regard, the authorities should seek to take advantage of the forthcoming Fund technical

assistance.



=31 -

50.  The authorities recognize the need to improve the competitiveness of the economy
through a reduction of the overall cost structure. To that end, the measures under way to
contain public wages must be accompanied by an improvement in infrastructure, and a more
business friendly regulatory environment. While some progress in these areas has been
achieved, the staff is of the view that impediments to growth have to be tackled more
vigorously and in a more comprehensive manner. Reforms are particularly needed in the
banking sector, and to remove distortions in the forestry sector,

51.  The staff welcomes the ambitious set of structural reforms under way to increase
effectiveness in the use of public resources, which are also crucial for economic growth.
In the area of public resource management, the new anticorription legislation and enhanced
transparency in the public procurement process and in budget execution could play an
important role in reducing the cost of public investment, provided they are implemented with
rigor.

52. The program to restructure and privatize public enterprises is an important step
forward, but has been beset in the past by severe obstacles. The authorities will therefore
need to monitor very closely the progress in enterprises’ restructuring, and proceed with
determination with the privatization plan, which is essential in order to attract new resources
and modernize the economy. The simplification of the regulatory process, including in the
area of price controls and for the creation of new enterprises, is also essential in order to
attract new investment.

53.  While the banking system remains well capitalized, the increase in
nonperforming loans needs to be carefully monitored, and appropriate actions taken as
necessary. There is also a need to develop institutions adapted to supporting the development
of small-scale enterprises. In this context, microfinance institutions, which only recently have
started to develop, should play an important role, especially in support of the new initiatives
in the agricultural sector, where large untapped potential exists.

54,  As access to social services remains inadequate and social indicators are poor, the
staff underscores the need for determined efforts in this area, and welcomes that specific
actions programs will be defined in the PRSP under preparation, making use of external
technical assistance.

55.  The staff welcomes the progress made in the first half of 2003 toward
regularizing relationships with bilateral and multilateral external partners, and
emphasizes the need to remain current on non reschedulable debt.

56.  The authorities have emphasized that it would be essential to mobilize rapidly
external assistance and reach agreement soon on a Fund-supported program. In view of
the considerable slippages under the previous Stand-By Arrangement, and the need for
sustained adjustment over the medium term, the staff welcomes the authorities’
determination to establish a firm track record of policy implementation through the end of
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2003. Given the high debt burden, and the associated risks and vulnerabilities, the staff
underscores the need for rigorous implementation of the staff-monitored program, and to
further enhance the medium-term program, especially in its structural component, in order to
strengthen the case for access to Fund resources.

57.  The authorities are aware of the difficult challenges that lie ahead, and have
demonstrated already their commitment by addressing some of the fiscal and governance
issues. The staff believes that, with the rigorous implementation of the SMP, there are
favorable prospects for a rapid resurnption of external financial assistance.

58. It is proposed that the next Article IV consultation with Gabon takes place on the
standard 12-month cycle.
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Figure 1. Gabon: Selected Real and External Sector Indicators, 1999-2006
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Figure 2. Gabon: Nominal and Real Effective Exchanges Rates, January 1993-June 2003
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Figure 3. Gabon: Government Fiscal Operations, 1999-2006
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Table 1. Gabon: Selected Ecomennic Indicators, 2000-05

2600 2009 2607 2003 2004 2005 2006
Frog Trel. Projections
ERSAS6 Bl
{Annual percent change)

GDF 2t constant prices -9 2.0 06 X ol 18 0.4 [R:]
ot -10.2 =37 -12.6 =14 -6.0 -3 -1 ALy
Non =il 2t 53 3.2 [ 24 3.5 4.0 4.4

GDP at curren| prices 26.0 4.7 4.9 0.0 5.5 1.7 -14 -2

GNP deflatar 285 6.6 4.3 a0 53 -l -1.8 2.1
Oi. 775 -127 10 -13.4 -l -4.6 75
Non-oil 3.0 22 -0.2 14 1.6 15 1

Consumer prices
Yeatly average 0.4 21 2.0 012 24 2.0 pas} 2.0
End of perivd 18 1.0 0 04 20 .0 20 20

Exiernal soctor

Exports, Lab. (CFA francs) Fry) “i6.1 109 2l BT 35 147 0.3
Ofwhich: oil 599 75 .19.1 -6 102 63 220 196
Tnports, f.o.b, (CFA francs) 6.3 133 11.6 o 76 .3 20 01
Export volure R RY 4.2 =53 -39 -0z -7 74 -63
Import volume 7.3 9.5 92 72 219 <15 -1 -146
Terme of rrade (deteriovation - ) 431 169 B 59 4.5 74 -145 57

Notninal effective exchange rate (- = depresistinn} -A5 1.4 21

Real effective exchange rate {- — depreciation} 6.5 1.7 n7

Central govermment finance

Total revenue 484 -2.8 -25.0 13 =53 -T.0 -7 -6.6
Qil revenue 1o =76 433 -19.1 -13.5 -18.1 -12.9 -21.6
Waon-oil Tevenue -11.7 71 4.4 13.8 ER| 4.7 5.7 49

Tolal expenditure a8 35 =173 -8.7 -15.8 1z A28 -0
Current 2.1 27.5 -21.0 <201 -12.2 1z 39 -7
Capital -11.6 557 32 -16.5 134 6.1 45 -1E

{In percent of beginning-of-perad broad maoney, unless otherwise indicated)

Money and credil

Net domestic assels -31.5 424 -2 4.0 58

Domestic credit 2337 358 -1.8 82 5.5

Ceniral governmenl -38.3 274 -1 12 -15.3

Credit us tha econatny a3 11.B 64 16 PR

{annual percentage change) 1.7 17.4 837 83 12.0

Broad money &0 15 16 LN 14 14

Velocity of broad ineney (nen-oil GDP) s 35 k¥ 31 14 a4
{Tn percent of GIIP, unless otherwise indicated)

Cirnss national savings 280 280 284 251 3.7 L5 221 212
Gaovemment 14.6 80 10.6 7.5 11.5 8.7 89 72
Ptivate sector 134 15.0 7.2 17.6 123 1z9 132 14.0

Gross domestic savings 562 491 44 6 477 457 446 i03 3483
CGoverntient 19.7 159 159 ma 147 127 123 10.7
Private seclor 36.4 Exivl 287 36.8 ans 319 27.0 257

Grogs fixed investment 21.8 5.8 283 4.4 266 183 6.7 268
Govemment 29 4.7 4.6 4.0 48 50 53 52
Private sector 2.9 20 4.2 205 219 2113 214 215

Nominal GDP {in billions of CFA francs) 3,6E53 3,448 5 2,947.5 34459 34,2578 33124 3,2650 31250

Cenlral goveminent
Primary budget balance (commiimeni busis) ¥7.5 120 12.0 7.8 09 24 1.7 6.0
Overall balance (commilment basis, inc.. grants} K] 3.2 6.0 3.5 6.7 17 36 2.0
QOverall balance [commitiment hasts, excl. granis) 1.6 3z 8.0 34 6.6 3.5 34 1.8
Overall balance (cash basis) 4.0 4.5 6.0 1.5 6.0 -1.6 3.l 0
Domestic bank financing 4.9 42 -i4 -1.5 02 -18 25 213
Mel exlemal financing 4.4 -6.2 -4.3 -2.2 -34 -16.0 -5.0 44
Financing gap 4.0 0.0 () 0.0 0.e 161 5.7 5.8

Exiemnal current account halance {inchuding official transfers) 6.2 93 -0.3 0.7 2.9 4.7 4.6 .55

Exlernal curreni account balance {excluding official trang fers) 62 [+ «0.3 0.6 3.0 3.0 4.7 5.7

Exlerna) dehi service paid (percent of government revenue) 1/ 20,1 41.0 M4 13.3 227 - - s

External public debt (including the Fund and gap financing) B3.6 83 .6 597 62.6 6313 631.5 647 662

Tolal public debt (including the Fund and gap financing) 3.0 758 76.6 76.0 7.6 69.5 8.4

Sources: Gahonese autherilies; and Fund siaff sstimates and projections.

1/ Tncluding the Fund.



Table 2. Gabaon: Fiscal Operations of the Central Government, 2001-04

(In billions of CFA francs, unless otherwise indicated)

2001 2002 Quarterly Projections 1.
Dec. 2003 2004
Est. Budget Ear
0972002 law Mar Jup. Sept. Dec. Mar, Tun. Sep. Dec.
67402 Proj. Est. Proj. Est Proj. Est. Proj.
Total revenue and prants 1,173.6 9996 L0899 269.9 2834 341.7 575.6 T63.0 7982 1,034.1 4.1 494.1 T14.3 964.9
Revenue 1.173.6 9977 L,0RR0 2693 283.4 540.5 575.6 Fol.l 7977 L0302 42.9 491.6 TL0.5 958.5
Qil revenue 7529 3100 &09.0 156.9 171.8 2878 33178 3037 4487 526.6 126.8 2303 1307 4312
Non-0il revenue 420.7 4877 479.0 1124 1118 2527 23707 3675 3490 503.6 116.0 2614 379.8 5273
Direct taxes 95.6 131.3 134.2 328 33.0 .2 F0.0 05,1 BER 136.5 3446 838 [N Ri] 144.1
Tndirect txes TR 99,1 835 2.2 ] 4.7 603 693 825 113.8 L6 478 N 1189
Taxes on international trade 2184 225.0 210.0 46.1 403 1042 R4.6 156.1 145.5 204.0 483 1094 163.4 2220
Tmport twxes 187.8 920 150.9 05 31 90.5 741 136.7 123.4 176.7 425 %.6 142.8 193.0
Export taxes 306G 3.0 201 55 7.2 137 2.5 15.4 221 273 LX) 145 0.6 29.0
Other revenue 350 324 513 12.3 104 247 20.8 7.0 221 4013 t0.6 21 a7 421
Foreign grants 0.0 1.9 1.9 0.6 n.o 13 0o 1.2 0.5 a9 1.3 2.5 38 6.4
Total expenditre and net lending 1,061.9 3432 969.2 193.0 152.6 368.2 349.1 568.5 5475 E15.9 2034 392.0 601.6 8421
Total expenditure, excluding inmerest payments: 758.2 6854 817.9 1512 111.0 2954 278.9 4632 4409 678.7 151.7 3081 470.8 6856
Current expenditure 8604 630.3 687.4 159.7 136.7 28BS 284.9 4308 441.0 6039 7.5 044 459.2 422.9
Wages and salaries 219.6 207.0 220.6 567 38.6 107.9 1124 162.4 1704 223.0 56.7 107.9 l62.4 218.0
Purchases of goods and services 177.0 148.6 156.7 a7 185 571 353 90.0 89.9 126.8 332 59.7 54.1 132.6
‘Water and eleetricity 0.0 12 146 28 27 36 4 8.5 81 112 18 5.6 B3 1.2
Telephone services 2/ 0.0 3213 s 24 34 4.7 51 7.2 73 9.5 24 47 72 9.3
Other (petrol, wansport, travei, etc. ) 0.0 106.1 109.6 265 124 457 M8 4.3 45 106.1 280 493 Tha4 1119
Transfers and substdies 1661 126.9 1588 9.5 18.0 50.7 47.1 711 4.1 1169 29.0 4.8 TLY 1159
Public enterprises 0.0 30.6 383 4.6 49 9.2 44 139 295 {85 4.1 23 L6 16.6
Other 00 963 120.5 249 134 413 37 6.2 446 984 248 416 ] 994
[nterest payments 037 157.% 1513 418 41.6 7R T0.2 1053 1066 1372 518 870 1308 156.5%
Domestic 343 %3 337 7.4 7.0 14.3 13.6 210 19.7 271 7.4 10.0 18.0 18.5
External 265.4 128.5 t17.6 4.4 34.6 58.5 56.6 %43 56,9 il 44,4 el L1128 138.0
Capital expenditure 163.6 161.9 136.6 248 36 36.9 432 100.7 s 155.0 M7 658 106.9 164.5
Net lending (ineluding equity participation) 3/ 174 io 17.1 0.0 60 0.0 0.3 0.0 0.3 o 0.0 0.0 0.0 0.0
Restructuring cost of public enterprises o 0.0 67.5 0.0 0.0 i2d] 0.0 2.0 0.0 0.0 0 0. [i31] no
Air Gahon {suppliers debt taken over) 0.0 0.0 3o oo 0.0 0.0 0.0 0.0 0.0 0.0 (2] 0.0 0.0 L0
Wational Social Security Fund {CNSS}

(debt to CNSS taken over) 0.0 0.0 6.5 0.0 8.0 0.0 0.0 0.0 0.4 LA i) 0.0 0 .0
Road Maintenance Fund (FER} and special funds 0.0 0.0 6.5 1.1 123 »nE 207 a7l 335 570 %2 219 35.5 4.7
Overall balanee fon a conanitunent basis) 17 156.4 120.7 769 130.8 i73.5 226.5 194.5 250.7 2183 407 1321 L1258 1228
Primary balance (on a commitment basis) 4154 3142 2720 1187 172.4 246.3 296.7 299.8 3573 3554 97.4 1891 243.4 2793
Change in payments arrears 347 =164 i1 -139 -46.6 454 -66.5 -69.6 -60.3 -82.4 -6.3 -155.0 -160.1 -174.R
External {on interest payments) 262 <289 81.1 -131 183 261 6.6 <262 202 -23.5 [IX4] -142.2 -142.2 -142.2
Domestic 285 -47.% <799 0.8 -64 9 -19.2 731 -433 -80.6 -57.9 -6.3 <128 -179 -316
Arrears on interest op domestic debt 23 223 1.5 -0.8 0.9 -7 1.3 -15 27 3.3 0.0 0.0 0.0 131]
Float (unpzid payment orders at the treasury} 26.8 452 -53.8 0. -50.5 150 728 -37.5 -64.3 -46.7 51 -133 -14.5 276
Other floar at the weasury 4/ 0.6 0.0 -22.5 0.4 57 0.0 -2 &0 165 2.9 00 0.0 &0 0.0
Compensation for political violence -1.2 2.0 -5.1 0.4 0.6 2.5 -1.7 -33 <25 5.0 -3 25 3.3 -5.0
Overail bzlance {on a cash basis) 166.3 R0 [2L8 3.0 £4.1 128.1 160.0 124.9 1964 134.9 343 -52.9 47.5 -52.0
Fimancing -1663  -270.0  -121B -LKs RSN S105% -160.0 -230.3 -19tr.4 -291.1 -82.2 -3674 -436.5 -479.9
External {net) =213 2194 769 -783 -5 -147.0 -105.0 187.6 -1222 2056 -51.8 -2TRS 3722 S3316
Drawings 23 4.0 17.7 6.1 09 16,8 09 274 21 35 51 M3 3% ﬁ LER)
Project financing 93 400 177 6.1 ng 6.8 LAY 274 2.1 525 51 4.3 136 o
Pragram financing a0 LNt oo 0.0 0.0 08 00 0 2.0 &0 [LR13 L5 15.0 450
Amortization 3097 <2284 2436 -50.3 -52.3 -95% - 101 -146 8 -154.8 1917 =547 -7 7 -l &k h -207.3
Arrears on principal {reduction -} LG 110 1358 -34.1 -5.7 -68.2 ELR 6h2 254 -56.5 [LN] -19R.1 -1egl <2101

Foreign exchange effect on arrears/uncxplained )
external debt payments o 0.4 0.0 LRY] 0.0 0o 00 .0 [LX1] 0.0 o W (TR 0.0
Debt rescheduling 294 0.0 1.3 00 0.0 4.0 [1X1] 0.0 LX) 2.0 2.0 2.0 -0 -2.0
Diebt cancellation 17.0 0.0 11.9 L] 0.0 i) .0 0.0 31 R0 o a0 0.0 4.0
59 0.0 0.0 00 0.0 0.0 G0 X o 0.4 [130] 00 0.0 0.0

Advance external debt payments

Le



Table 2. Gabon: Fiscal Operations of the Central Government, 2001-04

(In billions of CEA francs, unless otherwise indicated)

2001 2002 Quarterly Projections 1/
Diec, 2003 2004
EBst.  Budgzt Bt
0972002 faw Mar. Jun. Sept. Dec. Mar Jun. Sep. Tec
72 Pmj. Est Proy. Est. Proj. Est. Proj
Dnmcsti_c (net) 467 -50.6 -44.9 -312 “27.1 -58.8 -55.0 -62.7 -68.2 -85.4 -30.5 -§8.9 -1143 -148.3
Banking system 144.7 <341 -$L5 34 -17.2 5.3 44 8.8 238 71 -Lt.7 -19.4 -54.5 -33.0
Bank of Central African States {(BEAC) 109.5 <258 -92.9 67 -7 1.4 367 18.8 365 205 -84 174 -41.5 -79.3
Commercial banks 3.2 -8.8 41 4 -33 -155 -6.7 -41.1 -10.0 -12.7 -13.4 -33 ALY -130 -13.7
Nonbank =ources -98.0 -16.5 6.6 <146 98 -33.6 -5006 -7L.5 -92.0 -92.8 -L8.& -49.% -59.8 =553
Domestie debt -B0Y -59.2 154 323 -19.3 -46.9 -4 1 -57.4 -54.9 -62.2 -157 -43.3 =505 -62.9
Gl company advances {net) 0.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 a0 0,0
Debt Aceounting Department (DGCE) 729 542 .60 310 -18.3 444 -39.6 -56.7 524 552 -132 383 -43.0 529
Securitized commercial agreements -66.9 -36.5 -36.0 -85 -5.5 -0 -1 -15.4 -15.4 -19.8 4,1 -i2.0 -13.4 -16.3
Of which: advance payments -10.0 8.0 0.0 0.0 0.0 0.0 0. 0.0 0.0 0.0 0.0 0.0 .0 0.0
Other (divers) 5/ 59 177 ER 2255 -138 -33.4 287 ~41.3 -37.0 -35.4 9.2 -26.2 -29.5 -16.6
Regularization of civil servants’ salaries
{rappels) 1.8 -5.0 6.3 13 0.0 -2.5 0.5 -1 -25 =70 -2.5 =540 -7.5 100
Change in domestic arrears {on principal,
- reduction) 6.1 -10.2 141 -3.5 0.7 -1t 54 -l6.6 7.9 -22.1 0.0 0.0 0.0 0.0
Restructuring cost 6 .56 -36.0 47.9 -0.8 -9 1.6 -2.0 2% -7 -3 A3 -6.3 -9.4 -9.8
Social cests 56 -167 -17.6 -0.8 -9 -6 =240 -2.5 -3.7 -3 -3 -6.3 -0.4 9.8
Public enterprise debt Q.0 -193 L] 0.0 .0 00 0.0 0.0 (1] 0.0 0.0 0.0 0.0 0.0
Air Gaban 0.0 oo 310 o 1] .0 0.0 0.0 (1] 0.0 G0 0.0 0.0 0.0
CNS3 -10.0 36.5 0.0 1] &0 0.0 8.0 o0 0.0 .0 a0 0.0 0.0
Other 0.0 93 -0 0.0 .0 0.0 0.0 0.0 00 L) a0 0.0 0.0 0.0
Gabon Telecomd Office des Postes et Télécommunication {OF TR Yfinancing &40 39.6 2.0 0.0 [1X1] [ixi3 0.0 0.0 0.0 .0 Q.0 0.0 0o
Bales of asseis (shares, ete.) to be determined - 4.0 0.0 2.0 0.0 .0 a0 0.0 00 0.8 [1A0) a0 0.0 i30]
Privatization proceeds 34 o0 1.8 L. 10 Lo 10 L3 10 L& (A1) et 0,0 17.4
Orther 212 -5.0 214 30 97 50 -l14.8 4.2 423 2.0 LAl .t 0.0 [4X1]
Treasury correspondents, incl. pensions 1.8 6.0 L4 2.0 -5.4 0 -12.6 i2 -22.5 11 0 a0 0.0 0.0
Collectivités locales 7/ -5.2 0.0 79 1.0 23 2.0 26 30 =50 34 0 al 0.0 13(]
Cancellatien of domestic delrt 0.0 oo 0.0 0.0 0.0 0.0 0.¢ 0.0 0.0 n.¢ &0 it 0.0 0.0
Checks written but not cashed at treasury 0.0 .0 0.0 0.0 0.0 0.0 0.0 0.0 0.8 o0 0 Al 0.0 0o
Errors and omissions -16.8 5.0 -14.9 0.0 12.8 00 1.8 0.0 -l4.8 0.¢ 0 {i} 0 131]
Financing gap before use of Fund rescurces Lf 0.0 19000 0.0 465 0.0 7.7 oo 1255 0.0 156.2 47.8 420.3 4839 S3LR
TFinancing sources 465 777 125.5 1562 393 403.3 458.4 497.8
Reschedulable debt service 46.5 17 125.5 156.2 193 4033 458.4 4978
Use of Fund resources 0.2 0.0 0.0 0.0 a0 a0 0.0 .0
Mermorandum items:
Prinvary fiseal balance {in percent of GDI) 12.0 9.5 19 EX 33 1.6 8.1 92 L0 109 18 3 7.3 8.4
Non-0il prisnary balance (in percent of non-oi} GDP) -16.8 94 -16.8 -L.8 0.0 -0 -1.0 4.5 4.4 R2 -t.a -13 1.0 -6.9
Stock of unpaid payinents orders at the treasury 177.6 104.3 1238 1238 64.3 108.8 30 86.3 59.5 711 710 66.8 62.6 495

Sources: (Gabonese autharities; and staff estimates and projections.

1/ During 2003, the govemment pays end-2002 nonreschedulable arrears (CFAF §2 billian) and 2ccumulates arrears on reschedulable current maturities (CFAF 156 billion). The stock of reschedulable arrears
at end-2003 is projected at CFAF 348 billion. This stock. together with the reschedulable eurrent maurities in 2004 (CFAF 138 hillion), is prajected to be rescheduled in 2004,

2/ The 2002 budget column includes CEAF 16.5 billion for telephone hills relating 10 2001, which the authorities had classified under damestic debt repayment in the draft budger.
3¢ For 2001 equity participation in Compagnie Miniére de 'Oguoué (COMILOG) (CFAF 4.1 bitlion), advance to OPT (CFAF 6.6 billien}, the payment of Air Gabon's debt (CFAF 14.2 biflion), and down payments for the

purchase of airplanes for Air Gabon (CFAL 13 billion). For 2002: assistance 1o Air Gabon; and repayment of the CFAT 6.6 billion advance to Gabon Telecom (for the acquisition of a marine cable]
4/ "Other float at the treasury” includes mainly variations in censigoments and operations with antenmneus bodies.

5/ Including vld debt repayments to Société d'Eau et dEnergie de Gabon (SEEG), National Soeial Security Fund (CNS$), and OfTice des Postes et Télécommunication (OFT), as well as debt serviee on new debt agreements

with Gabon Telecom, Gahon Paste, Air Gabon's suppliers, snd CNSS.

& Restructuring costs refer to social costs of privatization and voluntary departures. During 2002, the government alzo took over suppliers' credit 1 Air Gabon and debt owed by public enterprises to CNSS, for CFAF 31 billion

and CFAF 36 billion, respectively

7 Collectivités loeales consist of vatiatinns in loeal entities’ aceount balances and fonds d équipement .
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Table 3. Gabon: Fiscal Operations of the Central Government, 200006

2000 2001 2002 2003 2004 2045 2006
Prog. Est. Prog. Est. Bat. Prajections
EBS/DL/SE

{In billions of CFA fruncs)

Total revenus and grants I,h9g5 L2074 1,235.1 1,173.6 1,089 10341 9649 2379 8703
Revenue 109835 1,2076 1,235.1 1,173.6  L0ERG 10302 9585 032.9 713
il revenue 6993 814.7 760.1 7529 6090 526.6 4312 3756 1870
Non-oil revenuc 399.1 3924 4750 4208 479.0 5036 5273 557 3Rd.3
Tiirent taxes 848 B ] 89.3 96.6 134.2 1365 144.1 152.2 159.1
Tndirect taxes 813 80.2 90.4 0.8 835 1138 1189 128.3 135.6
Taxes on international gude 0.3 2147 2682 R4 2000 204.0 2220 2312 2418
[mport taxes 1733 186.7 230.3 187.8 180.% 176.7 1830 2006 2084

Of which
VAT 836 e 020 1.1 866 946 YH.3 1021
Expnrt taxes 360 28.0 37.9 0.6 29.1 273 29.0 3046 332
Other revenue 1/ 238 161 271 335.0 1.3 49.3 423 453 47.9
Foreign gramts [eX)] 0.0 0.0 0.0 1.9 kR 64 5.0 50

Totsl expenditure {incleding

net lending) 763.6 TRa.1 92074 10619 969.2 5158 §42.1 8205 &11L.9
Total expenditure {excluding
interest paymens} 3617 574.1 5801 7382 8179 &78.7 6856 687.1 682.4
Current expenditure 6552 &74.8 782.0 8604 6874 £03.9 4229 5988 947
Wages and salaries ila.1 216.6 217.9 296 2206 2230 2180 2150 2120
Purchases of goods and
SECVIGES 129.0 128.3 133.5 L77.0 1567 126.8 132.6 1356 13732
Transfers and subsidies 1142 Lt7.8 La3.5 L60.1 158.8 116.9 1159 1159 1159
[nterest payments 1959 212.9 o 3037 1513 137.2 1565 1334 129%
Domestic 251 27.4 EEA | 143 317 7.1 1IR3 16.5 14.5
Extemal (excluding IMF) i70.8 1842 2939 269.4 L1768 1161 JELR] 169 L1511
Capital expendilure i02.1 1051 1251 153.6 13656 1550 164.5 172.0 1635
Domestically financed
investment 82.1 82.4 105.1 1543 117.0 1225 s 1250 1178
Forcign-financed investment 20 22.7 200 9.3 19.6 325 420 47.0 510
Net lending {including cquity
participation) 6.2 6.2 0.0 3.9 7.1 0o 0 0.0 0.8
Restructuring cost of public enterprises 2/ 0o 00 0.0 00 675 a0 .0 a0 0.0
Ruad Maintenance Fund {FER) and special funds 3/ 60.5 570 547 49,7 8.4
Overall balance (on a
commitment basis) 3349 4215 3280 1147 137 2183 1228 1174 64 .4
Primary balance {(nna
commiment basis) 5308 6335 655.0 4154 272.0 3554 2793 2507 1938
Change in srrears ~2208 1761 =518 54.7 1.1 2290 -1748 -t5.0 00
External (on interest payments) -202.3 2013 0.0 26.2 &h.1 150 -142.2 0.0 0.0
Domestic -18.6 =74.9 -51.8 285 =199 -57.9 -32.6 -15.0 0o
Overall balunce (on a cash basis) L14.1 1454 2762 1664 1219 1554 -52.0 102.4 64.4
Financing, =141 -145.4 -3762 -166.3 -12L.8 -195.4 -479.9 S287.3 0 -1s5001
External (net} 504 1602 -138.1 -2130 769 -109.9 -331.6 -163.7  -1589
Drawings 2040 227 20.0 3 17.7 125 820 42.0 45.0
Praject financing 0.0 127 200 9.3 17.7 125 kXA 42.0 46.0
Program financing o0 0.0 0.0 an [l 0.0 45.0 0o a0
Amortization 2085 <2421 S28L0 -309.7 24360 -1917 22075 2057 <2049
Arrears {on principal) -270.1 “2718 an 350 1358 39.2 -210.1 0.0 4.0
Foretgn exchange elfect op arrears =93 0.0 &0 0.0 0.0 0. 0.0 fht
TDrebt rescheduling and deferral 492.0 649.5 0.0 294 1.3 0 -1.0 0.0 a0
Drebt cancellation 17.0 17.0 17.0 17.0 1.9 50 6.0 0.0 o
Advance external debs payment 0.0 -5.9 59 59 8.0 0.0 .0 0.0 a.0
Domestic {net) -1645  -1087 -38.2 467 -44 9 -854  -1483 -1236 912
Ranking system -4l.6 -175.6 4.2 144.7 513 S -93.0 -76.0 -43.1
Bank of Central African States =253 -59.1 15.3 1093 -92.9 285 -79.3 -62.1 -36.2
L which : TMF 17.6 54 229 -8l -0 -7.9 -137 -l4.5 -4.0
Repayment statutory advances 0.0 0.0 8.0 0.0 0.0 o0 -104 SthG -t
Commercial banks -66.4 -115.% -15.1 5.2 4.4 -134 -13.7 -1318 69
Nonbark sources <729 -130.3 -38.4 -98.0 6.0 -92.6 =553 473 4%, |
Domestic debt -822 -L15D -40.7 -80.7 =754 -62.2 -62.9 425 382
il company advances {net} -38.0 -36.4 0.0 .o AL 0.0 0.0 0.0 0.0
TDiebt Deparment (DGCP) -44.2 -1 2357 -72.9 -69.1 -55.2 -52.9 23250 182
Debt at treasury 0.0 4.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
TRegularization of civil servants
vularies (rappels) 0 -6.5 -5.0 -7.8 -6.3 -7.0 -10.0 100 -100
Change in duinestic arrears (on
principal, - reduction) a0 -2.0 0.0 5.1 141 -121 0.0 0.0 .0
Restructuring vust -4.0 -5.5 -134 5.6 479 -lL3 -%R -5 -9.3
Tebt rescheduling 0.0 8.0 iX1] 0.0 396 0.0 0.0 0.0
Privanization proceeds 13.3 4.0 17.5 34 i.8 1.0 17.4 0.0 0.0
Other 4/ 0.0 -11.8 -8 -212 214 2.0 0.0 .0 0.
Financing gap 0.0 0.0 0. 0.0 a0 0.0 5318 1849 1858

Possible rescheduling 5/ 4978 1562 1571
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‘Tahle 3. Gabon: Fiscal Operations of the Central Government, 200006

Pl 2001 2002 2003 2004 2063 1006
Prog. Est. Prog. Est. Est. Projections
EBS/1/56
Memorandum items: {[n percent of GDF, unless otherwise specified)
Cumulative variation in net bank
credit 1o the government
from January |, 2000 {in billions CFA francs) 916 -175.4 -175.4 309 . . .
Total revenue (excluding grants) 324 1314 39.9 34.0 313 EN N 289 286 27.0
0il revenue 20,6 225 24.5 218 1.7 16.2 13.0 LL5 89
Non-oil revenue 118 10.9 153 122 139 15.5 138 171 181
Tulal expenditure 225 1.7 2913 308 281 25.0 254 251 252
Total expenditure, cxclufing interest 167 15.9 18.7 220 237 20.8 20.7 200 212
Current expenditure 19.3 187 251 25.0 19.9 185 188 183 18.4
Wage inll 6.4 4.0 7.0 64 64 6.8 6.5 6.6 6.6
Dther current spending 72 6.8 ks 98 9.1 15 7.5 77 78
{uterest 58 5.9 10.6 8K 44 42 47 4.1 4.0
Capiral expenditure 30 19 4.0 4.7 4.0 4.8 5.0 3.2 52
Net lending 02 0.2 00 Ll 153 00 [ 00 o0
Restructuring cost of pullic enterpriscs 0.0 8.0 0.0 0.0 20 0.0 0.0 .0 0.0
Road fund and special funds . 1.8 1.7 1.7 1.5 1.5
Defense expenditure 6 1.8 L9 1.9 2.0 1.9 1.8 1.8
Primary balance {on a
commitment basis) 156 175 211 12.8 79 109 8.4 77 6.0
Overall balance (on a
cammitment basis) 99 1.6 1.6 32 35 6.7 37 14 20
Overal! balance (sm a cash Lusix) 34 4.0 89 4.8 35 6.0 -1.6 il 2.0
{In perzent of non-oil GDP)
Won-oil revenue 223 212 238 211 23.9 24.2 24.1 24.1 2318
Primary expenditurc L3 0.9 29.0 7.9 40.5% 326 313 297 278
Wage hill 12.0 1.7 19 LLD 1.0 14.7 9.9 93 8.7
MNan-nil primary balance -9.4 -2.8 -53 -169 -l6.8 -8.2 -6.9 -5.4 233
{in billions of CFA franes, uniess otherwise indicated)
Qil prices (in U.S. dollarstbarrel) 7/ 26.5 282 230 243 252 272 255 2.0 2.9
GDP at market prices 3,393 ERAE] 3,098 3448 3449 1,258 3312 3,265 3225
Won-pil GDP at market prices 1301 1,857 1,999 1,998 2,006 2,084 2,191 2314 2451
Fund for Puture Generations {stock) T0.4 41.% BS.1 122.6 151.3

Sources: Gabonese auhorities; aml swif estinates and projections.

1/ For 1999, includes CFAT 94.9 billion (3.4 pereent of GDP) in tax arrears recovered as a result of the audit of the domestic public debt,
2/ Including Air Gabor's suppliers’ debt and debt of public emerprises w National Social Security Fund (CNSS) taken over by the government during 2002.
3/ Qutlays of the Road Maintcnance Fund (FER) and special funds are recorded off budger,

4/ Includeg tressury correspondents, local goveruments, checks written but not yet cashed, and crrors and omissions.
5/ The end-2003 reschedulable arrears (CFAF 340 billion) and the 2084 current mawrities (CFAF 158 billion) ans prujested to be rescheduled in 2004.
6/ Defensc spending is partly included under ourrent expenditure and partly under capital spending, in Jine with Gabon's existing budget classification.

The budget classification is being revised, so as to include all defense spending under current expenditore.

7/ The cortesponding national ail prices are US$1-2 lower.
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Table 4. Gabon: Balance of Payments, 2000--06

2000 2001 2002 2003 2004 2003 2008
Prog. Acrual Esl.  Prel. Est. Projections

([ Bi.liens of CFA francs)

Current account (including transfers) 2075 2229 85 28 -93 6 -136.5 -145.3 -178.6
Eaports, f.ob. 2,138 2,288.5 19190 L8781 1,725.1 1.668.2 14227 1,2757
O zectar 1,704.5 1,827.3 15087 14542 1,333.1 12497 9752 7842
Gther sectors 429.4 460.7 4103 3639 396.0 413.5 4475 491.4
Tinports, f.o.b, 1/ 7122 -5T28 -6A0.6 -a80.7 -732.1 -T48.8 T340 -73%4
Ol sectar -188.9 -2B5.4 23062 27740 -285.4 -284.8 -251.2 -234.6
Goyemnment -44.5 =115 =765 -64.1 -65.8 129 =76.4 2758
Non-gi] private sector -478.8 -250.0 -283.9 -339.6 A775 <3910 4069 4212
Trade halance 1,421.7 L7157 1,258.4 L1974 9969 9193 GBS .6 5421
Services (naf) -£, 1006 -1,457.4 -1,2159 -1.1430 -1,062.8 -1,050.3 -B11.5 6947
Qf whick
Tnlerest on public debt -173.5 -187.0 =278 -120.9 -1109 -138.8 -H174 -1183
Profits 437 B0 4728 6103 WESEE -STRS 4000 3260
Tranzfers (nel) -113.6 =351 -33.6 G1b 2277 -i58 -16.5 2260
Pubhe ad .0 .0 135 39 6.4 5.0 50
Privale -177.1 353 =336 -33.5 =317 -32.0 LS Bl Ril
{apita) account 12.1 -286.4 -241.2 -159.5 -3 S 256 0.7
Medium- and long-term capital 121 -286.4 -2493 -149.1 24.2 .3 37.4 450
Government -1%8.5 <2194 -300.4 -2259 -15912 -125.5 -163.7 -1589
Drawings 200 22.7 9.3 17.7 325 R2.0 420 46,0
Froject 200 22.7 923 177 325 7.0 428 460
Other o0 0.0 0.0 0.0 [EX¢] 45.0 0.9 a0
Amortization -208.3 -242.1 =37 -243.6 -1917 -207.5 -2057 =244
Direct investment and portfolio invesiment 1664 -122.5 -17.4 22.8 110.0 120.0 1200 1200
Private deht 4.1 55.5 68,5 63.4 T34 768 813 B0
0l sector 13.7 19.9 19.9 213 224 237 246 254
Dirawings 86.5 3.9 ns 375 372 36.8 354 360
Afnortization -T28 -20.0 ~18.0 -16.2 -14.4G -1301 -1 ~10.6
Non-oil stctor W4 356 456 417 50.8 532 567 556
Drawings 32.0 41.4 535 46,6 358 585 6.4 64.8
Amortization 116 -5.3 4 -5.0 -5.0 -5.3 57 6.2
Short-term capital -183.1 0.0 82 -194 -0.5 -20.3 -12.0 -24.4

Ol gectar -201.7 -574 -83.4 -60.5 LR -5.3 7.0 Id

Non-ei] sector 12.5 -11a.3 915 50.1 -0.8 -15.0 -19.0 -22.0
Of which

Commercial banks 416 -186.3 66.5 47.9 0.0 0.0 0.0 0.4

Errora and vmissions 6.0 1737 0.0 0.0 o 0.0 0.0 0.0

Oveyall Halance 304 -T2.R 2323 -136.7 999 -105.5 -123.7 -E57%
Financing 304 2.8 2323 136.7 99.5 -426.4 -81.2 -21E

Central bank net foreign assets (- = increage) -67.0 -114.9 118.8 -92.0 15.7 S7R.0 -611 -I1E

IMF net {- = increase) 17.6 5.4 -8.1 9.1 -7.% 13,7 -14.5 -4.0
Furchases 245 124 q4q 40 0.0 .o 0.0 0.0
Repurchases -6.9 =70 -a.1 -2l =19 -3 14,5 4.0

Change in gross reserves (- = increase} -34.7 -120.3 127.0 -82.9 236 -64.4 A6.7 218

Drebt rescheduling/defiral 492.0 6435 44 0.0 0 2.0 0.0 0.0

Tebt cancellation 17.0 170 17.0 1.y B0 5.0 0.0 0.0

Arrears (- = reduction) 4724 -472.8 1.2 2169 74.2 -352.3 u.o a.u

Cither exceptionsl financing 0.0 =59 5.5 0.0 0.0 0.0 0.9 0.0

Financing pup 2/ 0.0 0.0 0.0 0.0 0.4a 331.8 1349 1855
Possible rescheduling 2 . . 4978 156.2 1571
Memorandum ilems: (Tn porcent of GDP, unless indicated vtherwise}

Current account (including official transfers) 6.1 6.2 03 0.7 2.9 4.7 A6 535
oil 221 [ZX] 14.0 10.5 5.6 6.3 b0 4.1
Nom-oiu -16.0 -80 -13.7 9.8 -11.4 SRR -16.6 -85

Capital account =52 -1.9 =T 4.6 0.2 1.5 0.8 a6

Crverall balance 08 -2.0 -6.7 4.0 3l R -18 4.9

rrogs official reserves {in billions of CFA francs) 1009 136.5 39 %91 63.2 128.8 176.6 2005
In monthe of nports L7 29 02 1.6 1o 21 2.9 3

World of! price (U.S. dollars/barrel) 26,5 282 24.3 252 27.2 255 20 210

Nationa: oil pricy (V5. dollars/barrel) 256 272 228 242 26.1 244 0.8 19.7

0il production {in millions of tong) 135 13.6 13.4 126 123 1.8 103 88

GDP (in billions of CFA francs) 3,393.3 36183 34485 FAHRG 32578 33024 3.265.0 32250

Exchange rate CFA franes per U.S. dollar (average) 699.2 a0 7324 695.4

Saurces: Gabonese authorities; and Fund staff estimales and projections.

1/ tmpunt series Tevised to convert historical figures from ci.fto f.o.b. basis.
4f Rescheduldble end-2003 arrears {CF AF 340 billion) and 2004 current matarities (CFAF 158 billivm) are expected to be recheduled in 2004,
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Table 5. Gabon: Monetary Survey, 2000 04

2000 2001 2002 2003 2003 2004
Est. Jun. Projections
Prel. Est.
Stocks (I billions of CFA francs)

Net foreign asscts 177.2 -8.1 36.1 58.3 20,4 984
Central bank 728 -46.0 46.0 35.1 303 108.4
Assets 136.5 9.9 90.1 757 63.2 128.8
Liabilitics -63.7 -56.0 -44.1 -39.6 -32.8 -20.5
Depesit money banks 104.4 379 -9.9 222 9.9 -9.9
Assets 169.0 98.5 72.5 §8.9 72.5 7.5
Liabilicies -64.6 -60.6 -B2.5 -66.7 -52.5 -85

Net domestic assets 350.1 574.8 362.9 537.0 586.8 553.5
Net domestic credit 455.6 660.2 6498 6453 699.1 6658
Net credit to the public sector 98.6 241.0 194.2 187.0 201.3 108.4

Net credit to the government 128.9 273.6 2223 2178 2294 136.4
Central bank 114.2 2236 130.7 167.3 1512 7.9

Claims 157.3 24%.2 2315 2144 201.9 178.2

Of which

Statutory advances 94.5 192.6 1852 177.6 171.0 159.6

Use of IMF credit 62.8 55.6 422 356 310 18.6

Deposits 43.2 24.6 100.8 50.5 507 106.4

Deposit money banks 109 47.7 89.1 49.0 757 62.0

Post officc savings 39 2.3 2.5 1.5 2.5 2.5

Claims on public agencies, nct -30.3 -32.6 -28.0 -30.8 -28.0 -28.0

Credit to the economy 356.9 419.2 455.6 462.4 4977 5575
Other items, net -105.4 -85.4 -86.9 -112.3 -112.3 -112.3
Broad mency 5273 566.7 5990 5953 607.2 652.0
Currency outside banks 116.2 128.2 132.¢ 117.2 1338 143.7
Demand deposits 2043 204.0 2147 225.2 2176 23386
Time deposits 206.9 234.5 2523 253.0 255.8 2146

{Changes in percent of beginning-of-period broad money)
Net foreign assets 49.5 -35.1 7.8 37 -2.6 12.9
Net domestic assels -31.5 426 221 -4.3 4.0 -5.5
Net domestic credit -33.7 388 -1.8 -0.1 8.2 5.5
Net credit to the government -39.3 274 9.1 -0.7 12 -15.3
Credit to the economy 8.3 1.8 6.4 1.1 7.0 9.8
Broad meney 18.0 7.5 5.7 -0.6 1.4 7.4
{Annual percent changes, unless otherwise indicated)

Credit to the cconomy 11.7 17.4 8.7 6.1 9.3 12.0
Broad meney 18.0 7.5 3.7 2.1 1.4 7.4
Of which: currency outside of banks 10.4 10.3 3.0 -6.1 1.4 74

Memorandum items:

Velocity
Non-oil GDP 3.5 335 3.1 34 34
Total GDP 6.9 6.1 5.8 5.4 5.1
Non-oil GDP growth 5.1 7.6 0.4 39 5.1
Total GDP growih 26.0 -4.7 0.0 -5.5 1.7
Credit to the economy/nen-eil GDP 19.2 21.0 227 239 254

Source: Bank of Central African States (BEAC).
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Table 6. Gabon: External Debt Outstanding and Scheduled Debt Service, 2000-06 1/

2000 2001 2002 2003 2004 2005 2006
Prel. Projections
Hat,
{In billions of CFA francs)
Total medium- and long-term debt
outstanding 23015 2,192.5 2,1599 2,061.4 2,103.1 2,110.9 2,133.7
Of which
Current debt outstanding 2,301.5 2,192.5 21599 2,029.0 1,456.8 1,237.7 1,02R.8
Of which: arrears 2/ 0.0 61.2 278.1 3523 0.0 0.0 0.0
Multilateral 3824 3227 295.9 248.5 2022 154 8 117.9
Of which: TMF 64.0 55.6 44.6 310 18.6 5.2 12
AfDB 2352 196.8 174.0 151.9 129.7 107.2 30.7
[BRD 55.2 45.3 40.0 33.1 27.3 225 6.2
Paris Club creditors 1,8349 1,798.5 1,807.0 1,717.2 1,216.4 1,048.3 880.1
Other official creditors 433 38.6 342 323 28.8 252 214
Commercial banks 41.0 32.6 22.9 309 93 93 9.3
New debt (includes residual gap filling) e 32.5 646.3 §73.2 1,105.0
Tuotal debt service due (including IMF) 436.1 589.3 373.6 310.5 360.0 337.6 3242
Principal 249.0 3179 2527 199.6 2212 220.2 208.9
Interest 187.0 271.5 120.9 110.9 138.8 117.4 1153
Multilateral (including the Fund) 75.3 99.6 642 61.0 65.0 63.9 49.6
Of which: IMF 9.7 10.9 123 8.8 14.5 15.1 4.3
Bilateral 3453 4749 287.0 239.1 2504 273.6 274.1
Paris Club pre-cutoff 233.1 477 1733 166.0 187.0 193.0 196.9
Never rescheduled 6.4 7.3 1.9 1.8 1.7 1.6 0.8
Paris Club IT (1987) 5.7 57 0.0 0.0 0.0 0.0 0.0
Paris Club I[II (1988) 59 57 0.0 0.0 0.0 0.0 0.0
Paris Club [V (1989) 56.0 321 0.0 0.0 0.0 0.0 0.0
Paris Club V' {1994) 885 100.0 91.4 903 93.6 958 96.1
Paris Club VI (1995) 63.1 152.8 52.8 52.5 54.0 552 564
Paris Club VII {2000) 3/ 1.5 44.1 272 21.5 377 40.4 43.6
Faris Club post-cutoff 65.6 727 48.4 46.6 79.1 62.8 63.7
Nonguaranteed credit 18.4 49.7 594 24.1 20.1 13.7 92
Nen-Paris Club creditors 3.6 4.9 6.0 24 4.1 4.1 4.3
Intercst on arrears 226 0.0 0.0 0.0 0.0 0.0 0.0
Provision for exchange rate losses 0o 0.0 0.0 0.0 0.0 0.1 0.5
Commercial banks 154 155 10.5 10.4 4.6 0.0 0.0
Debt service due on new debt 0.7 38.8 28.9 393
Principal 0.0 0.0 0.0 0.0
Interest . . . 0.7 388 289 393
Debt cancellation 17.0 17.0 11.9 8.0 6.0 0.0 0.0
Principal 8.2 B3 11.3 0.0 0.0 0.0 0.0
Interest 8.8 87 0.6 0.0 0.0 0.0 0.0
Arrears 0.0 0.0 0.0 8.0 6.0 0.0 0.0
Change in arrears (—=reduction) -472.8 612 2169 74.2 -352.3 0.0 0.0
Principal -271.6 35.0 1358 392 -210.1 0.0 0.0
Interest -201.3 26.2 81.1 350 -142.2 0.0 0.0
Debt rescheduling/deferral 649.5 29.4 0.0 2.0
Debt service rescheduling 0.0 0.0 0.0 0.0
Principal 6.0 0.0 0.0 0.0
Intercst 0.0 0.0 0.0 0.0
Arrears rescheduling 3/ 399.9 294 0.0 0.0
Principal 250.8 251 0.0 0.0
Interest 1491 4.3 0.0 0.0
Deferred payments 249.7 0.0 0.0 2.0
Principal 105.8 0.0 0.0 2.0
Interest i43.9 0.0 0.0 0.0
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External Debt Qutstanding and Scheduled Debt Service, 2000-06 1/

2000 2001 2002 2003 2004 2008 2006
Prel. Projections
81,
{In hillions of CFA francs)
Debt service paid (including IMF) 242.4 481.7 144.8 2343
Principal 155.9 2494 105.6 1584
Interest 86.5 2323 39.2 759
Memorandumn items: (In percent)
Extermal public debt/GDP
Including IMF 63.6 63.6 62.6 (3.3 63.5 64.7 66.2
Excluding IMF 6L.8 62.0 61.3 62.3 /2.9 (4.5 66.1
External public debt/exparts 4/
Inctuding IMF 95.0 107.7 108.1 1114 115.3 134.2 148.5
Exclhuding IMF 924 104.9 105.8 109.7 114.3 1339 148.4
Debl-service ratio 4/

Due (before relief) 18.0 289 18.7 16.8 19.7 215 2.6
Principal 10.3 15.6 126 10.8 12.1 14.0 14.5
Tnterest 7.7 133 6.0 6.0 1.6 7.5 8.0

Paid 10.0 237 12 127
Principal 6.4 12.2 53 8.6
Interest 16 1.4 2.0 4.1

Deht service/govermmnent revenue 5/
Due (before relief) 36.1 50.2 343 301 3714 362 312
Paid 201 41.0 133 22.7

Debt service/non-oil GDP
Due (before relief) 23.5 29.5 186 149 16.4 14.6 132
Paid 13.1 24.1 7.2 112

Sources: Gabonese aulharities; and slafT estimales and projections.

1/ End-of-period data; public and publicly guaranteed debi.

2/ Arrears through end-2002 were due to muliilateral and bijateral ereditors, and to commercial banks. By end-June 2003,

all arrears to multilateral creditors were cleared as well us amrears to Paris Club creditors on post-cutoff-deate debt and on

the last rescheduling {(2000).

3/ Tn 2001: rescheduling of nonguaranteed credit to France and Korea.

4/ In percent of exports of goods and services.
5 Government revenve, sxchuding prants,
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Table 7. Gabon: Income and Social Indicators, 19802000

Latest Single Year

Same Region/Income Group 2/

1980-89  1990-2000 Sub-Saharan Upper-middle
Africa income
Population
Total pepulation, midyear (millions) 0.9 1.2 659 647
Growth rate (annual average, in percent) 31 25 2.6 1.3
Urban population (in percent of papulation) 06.2 81.4 344 75.9
Total fertility rate (births per woman) 5 42 5.2 24
Poverty (in percent of population}
National head count index 1/ 23.0
Income
GNP per capita (U.S. dollars) 4.670 3,190 470 4,640
Consumer price index (1995=100) 7745 104.68 133 138
Food price index (1995=100) 75.54 109
Social indicators
Public expenditure (in percent of GDP)
Health 2.1 24 29
Education 5.4 i3 36 42
Gross school enrollment rates
(in percent of age group)

Primary 172 144 86 125

Secondary 43 60 9l

Tertiary 6 8 26

Access to safe water (in percent
of population)

Total 58 70 55 87
Urban 75 73 82 9
Rural 34 55 41 70

Immunization rate (in percent of
children under 12 months)
Measles 76 55 53 92
DPT 78 37 46 88
Life cxpectancy at birth (years)

Total 51 53 47 70
Male 49 51 46 67
Female 53 54 47 73

Mortality

Infant (per 1,000 live births) 112 38 91 28

Under 5 (per 1,000 live births) 194 g9 162 35

Adult (15-59)

Male (per 1,000 population} 474 391 504 224
Female (per 1,000 population) 387 348 459 136
Maternal (per 100,000 live births}) 600 620

Source: World Bank, World Development Indicators , 2002.

1/ Poverty data from the World Bank, "The Gabonese Republic: Poverty in a Rent-Based Economy,"1997.

2/ Latest single year (1990-2000).
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Libreville, October 20, 2003

Mr. Horst Kohler

Managing Director
International Monetary Fund
Washington, D.C. 20431

Dear Mr. Kohler:

1. The government of Gabon is determined to strengthen its adjustment program, with a
view to diversifying its economy, accelerating growth, and reducing poverty. In light of the
weaknesses noted in implementing the adjustment program under the Stand-By Arrangement
adopted by the Executive Board on October 23, 2000, the government has focused since
2002 on enhancing fiscal management and building institutional capacity for program
implementation. The government also made great efforts to improve governance, restructure
public enterprises, and promote private sector development. A comprehensive program for
2003-06 was prepared in consultation with Fund staff in early 2003, including quantitative
quarterly targets for 2003 and structural indicators. The attached memorandum of economic
and financial policies presents the medium term objectives and policies for 2003-06,
including the main objectives of the budget for 2004 which will be submitied shortly to
Parliament, and the detailed objectives for the period September-December 2003, including
structural reforms, which constitute a staff-monitored program. We hope that the successful
implementation of the staff-monitored program will lead to a program for 2004 that can be
supported by the use of Fund resources.

2. The government believes that the policies and measures described in the attached
memorandum are sufficient to attain the 2003 program objectives, but we will take any
further measures that may become appropriate for this purpose. We will remain in close
consultation with Fund staff on the adoption of these measures, and in advance of revisions
to the policies contained in the MEFP. The government will provide the Fund staff with all
information that it requests to assess the implementation of the staff monitored program.

Very truly yours,

Paul Toungui
Minister of State for Economy, Finance,
Budget, and Privatization

Attachments: Memorandum of economic and financial policies
Technical memorandum of Understanding
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Memorandum of Economic and Financial Policies

I. INTRODUCTION

1. Owing mainly to the drop in oil production, Gabon’s economy continues to face
major challenges, including the need to diversify the economy more rapidly and to reduce
poverty. In view of the weaknesses in the implementation of previous adjustment programs,
the authorities have focused since 2002 on strengthening budgetary management and
program monitoring to ensure that their long-term efforts are underpinned by a solid
foundation. Thus, efforts in the second half of 2002 focused on improving governance,
reforming tax and customs administrations, strengthening the Budget and Treasury
Departments, restructuring public enterprises, and promoting private investment. An austerity
budget was also adopted for 2003.

2. After a brief review of economic performance since the adoption of the last Stand-By
Arrangement in October 2000, this memorandum sets out the main economic and social
objectives of the government’s program for the period 2003-06, the detailed elements of the
program for 2003 that is being implemented since the beginning of the year, and the
budgetary objectives for 2004. The memorandum also presents in detail the policies and
objectives for the period September-December 2003, which constitute a staff-monitored
program; the quantitative benchmarks for end-September and end-December 2003, the
structural benchmarks for this period, and the prior actions, are presented in attached Tables
1 and 2.

II. Recent Economic Developments

3. Economic and financial performance in the period 2000-02 was mixed. After the
recession in 1999—when total real GDP declined by 9 percent and non-oil GDP fell by

10.5 percent, oil revenue fell by 26 percent, and the external current account deficit reached
6 percent of GDP—the economic and financial situation improved in 2000. Non-oil real GDP
grew by 2 percent; the fiscal situation improved, owing to larger revenue collections (about
50 percent higher than in 1999) and reduced primary spending (2 percent lower); the external
current account recorded a surplus of some 6 percent of GDP; and Gabon’s contribution to
the international reserve position of the regional ceniral bank (BEAC) was positive
(equivalent to about 3.5 percentage points of GDP). In 2001, non-oil GDP rose by 5 percent,
but the easing of fiscal policy in the second half of the year led to a deterioration in
government finances. The two initial reviews of the program supported by the Stand-By
Arrangement were completed with a delay, on July 13, 2001, and the other reviews could not
be completed. The fiscal situation worsened significantly, as indicated by the decline in the
primary surplus from 17.5 percent of GDP in 2000 to 12 percent in 2001." The external

1 End-2001 fiscal data were revised in mid-2002 to reflect extrabudgetary expenditures,
amounting to about 4 percent of GDP; they were related to election expenditures and were
identified only after the conclusion of the 2001 Article IV conclusion.
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current account deteriorated by about 6 percentage points of GDP, and Gabon’s foreign asset
contribution to the BEAC was negative by CFAF 119 billion, or 3.5 percent of GDP.

4. In 2002, the macroeconomic situation was characterized by a 1.4 percent contraction
in 0il-GDP, while non-oil GDP grew modestly (by 0.6 percent, based on provisional figures),
associated with an expansion of credit to the economy and a sizable increase in non-oil
imports. Inflation, as measured by the consumer price index (CPI), remained quite low

(0.5 percent year-on-year at end-2002). The non-oil current account deficit was reduced
significantly, from 13.7 percent of GDP in 2001 to about 10 percent in 2002, as interest
payments on the external debt fell as a result of the December 2000 Paris Club rescheduling
agreement. Nevertheless, because of the continued reduction in the volume of oil exports, the
current account balance improved by only 0.4 percentage point of GDP to 0.7 percent of
GDP.

5. On the fiscal side, non-oil budgetary revenue increased substantially, from the
equivalent of 12.2 percent of GDP in 2001 to 13.9 percent of GDP in 2002, on account of the
significant effort to collect value-added tax (VAT) and income tax arrears, and the large
increase in personal income tax receipts; the latter benefited from the widespread use of the
tax withholding procedure on business payments to individual enterprises and service
providers, and to more rigorous collection efforts. At the same time, primary expenditures
increased by 1.7 percent of GDP to 23.7 percent of GDP in 2002, owing to the overrun on
outlays related to sovereignty and security funds (1.2 percent of GDP) and the restructuring
costs of public enterprises (2 percent of GDP). The former was due in part to Gabon’s
contribution to the resolution of the acute regional political crises. Restructuring costs
include the assumption by the government of Air Gabon’s debt to its suppliers—in the
context of its restructuring—and the debt of the public enterprises to the National Social
Security Fund (CNSS). 2 The primary budget surplus was equivalent to 7.9 percent of GDP
in 2002, compared with a budget target of 9.5 percent, and substantial arrears

(CFAF 280 billion) were accumulated on external debt.

6. In 2002, the government’s net position vis-a-vis the banking system strengthened, and
Gabon’s contribution to the BEAC’s international reserves rose by CFAF 92 billion (about

3 percent of GDP). Credit to the economy and broad money increased substantially, at annual
rates of 8.7 percent and 5.7 percent, respectively. The banking system remained sound. Data
from the regional banking commission (COBAC) show that all banks respected the
prudential standards, although two banks were only slightly over the minimum liquidity ratio.

7. Structural reform efforts since 2002 have aimed at strengthening the government’s
management capacity. To that end, (i) laws to combat illicit enrichment were passed by
parliament in 2002 and promuigated on May 7, 2003, all the members of the National
Commission to Combat Illicit Enrichment were appointed in June 2003, and adequate

? The decision to assume the arrears of Air Gabon and the arrears of a number of public
enterprises to the National Social Security Fund (CNSS) was taken in 2001 and implemented
in early 2002.
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budgetary resources for its operations have been appropriated; (ii) financial audits of oil
companies initiated in 2001 and conducted by an international auditing company were
completed in September 2002, and an action plan to implement the resulting
recommendations is being carried out’; (iii) in the area of public expenditures, the new
procurement code was adopted in December 2002, a new procurement commission has been
established, and a General Director of Public Procurement was appointed in June; and (iv)
the budgetary execution integrated information system (SII), formerly called CRYSTAL, was
reactivated in early 2003. This system, which includes coverage of outlays of sovereignty
and security funds, uses an interface with the treasury systems (which also covers the special
funds) to track all stages of expenditure execution (commitment, control of services rendered,
payment order, and payment).

8. In the fiscal area, a number of important measures have been taken, including: (i) the
creation of a strengthened General Directorate of Taxes, which includes a large taxpayer unit;
(ii) measures to reduce 2003 spending in connection with the security and sovereignty funds
(presidential instruction} and the special funds (official decision by the Minister of Finance);
(iii) the adoption in June 2003 of a plan of actions to eliminate customs and domestic tax
exonerations; (iv) the adoption in August 2003 of a decree which reduces the number of
advisors at the presidency, political institutions, and the ministries; the decree became
effective in September; and (v) the inclusion in the regular budget execution process of
capital expenditure related to the independence celebrations (fétes tournantes), which
represents almost 1.5 percent of GDP. Moreover, progress has been made in reforming the
budget classification systent, so that the 2004 budget will be based on the new system. In
addition, to promoting private sector development, a one-stop center to simplify procedures
for setting up new businesses became operational in November 2002.

III. GOVERNMENT PROGRAM FOR 200306
A. Main Challenges and Medium-Term Strategy

9. The country faces major challenges in four key areas: (i) the continued decline in o1l
production (representing approximately one-third of GDP), which fell from 18.5 million tons
i 1997 to 12.6 million tons in 2002, and, barring the discovery of new fields, is expected to
be halved over the next five years; (ii) heavy external debt service, representing almost

40 percent of fiscal revenue over the next few years—given the downward trend in oil
revenue, the debt-service ratio will remain virtually unchanged in the medium term, despite
the projected decline in debt service in nominal terms; (iii) a relatively high domestic cost
structure that hampers competitiveness; and (iv) social indicators comparable to those of low-
income countries, even though Gabon is classified as a middle-income country. While
extreme poverty” has been reduced significantly during the past four decades, more than

? Tax audits which were recommended for two oil companies have been carried out;
negotiations with the relevant oil companies on the phase III of the exploitation of the Rabi
field—another recommendation of the report--were completed in May 2003,

* Extreme poverty is defined as two-thirds of average consumption.
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60 percent of the population lives below the poverty line, and access to basic social services
remains limited for a large segment of the population, particularly in rural areas.

10.  The government is determined to confront these challenges by pursuing and
intensifying its fiscal adjustment efforts and structural reforms, including actions to improve
competitiveness, so as to diversify the economy, achieve a sustained growth rate, and thereby
reduce poverty on a lasting basis. Regarding fiscal adjustment, the government plans to
strengthen collection of non-oil revenue and reduce nonpriority current expenditure in order
to free up sufficient resources for investment in the social and economic infrastructure, and to
regularize relations with foreign and domestic creditors. As described in the recently
approved Law on Territorial Development and Planning, the country has significant
economic potential, especially in wood processing, tourism, fisheries, and agro-industry.
Structural reforms will focus on ensuring good governance and transparency, restructuring
and privatize public enterprises, reducing the cost structure in the economy, and removing
the barriers to private sector development—for instance, by improving the legal and
regulatory framework. Despite the adjustment efforts and structural reforms, Gabon will
continue to face large financing requirements and is seeking increased support from the
international community, particularly in the form of substantial external debt relief.

B. Medium-Term Objectives

11.  The government aims to achieve non-oil GDP growth of 2.4 percent in 2003 and

4 percent per annum in 2004-06, fueled by higher foreign investment and an improvement in
the business climate. With the projected decline in oil GDP, total real GDP is expected to
grow by only 1.0 percent on average in 2003-06. Although non-oil private sector savings and
investment are expected to grow, total national savings is projected to decline by about

4 percentage points of GDP because of the fall in the oil surplus; the overall investment rate
should stabilize at about 21 percent of GDP during the program period. The average annual
inflation rate is to be contained to 2 percent, owing to implementation of a prudent fiscal
policy. The projected decline in oil production from 12.6 million tons in 2002 to 8.8 million
in 2006 is expected to bring about a shift in the current account balance from a surplus of 0.7
percent of GDP in 2002 to a deficit of 5.5 percent in 2006; the non-oil current account
deficit, after widening from 9.8 percent of GDP in 2002 to 11.6 percent in 2003, would
gradually narrow thereafter as non-oil exports pick up.

C. Macroeconomic Policies
Fiscal policy

12.  Given the continued decline in oil production, fiscal consolidation will require an
even greater mobilization of non-oil budgetary revenue and prudence in managing oil
revenue. In addition, the government will establish clear spending priorities and a more
rigorous control of the wage bill, and will reduce nonpriority current expenditure. The
government will enhance its capacity to formulate and execute the public investment
program, which will have to be aligned with the poverty reduction strategy. The interim
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poverty reduction strategy paper (I-PRSP) was adopted by the government in June 2003 as
stipulated in the Law on Territorial Development and Planning, and the government expects
to complete the final PRSP by end-June 2004. The process of evaluating the cost of the
sectoral action programs is under way. These costs will be reflected in the 200406 three-
year rolling investment program, which will be in line with the priorities set in the PRSP.
With the help of donors, the government will conduct annual reviews to ensure that the
capital budget is executed efficiently, in accordance with the development priorities.

13.  Fiscal revenues are projected to decline from the equivalent of 31.5 percent of GDP
in 2002 to about 27 percent in 2006, as the reduction in oil revenue will be offset only
partially by the increase in non-oil budgetary receipts; the latter are expected to increase from
14 percent of GDP in 2002 to about 18 percent in 2006. Thus, by 2006 non-oil revenue
would represent two-thirds of total revenue, as against 44 percent in 2002. This objective is
to be achieved through the full effect of the wide-ranging revenue-enhancing measures
implemented in 2002 and 2003 (see paras. 15-17), and through the impact over the medium
term of the strengthening of tax administration. The adjustment program will also require a
large effort to reduce expenditures, Thus, the government aims at reducing primary current
expenditure from 19.7 percent of GDP in 2002 to 16 percent in 2006; the decline is even
larger as a share of non-oil GDP, from 33.7 percent in 2002 to 20.8 percent in 2006. Capital
expenditure would stabilize at about 5 percent of GDP during 2003-06. The cut in current
expenditure as a share of GDP will come from (i) a progressive reduction of the wage bill in
nominal terms, as recruitment in the social sectors will be offset by a reform in the system of
allowance (see para. 32), strict observance of retirement regulations, reform of the promotion
system, and a reduction in the number of advisors in the offices of the President, the Prime
Minister, ministers and other government bodies, as discussed below; and (ii) the
containment of expenditure on goods and services and transfers, as a result of a cut in
sovereignty expenditure, rigorous management of public service consumption, and the
phasing out of transfers to public enterprises following their privatization. Given the decline
in domestic debt service in 200406, the financing gap is projected to be about 9 percent of
GDP on average during this period, and could be covered by external debt rescheduling and
assistance from multilateral institutions, including the Fund.

Fiscal policy in 2003

14.  The key fiscal policy target for 2003 is to achieve a primary surplus of 10.9 percent of
GDP. Given the decline in oil revenue of 1.5 percentage points of GDP projected for 2003,
this fiscal target implies an adjustment in the non-oil primary deficit of some 8% percentage
points of non-oil GDP (from 16.8 percent of non-oil GDP in 2002 to 8.2 percent in 2003).
Such an adjustment, along with the use of a part of the windfall oil revenue realized in 2002,
will allow the repayment of a large part of arrears to external creditors, to pay all arrears on
domestic debt, and to reduce the treasury float (instance de paiments) to less than three
months of nonwage primary expenditure.

15.  Given the volatility of world oil prices, oil revenue projections for 2003 are prudent,
based on an average Brent oil price of US$27.2 per barrel in 2003 and a production of
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12.3 million tons; oil revenue are projected to reach CFAF 527 billion in 2003, equivalent to
16.2 percent of GDP. Any surplus over oil revenue projections will be deposited in the Fund
for Future Generations {FFG).

16.  Non-oil revenue is targeted to increase from 13.9 percent of GDP in 2002 to

15.5 percent in 2003. These projections are based on the full effect of the tax measures
adopted in the 2002 Budget Law and the 2002 Supplementary Budget Law, as well as the
administrative measures taken to improve tax collection. The tax measures include an
increase in beverage and tobacco excise rates, and a decrease in the rebates applicable to the
taxable base; the reduction of VAT thresholds by about 30 percent; increases in the area tax
(taxe de superficie) and stumpage fees (taxe d ‘abattage) in the foresiry sector; and a rise in
the domestic consumption tax on fuel. The administrative measures include the introduction
of reference prices as a base for the export tax on logs (adopted in June 2003) and the
strengthening of customs procedures by implementing UNCTAD’s automated system for
customs data (ASYCUDA), in effect since June 2003; a stepping up of personal income tax
audits with the help of the mobile audit team established in 2001; tax audits of 35 large
enterprises; a follow-up on the results of the tax audit of COMILOG (the manganese
company); and increased efforts to collect tax arrears and follow up with delinquent
taxpayers.

17.  The government is continuing the reforms needed to eliminate distortions in the
current tax system. In particular, based on a recently completed comprehensive survey of tax
exemptions, the government has adopted in June 2003 a plan of action to eliminate all special
agreements, with the exception of those granted under the mining sector and forestry code or
provided under the investment charter or Vienna Convention. In this connection, exemptions
granted to a number of construction companies and agribusinesses were eliminated in June
2003. No new exemptions will be granted and the existing exemptions will not be renewed
(structural benchmark). The principle that all government procurement must be on an all-
taxes-included basis will be rigorously applied. For the manganese sector, the taxable base
for the export tax, which is grossly undervalued, will be readjusted. Moreover, measures will
be introduced in 2004 to replace the VAT exemptions for investments in specific sectors by a
system of deferred VAT payments on imports of capital goods; to this end, the government
has requested the assistance of the IMF’s Fiscal Affairs Department. The government is in
the process of strengthening the recruitment and training of tax officers, in order to increase
the frequency of detailed tax audits both of oil and non-oil companies.

18.  The government is determined to ensure that the forestry taxation system provides
appropriate incentives to forestry projects that guarantee sustainable development and local
processing of wood, according to the main principles of the new forestry code. To that end,
the budget law for 2004, to be submitted to Parliament during the month of October, has
revised the area tax (taxe de superficie) and the stumpage fee (taxe d'abattage). The former
has been set at CFAF 600 per hectare, with a 50 percent reduction for concessions with
sustainable development plans. The stumpage fee has been set in a range of 3 to 9 percent of
the reference price per cubic meter, according to production areas, with a rebate of 15 percent
for exported logs and 50 percent for logs to be processed locally.
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19. On the expenditure side, primary expenditure is to be reduced by 2.7 percent of GDP
in 2003 to the equivalent of 20.8 percent of GDP. This adjustment effort reflects the
government’s commitment to reduce current expenditure, particularly subsidies and transfers
and spending on goods and services, and to contain the wage bill (see para.2l).

20.  Spending on transfers and subsidies is targeted to decline by about CFAF 42 billion
(1.3 percent of GDP) in 2003 to CFAF 116.9 billion. These savings reflect the determination
expressed by the highest authorities in Gabon to reduce spending on the security and
sovereignty funds, which will drop from CFAF 80 billion in 2002 to CFAF 25 billion in
2003. In this context, benefits to members of the government and official entities were
reduced by more than 60 percent in 2003. Also, spending on scholarships has been contained
(for example, imposing limits on the shipment of personal effects and reducing the number of
scholarships for study abroad).

21.  The government has continued its effort to reduce public consumption spending
begun in 2002, with the aim of limiting in 2003 outlays on goods and services at

CFAF 126.8 billion, a savings of CFAF 30 billion over 2002 (some 0.8 percent of GDP). The
measures taken in 2002 to contain telephone usage (particularly limits on international calls
and the use of mobile phones) has led to a cut in spending from CFAF 1.5 billion per month
in 2002 to about CFAF 700 million per month in 2003. Similarly, as a result of investment
made to eliminate fraudulent hookups and curtail losses on water leakages, spending on
electricity and water is to decline from CFAF 14.8 billion in 2002 to CFAF 11.2 billion

in 2003. The savings on other goods and services has come from stepped-up spending
controls, in particular the reactivation of the SII and the redeployment of financial controllers
in the spending ministries, which began in 2002.

22.  The govemnment has strengthened its efforts to control the wage bill, so as to reduce it
from 10.9 percent of non-oil GDP in 2002 to 10.7 percent in 2003. The initial target on the
wage bill (CFAF 218 billion), agreed with Fund staff early in the year, has been adjusted
upwards to CFAF 223 billion, to take into account the impact of the regularization of the
position of civil servants on the basis of normal advancement, as a result of the civil service
census of 2001. The government has continued to rigorously control civil service staffing
levels, specifically by (i) applying more strictly the rales on the age limit for retirement, and
on separation from the civil service of local elected officials, (ii) limiting recruitment to the
education, health, and security sectors in line with the priorities set in the I-PRSP, and

(iii) reducing by more than half the number of advisory positions in the presidency, the
ministries and other institutions. This latter measure, which entered into effect in September,
is expected to produce savings on a full year basis of about CFAF 1.6 billion (0.7 percent of
the wage bill). A number of additional measures are under preparation to contain the wage
bill; they include: (i) the extension of the measure on senior advisors to special appointees at
the presidency, deputy secretary generals, deputy inspector generals and inspectors of
ministries, and special envoys abroad; (ii) reduction of the period in which functional
indemnities are received after termination of function; (iii) the harmonization of the regime
of functional indemnities, and elimination of seniority increases for such indemnities; (iv) the
revision of the law concerning severance pay for contractual employees.
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23.  In 2003 capital expenditure will rise by 0.8 percentage points of GDP to 4.8 percent.
Spending in the health and education sectors will rise from 0.5 percent of GDP in 2002 to
some 0.7 percent of GDP in 2003. To improve capital budget execution, the government has
begun to take administrative measures to ensure that (1) the capital budget enters into effect at
the beginning of the fiscal year, and the function of appropriations manager is assigned to
well-trained officials, in order to avoid breakdowns in the expenditure commitment
procedures; (ii) public expenditure approval and control procedures are made more efficient;
(iii) new procurement procedures are rigorously followed to avoid overvaluation and to
improve the transparency of tenders; and (iv) only projects included in the budget are
implemented. Moreover, to allow for better tracking of the capital budget, the General
Planning Office will prepare quarterly reports on financial and physical execution, starting in
" the last quarter of 2003 (structural benchmark).

24.  The government is determined to enhance the effectiveness and transparency of
budgetary management. The reforms underway include (1) enhanced use of the reactivated
SII; (ii) preparation of monthly balances for the treasury with delays not exceeding two
months, and establishment of a single database that covers both expenditure and treasury
accounting procedures; (1ii) finalization of the new budget classification system (economic,
administrative, and functional classifications) by end-2003 (structural benchmark);

(iv) inclusion of expenditure relating to the Road Maintenance Fund (FER) in the
government budget, starting with the 2004 budget (structural benchmark); and (v) the
rigorous monitoring on a monthly basis of the use of special fund resources 1n the context of
regular budget execution, and inclusion of these special funds in the 2005 government
budget. The budget execution laws will be submitted to the Audit Court within the statutory
deadlines. Moreover, with external assistance, the government plans to introduce a medium-
term budget framework and an expenditure programming system with specific targets and
increased accountability of managers; both should be operational, starting with the 2005
budget.

Budgetary outcome for the period January-August 2003 and prospects through end-
year

25.  The budgetary execution during the first half of 2003 was in line with targets
established at the beginning of the year in consultation with Fund staff. Owing to a shortfall
in customs revenue, due to weak imports, non-oil revenues fell short of the target by CFAF
15 billion; this has been offset by lower-than-targeted current and capital expenditure, despite
a small overrun in the wage bill; thus, the non-oil primary deficit was in line with the target.
Because domestic arrear reduction (mainly float at the Treasury) exceeded substantially the
target, the target for the government position toward the banking system, adjusted for the
excess in oil revenue, was not met. During the first half of 2003, arrears on debt to
multilateral organizations, on post-cutoff-date bilateral debt, and on bilateral debt obligations
from the last Paris Club rescheduling were fully repaid. In the period July-mid-September
customs revenue improved, while expenditures remained in line with agreed targets. Non-
reschedulable debt service continued to be paid in a timely manner.
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26.  The authorities will continue to monitor carefully the performance on non-oil revenue
in the last part of the year, and will stand ready to contain expenditure commitment to ensure
that the non-oil primary deficit target for the full year 2003 is met. The reduction of domestic
arrears will be kept within the annual target, so as to contain the recourse to bank financing
within the agreed limits (see attached Table 1). The limit on bank financing to the
government through end-December 2003 has been raised from the level established early in
the year, to reflect postponement of budgetary assistance by the African Development Bank
to 2004. To cover the financing need, the government is in the process of negotiating the
deferral to 2004 of certain obligations on domestic debt and on non-guaranteed suppliers’
credits. With the postponement of a meeting of Paris Club creditors, originally expected to
take place in the last quarter of 2003, arrears will continue to be accumulated towards
bilateral creditors on reschedulable debt.

Budgetary targets for 2004

27. In line with the medium term objectives, the draft budget law for 2004, to be
submitted to Parliament shortly, aims at reducing further the non-oil primary deficit to

6.9 percent of non-oil GDP, from 8.2 percent in 2003. Oil revenue is projected to decline to
CFAF 431 billion (13 percent of GDP), based on an assumption of an average Brent oil price
of US$ 25.5 per barrel, and a production of 11.8 million tons. Consistent with the statutes of
the FFG, an amount equivalent to 10 percent of projected oil revenues will be deposited in
the account of the FFG. Non-oil revenue is targeted to reach 15.9 percent of GDP, up from
15.5 percent in 2003, based on a further strengthening of tax administration, including
curtailing exemptions and the effective implementation of the new tax provisions concerning
the forestry sector. Primary expenditure is targeted to decline to 20.7 percent of GDP, with a
further effort to contain the wage bill, so as to free resources for priority sectors, such as
health. Capital outlays will remain at about 5 percent of GDP; the public investment program
will give priority to roads, the health sector, security, and the judicial system.

Monetary policy

28.  Regional monetary policy will continue to be pursued in a manner consistent with the
fixed exchange rate regime. The money supply for Gabon is projected to grow by 62 percent
on average during the 2003-06 period, in line with nominal non-oil GDP growth. Net foreign
assets are expected to increase, primarily owing to anticipated foreign direct investment,
especially in the context of the privatizations. Fiscal consolidation during 2003-06 will
reduce the need for bank lending to the government and will allow for an expansion in bank
credit to the private sector of about 10 percent per year, in line with the projected nominal
GDP growth of the non-oil sector. Given the low level of inflation, the central bank will have
a margin for reducing nominal interest rates while maintaining a positive real differential
with the euro area.

29.  In the first half of 2003 broad money was stable, as the forestry sector reduced its
indebtedness toward the banking system, and net credit to government declined; this was
offset by a significant increase in net foreign assets of the banking system. In the second half



- 56 - APPENDIX T
ATTACHMENT I

of the year broad money is projected to increase by about 2 percent, reflecting some
acceleration in credit to the economy. The government expects to draw on its deposits in the
banking system, and net foreign assets are projected to decline, because of heavy debt service
obligations falling due.

Reform of the financial sector

30.  The deepening of the financial sector and the maintenance of its soundness are
essential components of the government medium-term program. The Financial Sector
Assessment Program (FSAP) identified the main structural weaknesses and risks in the
Gabonese financial sector as (i) a lack of bank portfolio diversification; (i1) high exposure to
government suppliers and public enterprises; and (iii) underdevelopment of nonbank
financial institutions and microfinance. In this context, the regional banking commission
(COBAQ) has increased the number of inspectors in recent months, and inspections will
focus more on risk diversification. When necessary, COBAC will recommend further
increases in the capital of the banks. In the area of microfinance, a Central African Economic
Monetary Community (CEMAC) regulation establishing operating conditions for
microfinance organizations was adopted in April 2002, In this context, the Development and
Expansion Fund (FODEX) is facilitating the creation of a network of mutual savings and
loan institutions in rural areas. A CEMAC regulation on money laundering and combating
the financing of terrorism was recently adopted, and a national financial intelligence unit will
be established shortly to implement the provisions of the regulation. Moreover, in accordance
with the recommendations of the Report on the Observance of Standards and Codes (ROSC)
and the safeguards assessment of the regional central bank, measures to improve the BEAC
accounting system have been adopted to bring it into compliance with international
standards; the internal auditing system is also being strengthened. Measures have also been
taken to modernize the interbank settlements system in the context of the CEMAC.

31.  The Central African Stock Exchange (BVMAC) is being created, and its capital is
being paid in. The stock exchange will support the mobilization of savings and the financing
of private sector investment. It should become operational in 2004.

Foreign trade

32. In the area of trade policy, the government supports the efforts being undertaken
within the CEMAC to reduce the maximum rate under the common external tariff (CET)

to 20 percent. Moreover, the government is determined to eliminate all import surcharges by
end-2004.° The surcharges on lubricants and mineral water will be eliminated by end-
December 2003 (structural benchmark). The quantitative restrictions on sugar imports will be
eliminated by end-June 2004 at the latest, when the government’s obligation to the buyers of
the recently privatized company expires.

> As of January 1, 2003, the surcharges were applicable to edible fats and oils, soap, poultry
products, mineral water, cigarettes, and industrial lubricants.
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33.  Conceming the forestry sector, the government has commissioned a study of forestry
exports to clarify the respective roles of the national log marketing company (SNBG) and
private operators, in order to ensure maximum efficiency in the exporting of logs.
Discussions with private operators in the forestry sector are already under way, with a view
to improving the marketing of logs; the price paid at the point of export (prix plage) will be
adjusted regularly to reflect international prices. A plan of actions for the restructuring of
SNBG will be adopted before end- 2003 (structural benchmark), and will constitute a
component of the forestry and environmental project under preparation with World Bank
assistance.

D. Structural Reforms and Poverty Reduction

34.  Comprehensive structural reforms are necessary to facilitate diversification of the
economy, promote the development of the private sector, ensure good governance, and
combat poverty.

Government reform

35.  The government has initiated major reforms of the civil service to improve its
efficiency and contain costs. These reforms include the (i) harmonization of the payroll and
personnel databases; and (ii) adoption by parliament of the two laws organizing the civil
service (already under discussion in parliament) and establishing the general civil service
regulations (adopted by the government in August, and transmitted to parliament in
September). These two Jaws will be supplemented by more specific personnel regulations for
regular civil servants and contractual government employees. The new general civil service
regulations should contribute to this effort, as they embody the principle of merit-based
promotions and rationalize the benefits system by making it more rigorous. A review of the
benefits granted to contractual government employees is alse planned, in order to achieve
greater equity among the various categories of government workers and to reflect labor
market conditions. Tn addition, the ethics code for civil servants is under preparation and will
be adopted by the government by end-2003 (structural benchmark). The preparation of the
new organization charts will begin in the second half of 2003 and be completed in 2004. An
important objective will be to contain costs and streamline cumbersome government
structures while improving their efficiency. The computerized civil service management
system (ANITA), which will ensure full consistency between the payroll and the civil service
roster, will be implemented by end-July 2004,

Private sector development

36.  The government recognizes that improving the business climate, promoting
competition, and creating adequate infrastructure are essential to stimulate the growth of the
non-oil sector. In this context, the government will give priority in the 2003-06 period to
implementing the sectoral infrastructure programs that are needed to support economic
development, such as (i) improvement of the road network and rehabilitation of the ports in
the context of the Priority Action Program for the Urban Sector and Transport (PAPSUT);
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and (ii) improvement of telecommunication services. The PAPSUT program, which is
supported by foreign lenders and donors, appropriately views the rehabilitation and improved
efficiency of the ports as essential to reducing factor costs and attracting high-value-added
activities, such as transshipment and processing. In this context, an agreement has been
signed in September 2003 with a reputable foreign port operator which will manage the main
activities of the two ports of Owendo and Port Gentil under a 15-year concession. The
modernization of telecommunications services (including connection to the submarine fiber-
optic cable) should facilitate an expansion in economic activity. Efforts will be made to
improve the operation of the one-stop center for investors, which has been in operation since
end-2002. In coordination with the Foreign Investment Advisory Service (FIAS) of the
International Finance Corporation (IFC), the World Bank will carry out an analysis of the
impediments to investing in Gabon. The study will be completed during 2004 and will
contain a specific action plan that will be implemented rapidly.

37. Significant efforts have been made in recent years to improve the functioning of the
judicial system and legal environment. These efforts have included strengthening the courts,
computerizing the registry of the commercial court in Libreville, and training judges and
improving their working conditions. Efforts in the area of training will continue, In
particular, the Uniform Acts of the Organization for the Harmonization of Business Law in
Africa (OHADA), to which Gabon is a signatory, covering commercial law, corporate law,
bankruptcy, and arbitration, have helped to clarify the legal context for business.
Mechanisms will be established to facilitate recourse to arbitration as a means of resolving
commercial disputes.

38.  The list of products subject to price controls {régime de la liberté surveillée) will be
reduced, by removing edible oils, soap, and mineral water from the list by end-2003.
Moreover, the General Directorate of Price Controls will be abolished by end-

December 2003 (structural benchmark). The new General Directorate of Competition and
Consumption will have the task of improving the functioning of market forces and the
protection of consumer rights.

Restructuring and privatization of public enterprises

39.  The government is determined to give new impetus to the privatization of public
enterprises that has been under way in recent years, with technical assistance from the World
Bank. The privatization of Gabon Telecom, begun in April 2002, has been delayed, as the
potential investors were more interested in obtaining a management contract than in taking
over the company. With the assistance of the IISBC investment bank, the government has
now adopted a two-stage privatization strategy: (i) a call for bids for the sale of a controlling
share, coupled with a management contract, which was launched in June 2003, with the final
offers to be tendered by end-March 2004; (ii} the majority of the capital will be opened
subsequently, when market conditions improve.

40.  The restructuring of Air Gabon began in 2000 with the assistance of the Lufthansa
Consulting Company. After the substantial financial investment made by the government
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in 2002, it is imperative that management performance improves quickly. The company has
made a significant effort to streamline operations by restructuring the network, renegotiating
leasing contracts, improving customer loyalty programs, and enhancing billing and financial
management. Passenger and freight traffic increased sizably in 2002, and the restructuring
measures under way should improve the company’s operating results in 2003. This will be an
important step toward preparing the company for privatization.

41.  In the agro-industry sector, the government is determined to complete the
privatization of the palm oil company (AGROGABON) and the rubber production company
(HEVEGAB). A temporary administrator was appointed for AGROGABON in

January 2003, with the task of rehabilitating the processing plants and plantations, redefining
the company’s commercial policy, and launching tenders for the privatization of the
company before end-2003. At HEVEGAB, the downsizing exercise is under way, and the
upturn in production is encouraging. The call for bids for privatization has been launched on
September 30, 2003, thus meeting the related structural benchmark. The government has
launched a restructuring program at the national timber marketing company (SNBG) that is
aimed at improving its management and reducing its costs. An accounting and financial audit
by an internationally recognized accounting firm is under way. The Minister of Finance will
henceforth be responsible for financial oversight of the company. Finally, in order to
preserve the credibility of the privatization program, the government will make sure that past
privatization agreements will be respected. To that end, after the termination of the
concession contract with the company Transgabonnais, which took place in May 2003,
operations have been entrusted to the company SETRAG ( Societé d’Exploitation du
Transgabonnais), for a transitory period of four months renewable once. A new concession
company will be selected with the assistance of the World Bank and the African
Development Bank. The government has recently agreed with the previous operator on a
financial compensation scheme.

42, The government is continuing the reform of the National Social Security Fund
(CNSS) with the assistance of the International Labor Office (ILO) and the World Bank. The
planned short-term reforms include (i) improvement of the management of the CNSS by
strengthening its decision-making procedures and accountability to business and labor;

(ii) completion of the computerization of the records of all beneficiaries; and

(i1i) privatization of the management of the three hospitals, so as to improve the quality of
care and reduce costs; to that end, tenders for their privatization were launched in July 2003.
Moreover, the actuarial study of the pension system by the ILO is scheduled to be completed
by end-December 2003. This study will include recommendations to return the old age
pension insurance system to a sound actuarial position. The revision of the social security
code will formalize the initiatives currently under way to strengthen the system.

Social policy

43,  With the assistance of the United Nations Development Program (UNDP), the
government has defined strategies for the sectors that contribute directly to poverty
reduction, as indicated in the I-PRSP. The priorities identified include education, vocational
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training, health, water, agriculture and rural development, AIDS prevention, and
improvement of living conditions. In particular, the actions in the health and education
sectors are based on needs revealed by the school-zone map and the National Health Action
Program (PNAS). In the health sector, the priorities are as follows: (i) the 385 existing
dispensaries should be fully operational; (ii) the 15 maternal and child health centers, the

52 medical centers with a surgical unit, and the 9 regional hospitals should be fully
functional; (iii) immunization campaigns should be carried out according to the required
standards; and (iv) inventory disruptions should be avoided in the distribution of drugs to the
dispensaries and health centers. In the education sector, the priority is to reduce the teacher-
pupil ratio and the dropout rate, and to ensure that there is an adequate supply of educational
materials. The details on the necessary measures, implementation timetable, performance
indicators, and costs of these programs will be included in the PRSP. The social indicators
will be monitored by Gabon’s Social Change Observatory and will be based on the 2003
survey of household expenditure currently being conducted. The social objectives to be
monitored annually will be those selected as Millennium Development Goals.

Good governance

44.  The government recognizes that good governance is a determining factor in
promoting growth and effective social and economic policies. To ensure transparency, the
National Commission Against Illicit Enrichment will publish quarterly and annual reports on
its activities (particularly the number of cases investigated). The necessary budgetary
resources have been placed at the disposal of the Commission. The budget for 2004 will
include adequate provisions for the operations of the Commission (structural benchmark).
Furthermore, the recent creation of the National Public Procurement Commission, supported
by a General Directorate of Public Procurement, is an important factor in the effort to ensure
transparency in the management of public resources. With regard to the declaration of assets
by public officials, an IMF expert has provided technical assistance in June and July 2003;
the related draft decree has been reviewed by the Anti-Corruption Commission and will be
finalized before end-December 2003 (structural benchmark).

E. Program Monitoring

45,  Asindicated in the technical memorandum of understanding (see Annex I), the
government has enhanced its ability to monitor the program closely and will report regularly
to the Fund on its implementation. The implementation of the program will be monitored
through quantitative benchmarks for end-September and end-December 2003, and structural
benchmarks for the period September 1-December 31, 2003, presented respectively in
Tables 1 and 2.



Table 1. Gabon: Quantitative Benchmarks and Indicative Targets Under the Staff-Monitored Program, 2002-03

{In hillions of CFA francs; comulative flows from Janmary 1} 1/

2002 2003
Dec, Mar. Jun. Sep. Dec.
Hst. Tatget Bst. Targel Est. Prog. Hst. Prog.
Benchmarks
Ceiling on the net claims of the banking systera on the government 2/ -51.5 34 -5.3 8.8 7.1
.J}djuswd target 2/ 35.8 -17.2 -31.8 -4.4 -41.3 238
Ceiling on the contracting or guaranteeing of new
nenconeessional external debt with maturity of over 1 year
by the govemment 3/ 4/ 17.7 415 0.9 42.5 0.9 32.5 2.1 325
Ceiling on outstanding stock of new noncencessional
exlernal debt with onginal matunty of one year or less
owed or guaranteed by the government 3/ 4/ 0.0 0.4 0.0 0.0 0.0 a.0 0.0 0.0
Limit on the accumulation of external paymenis arrears 5/ 216.9 0.4 2.0 0.0 0.0 0.0 0.0 0.0
Floor on the net reduction of domestic payments arrcars {reduction =" -65.8 -6.3 -64.2 -30.3 -67.8 -59.9 -72.6 -80.0
Fioor on the primary fiscal balance {on a payment order basis) 6/ 2720 1187 2463 299.8 3554
Adjusted target 6/ 133.7 172.4 296.4 296.7 354.8 3573
Indicative targets:
Fleor on non-vil government revenue 479.0 1124 116 252.7 2377 367.5 349.0 5036
Ceiling on the government wage bill on a payments order basis 220.6 56.7 58.6 107.9 112.4 162.4 1704 223.0
Ceiling on total noninterest expenditure on a payments order basis 817.9 151.2 111.0 2954 278.9 463.2 440.9 678.7
Memorandum items:
Nenproject extemal financing disbursements {excluding IMF) 1.9 0.6 0.0 13 0.0 19 0.5 39
Exteral debt service due (excluding IMF) 361.2 847 86.9 £54.0 156.7 2311 2417 301.7
Domestic debt service due 109.1 397 264 61.2 538 78.6 74.6 9.3
0il revenue 609.0 156.9 171.8 287.8 137.8 3937 448.7 5266
Rescheduling of extcrnal debt 7/ 0.0 46,5 0.0 717 0.0 125.5 040 15362
1.8 1.0 1.0 10 1.0 1.0 1.0 1.0

Drivatization proceeds

Sources: Gabonese anthorities; and staff estimates and projections.

1/ Targets for March and June 2003 are prior actions. Targets for September and December 2003 are hecnhmarks under the SMP.

2/ The benchmarks will be adjusted upward/downward for any lower/higher oil revenues, lower/Jarger nonproject external financing disbursement net of external debt
service paid, larger/smaller net reductions in domestic arrears, and smaller/larger privatization procseds, as defined in paragraphs 17 and 18 of the TMU, relative to program targets.

3/ This benchmark applics not only to debt as defined in point No. 9 of the Guidelines on Performance Criteria with Respect to Foreign Debt,
adopted by the IMF Executive Board on August 24, 2000, but also to commitments contracted or guaranteed for which value has not been

received. Excluded from this benchmark are rescheduling arrangements and purchases from the Fund. For purposes of this benchmark,

the term "nonconcessional” means that the debt has a grant etement of less than 35 percent caleulated on the basis of currency-specific discount rates that

are based on the OECD commercial interest reference rates {CIRRs).

4/ Excluded from (his benchmark are rescheduling arrangements, purchases from the Fund, and normal import-related credits.

5/ The nonaccumulation of new external payments arrears will constitute a continuous benchmark.
6/ The benchmark on the primary fiscal balance will be adjusted upward/downward for any higher/lower-than-programmed oil reverme (see paragraph 17 of the TMU).
7/ These amounts represent the estimate of obligations falling due in 2003 that are reschedulzble.

I INHWHOVLLV
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Table 2. Gabon: Prior Actions, and Structural Benchmarks for the Staff Monitored Program

Measures

Implementation Period

Prior actions

Preparation of monthly reports encompassing treasury expenditures
and payment orders issued by the General Directorate of the Budget
(MEFP, 7).

Satisfactory completion of a six-month track record (January-

June 2003) of overall government operations (¥25).

Settlement of the external payments arrears outstanding as at end-
December 2002 on the post-cutoff date debt and debt rescheduled
under Paris Club VII, and the multilateral debt (§25).

Appointment of the members of the National Commission to Combat
Illicit Enrichment and provision of adequate resources for 2003 for
the functioning of the commission (7).

Adoption of an action plan to eliminate tax exemptions under special
agreements, with the exception of those relating to the mining and
forestry sector, investment charter, and Vienna Convention (17).

Structural benchmarks

Fiscal poficy

Adoption by the Counci! of Mimister of a draft budget law for 2004
based on the new budget classification system (24).

Integration of the budget of the Road Maintenance Fund (FER) in
the 2004 government budget (Y24).

Preparation of a report on the execution of the investment budget in
the January-September 2003 period (§23).

No granting of exemptions to any company beyond those already
provided for under the mining, forestry, and investment code, and no
renewal of existing exemptions (f17).

External Sector

Removal of the surtax on lubricants and mineral water (f32).

Done

Targets for end-March
and end-June 2003 met,
with the exception of the
government position vis-
a-vis the banking system
at end-June

Done

Done

Done

End-December 2003
End-December 2003
End-December 2003

Continuous benchmark

End-December 2003
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Table 2. Gabon: Prior Actions, and Structural Benchmarks for the Staff Monitored Program

Measures

Implementation Period

Good governance

Finalization of the decree requiring a wealth declaration by public
officials(44) .

Adoption by the Council of Ministers of the draft ethics code for
government officials under preparation (35).

Inclusion in the annual government budgets, starting with 2004, of an
adequate operating budget for the National Commission to Combat
Mlicit Enrichment (44).

Development of the private sector
Launching of call for bids for the privatization of HEVEGAB

Adoption of a plan of action for the restructuring of the national
forestry company (SNBG) aimed at clarifying the respective roles of
SNBG and private operators and making the system for determining
the port price more flexible (§33).

Abolition of the General Directorate of Price Controls (38).

End-December 2003

End-December
2003

End-December 2003

Done on September 30,
2003
End-December 2003

End-December 2003
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REPUBLIC OF GABON
Technical Memorandum of Understanding
1. This memorandum spells out the understandings for the monitoring of program

implementation, and the data that will have to be reported to the IMF staff for the purpose of
the staff monitoring program (SMP). In this context, it defines (a) the quantitative and
structural benchmarks; (b) the indicative targets; (c) the adjusters for the quantitative
benchmarks; and (d) the key assumptions used in the formulation of the program for 2003
presented in the Memorandum for Economic and Financial Policies (MEFP) of the
government of Gabon attached to the letter from the Minister of Economy, Finance, Budget,
and Privatization to the Managing Director of the International Monetary Fund dated
October 20, 2003.

A. Monitoring of Program Implementation

2. Monitoring of the implementation of the program will be made on the basis of an
assessment of the observance of the quantitative and structural benchmarks at specified dates;
and (b) observance of quarterly indicative targets.

B. Quantitative Benchmarks, Indicative Targets, and Adjusters

Quantitative benchmarks, and indicative targets

K} The quantitative benchmarks are specified in Table 1 of the MEFP attached to the
letter of Qctober 20, 2003, The quantitative benchmarks are the following:

. a ceiling on the net claims of the banking system on the central government;

. a ceiling on new nonconcessional external debt with original maturity of more than

one year owed or guaranteed by the government (cumulative from January 1%);

. a ceiling on the outstanding stock of new nonconcessional external debt with original
maturity of up to (and including) one year owed or guaranteed by the government;

. a zero limit on the accumulation of external payments arrears (a continuous
performance criterion);

. a floor on the net reduction in the domestic payments arrears of the central
government (cumulative from January 1%); and

. a floor on the primary fiscal balance, on a payment order basis (cumulative from
January 1%).
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4. The program includes adjusters for the quantitative benchmarks as specified in
paragraphs 17 and 18 below and in footnotes 2 and 7 of Table 1 of the MEFP attached to the
letter of October 20, 2003,

5. The indicative targets (cumulative from January 1*), which will be instruments to
monitor performance under the program, are as follows:

. a floor on government non-oil revenue;
. a ceiling on the total government wage bill, on a payments order basis; and
. a ceiling on total noninterest expenditure, on a payments order basis.

Definitions and computation

6. The outstanding amount of the net claims of the banking system on the central
government is measured in accordance with the accounting practice at the central bank, the
BEAC, along the lines of the IMF format. As of December 31, 2002, this outstanding amount
was CFAF 222.3 billion, and its breakdown was as follows:

Net Claims of the Banking System on the Central Government

(In billions of CFA francs)

Statutory advances from the BEAC 187.9
Plus: CFA franc counterpart of use of Fund resources 422
Plus: consolidated advances 1.3
Minus: deposits at the BEAC 100.8
Of which: Account for Future Generations 70.4
Plus: net borrowing from the commercial banks' 89.1
Plus: CCP deposits 25
Total 2223

7. The Account for the Fund for Future Generations (AFFG) at the BEAC will be
fed in 2003 with oil revenues in excess of the programmed levels (based on program baseline
assumptions detailed in para. 20). The AFFG is part of the net claims of the banking system
on the government.

8. The benchmarks on nonconcessional external debt are ceilings on new
nonconcessional external debt. The benchmark on the contracting and guaranteeing of new
non-concessional debt with maturity over one year by the government applies not only to
debt as defined in point 9 of the Guidelines on Performance Criteria with Respect to Foreign
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Debt, adopted by the IMF on August 24, 2000, but also to commitments contracted or
guaranteed for which no value has yet been received. Excluded from this benchmark are
rescheduling arrangements and purchases from the IMF. The benchmark on the outstanding
stock of nonconcessional external debt,’ with an original maturity of up to one year
(one year included) excludes rescheduling arrangements, purchases from the IMF, and
normal import-related credits. The concessionality of debts will be calculated on the basis of
the reference interest rates for the specific currencies of denomination used, as established by
the Organization for Economic Cooperation and Development (QECD). A debt is deemed to
be on concessional terms if, at the time of the initial disbursement date, the ratio between the
present value of the loan calculated on the basis of the reference interest rates, on the one
hand, and the face (nominal) value of the loan, on the other hand, is less than 65 percent (i.e.,
a grant element of at least 35 percent).

9. The accumulation of external payments arrears, which is a continuous
performance criterion with a zero limit, is calculated as the difference between (a) the gross
amount of all the maturities falling due on account of contractual external debt-service
obligations (interest and principal, including moratorium and late/penalty interest, where
applicable}; and (b) the amount of actual payments made during the period under
consideration. Arrears resulting from the nonpayment of the debt service for which a
rescheduling agreement is sought are excluded from this definition.

10. The net change in domestic payments arrears of the central government
corresponds to the change since January 1% in the treasury float plus the difference between
(1) the amount due on the treasury debt (interests), as well as the securitized commercial
agreements and “other” debt (interest and principal); * and (ii) the amount actually paid in the
period in question. The treasury float consists of the “payment orders at the treasury” and the
“other treasury float.”* The “payment orders at the treasury” corresponds to the difference
between the cumulative payment orders (ordonnancements)® and the cumulative actual

! The term “debt” has the meaning set forth in point 9 of the Guidelines on Performance
Criteria with Respect to Foreign Debt (Decision number 12274-(00/85) August 24, 2000).

? The domestic debt includes the outstanding amounts of (a) securitized commercial
agreements as validated by the Ministry of Economy, Finance, Budget, and Privatization as
at end-December 2002; (b) the debt of the treasury; (c) payroll arrears prior to 2001
(capitalized back pay); and (d) “other,” consisting of amounts due to the SEEG, CNSS,
Gabon Telecom, Gabon Poste and Air Gabon’s supplier debt taken over by the government
in 2001/2002.

37

3 The “other treasury float” includes the accounts on “subsidies,” “consignments,”

“accounting agencies,” and “installments to be allocated.”

* As defined below in paragraph 12.
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payments (checks encashed—cash basis). At end-December 2002, the government’s
domestic payments arrears amounted to CFAF 173.9 billion, comprising CFAF 126.0 billion
in outstanding treasury float and CFAF 22.5 billion in “other treasury float,” and

CFAF 25.4 billion of payments arrears on the domestic debt as defined above.’

11.  Total government revenue is measured on a cash basis and includes offsetting
revenue and expenditure operations, including private sector tax obligations offset against
government obligations to the private sector. Tax receipts are specified in the attached
Table 1 on central government financial operations (Tableau des opérations financiéres de
['"Etar-TOFE), including all earmarked revenues (Road Fund and special funds).

12.  Total government expenditure include spending on payment order basis
(ordonnancements), and treasury advances (avances non régularisées), and outlays on
special funds. The indicative target on total noninterest expenditure is calculated on the basis
of this definition.

13. The primary fiscal surplus, on a payment order basis (ordonnancements), is defined
as the difference between (a) total government revenue on a cash basis; and (b) total
noninterest current expenditure plus investment expenditure (including foreign-financed
investment) and net lending.

14.  The indicative target on the government wage bill is defined on a commitment
basis (engagements) for all personnel (whether on a permanent or a temporary basis) of the
civil service and the security and defense forces. The wage bill consists of all remunerations,
including indemnities, social contributions, housing allowances, and other allowances.

15. The restructuring costs posted as “financing” represent the social costs relating to
the public enterprises to be liquidated or privatized in the context of the central government’s
divestiture of its productive sector holdings, the operating costs {consultants, etc.) of the
Secretariat of the Privatization Committee, and the costs of voluntary departures in the
context of the administrative reform. The other expenditures, intended in particular for
maintaining the activity of the other public enterprises included in the privatization program,
are posted under “transfers and subsidies”.

16.  The financial operations specified in the attached Table 1 on central government
financial operations (Tableau des opérations financiéres de I'Etat—TOFFE) relating to treasury
correspondents (correspondants du Trésor), local governments (collectivités locales), and
expenditure for which the government’s bank accounts have not been debited (dépenses non
imputées en banque) must correspond to the change from period to period in the overall
balance of these accounts taken together. The Government will provide information on the
overall balance of all these accounts on a quarterly basis to the IMF.

3 Outstanding arrears on the bank debt in moratorium, which is included in the net claims of
commercial banks on the government, are equal to zero.
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Adjustments to quantitative benchmarks

17. A specific contingency mechanism for oil revenue is established for 2003, given the
importance of oil for the Gabonese economy and the uncertainties regarding oil prices and
output. As noted in paragraph 7, if oil revenue is above the baseline projections in a given
quarter, the surplus will be deposited in the Account of the Fund for Future Generations
with the BEAC, with a corresponding downward adjustment in the ceiling on net credit from
the banking system to the government and an upward adjustment in the floor for the primary
fiscal balance. If oil revenue in CFA franc terms 1s lower than programmed because actual oil
prices and/or output are lower than projected in the baseline scenano the shortfall, with a
cumulative maximum of CFAF 33 billion (1 percent of GDP),® could be offset by additional
net bank credit—with an upward adjustment in the ceiling on net credit from the banking
system to the government, and a downward adjustment in the floor on the primary fiscal
balance. The remaining shortfall is to be covered by additional fiscal tightening (higher non-
oil tax revenue and/or lower noninterest expenditure than programmed). If the oil revenue
shortfall exceeds 2 percent of GDP, the quarterly fiscal targets will be reassessed in
consultation with Fund staff.

18. The program also includes (downward/upward) adjusters for the performance criteria
on net credit from the banking system to the government for higher/lower-than-programmed
nonproject external financing disbursements (net of external debt service effectively paid)’,
and for lower/higher-than-programmed net reduction of domestic arrears. The net credit from
the banking system to the government will be adjusted upward for the total shortfall (i.e., the
net external financing shortfall plus the excess in net reductlon in domestic payments
arrears), with a cumulative maximum of CFAF 33 billion.® The program also includes a
symmetric (downward/upward) adjuster for the net bank credit to the government for
privatization proceeds higher/lower than projected in the program. The program’s
assumptions related to oil revenues, external and domestic debt service, disbursements on
external nonproject financing, and privatization proceeds are indicated in Table 1 of the

Memorandum.

5 The cumulative maximum upward adjustment in net credit from the banking system to the
government (CFAF 33 billion) applies to all adjusters combined.

7 External debt service due minus any accumulation of external arrears minus debt relief
obtained. The programmed amounts of debt service, payments arrears, debt relief, and
nonproject external financing are calculated in CFA franc terms based on currency-specific
exchange rates. The actual amounts are calculated in CFA franc terms based on the actual
transactions in foreign currency and the exchange rates published by the Fund.

® The cumulative maximum upward adjustment in net credit from the banking system to the
government (CFAF 33 billion) applies to all adjusters combined.
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C. Structural Benchmarks

19.  The structural performance criteria and benchmarks are specified in Table 2 of the
MEFP attached to the letter of October 20, 2003.

D. Key Assumptions of the 2003 Program

20.  The main assumptions of the program are the following:

2003
World Brent oil prices (1.S. dollar per barrel) 27.2
Gabonese export oil prices (U.S. dollar per barrel) 26.0
Oil output (in millions of metric tons)° 12.3

Exchange rate (CFA francs per US$1, annual average}  590.0

E. Reporting Requirements

21.  To facilitate monitoring of program implementation, the government of Gabon will
prepare and send to the IMF monthly reports within four weeks following the end of the
preceding month. In addition, the Technical Support Unit of the Interministerial Committee
for Monitoring the Structural Adjustment Program will communicate each month to the
IMF’s African Department by fax or by e-mail the data required to monitor the
implementation of the program. Such data will include (but are not limited to) the following:

(a) the comprehensive monetary survey, the central bank balance sheet, and the
consolidated balance sheet of the commercial banks;

(b) the net financial position of the government with the BEAC (PNG) and net credit
from the banking system to the government, showing separately the cumulative
deposits in the Special Account;

(¢) central government financial operations (opérations financieres de I'Etat) on a
payment order basis (ordonnancements) (attached Table 1), identifying any
discrepancy between the fiscal deficit and changes in domestic and external arrears,
on the one hand, and total net domestic bank/nonbank and net external financing, on
the other;

(d) the detailed breakdown of petroleum receipts by nature (royalties, profit tax, and
other) and by company, and the underlying basis when available (e.g. production,

? The average conversion rate is 7.3 barrels per metric ton.



22,

- 70 - APPENDIX I
ATTACHMENT II

prices, turnover, costs, etc.), as well as the detailed breakdown of non-oil receipts (by
type of tax) and nontax revenue;

(e) the detailed breakdown of total central government expenditure, on an adjusted
commitment basis, adjusted payment order basis, and cash basis as presented in the
Tableau Integré produced by the Statistical Committee (Comiré statistique).

(f) the details for domestic and external debt-service obligations, on a contractual and
actual payments basis, respectively, with a breakdown into interest and principal and
by creditor, as well as any possible accumulation of domestic or external arrears;

(g) the details for the outstanding stock of domestic arrears (month to month) and the
cumulative flows from January 1%, 2003: the net accumulation of new arrears during
2003 as defined in paragraph 10 by the difference between payment orders
(ordonnancements) and payments made (cash basis), as well as the repayment of pre-
2003 arrears, with both items to be broken down by wages and salaries, goods and
services, transfers and subsidies, interest, capital expenditure, and net lending, and to
show any stock-flow adjustment.

(h) the amount of new external debt contracted or guaranteed by the government, with
the detailed information on the original terms and conditions {currency of
denomination, interest rate, grace period, and maturity};

(i) actual disbursements on non-project-related external financing, including on newly
contracted loans, and the amounts of debt relief granted to Gabon by external
creditors;

() indicators and other statistical data on recent economic developments, such as the
household consumer price index, merchandise imports and exports (in value and
volume terms) by major category, oil production and exports of oil and timber (in
value and volume terms), as well as the quarterly reports on economic activity
prepared by the General Directorate of the Economy and the Interinstitutional
Committee on Statistics; and

(k) a status report on the implementation of the structural reforms specified in Table 2
of the MEFP attached to the letter of October 20, 2003.

The Technical Support Unit of the Interministerial Committee for Monitoring the

Structural Adjustment Program will provide the African Department of the IMF with any
other information that the latter may deem necessary or that may be requested by the staff of
the IMF for the effective monitoring of the program.
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Gabon: Relations with the Fund

(As of August 31, 2003)

I. Membership Status: Joined: September 10, 1963; Article VIII

I1. General Resources Account: SDR Million %Quota
Quota 154.30 100.00
Fund holdings of currency 198.60 128.71
Reserve position in Fund 0.18 0.12

11I. SDR Department: SDR Million  %Allocation
Net cumulative allocation 14.09 100.00
Holdings 0.04 0.28

IV. Outstanding Purchases and Loans: SDR Million %Quota
Stand-by arrangements 13.22 8.57
Extended arrangements 3126 20.26

V. Latest Financial Arrangements:

Approval Expiration = Amount Approved Amount Drawn

Type Date Date (SDR Million) (SDR Million)
Stand-by  Oct 23,2000  Apr 22, 2002 92.58 13.22
EFF Nov 08, 1995 Mar 07, 1999 110.30 60.67
Stand-by  Mar 30, 1994  Mar 29, 1995 38.60 38.60

V1. Projected Payments to Fund
(SDR Million; based on existing use of resources and present holdings of SDRs):

Forthcoming
2003 2004 2005 2006 2007
Principal 5.06 16.72 16.72 4.60 1.38
Charges/Interest 0.29 0.96 0.61 0.33 0.23
Total 5.34 17.68 17.33 492 1.61

VII. implementation of HIPC Initiative: ~ Not Applicable

VIII. Safeguards Assessments:

Under the Funds's safeguards assessment policy, the Bank of Central African States
(BEAC), of which Gabon is a member, is subject to a full safeguards assessment. An off-
site safeguards assessment of the BEAC was completed on March 29, 2001. The assessment
concluded that high risks may exist in financial reporting framework and internal audit
mechanism, and recommended an on-site assessment, The on-site assessment was
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completed on July 20, 2001. Staff's findings and recommendations are reported in SM/02/81
and Appendix V.

IX. Exchange Rate Arrangement:

Gabon’s currency is the CFA franc, which is pegged to the euro at a fixed rate of
CFAF 655.957=€l.

X. Last Article IV Consultation:
(a) Consultations with Gabon are on the standard 12-month cycle.

(b) The last consultation discussions were initiated in Libreville in November 2001. The
consultation was concluded by the Executive Board on April 1, 2002 (SUR/02/40; 4/5/02).

XI. FSAP Participation:

FSAP mission in Libreville and Yaoundé in June and July 2001. FSSA report has been
issued.

XII. Technical Assistance:

Subject Department  Staff Member Date
Review of budgetary FAD Mr. Bouley November 2000
procedures and expenditure control Mr. Toussaint May 2000

Mr. Toussaint April 1999
Mr. Garamfalvi  April 1995

Value-added tax (VAT)

administration issues FAD Mr. Grandcolas ~ August 1997
Tax administration and FAD Mr. Grandeolas  June 1996
introduction of VAT Mr. Grandcolas ~ November 1995
Multitopic statistics mission STA Mr. Raymond April 1999

Mr. Raymond ) May 1998

Ms. Doiz¢ )

Mr. Habanananda )
Mr. Le Marois )}
Ms. Wesseling )

XIII. Resident Representative:

Mr. Richard Randriamaholy from October 2003.
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Gabon: Relations with the World Bank

(As of October 15, 2003)

1. As one of Africa’s few IBRD countries, Gabon has been prudent about borrowing
from the Bank in the past. However, the country’s oil exports are projected to decline
significantly over the next few years (as a result of limited reserves). This, coupled with
Gabon’s heavy external debt services, will increasingly constrain the government’s ability to
fund basic services and reduce poverty. The government has started exploring the country’s
potential for economic diversification, and the Bank is supporting efforts to restructure and
privatize public enterprises, and is planning to provide FIAS advisory services to help
improve the investment climate.

The Bank Group strategy and lending operations

2. In June 1997, the Bank approved a privatization and regulatory capacity-building
technical assistance IBRD loan (Privatization Program Support Project) in an amount
equivalent to US$10 million. This project is expected to contribute to the growth of private
investment and increase the participation of non-oil private sector in the country’s economy.
The closing date of the project was recently extended until end-June 2004, so as to complete
the tasks jointly selected by the government of Gabon and the Bank for their potential
important contribution to the achievement of the project objectives. These tasks are the
privatization of Gabon Télécom, the creation of a mutual fund for the placement of minority
shares with the public, the restructuring and privatization of HEVEGAB, a large state-owned
enterprise in the agro-business sector, and the completion of the restructuring program of the
social security organization.

3. The creation of the mutual fund and the restructuring program of the Social Security
organization are under way. For the restructuring and privatization of HEVEGAB, an
administrator has been appointed by the Court and a relaunch plan has been prepared with
the technical assistance of a consultant. The tender for the privatization was launched in late
September 2003. The preparation of the bidding documents for privatization of Gabon
Télécom is progressing, but with some delay. The privatization transaction is now expected
to be finalized in March 2004.

4. An urban learning and innovation loan (LIL) in an amount equivalent to US$5
million was approved on August 24, 1998. Its purpose is to help test new procurement
methods, support the implementation of pilot urban works in poor urban neighborhoods, and
conduct urban public expenditure reviews. The project has been extended until December 31,
2003. The methods tested through the Pilot Community Infrastructure Project have
demonstrated the small and medium scale enterprises’ ability and potential to play a more
substantial role in economic activity. The lessons learned through the Project can be further
disseminated and applied to various sectors as identified in the 2002 review of public
expenditures performed by the project implementation unit (several specific sectors have
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been identified, in particular health and education). A follow-up to the Pilot Community
Infrastructure Project is planned.

5. The Bank’s portfolio consists only of the two projects mentioned above with total
commitments of around US$15 million, of which about US$9.8 millicn was disbursed as of
end-September 2003.

6. The government has prepared a National HIV/AIDS Plan and the Bank could be
asked to support capacity building in this area. The Bank is also considering assisting the
government in the design and financing of a Forestry and Environment support program, a
transport sector operation and a diversification program. Future Bank assistance to Gabon
will be defined within the context of a new Country Assistance Strategy (CAS) on which
work will commence in the coming months.

TABLE 1. BANK/FUND COLLABORATION

Area of Structural Reform Lead Institution

1. Fiscal area

Civil service reform IMF
Expenditure monitoring and control IMF
Medium-term public expenditure review World Bank
Tax administration IMF

2. Governance
Anticorruption law implementation IMF
Code of ethics for government officials IMF

3. Judicial reform

Commercial code/competition IMF

4, Private sector development

FIAS study of the business climate World Bank
Privatization World Bank
5. Other
Price controls IMF
Forestry and environment World Bank
External trade iMF
Transport World Bank
Urban development World Bank

Diversification { may consider putting in pipeling if the government  World Bank
asks specifically)
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IMF-World Bank collaboration in specific areas

7. Overall, the IMF and World Bank staff maintain a close collaborative relationship in
supporting reforms to foster economic diversification and in coordinating their policy advice
to the Gabonese authorities. In view of the structural measures envisaged under the medium
term program, successful implementation hinges on complementary action by the World
Bank, especially in the areas of business climate improvements, poverty reduction policies,
privatization, and nonrenewable resource management, as well as the identification of the
sources of growth in the non-oil sector.

Areas in which the World Bank leads and there is no direct IMF involvement

8. A Poverty Assessment (PA), initiated in late 1994, was finalized in March 1997 and
discussed with a broad range of Gabonese stakeholders in July 1997. The main conclusion of
the report is that the relative inefficiency and low quality of public expenditures, particularly
in the social sectors, constitute major impediments to poverty alleviation. The Bank sees a
role in analytic and advisory services in support of long-term diversification and poverty
reduction.

Areas in which the World Bank leads and its analysis serves as input into the IMF

9. In June 2002 the Bank closed a US$22.5 million ten-year project that aimed to
improve the management and protection of Gabon's forestry and environmental resources.
The project aimed at implementing and strengthening government policies on forestry and
environment and was to strengthen the planning and operational capacity of government
institutions and local environmental nongovernmental organizations (NGOs). A new program
in the same sector is being prepared for Board presentation in fiscal FY2005. This program
builds on the lessons learned during the implementation of the previous project, and expects
to broaden its objectives by reaching a larger number of beneficiaries, attracting investments
in the forestry and environment sectors, and thus assisting the government in its efforts to
diversify the Gabonese economy and reduce its dependence on the oil sector.

10.  The Bank, in conjunction with Foreign Investment Advisory Services (FIAS), is
organizing a study to identify barriers to investment and to provide an action plan to remedy
impediments to private sector growth.

Areas of shared responsibility

11.  While the Bank has taken the lead in privatization and in structural reforms impacting
the environment for the private sector, the IMF has a strong interest in the same area from a
macroeconomic perspective, since privatization revenues represent a potential source of
funds for the budget. The IMF’s primary focus is on good governance, particularly in the
fiscal area, and transparency in private sector development and economic diversification.
Additional concerns for the Bank include efficiency of the resulting market structures and,
improved enterprise operation. The Bank and the IMF are also working closely together in
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the financial sector, for which a Financial Sector Assessment Program (FSAP) was jointly
prepared by the two institutions during 2002. While the FSAP indicated that the financial
sector in Gabon is overall profitable and stable, it also identified certain structural
weaknesses and risks in Gabon’s financial sector, including lack of bank portfolio
diversification and underdevelopment of nonbank financial institutions. Follow-up work
could include assessing progress in these areas.

12. Areas where the Fund takes the lead role and its analysis serves as input into the
World Bank-supported program are in the dialogee on fiscal matters, which sets the
overall envelope for public expenditures. The IMF is also providing technical assistance in
the area of governance and anticorruption.

13. The IMF leads the dialogue on policies to contain various expenditures in the public
sector. These include policies regarding the wage bill in the public sector and the definition

of the ceiling for public investment expenditures. In these areas, the Bank takes into account
the policy recommendations of the IMF and ensures that its own policy advice is consistent.

14.  In addition, the IMF is monitoring the implementation of the Uniform Acts of the
Organization for the Harmonization of Business Law in Africa (OHADA) and trade
liberalization measures being taken at the CEMAC (regional) level. This supplements a
significant on-going program of work by the Bank to support regional integration among
CEMAC countries. The IMF is also following the streamlining of the judicial process. These
measures should improve the business climate and will complement work by the Bank (in
conjunction with the TFC) in the area of facilitating investment.

15. Areas in which the IMF leads and there is no direct World Bank involvement
relate to the dialogue on monetary policy, interest rates, the exchange rate, the balance of
payments, and related statistical and measurement issues,
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Gabon: Assessing External and Public Sector Debt Sustainability

This appendix assesses external and public sector sustainability, applying the framework
adopted by the Board (SM/02/166, 5/28/02; and SM/03/185, 5/28/03) to the staff’s baseline
scenario, and considering the impact of several shocks. In addition fo the standard stress
tests in the framework, this analysis includes shocks to growth in the non-oil sector, which is
one of the main risks to debt sustainability. The baseline external sustainability scenario
during the period 200310 shows that, under the assumption that the financing gaps are
filled by new borrowing or by nonconcessional reschedulings, the debt-service burden peaks
in 2009 and that financing gaps would be eliminated by 2013. The results of the public sector
debt baseline analysis indicate that most of the outstanding domestic public debt will be
eliminated by 2010, as it has a relatively short maturity. The stress tests reveal that Gabon is
highly vulnerable to both external and internal shocks. In particular, Gabon's debt
sustainability is extremely sensitive to shocks to non-oil real growth (affecting both non-oil
exports and budgetary revenues). The results underscore the importance of adhering to
policies fostering non-oil growth through adequate diversification and private sector
development.

External public debt sustainability

1. Over the medium term (2003-06), the baseline debt sustainability analysis (DSA)
scenario shows that external debt-to-GDP ratios are projected to increase by

3 percentage points to 66 percent of GDP (see Table 1 and Figure 1). The period 200306
is characterized by rapidly declining oil receipts and moderate non-oil GDP growth from a
low level; thus, Gabon has a residual financing gap, averaging about CFAF 225 billion per
year. It is assumed that there is a continued fiscal adjustment after this period. In the baseline
scenario it is assumed that the gap is largely filled by rescheduling debt obligations to
bilateral creditors on Houston terms. After 2006, the baseline scenario projects an
improvement in the external debt-to-GDP ratio (a decline of about 12 percent of GDP
between 2006 and 2010), on account of (i) continued growth of non-oil real GDP, and

(ii) amortization in excess of new borrowings. The debt-service ratios would peak in 2008, at
about 32 percent for the debt service-to exports ratio and 46 percent for the debt service-to-
revenue ratio. In the period to 2012, further debt rescheduling would be required, although on
a declining basis, which would significantly curtail the debt-service ratio on a cash basis. The
analysis shows that the financing gaps in both the balance of payments and the budget could
be eliminated by about 2013, provided the non-oil GDP, non-oil exports, and non-oil revenue
continue to rise at a steady pace and more than offsets the decline in the oil sector.

2. Under the standard set of sensitivity tests, Gabon’s vulnerability to external
shocks remains high, as the debt-to-GDP ratio climbs from 2002 to 2010 under most of
the tests (Table 1, bottom panel and Figure 1). Under the first test, which combines the
effects of setting all key variables at their historical averages, the stock of debt-to-GDP ratio
rises by 18 percentage points by 2010, mainly because the interest rate remains about 35
percent higher than in the baseline scenario.
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In each of the other standard sensitivity tests, which assume extreme adverse

shocks to each key parameter individually and jointly, the debt ratio rises sharply over
the 2003-10 period:l

4.

Of all the shocks, the shock on interest rates (the historical interest rate plus one
standard deviation for two years) results in the smallest initial rise in debt-to-
GDP ratio in 2003-04, after which the debt reverts to the baseline trend of
decline after 2007. The difference between this shock and the first shock (described
above) is that this shock is transitory, as the interest rate falls immediately to baseline
levels after 2004.

Under a temporary shock to the U.S. dollar deflator, the debt ratio rises sharply
by 37 percentage points by 2004, and by 38 percentage points overall by 2010.
This is because the deflator declines by 16 percent in each of the two shock years
(2003 and 2004), instead of declining by 1 percent per year, as in the baseline
scenario (which reverses the appreciation of the CFA franc vis-a-vis the U.S. dollar in
2002).

The long-term effects of the shock to the non-interest current account balance
(the historical non-interest current account balance minus one standard
deviation for two years) is small. The temporary shock is fully absorbed by end-
2007; thereafter, the economy reverts back to its trend, where the non-oil current
account improves steadily through 2010.

The combined shock leads to a sharp increase in the external debt ratio—a
40 percent increase over the 200310 period; this result is dominated by the deflator
shock.

A onetime 30 percent depreciation (defined here as vis-a-vis the U.S. dollar) in
2003 results in a rise of 20 percentage points in the stock of debt by 2007, but
declines steadily thereafter; this outcome reflects the fact that dollar-denominated
debt accounts for less than 25 percent of the total external debt stock. However, if the
depreciation were vis-a-vis the curo, the effect would be much stronger, as about 70
percent of external public debt is euro denominated.

The analysis includes an additional sensitivity test, namely a long-term shock to

non-oil real growth, which leads to a deterioration of the external current account
(through lower non-oil exports). The sharp rise in the stock of debt (20 percentage points at
the end of the period) underscores the sensitivity of Gabon’s economy to variations in non-oil

' One difference between this analysis and the standardized framework for assessing external
debt sustainability is that these sensitivity analyses consider adverse shocks of one standard
deviation (instead of two), lasting two years for each key parameter.
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growth, as, without steady and substantial growth of non-oil GDP, the financing gap will
continue to be large, requiring unsustainable levels of foreign borrowing.

Public sector debt sustainability

5. Under the baseline projections, Gabon’s total public sector debt-to-GDP ratio is
programmed to decline during the program period from 76 percent of GDP in 2003 to
69 percent of GDP in 2006, as the repayment of domestic debt offsets the foreign
borrowing needed to fill the financing gap.® This trend continues in the post-program
period, with the debt to GDP ratio falling to 54 percent by 2010. The key assumption
underlying this overall improvement of total public sector debt sustainability is the continued
growth of non-oil GDP, which will average around 4 percent per year over the period 2003-
10, with non-oil budgetary revenues growing at the same rate.

6. Under the first sensitivity test, which sets key parameters to their historical
averages, Gabon’s public sector debt burden drops quickly to sustainable levels over
the period 2003-10 (Table 2 and Figure 2). This result, however, could be misleading, as
the historical averages were calculated during the height of Gabon’s oil boom, when revenue-
to-GDP ratios were high (close to 30 percent) owing to oil receipts, nominal GDP growth
averaged 10 percent, and real interest rates were close to zero. In contrast, during 200310,
the average revenue-to-GDP ratio is projected at about 28 percent, nominal GDP growth is
projected at only 0.2 percent, and real interest rates are projected at 7 percent.

7. Gabon’s public debt sustainability vulnerabilities are brought to the fore in the
stress test by using the primary balance as the shock variable. A one-standard-deviation
shock on the primary balance in 2003 and 2004 results in a 5 percentage point rise (27
percentage points above the baseline scenario) by 2010, as less domestic debt could be
retired and more foreign borrowing would be needed to cover the financing gap.

8. In many of the other sensitivity tests in the second set, which consider temporary
shocks to other key parameters, Gabon’s public debt remains stable or falls after the
initial shock:

2 The main reasons for the decline of the public sector debt are (i) the government’s
reimbursement of domestic debt to suppliers (Gabon Télécom, the water and electricity
company, etc.} and te public work contractors; (ii) the repayment by the government of
public enterprise debt to the social security system and suppliers, which the government has
assumed in recent years in the context of the restructuring of such enterprises (Air Gabon,
agribusinesses, etc.); and (iii) the repayment to commercial banks of domestic debt that
resulted partly from the banks purchasing claims on the government of private suppliers. All
these debts have been consolidated on a relatively short repayment schedule (with maturities
up to 2008).
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A nominal interest rate shock of 2 percent would initially increase the stock of
existing debt, but the overall debt-to-GDP ratio would remain broadly stable
during the period to 2010.

Not surprisingly, a combination of shocks, including to real GDP, the interest
rate, and the primary balance, would result in a very high debt level during
2003-10 (which would rise by 25 percentage points of GDP by 2010), driven
primarily by the shock to the primary balance,

A 30 percent depreciation in the real exchange rate vis-a-vis the U.S. dollar at
end-2003 would result in an initial jump in the level of debt, followed by a slow
decline of the debt-to-GDP ratio over the long term, as less than 35 percent of the
total public debt stock is U.S. dollar denominated. Again, since about 70 percent of
total public sector debt is euro denominated, a 30 percent depreciation vis-a-vis the
euro would have a strongly negative impact on the debt-to-GDP ratio.

Similarly, a 10 percent increase in debt-creating flows in 2003, intended to
capture contingent liabilities (of which Gabon has none), would raise the level of
debt in 2003, but the same downward trend in debt-to-GDP ratios, albeit at a
slower rate, would continue to 2010, as in the baseline scenario.

This analysis also contains an additional long-term shock; namely, a shock to

real non-oil GDP growth, which affects non-oil budgetary revenue. 3 The result is that the
debt dynamic becomes unsustainable, as the ratio of debt to GDP nises through 2010 (when it
reaches 84 percent). Because the share of non-oil-revenue total budgetary revenue is
expected to increase over the 2003—10 period—due to the expected rapid decline in oil
production and to the projected acceleration of non-oil growth—slower growth of non-oil
revenue results in larger financing needs and, hence, higher foreign borrowing. This stress
test emphasizes that the main factor in Gabon’s debt sustainability lies in its ability to sustain
steady growth of the non-oil sector through diversification.

3 In this scenario, non-oil real GDP growth is cut from 4 percent per year on average in the
baseline scenario to 2 percent per year; the non-oil component of total revenue is also
reduced from 4 percent growth to 2 percent.



Table 1. Gabon: External Drebt Sustzinabiiity Framewoerk, 1997-2010
({In percent of GD¥, unless otherwise indicated)

Projections
1997 1998 1559 2000 2001 2062 2003 2004 2003 2006 2007 2008 2005 2010
1. Baseline Medium-Term Projections
Extcmal debt 713 849 79.6 a3.6 636 626 63.3 83.5 647 66,2 a6.8 6l.6 58.5 54.2
Chanye in external debt 0.2 136 -53 -16.0 0.0 1.0 07 2 1.2 1.5 0.6 5.1 -1 43
Tdentified external debt-creating flows (4+8-+11) -3 211 228 -18.2 16 <37 06 0.7 2R 24 0.7 -2.6 -50 -5.2
Current account deficit, excluding interest payments -82 156 13 -10.4 -6.5 42 -5 4.3 1.0 20 218 0.9 -1.0 =15
Deficit in balance of goods and services -18.0 245 -8.0 -16.5 6.8 -5.1 28 4.0 38 47 5.5 34 1.1 05
Exports 64.7 46.6 574 67.0 590 5%.0 57.3 55.6 48 8 45.2 41.4 380 36.3 347
Tmports . o 46.7 7L 495 50.5 659 529 593 59,5 523 499 46.9 413 7.5 353
Met non-debt creating capital inflows {negative) 1.9 -10.3 2.7 18 -1.8 22 -34 -6 =37 -3 -5.2 -5.8 =540 -4.9
Net foreign direct investment, equity 0.1 15 35 -3.4 0.5 0.7 44 1.4 t1 1.2 27 36 35 34
Net portfolio investment,equity, and other private capital flows -2.0 6.8 -0.8 1.5 23 1.6 -0.6 22 36 25 25 22 L5 1.5
Automatic debt dynamics 1/ EX) 159 <33 -9.6 9.9 2.7 4.5 38 55 43 31 24 i0 09
Contribution from nominal interest rate 5.4 31 24 43 6.2 3.5 34 42 36 EX 335 33 29 27
Cantribution from real GDP growth 4.4 pral 73 14 1.4 0.0 -0.1 -1.2 -0.3 -0.6 -0.7 -14 =24 =22
Contribution from price and exchange rate chanpes 2/ 22 157 130 -153 3.0 0.8 1.2 0.8 22 13 Q.3 0.4 0.2 04
Reszidual, incl. change in gross foreign assets (2-3) 33 -1.3 2.6 22 1.6 2.8 01 -0.5 -7 -11 -0.1 -2.6 1.8 it
External debt-to~exports ratio (in percent) 1102 182.3 1338.6 95.0 107.7 [08.1 o3 1142 1326 1464 1412 1624 161.2 156.0
Gross external financing need (in billions of US dollars) 3/ 02 1.0 LX) 0.0 03 03 0.5 0.6 [1X ) 0.6 a7 0.7 0.5 04
in percent of GDP 37 21.6 4.1 0.3 7.3 6.7 .0 11.4 11.3 12.0 13.1 12.9 103 6.6
Key Macroeconemic and External Assumptions
Real GDP growth {in parcent) 57 35 -85 -1.9 2.0 0.0 0.1 1.8 0.4 09 1.1 21 34 38
Real non-oil GDP growth (in percent) 2.8 4.6 -7l 51 746 0.4 24 35 4,0 44 4.5 4.5 4.5 4.5
Exchange rate appreciation (US dollar value of local currency, change in percent) -12.4 -1.1 -4.1 -134 -0 53 175 -4.1 =57 02 02 00 0.0 0.0
GIP deflator in LIS dollars (change in pereent) -11.5 -18.7 14.4 1.3 -4 5.3 11.2 4.2 -7.3 -1.9 0.3 0.6 -3 -0.7
Non-oil GDP deflator in US dollars (change in percent) -10.3 -3.2 -0.3 -108 -0.9 5.1 195 -2.5 4.2 1.6 1.8 18 0.0 0.0
Nominal extemal interest rate (in percent) 72 3.7 3.0 58 9.4 58 6.1 8.5 33 55 5.4 5 4.8 47
Growth of exports (LS dollar terms, in percent) -3 -37.8 37 283 -18.7 3l -2.2 2.6 9.6 -10.2 2.3 3.6 2.2 -22
Growth of non-oil exports (US dollar terms, in percent) 14.8 -25.8 320 0.5 -13.7 1.1 154 -0.6 57 10.0 4.5 592 58 4.6
Growth of imports {US dollar terms, in percerit) a1 13.7 -33.1 93 11.8 8.5 19.9 -4.0 0.0 02 -1.5 -4.3 -2 0.5
Cirowth of nen-oit private imports {1J8 dolkar terms, in percent) 415 34.1 -20.5 -38 iR 26.0 26.% =34 4.3 42 52 56 45 4.5
T1. Siress Tests for External Debt Ratio

1. Real GDP growth, nominal interest zate, dollar deflator, non-interest current account, and neo-debt inflows are at histarical average in 2003-07 62.6 2.6 2.2 9.7 70.8 728 725 76.7 80.4
2. Notninal interest rate is at historical average plus one standard deviation in 2003 and 2004 6.6 a5.6 68.1 69,7 7Ls 724 67.4 644 60.2
3. Real GDT growth is at historical average minus one standard deviation in 2003 and 2004 626 §5.6 60.6 7.3 733 742 693 66.3 62,1
4. Change in TS dollar GTIP deflator is at historical average minus cne standard deviation in 2003 and 2004 62.6 83,1 994 103.7 107.8 110.4 106.8 104.5 100.9
5. Non-interest curreat account is at historical average minus vne standard deviation in 2003 and 2004 626 679 720 738 76.0 771 723 69.3 652
&, Combination of 2-5 using one standard deviation shocks 62.6 96.0 126.0 1326 1387 142.8 1403 138.5 135.5
7. Ote time 30 percent hominal depreciation in 2003 62.6 75.5 76.5 788 81.2 825 78.0 75.1 71.0
8. Non-oil real growth is 2 percent per year (half the rate of growih in the baselineg) 62.6 63.3 6.2 70.1 754 507 314 83.0 84.1

Histerical statistics for key vanables {past 10 years) Ilistorical Standard Average

Average Deviation 2003-10

Current account deficit, excluding interest payments -5 92 0.5

Net non-debl creating capital inflows -20 6.2 4.4

Nominal external interest rate (in percent) 7.3 5 5.4

Real GDP growth {in percent) 1.4 4.4 1.7

GDF deflator in US dollars (change in percent) -1.6 14.5 0.5

Sources: Gabenese authorities and Fund staff estimates and prjections.

1/ Derived s Ir - g - p(1+g) + ea{ 1+9)/(1+g+p+ep) times previous period debt suick, with r — nominal effective interest rate on external debt; p = change in domestic GDP deflator in US dollar Lerms,
g = real GDP growth rate, e = nominal appreciation (increase in doltar value of domestic currency), and a = share of domestic-currency denominated debt in total external debt.

2/ The contribution from price and exchange rate changes is defined as [-p(L+g) + s (1+0)¥(1 gtp+ep) times previous period debt stock. p increases with an appreciating domestic currency {g = 0)
and rising inflation (based on GDP deflatar).

3/ Defined as current aceount deficit, plus amortization on medium- and long-term debt, plus short-term debt at end of previous period.
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Table 2, Gabon: Public Sector Debt Sustainability Framework, 19972010
{In percent of GDP, unless othenwise indicated)

Actual Projections
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
1. Baseline Medium-Term Projections
Public sector debt 1/ g7.0 1098 1011 30 758 T6.6 76,0 1.6 69,5 089 67.7 622 585 542
Change in public sector debt -0.9 22.8 -87 281 2.9 0.8 -0.7 4.4 -2.0 -0.6 -1l =30 3.7 -4.3
Identified debt-creating flows {4+7+12) -3.2 278 -7.8 299 04 56 4.9 4.5 -1.2 -1.2 221 -3.7 -4.9 -5.0
Primary deficil -7.8 63 -0 -175 120 79 -9 -84 -7.7 -6.0 -5.3 -6.4 -0.4 -6.3
Revenue and grants 331 345 283 334 34.0 3L iz 291 28.7 27.2 263 263 25.5 249
of which: Non-oil revenue 12.4 156 155 11.0 12.2 139 15.6 159 171 181 18.9 20.1 203 20.6
Primary {noninterest) expendinire 25.4 40.8 20.3 i59 220 3.7 20.8 20.7 210 212 20.7 19.9 19.1 186
Antomatic debt dynamics 2/ 35 214 03 -123 12.5 24 6.1 45 6.5 48 35 27 .5 1.4
Contribution from interest rate/growth differential 3/ a7 228 -8 -15.0 124 4.4 87 3s 5.1 49 3.5 28 1.5 1.4
Of which conuibution from real interest rate 5.4 264 -109  -166 14.0 4.4 BE 4.8 54 5.3 4.2 42 3.6 35
Of which contribution from real GDP growth -4.7 -6 2.0 1.5 -1.6 0.0 -0.1 -1.3 0.3 -0.6 -0.7 -1.4 -2.0 -2.2
Contribution from exchange rate depreciation 4/ 27 -1.5 2.1 27 01 =20 226 1.0 13 0.0 0.0 0.0 0.0 0.0
Denominator = 1+g+r+gn 1.1 09 1.1 13 1.0 1.0 09 1.0 1.0 1.0 1.0 1.0 10 L0
Other identified debt-creating flows -0.9 0.0 k1 -0.1 -0.1 0.1 00 -0.5 0.0 a0 00 0.0 0.0 0.0
Prividization receipts (negative} -0.9 0.0 -0.1 -0.4 0.1 -0.1 00 0.3 1R 0.0 A R+] 9.0 0.0 0.0
Recognition of implicit or contingent liabilities 0.0 0.0 0.0 0.0 0.0 2.0 0.0 6o 6o 0.0 0.0 0.0 0.0 0.0
Other (specify, e.g. bank recapitatization) 0.4 0.0 040 3.0 0.0 0.0 00 0.0 (124 00 0.0 0.0 0.0 0.0
Residual, including asset changes (2-3) 44 4.9 -0.9 1.8 25 6.4 42 6.1 0.8 0.5 0.e -1.9 12 06
Public sector debt-to-revenue ratio 1/ 262.6 3183  356.7 21846 2228 2425 2393 2457 2420 2535 2576 236.4 229.6 217.8
Gross financing need 5/ 86 17.9 6.4 5.9 6.5 6.2 24 0.9 5.6 6.2 6.1 6.5 53 2.2
in billions of 1.5, dollars 0.5 0.8 0.3 0.3 0.3 0.3 0.1 0.6 k] 0.3 0.3 03 o3 .l
Key Macrocconomic and Fiscal Assumptions
Real GDP growth (in percent) 57 3.5 -89 -1.9 240 0.4 ol 18 04 0.9 11 21 34 3.8
Average nominal interest rate on public debt (in percent) 6/ 76 73 6.7 1.3 1.5 5.8 5.2 63 36 57 57 5.6 5.8 5.5
Average real interest rate {nominal rate minus change in GDP deflator, in percent) 67 252 -124 212 18.1 58 18.9 6.4 7.4 7.8 62 6.2 59 6.2
Exchange rate (Local currency per US dollar, end of period) 5988 5622 6195 7135 Tidd 658.0 5980 6150 6512 6502 46496 649.5 649.5 649.5
Mominai depreciation of tocal currency (CFA franc per dollar) 143 0.1 10.2 152 0.7 -84 -103 42 59 -0.2 -0.1 0.0 0.0 0.0
GD7P deflator (in percent} 09 -178 19.2 28.5 6.6 a0 -57 -1 -1.8 2.1 -0.5 -0.6 -0.3 -0.7
Growth of real primary spending {deflated by GDP deflator, in percent) 55.1 667 -547 234 414 79 -128 1.1 2.1 1.4 -0.9 -2.2 -0.9 0.7
I1. Stress Tests for Public Debt Ratic
L. Real GDP growth, real interest rate, and primary balance are at historical averages in 200307 76,6 FiR ad. | 57.0 502 44.0 35.0 29.2 22.9
2, Real interest rate is at historica] average plus one standard deviation in 2003 and 2004 766 82.1 88.1 87.5 88.1 88.0 832 80.1 76.3
3. Real GDP growth is at historical averape minus one standard deviation in 2003 and 2004 76.6 TRS T8 756 4.8 735 67.6 63,5 58.8
4, Primary balance is at historical averags minus cne standard deviation in 2003 and 2004 766 86.9 9.7 P 924 924 879 848 811
5, Combination of 2-4 using one standard deviation shocks 76.6 962 1191 1188 1192 1182 1124 1077 102.4
6, One time 30 percent real depreciation in 2003 7/ T6.6 868 830 §2.0 R22 818 768 735 69.5
7. 10 percent of GDP increase in other debl-creating flows in 2003 76.6 86.0 82.2 811 212 80.7 757 723 684
8. Non-oil revenue growth rate 1/2 of that in the baseline scenario 766 783 743 152 784 818 814 83.0 84,1
Historical statistics for key variables {past 16 years) Historicat Standard Average
Average Deviation 2003-10
Primary deficit -6.6 6.7 7.2
Real GDT growth (in percent) 1.4 4.6 1.7
Naminal interest rate (in percent} 6/ 3.8 2.2 5.6
Real interest rate (in percent} 0.3 18.4 7.1
Inflation rate (GD? deflator, in percent) 8.5 18.8 -5
Revenue to GDP ratin 238.9 47 275

Sources: Gabonese authorities and Fund staff estimates and projections.

1/ Public debt is defined as gross debt held by the general government,

2 Derived as [(r- 7(1+g) - g + ae(1+1})/(1+g+m+gn)) times previous period debt mtio, with r= inlerest rate; 1 = growth rate of GDP deflator; g = real GDP growth rate; o = share of foreign-currency

denominated debt; and & = nominal exchange rate depreciation {measured by increase in local currency value of U.5. dellac).
3¢ The zeal interest rate contribution is derived from the denominator in footnote 2f as r - x (1+g) and the real growth contribution as -g.
4/ The exchange rate contribution is derived from the numerator in footnote 2/ as as(1+r).
5/ Defined as public sector deficit, plus amortization of medium and leng-term public sector debt, plus short-term debt at end of previous period,

6/ Derived as nominal interest expenditure divided by previous peried debt stock.

7/ Real depreciation is defined as nominal depreciation (measured by petcentage fall in dolkar value of locai currency) minus domestic inflation {hased on GDP deflator).
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Table 3. Gabon: Baseline Debt Sustainability Analysis 2002-23
(In billions of CFA francs, unlcss otherwise noted)

Averages
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2002-10 2011-23
1. Total stock of extcrnal debt 1/ 2,061.4 2,103.1 2,1109 2,133.7 2,165.4 2,046.1 1.984.1 1,886.6 1,780.8 1,663.2 1,561.1 20724 1,i91.8
1. DSA ratios
Ratio of cxternal debt / GDI 63.3 635 64.7 66,2 66.6 61.6 58.5 542 49.8 452 41,1 62.3 304
Ratio of total external debt / exports 110.1 113.3 120.7 1324 150.0 154.0 1584 155.9 149.0 140.4 132.2 1343 93.4
Ratio of total external debt / revenues 2/ 199.3 218.0 225.1 2435 2539 2364 229.6 217.8 211.1 195.9 179.8 224.6 130.9
Ratio of external debt service / expotts 16.8 19.7 21.5 226 253 32.1 6 23.8 269 278 19.7 237 17.4
Ratio of extemal debt service/ revenues 2/ 30.0 37.3 360 370 39.3 455 442 327 377 38.6 26.8 374 244
Growth of total exports 3/ -7.8 -11.2 -24.2 -32.1 -38.5 -43.7 -45.0 -46.1 -47.0 -47.5 -47.7 -27.9 -36.3
of which: non-oil 0.5 5.7 6.9 98 4.4 59 5.8 4.6 4.7 4.8 4.9 5.3 5.2
Growth of total irmports 3/ 7.6 10.0 7.8 18 48 14 0.8 -0.3 1.0 14 5.9 4.6 19.1
of which: non-oil 1.3 5.7 4.0 4.0 4.5 4.6 4.5 4.5 4.5 4.5 4.5 7.0 43
Current Account {including transfers) -93.6 -156.5 -149.3 -178.6 -205.6 -139.8 -65.0 -41.9 -19.3 -11.8 -21.9 -111.9 154.3
in percent of GDP 25 -4.7 -4.6 5.5 -6.3 -4.2 -1.9 1.2 0.5 -0.3 -0.6 34 -0.5
Overall balance -89.9 -105.5 -123.7 -157.9 -122.3 -113.0 -127.8 -41.2 =726 -75.2 223 -114.2 119.2
in percent of GDP 3.1 42 -38 -4.9 -3.8 -3.4 -3.8 -1.2 -2.0 -2.0 0.6 34 2.0
Financing gap 0.0 531.8 184.9 185.8 163.1 117.9 127.5 40.8 722 74.9 -22.5 150.2 -69.3
in percent of GDP 0.0 16.1 5.7 58 5.0 3.6 38 1.2 2.0 2.0 -0.6 4.6 -0.9

Sources: ‘Gabonese authorities and Fund staff estimates and projections.

1/ Public and publicly guaranteed debt.
2/ Including grants.

3/ Growth ratc measured in CFA franc value tcrms.
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Table 4. Gabon: Macroeconomic Projections for the Baseling Debt Sustainability Analysis, 2003-23
(In billions of CFA francs, unless stherwise indicated)

Averages
2003 2004 2005 2004 2007 2008 2008 2010 2011 2003-10 2011-23 2003 23
Sector prajections
1. Real Sector
Real GDP growth rate 0.1 1.8 04 0.9 11 21 33 34 18 1.6 7 20
Of which: non-nil GDP growth 24 35 4.0 4.4 50 50 4.5 4.5 4.5 4.0 42 42
Notinal GDI* growth rate 5.5 1.7 -1.4 -1.2 0.8 2.1 22 23 2.7 0.1 35 2.2
Nominal GDP levels 3,257.8 33124 3,265.0 3,2250 3,251.5 33197 33939 34790 3,574.7 33131 4,426.9 40026
Of which: oil GDP 1,174.2 1,121.8 950.7 774.4 6399 5185 466.7 420.0 378.0 7583 271.7 457.1
nan-oil GDP 2,083.6 2,150.6 23142 2,450.6 20116 2,801.2 29273 3,059.0 31966 2.554.8 4,155.2 3,545.5
0il production (millions of metric ton) 12.3 11.8 10.3 88 73 6.2 56 5.4r 45 84 32 52
Qil prices {U.S. dollar per ton) 272 255 22,0 210 21.0 20.0 20.0 2000 200 22.1 20.0 20.8
2. Balance of Payments
Current Account (including transfers) 936 -156.5 -1493 -178.6 -205.6 -139.8 -65.0 -41.9 -19.3 -128.8 85.0 a6
Current Account {in percent of GDP) -29 -4.7 -4.6 -5.5 -6.3 -4.2 -1.9 -1.2 0.5 -3.9 1.6 -0.5
Exports, fob. 1,729.1 1,668.2 14227 1,2759 1,155.8 1,056.5 1,033.7 1,011.4 5957 1,294.1 1,119.3 11860
il sector 1,323.1 1,249.7 9752 7843 6410 5133 4589 409.8 3657 7059 254.1 460.5
Other sectors 396,0 418.5 4473 491.4 51238 5434 574.8 6015 6300 498,2 865.3 725.6
Impeorts, fo.b. -132.1 -748.8 -734.0 -733.6 -713.1 -690.3 -675.4 -£78.4 -687.8 -713.2 -798.3 -765.9
Oil sector -285.4 -284.8 -251.2 -234.6 -201.2 -168,0 -142.2 -1335 ~125.2 <2126 -79.8 -130.4
Governmenl -68.8 729 -76.0 -75.8 -69.7 -59.5 -49.5 -39.5 -5 -54.0 -34.5 457
Non-oil private sector -3779 -391.0 4069 -423.2 -4423 -462.8 -483.6 -505.4 <5281 -436.6 -684.0 -589.8
Trade balance 596.9 9193 688.6 542.1 4427 366.2 3583 3330 307.% 3809 3212 420.1
Services {net) -1,062.8 -1,050.3 -811.3 ~694.7 -622.3 -479.6 -397.0 -348.7 -301.1 -683.4 -210.6 -390.7
G which: interest on external debt -110.% -138.8 -117.4 -11583 -114.6 -112.5 -93.1 -K93 -B4.T -111.5 -56.2 -77.3
Transfers {net) 277 -256 -26.5 -26.0 =260 -26.4 -26.3 -26.2 -26.1 -25.2 -25.6 -259
Capital agcount 6.3 511 256 0.7 19.5 26.7 -62.9 0.7 -53.3 9.4 7.5 83
Medium and Long term 4.2 713 374 45.0 az5 40.4 -51.9 152 -28.7 268 13.7 18.7
Cf which: government drawings (project} 325 82.0 42.0 46.0 50.0 50.0 50.6 50.0 50.0 50.3 50.0 50.1
amortization 1/ -191.7 -207.5 -205.7 -204.9 -210.0 214.4 -2834 -190.2 -228.3 2144 -160.5 -180.9
Foreign direct investment 110.0 1200 1200 i26.0 1059 120.0 120.0 100.0 100.0 1145 104.6 108.4
Private debt 714 768 81.3 84.0 R6.6 88.8 613 554 49.7 76.0 19.6 411
Shori-term debt -30.5 <203 -12.0 -24.4 -13.0 -13.7 -11.0 -14.3 24.6 -17.4 -6.2 =105
Overall balance 499 -105.5 =237 -157.9 -1223 -1134 -127.8 -41.2 -726 -111.4 92.5 148
Memorandem items:
Net IMF purchases {(+ = net dtawing) 79 137 -14.3 40 12 0.0 0.0 0.0 0.0 5.2 0.0 2.0
Fiscal revenues, including gronts 1,034.1 964.9 937.8 8763 852.7 865.7 864.2 866,1 8436 L7953 996.7 962.8
Exports of goods and services 1,850.4 1,824.1 1,572.9 14387 13217 1,2273 1,208.7 1,192.6 1,182.4 1. 454.4 1,343.8 1,386.0
Noni-oil export growth rate 05 57 a9 9.8 4.4 59 58 4.6 4.7 5.5 52 5.3
Mon-oil import prowth cale 113 57 4.0 4.0 4.5 4.6 4.5 4.5 4.5 34 4.2 446

Sources: (iabonese authorities and Fund staff estimates.
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Figure 1. Gabon: External Public Debt Sustainability, 2002-20 10
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Figure 2. Gabon: Total Public Sector Debt Sustainability, 2002-2010

(In percent of GDP)
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Bank of Central African States: Safeguards Assessment

Introduction

The Bank of Central African States (BEAC) is the common central bank of the Central
African States, which includes Gabon. A Stage Two (on site) safegnards assessment of the
BEAC proposed specific remedies to alleviate vulnerabilities that were identified by staff.
The authorities have committed to implementing most of the proposed remedies, as described
in the following sections.

Safeguards Areas and Main Remedies

The external audit mechanism: The auditing function and the quality control procedures of
the external auditor are adequate. The safeguards assessment proposed that; (i) the external
auditor refer explicitly to the international standards of auditing (ISA) in its opinion, (ii) the
external auditor become more cognizant of the accounting rules applicable to the recording of
Fund’s balances; and (iii) the BEAC should include the audit opinion in the annual
publication of the financial statements.

The BEAC is currently upgrading its accounting system and will publish its 2002 annual
financial statements and the audit opinion, after the approval by the Board, on the bank
website.

Legal Structure and Independence: The legislation governing BEAC is adequate.

Financial Reporting: The monthly statements of the bank’s financial position are not
published in any form and the December 31, 2000 audited financial statements were not
published in a timely manner. The staff recommended that the BEAC: (i} enhance the
readability and the credibility of the published annual accounts by including detailed
explanatory notes on the accounting methods followed, and whether these methods referred
explicitly to a generally accepted accounting framework; (ii) adopt International Accounting
Standards; and (iii) change the accounting of some of its operations with the Fund, especially
with regard to the revaluation of the IMF accounts,

The management of the BEAC has agreed to implement these recommendations. The BEAC,
with the assistance of Banque de France, is working to modify its accounting framework and
align its accounting and reporting practices with IAS and the ECB framework, including the
Fund-related accounts. It is anticipated that the new framework will be in effect for the 2003
financial statements,

Internal Audit Mechanism: The quality of the personnel, the rigorous methods followed for
the audit of branches, the training program in place, and the risk assessment methods in place
are satisfactory. However, certain weaknesses remain and staff recommended that the BEAC:
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(1) establish a charter for the Internal Audit Department (IAD); (ii) expand the audit scope
and coverage of IAD to include activities at headquarters; (iii) prepare an annual rolling
multi-year audit program describing risk assessment, activities scheduled, staffing and
financial resources required, and (iv) increase the number of qualified staff,

These recommendations are being implemented by the BEAC. In its response to the Stage
Two report, the management of the BEAC has specifically agreed to expand the scope and
coverage of the audit department, and increase the number of qualified staff, A draft for a

new IAD' s charter has been prepared and will be submitted to management's approval.

The System of Internal Controls; On the whole, the risks are relatively well captured,
although uncertainties exist because of insufficient a posteriori controls exercised on some
activities at headquarters. The bank has a codified system of rules, selects its personnel
carefully, maintains segregation of duties in the branches, and has recently increased
resources for control purposes. Nevertheless, the staff recommended that BEAC: (i)
strengthen the coordination among the audit bodies; (ii) examine in depth the segregation of
duties at headquarters; and (iii) put in place a more systematic follow-up of all
recommendations made by the external auditor to allow the Governor and the Board of
Directors to better exercise their oversight responsibilities.

The Board of Directors of the BEAC has designated in July 2003 the five members of its
audit committee, including three members of the existing censors' committee, one rotating
board member chosen among the countries that are not already represented in the censors'
committee, and one member representing outside non-executive directors.

Regarding late payments of Fund obligations, which was an issue for all of the BEAC’s
member countries at some time in the last three years, the staff concluded that, while the
BEAC’s own payment procedures and related management controls in this area are
functioning adequately, procedures should be modified with respect to BEAC’s relations with
member countries. The staff recommended that the BEAC should repay the Fund directly
using its own resources for those countries with borrowing capacity with the central bank; for
countries facing fiscal difficulties, staff recommended that they at least maintain sufficient
borrowing capacity with the BEAC to repay IMF obligations falling due within the next year.
In its answer to the Stage Two Report, the management of the BEAC did not follow the
mission’s recommendation that the BEAC should repay the Fund directly. The management
also commented that apart from direct statutory advances to Treasuries, the BEAC could not
grant loans to member countries. These advances are scheduled to disappear in favor of the
issuance of government bonds for financing fiscal requirement.

The staff has subsequently decided to discontinue this recommendation and consider it as
implemented.
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Gabon: Statistical Issues

(GGabon’s economic database is fairly comprehensive. While data are generally compiled
in accordance with international standards, consistency between sectors is poor, raising
questions about the quality of the data. Detailed economic and financial statistics,
including long historical time series, are published in the Tendances de I’Economie,
issued on a semiannual basis by the General Directorate of Statistics and Economic
Studies (DGSEE) of the Ministry of Planning; more recent sectoral developments are
described in detail in the Tableau de Bord de I'Economie, issued on a quarterly basis by
the General Directorate for the Economy (DGE) of the Ministry of Economy, Finance,
Budget, and Privatization.

An Inter-institutional Statistics Committee to improve macroeconomic data gathering,
compilation, and dissemination was established in 1999, in response to STA and FAD
recommendations. Following the detection of questionable accounting practices by audits
of central government finances and domestic public debt in 1998, the fiscal data, national
accounts, and balance of payments statistics for 1997-98 have been revised. As a result,
there have been delays in reporting consistent data to the Fund, although the timeliness
has improved recently.

Gabon is a participant in the General Data Dissemination System (GDDS). Metadata
about Gabon’s national statistical systems, including plans for improvement, were first
posted to the GDDS pages on the Fund’s Dissemination Standards Bulletin Board on
September 20, 2002.

National accounts

Annual national accounts data were revised and updated for the period 1985-96, and the
base for the calculation of aggregates at constant prices was changed from 1989 to 1991.
These data were prepared by the DGSEE. Provisional estimates of national accounts data
for the 1997-98 period have been prepared by the Inter-institutional Statistics Committee
and the DGE but have not yet been finalized. The coverage of developments in the oil
and other key export sectors is based on a range of indicators that may not fully capture
the profits generated by these sectors. Despite recent improvements in collecting and
processing oil sector statistics, significant inconsistencies remain between national
accounts and the balance of payments statistics. In addition, more frequent household
surveys are required to improve the quality and quantity of data available on income
distribution and consumption. The staff and the authorities are working closely to
establish a more consistent database.

Employment and unemployment

Detailed annual data on employment are available for all sectors of the economy until
1997, including a breakdown of employment between the public and private sectors.
However, data on unemployment and the total labor force are not systematically
available.



290 - APPENDIX VI

Prices

Monthly consumer price indices for low- and middle-income households are available
only for the capital city of Libreville. These indices are based on an outdated family
expenditure survey of 1968-69 and attach a large weight to prices of food and basic
consumer goods. The “new’ household budget survey of 1993 should allow for the
development of a more representative index, when it is introduced.

Government accounts

A multisector statistical mission, which covered government finance statistics, visited
Gabon in May—June 1998. Furthermore, a review of budgetary procedures and
expenditure control in Gabon was completed by a FAD technical assistance mission in
April 1995 and updated in April 1999 and May 2000. The recommendations of the FAD
missions, which had characterized government financial management as lacking
discipline and transparency, are being implemented, as well as many of the measures
recommended by recent audits of central government finances and domestic public debt.

The main deficiencies in government finance statistics relate to a lack of comprehensive
coverage of the available data, involving notably special treasury accounts, ministries’
own expenditures outside the budget, and social security operations. As a result of the
1999 audit of central government finances, the deficiencies have been corrected.
Available estimates for 1997, 1998 and 1999 now reflect a comprehensive coverage of
central government finances, although the social security operations are not included in
government finances. Other needed improvements relate, inter alia, to the statistical
treatment of o1l companies’ tax advances, the need to record in the budget accounts
government investment financed by oil companies, and the recording of government
domestic payment arrears.

Monetary statistics

Monthly monetary data for Gabon, as well as for the other members of the Central
African Economic and Monetary Community (CEMAC), are reported on a regular basis,
although with some delays. The data are reported in electronic form by the regional
central bank (BEAC) and published in International Financial Statistics (IFS). The
institutional coverage of the monetary statistics is comprehensive, but accuracy is
affected by cross-border movements of currency among CEMAC member countries. In
the case of Gabon, however, the magnitude of imported notes is smaller than in other
countries in the region. About 94 percent of notes in Gabon are nationally issued; the
remaining are from the Republic of Congo, Cameroon, and Equatorial Guinea. Gabon
exports about 18 percent of its notes, most of which go to Cameroon {13 percent) and to
the Republic of Congo (3 percent).

The monetary and financial statistics mission that visited the BEAC headquarters (May
2001) provided technical assistance in addressing the main shortcomings pertaining to
coverage, methodology, compilation procedures, and timeliness of monetary statistics.
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The mission discussed an action plan for the implementation of the Monetary and
Financial Statistics Manual (MFSM) and for the introduction of an area-wide page in IFS
for the CEMAC. Following the 2001 mission, a regional workshop on monetary and
financial statistics was organized by the BEAC in Libreville (Gabon) in May 2002 to
support the implementation of the MFSM in the CEMAC countries. The new page for
CEMAC was published in the January 2003 issue of IFS.

External public debt

Comprehensive data on the outstanding stock of external public debt and its composition,
together with detailed projections on debt service due, are available and provided (usually
to Fund missions) by the General Directorate of Public Debt and Accounting (Direction
générale de la comptabilité publique) of the Ministry of Economy, Finance, Budget, and
Privatization. Comprehensive data on the composition of external public debt for the
period prior to 1994 are not available.

Balance of payments and trade statistics

As in most other countries of the CEMAC, balance of payments data are compiled and
disseminated by the national agency of the BEAC for Gabon. The compilation process
involves a close cooperation between the BEAC headquarters and the national agency for
Gabon since the BEAC headquarters calculates the national contribution in the
international reserves it holds and manages on behalf of all six countries. The
headquarters also validate the draft results and run consistency checks against the
guidelines adopted for the whole monetary union.

Annual data are produced along the lines of the recommendations of the fourth edition of
the Balance of Payments Manual (BPM4). However, since 19935, the dissemination of
balance of payments statistics has been in accordance with the presentation of the fifth
edition of the Balance of Payments Edition (BPM35). Source data are primarily reported
through (i) surveys of enterprises by the central bank (main source of data); (ii) reports
from banks and the postal administration on foreign exchange transactions of other
enterprises, retailers, and private individuals; and (iii) BEAC reports on banknotes issued
by Gabon and retumed by other BEAC countries.

Source data have several shortcomings: imports and exports of goods are collected from
surveys among enterprises, while trade data on the three main exported products (oil,
wood, and manganese) are derived from the volume exported and adjusted by average
market tariffs, Customs data are not used for exports because of their weak reliability and
long delays in availability, although import data are derived from customs sources.
External trade sources are therefore mostly based on estimates, which are not cross-
checked with customs data. The reliability of other items of the current account suffers
due to the low response rate to the enterprise surveys in spite of partial correction through
adjustments. Foreign direct investments in the financial accounts are likely to be
underestimated owing to the insufficient detail of the oil sector survey. The overall
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magnitude and detailed breakdown of private capital flows, particularly those related to
the short term, suffer from a lack of comprehensiveness.

Balance of payments data are disseminated with considerable delays, and the most recent
data refer to 1999. The multisector mission that visited Gabon during May 1998 proposed
several short- and medium-term recommendations on balance of payments statistics. The
authorities have not reported the progress made in implementing the recommendations
made by that mission.

Public enterprise sector

While a fairly good database exists on the operations of public enterprises, information is
communicated to the staff on an ad hoc basis, notably during Fund missions. At present,
data provided cover only the wholly owned and mixed enterprises in which government
equity participation is at least 25 percent.
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Gabon: Core Statistical Indicators
(As of September 30, 2003)
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! Information communicated to staff as interest rates are adjusted.

% As reported in the daily Morning Press {euro exchange rate).

D = daily; M = monthly; Q = quarterly; A = annually; V = staff visits.

*N = none; A = direct reporting by central bank, Ministry of Finance, or other official agency.
%O = official; E = electronic data transfer; C = cable or facsimile; V = staff visits.

® A = For use by staff only; B = for use by the staff and the Executive Board; C = unrestricted use.
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IMF Concludes 2003 Article IV Consultation with Gabon

On November 10, 2003, the Executive Board of the International Monetary Fund (IMF)
concluded the Article IV consultation with Gabon.'

Background

Owing mainly to the drop in oil production, Gabon's economy continues to face major
challenges, including a high debt burden, the need to diversify the economy more rapidly,
to promote growth, and to combat poverty. The absence of sustained adjustment policies
has contributed to Gabor’s uneven economic performance over the past three years. In
view of the weaknesses in the implementation of previous adjustment programs, the
authorities have focused since 2002 on strengthening budgetary management and
program monitoring to ensure that their iong-term efforts are underpinned by solid
foundations. Efforts in the second half of 2002 focused on improving governance,
reforming tax and customs administrations, strengthening the Budget and Treasury
Departments, restructuring public enterprises, and promoting private investment. An
austerity budget was adopted for 2003, which aims at raising non-oif revenue and reducing
substantially the non-oil primary fiscal deficit; its implementation in the first half of 2003
was satisfactory.

Oil production dropped by about 17 percent between 1999 and 2002, although in 2002 the
decline was very small. An additional slight decline is expected in 2003. Activity in the non-

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

Washingtan, D.C. 20431 « Telephone 202-623-710C « Fay, 202-023-6772 » wwwi.imf.org
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oil sector, which in 2000 and 2001 showed significant recovery after the recession of 1999,
weakened markedly in 2002, when real growth fell to less than 1 percent from 5 percent in
2001. Some pick-up is projected in 2003. Inflation, as measured by the consumer price
index, was low over the pericd, averaging less than 2 percent.

On the policy front, following the relaxation of overall fiscal policy during the second half of
2001, efforts were made in 2002 to strengthen budget management, and non-oil revenue
rose by 1.7 percentage points of GDP. However, efforts to contain expenditure were
hampered by the costs related to the restructuring of public enterprises. Due to declining
0il revenue, the primary budgetary surplus declined from 12 percent in 2001 to 7.9 percent
in 2002. This contributed to a drop in the external current account surplus from 6.2 percent
of GDP in 2000 to 0.7 percent in 2002. While Gabon was able to reduce the external public
debt-to-GDP ratio from 80 percent at end-1999 to 63 percent at end-2002, substantial
external payments arrears accumulated in 2001-02, reaching CFAF 278 million at end-
2002 (8 percent of GDP).

In 2002, the government’s net position vis-a-vis the banking system strengthened
markedly, and Gabon's contribution to the international reserves of the Bank of Central
African States (BEAC) reached CFAF 92 billion (about 3 percent of GDP). Credit to the
economy increased substantially, at an annual rate of 8.7 percent. Broad money expanded
by 5.7 percent, somewhat faster than nominal GDP. A small decline in broad money took
place in the first half of 2003. The banking system as a whole remains sound; data from
the regicnal banking commission for Central African States (COBAC) show that all banks
respected the prudential standards, although two banks were only slightly over the
minimum liquidity ratio.

The pace of structural reforms has accelerated since mid-2002, as the authorities took
steps to strengthen significantly the budgetary management capacity, improve
governance, and foster private sector development. Key reforms include restructuring and
preparing the privatization of public enterprises, the adoption of the anticorruption
legislation, the revamping of the computerized budget information system, and the referm
of the procurement code.

Executive Board Assessment

Executive Directors commended the Gabonese authorities for moving to break with their
past uneven record of economic performance and embarking on a program of prudent
fiscal policies and far—reaching structurai reforms that could facilitate the resumption of
external financial support and lay the basis for higher sustainable economic growth and
enhanced social sector development. They particularly welcomed the actions taken to
enhance public resource management and governance, improve the private investment
climate, foster competitiveness and strengthen social services.

Directors emphasized that the expected progressive contraction in the oil sector and oil
revenues, with the depletion of hydrocarbon reserves over the coming years, lends
urgency to the need to diversify the economy and foster environmentally sustainable, non-
0il sector growth, in order to ensure that adequate resources will be available to address
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the key challenges facing the country: reducing poverty and improving social conditions,
especially in rural areas. Directors encouraged the authorities to make bolder efforts to
strengthen the medium-term fiscal position and cut debt, and to persist with structural
reforms, including further privatization and civil service downsizing, and improving the
investment climate.

Directors welcomed the authorities’ medium-term program, which includes an ambitious
fiscal adjustment and additional structural reforms aimed at attracting private investment
and promoting economic diversification. They noted that the budget for 2003, which aims
appropriately at a sharp reduction in the non-oil primary deficit, remains broadly on track.
They commended the efforts to strengthen fiscal management and improve revenue
collection. Directors welcomed the clearance of non-reschedulable debt arrears by end-
June 2003 and stressed the need to avoid the re-emergence of arrears in the future.

Directors urged the authorities to lower the government wage bill to bring it into line with a
shrinking of oil revenues, and to ensure that adequate resources can be provided to social
services and basic infrastructure in support of non-cit sector activities. The wage and civil
sarvice reforms currently under way—including streamlining the regime of indemnities,
reducing the number of senior staff at the Presidency, in ministries and other institutions,
and introducing a merit-based promotion system—should be accelerated. Directors
expressed concern about the recent overshooting of the program target for the wage bill
and urged the authorities to redouble their efforts to keep the wage bill under control.

Directors welcomed steps taken in the area of structural reform, specifically, the adoption
and implementation of the anticorruption legislation and ethics code for government
officials, the revamping of the computerized budget information system, the reform of the
procurement code, the acceleration of privatizations, and the creation of a one-stop center
for investment promotion. Directors nevertheless encouraged the authorities to strengthen
the structural content of their program, sc as to tackle impediments to growth, improve
competitiveness, and enhance the prospects for the non-oil private sector. The overalt cost
structure of the economy needs to be reduced, basic infrastructure upgraded, governance
and transparency improved, in particular in the management of public resources, and a
more business-friendly regulatory and legal environment set in place. Directors noted that
structural reforms in the forestry sector would help the sector realize its full potential to
contribute to economic diversification and the development of rural areas.

Directors observed that the exchange arrangement under the CFA franc monetary zone
has served Gabon well. They agreed that the external competitiveness gain following the
1994 devaluation of the CFA franc appears to have been broadly maintained. Directors
welcomed Gabon's large contribution to the international reserves of the Bank of Central
African States during 2002.

Directors underscored that Gabon’s medium-term economic prospects are subject to the
risks posed by the continuing heavy debt burden, and that the authorities’ program will
need to be strengthened further in order to stimulate growth and place debt on a more
sustainable path. They considered that the establishment of a solid track record of policy
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implementation under the authorities’ medium-term program could help mobilize external
support for Gabon, including debt relief from bilateral creditors.

Directors noted that the banking system remains sound, and that all banks respect the
prudential standards. At the same time, the concentration of lending to a relatively few
sectors, including forestry, and the increase in nonperforming loans need to be monitored
closely. Directors encouraged the authorities to take steps to develop microfinance
institutions for the financing of small-scale initiatives. Directors welcomed the adoption of
the Central African Economic and Monetary Union’s directive to combat money |laundering
and the financing of terrorism, providing for the establishment of national financial
intelligence units to administer the relevant regulations. They encouraged the authorities to
give high priority to its effective implementation, including by setting in place a legal
framework to freeze assets.

Directors welcomed the importance placed by Gabon on the fight against poverty as
reflected in the I-PRSP. They encouraged the authorities to proceed with the preparation
of the full PRSP in the context of a participatory process which will help identify priority
reform areas.

Directors welcomed the preparation of a draft statistics law and Gabon’s participation in
the General Data Dissemination System. However, they noted that weaknesses persist
with regard to the quality and timeliness of balance of payments statistics, and encouraged
the authorities to make further progress in this area, including through use of Fund
technical assistance.

Directors stressed that a convincing track record of vigorous policy implementation under
the staff-monitored program would be a precondition for the resumption of Fund financial
support to Gabon. In that vein, they encouraged the authorities to continue to deal rapidly
and forcefully with any emerging program slippages.

Public Information Notices (PINs) are issued, (i} at the request of a member country, following the
conclusion of the Article |V consuitation for countries seeking to0 make known the views of the IMF to the
pubiic. This action is intended to strengthen IMF surveillance over the economic policies of member
countries by increasing the transparency of the IMF's assessment of these policies; and (i} following
policy discussions in the Executive Board at the decision of the Board.
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Gabon: Selected Economic Indicators

1999 2000 2001 2002

(Annual changes in percent)

Domestic economy

Real GDP growth rate -8.9 -1.9 2.0 0.0

Of which: oil -5.6 -10.2 -5.7 -14

non-oil -10.5 2.1 5.3 0.6

Consumer prices (annual average) -0.7 0.4 2.1 0.2
(In percent of GDP)

Gross fixed investment 239 218 258 24 4

Gross national savings 18.2 28.0 26.0 251

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

External sector

Exports fo.b. 2,511.2 32231 2,620.3 2,700.9
Imports f.0.b. -737.9 -806.8 -902.0 -978.9
Current account balance -267.5 314.0 12.1 32.8
In percent of GDP -5.7 6.2 0.3 0.7
External public debt (in percent of
GDPY 79.6 63.6 63.6 62.6

Real effective exchange rate (in 44 6.9 17 0.7
percent change, average)
(In percent of GDP, unless
otherwise indicated)
Financial variables

Central government revenues 283 334 340 315

Of which: non-oil 15.5 10.9 122 13.9
Total expenditure 272 217 308 28.1
Primary balance 8.0 17.5 12.0 7.9
Overall balance (commitment basis) 12 11.6 32 35
Change in broad money (in percent) =27 18.0 7.5 5.7

Sources: Gabonese authorities and IMF staff estimates.

! Including obligations to the Fund.
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1. This supplement reports on budgetary data through end-September 2003 received
since the issuance of the staff report. End-September represents the first test date under the
staff-monitored program (SMP).

2. Preliminary data on budgetary execution through September indicate that
performance with respect {0 the overall balance was satisfactory. Qil revenues exceeded
program projections by 1.6 percent of GDP because of higher-than-expected production and
oil prices. As specified under the program these revenues were not used for higher spending,
and the benchmark on the primary fiscal balance (adjusted for oil revenues) was met (Table 1
and 2).

3. However, the composition of expenditures and revenues was not in line with the
program. The indicative benchmarks on non-oil revenue and the wage bill were both
missed, and the fiscal balance was only preserved because of much lower than projected
capital expenditure. At a more detailed level, customs revenue picked up significantly in the
third quarter, but still remained below original projections. Indirect tax collections continued
to be slightly above target, but company profit tax collections was somewhat weak, partly
due to large provisioning by the biggest commercial bank. Overall, non-oil revenue fell short
of program projections by CFAF 18 billion (0.5 percent of GDP). On the expenditure side,
the wage bill continued to run somewhat above target, as in the first half of the year,
reflecting the regularization of advancements following the 2001 civil service census; the
measures to curtail the number of senior advisors taken in August have not yet had a
financial impact. With other current expenditures on target, total current primary
expenditures exceeded the target by CFAF 8 billion (0.3 percent of GDP). Capital
expenditures continued to remain well below target (by CFAF 28 billion, or 0.8 percent of
GDP), with very low execution of foreign-financed projects. Debt service on
nonreschedulable arrears was serviced on a timely manner, but some small payments were
not made, pending clarifications of certain obligations with bilateral creditors.



4, The adjusted end-September target on bank financing to the government was
missed by a substantial margin (1.9 percent of GDP). The failurc to meet this benchmark
mainly reflected the above mentioned overrun on the wage bill and lower than projected non-
oil revenue.! In addition, various quasi-government agencies drew down their accounts at the
Treasury, forcing the government to rely more on domestic bank financing than projected.
While part of this slippage could be reversed by end-year, a deterioration of the government
position toward the banking system runs counter to the authorities’ medium-term objective of
sharply reducing its indebtedness toward the central bank.

5. While the end-September data do not alter the thrust of the staff appraisal, they
underscore the risks and concerns previously expressed, and the need to further
strengthen the program before requesting Fund resources. In particular, the authorities
will need to redouble their effort to keep the wage bill under control, and boost non-oil
revenue to ensure that the planned fiscal adjustment is achicved in a manner compatible with
ensuring growth and poverty reduction. Actions to address the slippages observed under the
SMP, as well as measures to strengthen structural reform, will be necessary for staff to
support any future request for Fund resources.

! In contrast the benchmark on the fiscal balance, this was not offset by the lower than
projected investment expenditure as the latter was associated with lower foreign financing.



Table 1. Gabon: Quantitative Benchmarks and Indicative Targets Under the Staff-Monitored Program, 2002-03

{In billions of CFA francs; cumnulative flows from January 1) 1/

2602 2003
Dec. Mar. Jun. Sep. Dec.
Est. Target Est. Tazget Est Prog Est. Prog.
Benchmarks
Ceiling on the net claims of the banking system on the government 2/ -51.5 34 -5.3 8.8 7.1
Adjusted target 2/ 358 -i7.2 -31.5 -4.4 41.3 238
Ceiling on the contracting or guaranteeing of new
nonconcessional external debl with maturity of over 1 year
by the government 3/ 4/ 177 425 0.9 42.5 0.9 325 2.1 3235
Ceiling on outstanding stock of new noncencessional
extemal debt with orginal maturty of one year or less
owed or guaranteed by the government 3/ 4/ 4.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Limit on the accumulatipn of external payments arrears 5/ 216.9 0.0 00 0.0 0.0 6.0 0.0 0.0
Floor on the net reduction of domestic payments arrears (reduction "-") -65.8 -6.3 -64.2 -30.3 -67.8 -59.9 -72.6 -80.0
Floor on the primary fiscal balance (on a payment order basis) 6/ 272.0 118.7 246.3 299.8 3554
Adjusted target 6/ 1339 172.4 2064 2967 3548 3573
Indicative targets:
Floor on non-oil government revenue 479.0 112.4 1116 252.7 2377 367.5 349.0 503.6
Ceiling on the government wage bill on a paymenis order basis 220.6 56.7 58.6 167.9 112.4 162.4 170.4 223.4
Ceiling on total noninterest expenditure on a paymenis order basis 817.9 151.2 111.0 295.4 2789 463.2 440.9 678.7
Memorandam items:
Nonproject externa) financing dishursements {excluding IMF) 19 0.6 0.0 1.3 6.0 1.9 0.5 19
External debt service due {excluding IMF) 3612 84.7 86.9 154.0 156.7 2311 2417 07
Domestic debt service due 109.1 9.7 26.4 612 538 TR.6 74.6 89.3
Oil revenue 609.0 156.9 171.8 287.8 3378 393.7 443.7 526.6
Rescheduling of cxternal debt 7/ 0.0 46.5 0.0 777 8.0 125.5 0.0 156.2
1.8 1.0 1.0 1.0 1.0 1.0 1.0 1.0

Privatization proceeds

Sources; Gahonese authorities; and staf? estimates and projections.

1/ Targets for March and June 2003 are pricr actions. Targets for September and December 2003 are becnhmarks under the SMP.

2/ The benchmarks will be adjusted upward/downward for any lower/higher oil revenues, lower/larger nonproject external financing disbursement net of external debt
service paid, larger/smaller net reductions in domestic arrears, and smaller/larger privatization proceeds, as defined in paragraphs 17 and 18 of the TMU, relative to program largets.

3/ This benchmark applies not onty to debt as defined in poin{ No. 9 of the Guidelines on Performance Criteria with Respect to Foreign Debt,

adopted by the IMF Exceutive Board on August 24, 2000, but zlso to commitments contracted or guaranteed for which value has not been

received. Excluded from this benchmark are rescheduling arrangements and purchases from the Fund. For purposes of this benchmark,

the term "noneoncessional” means that the debt has a grant clement of less than 35 percent calculated on the basis of currency-specific discount rates that

are based on the OECD commercial interest reference rates (CIRRs).

4/ Bxcluded from this benchmark are rescheduling arrangements, purchases from the Fund, and normal import-related credits.
5/ The nonaccumulation of new external payments arrears will constitute a continuous benchmark.
6/ The benchmark on the primary fiscal balance will be adjusted upward/downward for any higher/lower-than-programmed oil revenue (see paragraph 17 of the TMU),
7/ These amounts represent the estimate of obligulions falling due in 2003 that are reschedulable.



Table 2. Gabon: Fiscal Operations of the Central Government, 2001-04

¢{[n hilions of CFA francs, unless otherwise indicated)

2001 2002 Quarterly Projections L/
Dee. 2003 J0dd
Est. Rudget Fst.,
(9720012 law Mar. Jun Sept. Dec. Mar. Tun. Sep. Dec.
G702 Froj. Est, Proj. Est. Proj. Est. Proj.
Toral revenue and grants L1736 $996 1,089.9 2699 2834 5417 S7TS6 7630 7982 1,0341 2441 294.1 7143 9649
Revenue 1,173.6 9977 1,088.0 2%69.2 1834 540.5 5.6 Tal.l 7977 1,030 242.9 4906 705 9585
Ol revenue 7529 oo £09.0 156.9 171.8 2878 3378 3937 4487 326.6 1268 2203 347 4312
Non-oil revenue 4207 4877 479.0 1124 [FR K] 252.7 2377 3675 349.0 533.6 116.0 2614 3798 527.3
Direct taxes 96.6 1313 1342 38 kxR 792 00 105.1 BE8 136.5 346 LEX] Lo 144.1
Tndireet wxes 0.8 931 835 212 7.9 4.7 60.3 633 §2.5 113.8 226 47.6 737 11849
Taxes on international trade 1184 225.0 210.0 46.1 403 104.2 6.6 156.1 1455 2.0 48.3 1091 1634 1220
Tmport taxes LE7.8 192.0 1504 4.6 331 905 4.1 1367 1234 176.7 415 9.6 1428 1530
Export 1axes 30.6 330 291 535 72 3.7 12.3 194 2.4 27.3 58 145 206 290
Other revenue 350 323 513 123 10.4 247 208 A7 32.2 49.3 106 211 T 423
Foreipn grants 00 1.9 L9 0.6 0.0 1.3 0.0 1.9 05 39 1.3 23 38 6.4
Tota! expendimre and net lending L0619 8432 969.2 193.¢ 152.6 1682 349.1 35683 3475 8159 034 392.0 a0l 6 8421
Total expenditure, excluding interest payments T58.2 6E5.4 BL7.8 1512 [NYRY 954 3789 45372 4409 6787 1517 305.1 470.8 6856
Current expenditure 860.4 6503 687.4 1547 1367 2885 2849 4308 441.0 603.9 170.5 304.4 459.2 6229
Wages and salaries 196 270 2206 36.7 586 107.9 112.4 162.4 170.4 2230 56.7 107.9 1624 2180
Purchages of goods and services 177.0 148.6 156.7 3.7 8.3 571 353 0.0 £9.9 1268 132 59.7 9.1 132.6
Water and electricity 0.0 132 14.6 28 2.7 5.6 5.4 8.5 81 112 28 56 8.5 12
Telephone services 2/ 0.0 323 35 4 14 4.7 51 7.2 7.3 9.5 2.4 4.7 7.2 9.5
Other {petrol, ransport, travel, et¢, ) 0.0 106.1 109.6 265 124 467 44,/ 743 745 1061 180 49.3 784 LLL9
Transfers and subsidies 160.1 126.9 158.8 295 18.0 507 47.1 731 741 169 29.0 438 718 1159
Tublic enterprises 0.0 G 383 4.6 49 9.2 44 129 95 i85 4.1 83 11§ 16.6
Orther 0.0 963 120.5 2458 3.1 413 3.7 602 44 6 984 48 416 60.3 99.4
Tnterest payments .7 1578 151.3 41.8 41.6 18 q0.2 105.3 L0366 1272 58 E7.0 1308 156.5
Domestic 34.3 29.3 137 74 7.0 143 136 210 197 27.1 7.4 10.0 186 185
Extemal 294 1285 117.6 344 34.6 8.5 366 843 L1 Ll 444 770 128 138.0
Capital expenditure 163.6 161.9 136.6 MR 16 56.9 432 1007 728 155.0 24.7 65.8 106.9 164.5
Net lending {inchuding equity participation) 3/ 374 3o 17.1 0.0 oo 00 02 0.0 0.3 0.0 a0 0.0 0.0 0.9
Restructuring cost of public enterprises i11] Lo a7.5 0.0 0.0 00 0.0 8.0 0.0 0.0 00 2.0 0. 0.8
Alr Gabon {suppliers debt taken over) 0.0 0.0 a0 an 0.0 b o a0 0.0 0.0 0.0 o0 0.0 0.
National S8ocial Security Fund (CN35)

(debt to CNSS taken over) 00 &.0 365 00 oo ] 0.0 0.0 0.0 0.0 0.0 .0 2.0 0.
Road Maintenance Fund (FER) and special funds 0.0 0.0 6.5 24 123 22.8 20.7 371 315 37.0 82 219 355 547
QOverall balance {on a commitment basis) 1113 1564 120.7 76.9 1308 173.5 265 194.5 250.7 218.3 40,7 102.1 126 122.8
Primary balance (on a commitment basis) 4154 3142 70 1LR7 172.4 246.3 2957 K98 357.3 3554 924 189.1 2414 279.3
Change in payments arrears 4.7 -76.4 Li -13.8 -46.6 -45.4 -66.5 -69.6 -60,3 R34 -6.3 -155.0 -160.1 1748
External {on interest payments) 26.2 289 ELi -13.1 i83 <262 6.6 -26.2 202 2255 0.0 -1422 -142.2 -1422
Domestie 8.5 475 19 0.8 -64.9 -19.2 -73.1 -43.3 -30.6 -51.9 A3 -12.8 -17.8 -32.0
Arrears on interest op domestic debt 2.3 -2.3 L5 -8 09 -7 13 2.5 27 -33 0.0 an o0 .0
Float {unpaid payment orders at the treasury) 268 -45.2 -538 ¢0 -50.5 -i5.0 EreR 375 -64.3 -46.7 -51 =103 -14.5 -27.6
Other float at the treasury 4/ 0.6 0.0 -125 0.0 -5.7 a0 -2 0.0 -16.5 29 0.0 0.0 &0 a0
Compensation for political violence -1.2 0.0 =51 3o (L6 25 -1.7 -33 <25 -5.0 -l.3 25 =33 =50
Owverall balance {on a eash basis) 166.2 B0, 1218 63.0 B 1 128.1 160.0 124.9 1954 1349 343 -52.9 47.5 -52.0
Binancing -166.2 -170.0 -121.8 -85 -B4.1 -205.8 -160.0 -250.3 -190.4 -2ell -82.2 -367.4 ~436.5 4799
External {net) A2t 2094 -76.9 =783 =371 -147.0 -105.0 -187.6 -122.2 -105.6 L 101 -278.5 -312.2 Rk
Trrawings 9.3 40.0 17.7 6.1 0.9 16.8 0.9 274 2.1 315 51 193 38.6 820
Projeet financing 93 400 17.7 6.1 0.9 16.8 a9 4 2.1 32.5 sl 14.3 236 370
Program financing o 0.0 0.0 0.0 0.8 2.0 0.0 0.0 Xy G a0 L5.0 50 45.0
Anortization 3087 -2284 -243.6 -50.3 2523 <053 -106k 1 -146.8 -154 8 -191.7 =547 77 -l6l.6 2075
Arrears on principal (eduction -} 35.0 ALk 135.8 =241 -5.7 -68.2 -5.8 -68.2 254 -56.5 0.0 1981 -198.1 -210.1

Foreign exchange effect on arrears/unexplained
external debt payments 0.0 0.0 a.0 0.0 0.0 0.6 0o 0.8 ng 0.t 0 o 0.0 0.0
Debt rescheduling 294 0.1} .3 0.0 0.0 0.0 0.0 0.0 0.8 2.4 =20 LX) -1.40 2.0
Dett cancellation 174 0.0 1.9 0.0 0.0 0.0 0.0 0.0 3.1 84 o LAV 0.0 6.0
Advance external debt payments 59 0.8 o a0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 ot 0.0 0.0



Table 2. Gabon: Fiscal Operations of the Central Government, 2001-04

(I bitlions of CFA francs, unless otherwise indicated)

anm 2002 Quarterly Projections 1/
Dec 2003 2004
Est.  Budget Est.
09/2002 law Mar. Jun. Sept. Dec. Mar. Tun. Sep. Tec.
G Proj. Fst Proj Est Proj, Fst Prof.

Domestic {net} 46.7 -50.6 449 =312 271 -58.B -55.0 -62.7 -68.2 -85.4 -30.5 -389 -1t4.3 214813
Banking system i44.7 =34t S8 4 -172 =53 4.4 88 138 71 -11.7 -394 -54.5 930
Bank of Central African States (REAC) 109.5 <156 -92.% 67 <17 L& 6.7 188 365 203 -84 274 -11.5 -79.3
Commercial banks 352 -85 414 -33 -15.5 -6.7 “4t.1 -10.0 -12.7 -13.4 -3 -11.9 -13.0 -137
Nonbank sources 80 -16.5 6.6 -34.6 08 -53.6 =506 =715 Bk -97.6 -188 495 =598 -55.3
Domestie debt -80.7 -59.2 -75.4 -32.3 -19.3 46.9 -40.1 -57.6 -548 -62.2 -157 -43.3 -50.5 -62.9
il company advances {net) .0 0.0 0.0 .0 0.0 0.0 0.0 0.0 0 0.0 0.9 0.% 00 a0
Debt Accounting Department (DGCP) 719 -54.2 -69.1 310 -19.3 44 -39.6 -56.7 -52.4 -532 -I32 -383 ~43.0 -39
Securitized corimercial agreements -66.9 -365 -36.0 -5.5 -5.5 -1L0 110 -15.4 -15.4 -19.8 4.1 -12.0 -13.4 -16.3
() which: advance paymems -la.o a.0 0.0 0.0 0.0 a0 0.0 0.0 0.0 0.0 0. 0. 0.0 o
(hher (divers} 5/ -59 -17.7 -33.1 -25.% -13.% -33.4 287 413 -37.0 -35.4 -9.2 -2a3 -29.5 -36.6

Regularization of civil servants' salaries
frappels) -1.8 -5.0 -6.3 -1.3 00 2.5 05 -0 25 -7.0 <25 -5.0 =73 100

{hange in domestic arrears {on principal,
— reduction) 6.1 -10.2 14.1 -55 07 =101 54 -16.6 7.9 -22.1 0.0 0.0 0.0 0.0
Restructuring cost 6/ -5.6 -36.0 47.9 -0.8 -9 -6 2.0 -1% -37 -11.3 -3l -6.3 9.4 9.8
Social costs -5.0 -16.7 -17.6 0K -1.9 -1.6 2.0 -5 -37 -3 -3 -6.3 2.4 9.8
Public emterprise debt 0.0 -19.32 65.3% 0.0 0.0 0.0 a0 [£X1] 0.0 0.0 0.0 0.0 0. o
Air Gabon 00 [131] 3.0 XV 0.0 0.0 a0 0o 0.0 0.0 00 0.0 0.t 0
CNSS -10.0 6.5 o 1X4] X4 0 i 0.0 0.4 00 [X1] 0.¢ 121]
(nher 0.0 -9.3 2.0 on X0 0 a0 LAY] 0.0 0.0 0.0 t0 0.3 [130]
Gabon Telecom/ Office des Postes et Télécomnunication (OFTR Minancing 0.0 ELE) Q.0 0.0 (0 oh 0.0 0.0 0.0 2.0 &0 0.0 0.0
Sales of assers (shares, ete.) 1o he determined 94.0 .0 0.8 i1y 00 0.0 00 0.0 0.0 o0 2.0 0.0 0.0
Privatization proceeds 3.4 0.0 LE L LG LG [R1] Lo L0 1.0 0.0 2.0 0.0 174
{ther 212 -5.0 214 ER 9.7 50 -l14.8 42 -42.3 2.0 G.0 [A1] 0.0 0.0
Treasury comespondents, inel. pensions L8 0.0 L4 .0 5.4 ER -l126 1.2 -22.5 1.0 a0 &0 0.0 0.4
Loeal authorities 7/ -6.2 0.0 -7.9 1.8 23 0 26 3.0 -5.0 1.0 &0 0 0.0 0.0
Canvellation of domestie debt 0.0 0.0 a.0 0.0 0 12)] 00 ad &0 0.0 )] 0.0 0.0 0.0
Checks written but not cashed at freasury 0.0 0.0 4.0 o0 ui 0 0.0 a0 o 0.0 00 00 0.0 0.8
Errors and omissiens -16.8 -5.0 -149 0.0 12.% 121] 4.8 ot -14.8 0.0 0.0 0.0 0.0 0.4
Finaneing gap before use of Fund resources [/ [13)] 190.0 0.0 46.5 0.8 i i} 125.5 00 156.2 478 4203 483.9 5318
Financing sources 46.5 7.7 125.5 156.2 393 4033 4584 4978
Reschedulable debt service 46.5 77 125.5 1362 393 403.3 458.4 497.8
TTse of Fund resources [131] 0.0 0 0.0 0.0 0.0 &0 0.0
Memarandum itens:

Primary fiscal batance {in percent of GDP) 1260 9.5 7.9 36 33 78 .1 9.2 1.0 we 2.3 57 71 34
Non-oil primary balance (in percent of non-oil GDP) -16.8 94 -168 -L.8 0.0 2.0 2.0 4.5 44 -2 LG Ly -4.0 -6.9
Stock of unpaid payments orders at the treasury 177.6 104.3 1218 123.8 64.3 108.8 sL.0 £6.3 595 7.1 720 66.8 626 45.5

Sources: Gabonese awthorities; and g1aff estimates and projections.

I/ During 20(3, the government pays end-2002 nanrzschedulable arrears {CEAT 82 billion) and accamulates arrears on reschedulable current maturities {(CFAF 156 billion). The stock of reschedulable arrears
at end-2003 i projected at CFAF 340 billion. This stock, together with the reschedulahle current maturities in 2004 (CFAF 138 billion), is projected to be rescheduled in 2004.

2/ The 2002 hudget column includes CFAF 16.5 biflion for telephone bills relating to 200%, which the authorities had classified under domestic debt repayment in the draft budget.
3/ For 2001: equity participation in Compagnie Miniére de I'Oguons (COMTLOG) (CFAF 4.1 billion), advance to GPT (CFAF 6.6 billion), the paymem: of Ajr Gahon's deln (CFAF 14.2 billion), and down payments for the

purchase of airplanes for Air Gabon (CEAF L3 bilkion). For 2002: assistance to Air Gabon; and repayment of the CFAF 6.6 billion advance to Gabon Telecom {for the acquisition of 2 marine cable),
4/ "Dther float at the treasury” includes mainly variations in consignmems and operations with autonomous bodies.

5/ Including old debt repayments to Société d'Fau et ¢Energie de Gabon (SEB(G), Nationa] Social Security Furd (CNSS), and Office des Postes et Télécammunication {OFT), as well as deht service on new debt agreenients

with ¢abon Telecom, Gabon Poste, Air (rabon's suppliers, and CNSS.

6/ Restwucturing costs refer 1o social costs of privatization and voluntary departures. During 2002, the government also 1ok over suppliers' credit to Air Gabon and debt owed by public enterprises to CNSS, for CFAF 31 biltion

and CFAF 36 billion, respectively.

¥ Local authorities consist of variations in loeal entities account balances with the Treasury.



Statement by Damian Ondo Maiie, Executive Director for Gabon
November 10, 2003

My Gabonese authorities would like to thank the staff for a very comprehensive report on the
Gabonese economy. The report describes well the challenges that the economy faces, the
efforts being undertaken by the authorities and the policy requirements for the medium term.
My authorities highly appreciate the cordial atmosphere in which the discussions have taken
place, and which have been ongoing over the past year, and the advice provided by the staff,
as well as their assistance in putting in place a comprehensive medium-term program of
economic and structural policies to address the many challenges facing the economy,
including the declining oil production and the high external debt.

The previous Fund-supported program went off track in 2001 due to implementation
weaknesses. However, since January 2002 the government strengthened its efforts and
committed itself to undertake major reforms and to implement polices aimed at addressing
those challenges.

As a first step, and with staff’s assistance, my authorities took measurcs to address the main
causes of the slippages in the past. These efforts were focused on improving governance,
reforming tax and customs administrations, strengthening the Budget and Treasury
Departments, restructuring public enterprises, and creating an environment conducive to
private sector development. The government also adopted an austerity Budget for 2003, In
consultation with staff, and in order to establish a track record, budgetary targets were set and
observed for the first part of 2003. This included the repayment of all external debt-service
arrears to multilateral institutions, as well as arrears to post-cut off date debt and debt service
under the last Paris Club rescheduling owed to bilateral creditors. The authorities’ efforts
were further strengthened in mid-2003 in the context of a Staff Monitored Program. All the
prior actions measures have been implemented, and these actions are consistent with the
medium-term framework that has been established. At the same time the authorities have
been taking actions to build consensus at the national level for the reform program, and my
authorities are hoping that they can receive the full support of the international community,
including the Fund in its implementation.

1. Economic performance in 2002 and 2003

During 2002, although real GDP growth was flat, it was better than the projected—

0.6 percent, as the decline in oil output was less than had been projected due to the oil
companies’ efforts to exploit marginal fields. For 2003, real economic growth rate is
expected to be higher than forecast as oil production and oil prices have been above the
assumptions retained in the budget, and the declining trend in the forestry sector is being
reversed. An important objective of my authorities is the broadening of the nen-oil sector,
and in this context, it is worth noting that the non-oil sector after growing by 0.6 percent in
2002 in real terms is projected to grow further over the medium term. Inflation has been kept
under 2 percent, and the current account balance is likely to register a small deficit in 2003,
following a small surplus in 2002.



Fiscal policy

Since 2002, the government has been progressively restoring fiscal discipline. The 2002
fiscal year even recorded oil revenues surpluses which the authorities decided to put aside in
the Fund for Future Generations located at the regional Central Bank. The fiscal
consolidation efforts were strengthened in 2003 and for the first 9 months of the year,
budgetary execution was broadly in line with the targets set in consultation with Fund staff.
This achievement reflects a tighter control of expenditures thanks to a better monitoring of
budget execution and the full effects of numerous measures implemented the previous year
aimed at improving revenue collection and spending processes, as well as increasing non-oil
revenue. However, while fiscal targets have been met, end-June target for the government
position vis-a-vis the banking system was missed due to larger payments of domestic arrears.

For 2003 as a whole, the fiscal target is a primary surplus of 10.9 percent of GDP. It is an
ambitious target but it is also indicative of the determination of the authorities to strengthen
budgetary management. This fiscal surplus target should be assessed in the context of
declining oil revenue from 21.8 percent of GDP in 2001 to 16.2 percent of GDP in 2003. To
achieve this surplus, the authorities have taken measures which have reduced current
expenditure from 25 percent of GDP in 2001 to 18.5 percent in 2003, and non-oil revenue
has increased from 12.2 percent of GDP in 2001 to 15.5 percent in 2003. As noted above, the
authorities are using a large part of this surplus to meet external overdue obligations.

The measures adopted in 2003 have included, among others, increases in beverage and
tobacco excise taxes, increases in area taxes and stumpage fees in the forestry sector, and a
rise in the domestic consumption tax on fuel. Administrative measures were also taken.
These included the strengthening of customs procedures, stepping up of personal income tax
audits, tax audits of large companies, and increased efforts to collect tax arrears.
Furthermore, the government has eliminated a number of exemptions granted to construction
companies and agribusinesses. The government has also taken steps to reduce public
consumption spending and to contain the wage bill, and is rigorously controlling civil service
staffing levels. However, consistent with the efforts to reduce poverty, the authorities raised
capital spending on health and education to 0.7 percent of GDP in 2003, Measures have also
been taken to control and monitor capital expenditure.

Structural reforms

Since 2002, the government has been strengthening its efforts to enhance fiscal management
and to build institutional capacity for program implementation as well as to improve
governance, restructure public enterprises and promote private sector development. Box 3 of
the staff report gives a non exhaustive list of the measures implemented. The implementation
of reform measures has been in line with the timetable defined with the staff.

In the fiscal sector, the budgetary execution Integrated Information System (SII), formerly
called Crystal, was reactivated in early 2003. Several measures to contain expenditures are
being carried out including the reduction of the number of high-level advisory positions in
the civil service to contain the wage bill. The budget classification was completed and has
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been the basis for the 2004 budget. On the revenue side, the audits of the oil companies were
completed in September 2002 and an action plan to implement the resulting
recommendations is being carried out. A new General Directorate of Taxes has also been
created as a result of the merger of two general directorates and forestry taxes have been
revised.

Concemning governance, laws to combat illicit enrichment were adopted by the Parliament in
2002 and promulgated in May 2003. A commission to combat illicit enrichment has been
created 1n 2002 and 1ts members were appointed in June 2003. The Commission
subsequently participated in a seminar organized with the assitance of the Fund’s Legal
Department on this issue. The new procurement code was adopted and a General Directorate
of Public Procurement was created.

Regarding the improvement of the business climate, a one-stop center has been set up to
facilitate procedures and reduce the delays for the creation of businesses. Moreover, the
significant efforts have been made in the recent past to improve the functioning of judicial
system and legal environment. In particular, Gabon has adopted the Uniform Acts of the
Organization for the Harmonization of Law in Africa (OHADA).

The privatization process is progressing, although it has experienced some delays. In the
agricultural sector, the authorities are determined to restructure the agribusiness enterprises
with a view to their privatization. Thus, as regards the palm oil company, AGROGABON,
and the rubber production company HEVEGAB, following unsuccessful bids, temporary
administrators have been appointed with the task of launching tenders for privatization, while
rehabilitating the processing plants, The tender for privatization of HEVEGAB was launched
in September 2003. The privatization of GABON TELECOM has been delayed as investors
wcre more interested in a management contract than in taking over the company, Taking into
account investors’ sentiments, a new strategy has been defined and tenders have been
launched in June 2003 for the sale of controlling shares, coupled with a management
contract. A reorientation of the restructuring strategy for AIR GABON has been done in
partnership with a major airline company. A new financial manager has been appointed
following the tenders launched worldwide.

Within the framework of the ongoing reform of the National Social Security Fund (CNSS)
and with the assistance of the ILO and the World Bank, the government has launched tenders
for the privatization of the management of the three CNSS’ hospitals in July 2003.

The government recognizes the importance of a strong financial sector in the development
of the Gabonese economy. In this context, it is implementing measures to deepen the sector
and maintain its soundness. The regional banking commission has increased the number of
inspectors and more focus will be placed on risk diversification. Regulations establishing
operating conditions for microfinance organizations have been adopted, and the creation of a
network of mutual savings and loan institutions in rural areas has also been undertaken.

My autherities are very grateful for the technical assistance provided by the Fund in the
fiscal, legal statistical and policy management areas. Fund assistance has proven to be useful
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as it has enabled the identification of weaknesses and helped in designing the solutions to
address them.

II. The Debt Situation

Gabon’s debt situation is very difficult. The external debt to GDP ratio stood at about

63 percent in 2002, and was over 108 percent of export receipts. The external-debt-service
(before rescheduling) burden is very heavy and absorbs about 34 percent of government
revenue. With oil exports projected to decline rapidly in the coming years, this debt burden
will likely increase. Despite the strong fiscal adjustment effort of the authorities to develop a
large primary surplus, this effort is not enough to cover the financing gap, unless it is
accompanied by a rescheduling of debt obligations from bilateral creditors. Rescheduling at
appropriately concessional terms will support the authorities’ efforts at diversification and in
the fight against poverty, which, as noted by the staff, is very similar to HIPCs.

II1. I-PRSP

In view of the high level of poverty in the country, the Government has made poverty
reduction a central part of its economic strategy over the medium term. This has been
translated into the preparation of an [-PRSP in consultation with many stakeholders. The
I-PRSP has been adopted by the government and is consistent with the Loi de Développement
et d’Aménagement du Territoire (LDAT) that has 7-year horizon period. In the I-PRSP, the
authorities identify the areas that will receive attention, and these include education, health,
vocational training and agriculture, among others.

The I-PRSP describes the consultative process, the depth of poverty and outlines the strategy
to address the poverty issue and identifies the sources of growth and employment creation. It
also outlines the strategy that will be pursued to improve the education level and health
services, It explains clearly that the efforts of the authorities will focus on consolidating
macroeconomic equilibria, diversifying the economy, and developing human resources.

On the basis of comments by stakeholders and partners, the authorities will develop a full
PRSP which they hope will be ready by the middle of next year. Moreover, the authorities
have launched since 2002 a revolving investment program within the country, This program
aims at annually investing in two different provinces in the renovation and the building of
social infrastructures such as roads, schools and health centers,

IV.  Medium-term Outlook, Policies and Objectives

Over the next years, my authorities will pursue steadfastly their adjustment efforts already
started, and address the increasing social needs and promote economic diversification
through the implementation of a coordinated set of policies. In their LDAT, my authorities
identify forestry, tourism, fisheries and agro-industry as non-oil sectors where there is a
potential for growth. The non-oil sector is projected to average a growth rate of 4 per cent per
annum during 2004-06 fuelled by higher investment and an improvement in the business
climatc. The average annual inflation is expected to be around 2 percent. With oil output



-5.

projected to fall by one-third in that period, the external current account balance is projected
to shift from a surplus of 0.7 percent of GDP in 2002 to a deficit of 5.5 percent in 2006.

A major effort will be focused on fiscal consolidation, which will require an even greater
mobilization of non-oil budgetary revenue and more efficient management of oil revenue.
Nonpriority expenditure will be reduced and the wage bill will be more rigorously controlled.
The measures that the authorities are introducing are expected to offset partially the decline
in oil revenue. As oil revenue declines from 17.7 percent of GDP in 2002 to 8.9 percent in
2006, non-oil revenue is projected to increase from 13.9 percent of GDP to18.1 percent, so
that by 2006, government revenue should remain around 27 percent of GDP, compared to
31.5 percent in 2002. The authorities will also take strong measures to reduce expenditure on
goods and services and transfers, As a result primary current expenditure will be reduced
from 19.7 percent of GDP in 2002 to 16 percent in 2006, while capital expenditure will be
stabilized at around 5 percent of GDP.

V. Policies for 2004
Fiscal policy

Fiscal consolidation will remain the cornerstone of my authorities” adjustment efforts in 2004
with the authorities continuing to enhance the effectiveness and transparency of budget
management. Non-oil revenue is projected to increase to 15.9 percent of GDP on the basis of
measures already taken in 2003, and a further strengthening of tax administration and the
effective implementation of new tax provisions. In this context a Fund FAD Technical
Assistance mission is presently in Libreville helping the authorities to strengthen tax
administration. Primary expenditure is targeted to decline to 20.7 percent of GDP, as the
authorities continue to implement measures to contain and reduce outlays. As a result, the
primary surplus is projected at 8.4 percent of GDP, which will allow for a further reduction
of the public debt-to-GDP ratio. The authorities, however, expect that the reduction in non-
priority current expenditure will allow for increases in the outlays for the social sector and
economic infrastructure.

Structural reforms

The reform agenda comprises of measures to improve governance, facilitate cconomic
diversification and combat poverty. Those consist of accelerating and completing the civil
service reform, notably the preparation of new organization charts to streamline
cumbersome government structure and the computerized civil service management system to
ensure consistency between the payroll and the civil service roster. Likewise, the
privatization program will be pursued with the expected sale of Gabon Telecom,
HEVEGAB and AGROGABON in 2004.

As regards governance, the government will finalize the decree on the wealth declaration by
public officials, for which it has benefited from Fund T/A, and adopt the draft ethics code
for government officials currently under preparation. The 2004 Budget includes adequate
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provisions for the operations of the Commission Against Ilicit Enrichment and the
Commission will publish quarterly and annual reports on its activitics.

In order to stimulate the growth in the non-oil economy, the government will continue to take
steps to improve the business climate, promote competition and create adequate
infrastructure. To this aim, it will give priority to sectoral infrastructure program such as the
improvement of the road network and the rehabilitation of the ports in the context of the
Priority Action Program for Urban Sector and Transport (PAPSUT) supported by foreign
lenders and donors, and improvement of telecommunication services. The government will
also improve the operation of the one-stop center for investors. In coordination with the
Foreign Investment Advisory Services (FIAS) of the IFC, the World Bank will carry out and
complete an analysis of the impediments to investing in Gabon. Meanwhile, the government
will abolish the General Directorate of Price Controls by end-December 2003 and will create
a General Directorate of Competition and Consumption. It will also remove all remaining
import surtaxes. On the judicial front, further mechanisms to facilitate recourse to arbitration
as a means of resolving commercial disputes will be established over time.

Monetary policy and financial sector issues

Regional monetary policy will continue to be pursued in a manner consistent with the fixed
exchange rate regime. Fiscal consolidation during 2003-06 will reduce the need for bank
lending to the government and will allow for an expansion in bank credit to the private sector
in line with the projected nominal GDP growth of the non-oil sector. The regional
commission COBAC will continue to monitor the developments in the banking system in
Gaben, which remains sound.

VI. Staff Monitored Program

As noted above and described in the staff report, the authorities are implementing an SMP
that covers the period September-December 2003. At end-September, the overall fiscal
balance was met. However, there were slight differences from the program, as regards
revenue and expenditure. While indirect tax collections were running above targets, the
overall non-oil revenue fell short of program, mainly due to lower than projected non-oil
sector growth, As regards the shortfall in company profit taxes, this was mainly due to the
large provisioning by the biggest commercial bank, in compliance with banking laws in the
context of strengthening financial stability. Oil revenues exceeded program projections, but
the excess revenue will not be used to finance higher expenditure. On the expenditure side,
outlays for the wage bill were slightly higher than programmed because of the regularization
of advancements following the 2001 civil service census. These regularizations are consistent
with the ongoing reforms. The measures to curtail the number of special advisors were taken
in August, but because of the need to comply with labor laws, the budgetary savings have not
been felt yet. All other current expenditures were on target, and debt service on
non-reschedulable arrears was serviced on a timely manner, except for some small payments
on which clarifications from creditors are required. On the larger than programmed bank
financing to the government, it was due also to the lower than projected non-oil revenue, and
the drawing down by various quasi-government agencies of their accounts at Treasury.
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The authorities do not expect this situation to continue, and are confident that the end of year
target will be achieved.

Although my authoritics recognize that minor deviations occurred as regards indicative
fiscal targets, they would also point out that they met the September fiscal benchmarks, and
that they have fully implemented the policy measures. My authorities will continue to
monitor closely the revenue and expenditures performance, and will take any additional
measure deemed necessary to keep the program on track. In addition to the pursuit of
adjustment policies in the fiscal sector and of the reform agenda as described above, the
government has adopted a draft budget law for 2004 based on the new budget classification
system, in which budget of the road fund and adequate operational resources for the anti-
corruption commission has been integrated. Together with the 2004 drafi budget law, a report
on the execution of the investment for the three first quarters of 2003 will be prepared.

YII. Conclusion

While recognizing that program implementation in the past has been mixed, since 2002 the
government, in close collaboration with the staff, has been implementing a comprehensive
program of reforms that addresses the many challenges that the country faces. These
challenges include declining oil production, an excessive debt level, and the increase in the
incidence of poverty. The program of economic and financial adjustment that they are
following and the encouraging results that they are obtaining, in particular, towards
macroeconomic stabilization, are strong testimony to that effort. The significant
improvement in the fiscal sector and the deepening of reforms, as well as the broadening of
the non-otil sector that is taking place indicate well that the authorities’ strategy are
appropriate. The adjustment program that they have followed has helped to set a strong
foundation for further reforms. But the deepening of these reforms and the replacement of
the oil and government sectors by the non-oil sector will take time and will require large
amount of resources. Therefore, my Gabonese authorities are requesting the support of the
international community for their efforts. They look to the Paris Club for further debt
rescheduling and to the Fund for a medium-term program, which they view as most
appropriate for the large structural reforms that they are committed to undertake.

Finally, I would like once again to ask my colleagues for their full support for my authorities’
efforts as well as for the request for a Fund-supported program that could start early next
year.



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

