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EXECUTIVE SUMMARY

Recent developments

. The corrective measures taken by the authorities since June 2001 have been
successful in bringing the program back on track. All end-September 2001
quantitative performance criteria and benchmarks were met, except for a small and
temporary accumulation of external payments arrears, for which the authorities are

requesting a waiver. The two structural benchmarks at-end September 2001 were also
observed.

. Despite delays in foreign aid disbursements, the fiscal stance through end-
September 2001 was in line with the revised program. The basic budget deficit was
smaller than programmed, owing to higher budgetary revenue and a containment of
current budgetary expenditure. An improved monitoring of the domestic payments
arrears strategy allowed for a slightly greater than programmed reduction of domestic
payments arrears.

. Building upon the satisfactory performance at end-September, the authorities
have maintained the thrust of their policies in order to achieve the program
objectives for 2001. The economy has benefited in this regard from favorable weather
conditions and a satisfactory agricultural production in the second half of 2001.
Economic growth is expected to exceed program projections and reach 5.1 percent in
2001. In view of delays in foreign assistance and to prevent any budgetary slippages,
the government delayed the release and reduced the amounts of available commutments
for the fourth quarter.

. A full PRSP, prepared through an extensive participatory approach, has been
finalized. It includes a sound analysis of poverty in Niger and presents a clear strategy
to alleviate it. The implementation of the presidential program for poverty reduction,
financed by resources freed under the HIPC Initiative, has proceeded satisfactorily as a
result of strong ownership and close monitoring.

Policies for 2002

. Discussions focused on the implementation of the first annual program, the
macroeconomic implications of the authorities’ poverty reduction strategy,
external financing issues, and the reform of the financial sector. In particular, the
authorities stressed their concerns regarding the volatility and uncertainty of aid flows
and reiterated their commitment to a prudent external debt policy in light of the high
debt burden.

. The program for 2002 aims at supporting the recovery of economic activity and
setting the stage for an effective reduction of poverty through continued fiscal
adjustment, a deepening of structural reforms, and the implementation of the



PRSP. Based on conservative assumptions, economic growth should reach 4.1 percent
in 2002, leading to a 1 percent increase in per capita income. Inflation is projected at
2.1 percent on an end-of-period basis. The external current account deficit is anticipated
to widen slightly. The external financing gap is expected to be filled, based on
financing assurances already received from Niger’s development partners.

. The 2002 budget is in line with the objectives of the PRGF-supported program
and aims at limiting the financing gap and alleviating cash management pressures.
The program targets a reduction of the basic deficit to 2.1 percent of GDP, through a
significant increase in budgetary revenue and a containment of expenditure, and a
further reduction of domestic payments arrears.

. The authorities will continue to implement structural reforms in 2002 in
collaboration with the World Bank. In particular, the momentum of the privatization
program will be maintained, and a financial sector reform program will be
implemented.

. The program is subject to two main risks. The high reliance of the budget on foreign
assistance can impede the government from realizing some of its objectives if
disbursements do not materialize on time. Also, despite recent improvements, technical
capacity to implement the program remains weak.

Hdek

In light of the above-mentioned developments, the staff recommends that the Executive
Board approve the requested waiver and complete the second review under the PRGF
arrangement.



I. INTRODUCTION

1. Discussions on the 2001 Article IV consultation and the second review and the
second annual program under the Poverty Reduction and Growth Facility (PRGF)
arrangement were held in Niamey during November 12-26, 2001.! The arrangement, covering
the period October 2000-September 2003, was approved by the Executive Board in an amount
of SDR 59.2 million (90 percent of quota) on December 14, 2000 (EBS/00/244, 11/29/00; and
EBS/00/235, 11/21/00). At the same date, Niger’s decision point under the enhanced Heavily
Indebted Poor Countries Initiative (HIPC Initiative) was reached, with a common reduction
factor for all creditors estimated at 53.5 percent (EBS/00/256, 12/06/00). The first review
under the PRGF arrangement was completed on August 3, 2001 (EBS/01/123, 7/20/01), and
two disbursements totaling SDR 16.9 million have been made to date.

2, As of end-November 2001, Niger’s outstanding use of Fund resources amounted to
the equivalent of SDR 65.2 million or 99.1 percent of quota (Table 1). Niger has accepted
the obligations of Article VIIT and maintains an exchange system free of restrictions on
payments and transfers for current international transactions. Niger’s relations with the Fund
are summarized in Appendix 1. The World Bank maintains an active portfolio of ten projects in
various sectors. A water sector project (US$48 million} and a public expenditure adjustment
credit (US$70 million) were approved in 2001. Niger’s relations with the World Bank are
summarized in Appendix II. Niger’s economic and financial database remains weak, especially
in the areas of national accounts, balance of payments, and external debt. Statistical issues are
discussed in Appendix III, and a provisional work program under the Fund-supported program
is inchuded in Appendix TV. '

3. In the attached letter, memorandum of economic and financial policies (MEFP),
and technical memorandum of understanding, the Minister of Finance and Economy
reviews performance under the program at end-September 2001 and presents the
authorities’ program for 2002, for which they request Fund support as well as continuing
Fund interim assistance under the enhanced HIPC Initiative {(Appendix V). The program for
2002 is built upon the full poverty reduction strategy paper (PRSP; EBD/02/8, 1/17/02),
which is circulated separately with the joint staff assessment (EBD/02/9, 1/17/02). The PRSP
was prepared through an extensive participatory approach and approved by the Cabinet of
Ministers after validation in a national workshop held in Niamey in late November. It includes

a sound analysis of the current status of poverty in Niger and presents a clear strategy to reduce
it over the medium term.

! The Nigerien representatives included Mr. Gamatié, Minister of Finance and Economy:
Mr. Soumana, National Director of the Central Bank of West African States (BCEAQ); and
other senior government officials. President Tandja and Prime Minister Hama Amadou also
met with the mission. The staff team comprised Mr. Maret (head), Mr. Caupin, Mr. Wane,

Ms. Adenauer, (all AFR), Mr. Gudmundsson (SEC), and Mr. N’guiamba, the Fund Resident
Representative.



II. BACKGROUND AND RECENT ECONOMIC DEVELOPMENTS

4. In concluding the 2000 Article IV consultation in December 2000, Directors
supported the efforts of the new authorities, democratically elected at end-1999, to
resume the economic and structural reform program interrupted by the political events
of April 1999 (EBS/00/244). Directors welcomed the authorities’ program, to be supported by
the PRGF, and noted in particular the authorities’ determination to consolidate the fiscal
situation and establish a satisfactory track record of performance.

5. Performance under the program at end-March 2001 was mixed as a result of
weaknesses in program implementation and monitoring, but Directors, in completing the
first review under the PRGF arrangement in August 2001, welcomed the corrective
actions taken to bring the program back on track and endorsed the revised program for
2001. In this context, they urged the authorities to implement their strategy to reduce domestic
payments arrears, strengthen expenditure control, and ensure the flexibility of petroleum
product prices in accordance with the new pricing system implemented in August 2001.
Directors also stressed the importance of a cautious external borrowing policy consistent with
Niger’s debt sustainability.

A. Economic Developments as of End-September 2001

6. Despite delays in foreign aid disbursements in the second and third quarters of
2001, the corrective measures taken by the authorities have been successful in bringing
the program back on track. All end-September 2001 quantitative performance criteria and
benchmarks were met, except for a small accumulation of external payments arrears, which
were cleared on December 24, 2001 as a prior action for the completion of the program review
(Table | of the MEFP).> The authorities are requesting a waiver of nonobservance for this
continuous performance criterion. Budgetary developments were in line with program targets,
and the quantitative benchmarks on budgetary revenue, the wage bill, and the basic budget
deficit were observed at end-September 2001, as well as the quantitative performance criterion
on the reduction of domestic payments arrears.’ Delays in the disbursement of external
assistance resulted in a level of net bank credit to the government higher than the unadjusted
program ceiling, but this ceiling, adjusted for the shortfall in external aid flows, was observed.”

* The external payments arrears occurred vis-a-vis two Paris Club members on post-cutoff-debt
service while the bilateral agreements were being finalized and vis-&-vis the International Fund
for Agricultural Development (IFAD) because of difficulties in reconciling maturity schedules.

? The basic budget deficit is defined as budgetary revenue, excluding grants, minus total
expenditure, excluding foreign-financed investment projects.

* In line with the technical memorandum of understanding and the amount of net foreign
assistance for end-September 2001 indicated in Table 1 of the MEFP attached to the previous
staff report (EBS/01/123), Fund financing is excluded from exceptional external assistance for
the purpose of adjusting the ceiling on net bank credit to the government (NCG) because NCG
(continued)



In line with their commitments, the authorities did not contract new loans on a nonconcessional
basis and did not draw on the loans of the West African Development Bank (BOAD) that were
signed in April 2001 but did not meet the program requirement of a 50 percent grant element.
Finally, the two structural benchmarks at end-September 2001 on establishing provisional
opening balances of the treasury accounts for January 1, 2001 and defining a new budgetary
nomenclature were observed (Table 2 of MEFP).

7. The fiscal stance through end-September 2001 was in line with the revised
program. The basic budget deficit was smaller than programmed by CFAF 8 billion (or

0.5 percent of annual GDP) and was limited to CFAF 35.3 billion (Table 3). Although
budgetary revenue, nontax revenue in particular, performed well, this outcome reflects mainly
a containment of current budgetary expenditure at CFAF 109 billion, or 90 percent of the
program level. The measures to bring the expenditure program back on track in the wake of the
excess release of budget allocations in the first quarter of 2001 were effective in achieving this
result, which also benefited from smaller-than-envisaged needs in food assistance. Regarding
capital outlays, the implementation of the presidential program for poverty reduction, financed
by resources freed under the HIPC Initiative, proceeded satisfactorily as a result of strong
ownership and close monitoring, while the execution of the regular public investment program
was slower than envisaged, particularly for the foreign-financed projects. These developments
led to an overall budget deficit equivalent to 5 percent of GDP, some 1% percentage points of
GDP below the program ceiling. Improved monitoring of the domestic payments arrears
strategy allowed for a slightly greater than programmed reduction of domestic payments
arrcars, equivalent to about CFAF 13 billion (or nearly 1 percent of GDP) since the beginning
of the year. However, the sizable shortfall of external project financing and budgetary
assistance in the second and third quarters of 2001 resulted in severe cash constraints at the
level of the treasury.” Net bank credit to the government consequently exceeded the unadjusted
programmed ceiling by 0.8 percent of GDP but remained within the allowed adjusted ceiling.

8. Monetary developments as of end-September 2001 were strongly affected by the
budgetary outcome. Broad money grew by 13.9 percent during the first nine months of 2001,

already includes onlending of Fund financing by the central bank to the government, as usual
in CFA franc countries. The observance of the net bank credit to government performance
criterion at end-September 2001 is based on this interpretation. Footnote 10 to Table 1 of the
previous MEFP was inconsistent with the amount indicated in the body of the table, as it
incorrectly included Fund financing within exceptional external assistance for calculating the
adjustor. Footnote 10 is corrected prospectively in Table 1 of the attached MEFP.

> In particular, the European Commission {(EC) decided in June 2001 to freeze its budgetary
support while auditing EC-financed expenditure over the period 1996-2001. The audit has
estimated an amount of CFAF 14-18 billion (about 1 percent of GDP) of noneligible payments
that are subject to a reconciliation process by the government. The EC is expected to resume its
budget assistance in 2002. A World Bank disbursement was also delayed until mid-December
2001 because of delays in the privatization of the telecommunications company, SONITEL.



compared with 1.9 percent under the program, because of the significant increase in net credit
to the government (Table 4).° Credit to the economy remained almost flat, following its
considerable increase in 2000. Bank claims on the energy sector continued, in particular, to
account for nearly 25 percent of total bank credit to the economy, reflecting financing of the
sector’s recent financial losses linked to retail prices administratively set below supply cost in
1999-2000—prior to the introduction of the new pricing system of petroleum products in
August 2001—and pending understandings on the settlement of these lossess by the
government,

9. Niger continued to make significant progress on structural reforms. The reform of
the budgetary expenditure process, including the strengthening of budget execution and
monitoring, proceeded sufficiently well to be supported by a new public expenditure
adjustment credit of the World Bank (US$70 million), to be disbursed in 2001-02. Similarly, as
mentioned above, a new budgetary nomenclature was prepared, and provisional opening
balances were established for the 2001 treasury accounts, while work on the closing of the
2000 accounts continued. Moreover, the unification of the investment and the general budgets
was made possible by the merger of the Ministries of Finance and Planning in the context of a
cabinet reshuffle in September 2001.

10.  Concurrently with the reforms of budget management, the authorities proceeded
in the third quarter of 2001 with the implementation of the new pricing and taxation
system for petroleum products adopted in August 2001 and with the privatization of the
telecommunications company, SONITEL. However, the privatization of SONITEL was
affected by delays, as a strategic investor for a 51 percent share in the company’s capital was
selected only in early November, paving the way for the approval of the World Bank public
expenditure adjustment credit by end-November 2001. As for the implementation of the
automatic, flexible, and transparent pricing system for petroleum products, the authorities
suspended its implementation in October 2001, thus preventing the first price variation, a price
increase, that would have resulted from the new system. The authorities viewed the price
increase implied by the system as temporary in the wake of the September 11 events and were
concerned about the social impact—and the public rejection—of such an increase. The
authorities have nevertheless remained committed to the new system, and they are conscious of
the detrimental impact of stop-and-go policies on the government’s credibility. The
implementation of the petroleum product pricing system resumed in November 2001, and retail
prices of petroleum products had falien by nearly 10 percent by year’s end, thus alleviating the
authorities’ concern about public acceptance of possible future increases. Therefore, they
intend to implement the system as scheduled on a monthly basis; this is a performance criterion
under the arrangement.

® Difficulties in estimating cross-border flows of national banknotes within the CFA franc zone
of the WAEMU lead to large, unexplained monthly fluctuations in Niger’s statistics for money
in circulation and net foreign assets, and require caution in assessing monetary developments
and the contribution of Niger to the international reserves of the Central Bank of the West
African States (BCEAQ).



B. Objectives for End-2001

11. As explained in the attached MEFP, the authorities maintained the thrust of their
policies in order to build upon the satisfactory performance at end-September 2001 and
achieve the program objectives for 2001 (Table 2 and Figure 2). The economy benefited in
this regard from favorable weather conditions and satisfactory agricultural production in the
second half of 2001. Preliminary information based on surveys in the rural areas indicates that
cereal production will exceed the country’s anticipated requirements for 2002 by more than
200,000 tons. The recovery of overall output in 2001 is thus expected to have exceeded
program projections and to have resulted in a rate of economic growth of 5.1 percent, led by a
10 percent increase in agricultural production. This outcome follows a decline in economic
activity in 2000 that has been revised to minus 1.4 percent. The decline in food and petroleum
product prices in the last quarter of 2001 has also brought the 12-month inflation rate from
4.7 percent at end-September to 3.2 percent at end-2001.

12. The current account deficit, excluding grants, is expected to have been limited to
8.4 percent of GDP in 2001, less than initially projected under the program (Table 5).
Agricultural exports were sluggish because of the bad harvest in 2000, but strong cattle exports
and increased reexport activities resulted in a stabilization of overall export levels, compared
with 2000.” Although imports of food products grew to offset lower domestic output,
petroleum imports were contained in value because of the fall in international oil prices. A
slower execution of the public investment program also led to lower-than-expected capital
goods imports. The current account deficit was financed, inter alia, by the interim HIPC
Initiative assistance and debt relief already obtained or still under discussion. As a result, a net

accumulation of CFAF 3.8 billion in net foreign assets of the central bank was expected for
end-2001.

13.  The authorities were committed to achieving the budgetary targets at end-2001
but expressed concern about delays in disbursements of sizable external budgetary
assistance in the fourth quarter of 2001, particularly by the World Bank (US$30 million)
and the African Development Bank (SDR 6 million). To prevent any budgetary slippages
and large accumulations of domestic payments arrears on 2001 spending, the government
delayed the release and reduced the amounts of available commitments for fourth quarter
spending by about 0.6 percent of GDP. Based on these measures, the main budgetary
objectives for 2001 would have been reached. In particular, the basic budget deficit would have
been limited to 2.9 percent of GDP at year’s end, compared with a program objective of

3.6 percent of GDP. However, the late disbursements of foreign aid could have affected the
programmed reduction of domestic payments arrears in light of the lengthy payment
procedures to clear payments arrears. The smaller reduction of domestic payments arrears
would have led to an accumulation of government deposits by year’s end.

7 The real effective exchange rate during the first nine months of 2001 appreciated by about
2 percent over the 2000 average. However, the gains in external competitiveness achieved
through the 1994 devaluation remained largely preserved (Figure 1).
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IIl. POLICY DISCUSSIONS

14.  With a per capita income of about US$200, Niger is one of the poorest countries in
Africa and is ranked very low on all social indicators (Table 6).% Its main economic
activities, agriculture and livestock (which represents approximately 40 percent of output), are
highly vulnerable to weather-related shocks. The export base is limited to uranium (Box 1),
which has suffered from a secular decline over the past 15 years, and a few agricultural
products and cattle, destined mainly for Nigeria and the subregion. The formal sector accounts
for only 25 percent of economic activity, thus hampering the ability of the government to
collect taxes. Efforts to diversify the economy in the years ahead will crucially depend on
investment in human capital and physical infrastructure, as well as policies to promote the
development of the private sector.

15. Since the election at end-1999, the authorities have been able to reestablish
economic, social, and political stability in the country. The political situation remains tense;
however, with a majority at the National Assembly and broad support from the population, the
government has benefited from the social and political support necessary to implement its
program of economic reforms.

A. Main Issues Discussed

16.  Discussions focused on the implementation of the first annual program, the

macroeconomic implications of the authorities’ poverty reduction strategy, external financing
issues, and the reform of the financial sector,

Program implementation

17.  Inreviewing the implementation of the first annual program and their track
record since coming to power in late 1999, the authorities were satisfied with the
following achievements: (i} reinforcing social peace, as well as political and macroeconomic
stability; (11) ensuring the regular payment of civil service salaries and the payment of several
months of salary arrears; (iii) restoring the process of fiscal adjustment; (iv) resuming
cooperation with the donor community; (v) giving new momentum to the structural reform
program, regarding not only budget management, governance, and privatization but also
reform of the petroleum product pricing system; and (vi) embarking on the elaboration and
implementation of a poverty reduction strategy that benefits from resources freed by debt relief
under the HIPC Initiative and that is based on national ownership, as well as on civil society

; Niger ranks 161* of the 162 countries listed in the 2001 human development index published
by the United Nations Development Program (UNDP).
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Box 1. Niger: Recent Developments and Trends in the Uranium Sector

Uranium is Niger’s main source of exports, accounting for 35 percent of total merchandise exports in 2000,
That share was considerably reduced over the past ten years, falling from close to 70 percent in 1991.
Uranium production, which gencrates 4 percent of budgetary revenue, is carried out by two companics,
Cominak and Somair. Relations between the two companies and Niger are based on a long-term convention
with the authorities that was renewed in November 2001, and which guarantees a satisfactory legal
framework until 2013, Since mining operations began in 1971, agreements with the Nigerien authorities
have always been respected.

The shareholders of Cominak are Cogema (France, 34 percent), Onarem {Niger, 31 percent), Ourd (Japan,
25 percent), and Elusa (Spain, 10 percent). Cominak’s production amounts to 1,960 tons per year, with
purchases determined according to the level of ownership of its three foreign sharcholders, based on five-
year contracts during the period of execution of which purchases are guaranteed. The current multi-annuat
contract will expire at the end of 2002, and discussions have yet to be held for the peried 2003-07.

The two shareholders of Somair are Cogema (63.4 percent) and Onarem (36.6 percent). Somair’s production
amounts to 1,000 tons per year and is sold exclusively to Cogema. This level of production is low relative to
capacity, and an additional 200-300 tons could be produced with no increase in fixed costs if there were to
be an increase in demand. The financial health of Cominak and Somair is sound, and both companies have
witnessed a turnaround in profitability over the past two years,

Uranium prices are negotiated between the authorities and the forcign sharcholders of Somair and Cominak
on an annual basis, in CFA francs. Negotiations on the purchase price for 2002 were held in the first week of
November 2001 and preliminary negotiations pointed to a slightly reduced price. The negotiated price of
uranium for 2001 was estimated at about 25 percent above international spot contract prices, which, because
of excess supply, have been on a downward trend since the early 1980s.

In spite of the declining trend in the industry, Cominak and Somair are confident regarding the long-term
outlook for their companics. They consider that the search for alternative forms of energy to reduce carbon
dioxide emissions is likely to lead to an increase in the demand for uranium, and that the price for uranium
will stabilize and increase in the future. Even though new investment projects are unlikely to materialize in
the coming five years, both companies are about to undertake exploration to identify new reserves, which
are considered by experts to be abundant in Niger.

consultation and participation. They also recognized certain weaknesses observed in program
implementation, such as the limited institutional capacity, the delays in some aspects of
structural reform, and the stop-and-go policy followed for petroleum product pricing in
October 2001, but indicated their willingness to address these aspects decisively, In this
context, the authorities were appreciative of the constructive support provided by the donor
community for their program and argued for greater coordination among donors. The staff
agreed with the thrust of these comments and recognized some of the inherent difficulties faced
by Niger in implementing a strong adjustment program,

18.  An important issue in the beginning of 2001 was the persistence of institutional
weaknesses that hindered the implementation of the program. The authorities indicated
that they had taken measures to strengthen program monitoring but agreed that further building
of institutional capacity was needed. In this regard, they were appreciative of the technical
assistance provided by the two Fund resident experts on strengthening the tax and treasury
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administration, as well as the budget expenditure process. The staff commended the efforts of
the authorities to improve program implementation, in particular through the strengthening of
the budgetary process and the recent unification of the current and investment budgets. The
staff urged the authorities to pursue these reforms, as well as strengthen external debt
management.

Poverty reduction strategy and macroeconomic implications

19.  The major concern of the authorities is to go beyond a stable macroeconomic
framework and ensure a sustained revival of economic activity. Although they felt that the
measures already implemented had contributed to this end, they wished to achieve faster
results, with a view to effectively reducing poverty. The staff noted the need to stay the course
on structural reforms and focus on the implementation of the poverty reduction strategy,
particularly the measures related to rural development. The authorities concurred and noted
that their current plans to develop irrigation infrastructure for agriculture would reinforce the
prospects for rural development.

20.  The authorities indicated that the 2002 budget was consistent with the newly
established poverty reduction strategy (PRS) and their proposed medium-term fiscal policy
to implement this strategy which hinges on (1) giving as much priority as possible to social
sector expenditure; (ii) improving the efficiency of public expenditure; and (iii) significantly
increasing the revenue-to-GDP ratio to augment domestic resources, not only to ensure fiscal
sustainability but also to finance poverty reduction programs. In this context, the authoritics
highlighted the positive impact of the poverty reduction program initiated by the President of
Niger in 2001 and financed by the resources freed under the enhanced HIPC Initiative (MEFP,
para. 30). The 2002 budget includes an amount equivalent to 0.7 percent of GDP for the
continuing implementation of this program, which relies on participatory approaches at the
local level to build classrooms, primary health centers and rural water wells. The 2002 budget
also includes a set of additional poverty reduction measures 1llustrating the government’s
determination to implement the priorities of the PRSP (MEFP, paras. 31 and 32).

21.  Nonetheless, the authorities noted some difficulties in implementing their strategy
because of (i) the rigid structure of expenditure in the short term; (ii} the necessity to maintain
a manageable budget deficit in order to avoid unsustainable indebtedness; and (iii) the
problems in coordinating with donors, who contribute up to 80 percent of the investment
budget. They mentioned that the education program financed by the World Bank had lapsed
and that they had to support in 2002 the financing of the locally-hired contractual teachers
previously paid under this program (about 0.3 percent of GDP). In the near future, the
authorities intend to improve further the quality and structure of expenditure, carry out with the
collaboration of donors social impact analyses of policy measures adopted, and improve
coordination with donors as a result of the poverty reduction strategy process. In this context,
the staff welcomed the government’s intent to conduct a comprehensive public expenditure
review and supported the organization of a donor forum to discuss issues related to external aid
coordination and financing of the poverty reduction strategy. The outcome of these initiatives
will be very important for the fine-tuning of the strategy and its implementation.
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External financing issues

22. The authorities stressed their concerns regarding the volatility and uncertainty of
aid flows. Against a background of a low revenue-to-GDP ratio and limited bank government
deposits, the government suffers from severe cash constraints as soon as an expected
disbursement is delayed, hampering, inter alia, its ability to reduce domestic payments arrears
as intended. The staff concurred on the necessity to improve aid predictability and avoid delays
in disbursements but noted also in this respect the need for the authorities to implement
programs financed with the help of the donor community on a timely basis. The staff also
recommended that the authorities strengthen cash management and budgetary planning, and
establish an appropriate level of precautionary cash balances that could be used as bridge
financing in case of aid delays. Improving cash management has been set as one of the main
objectives of the 2002 program.

23.  Aware of the very high level of Niger’s external indebtedness, the authorities remain
committed to conducting a very prudent debt policy and to securing only highly
concessional loans. The staff commended the efforts of the authorities to conform the recent
lending of the BOAD to the program requirement of a 50 percent grant element. These efforts
have resulted in a BOAD Executive Board decision in December 2001 to grant the required
additional concessionality on the four remaining loans failing to meet the program
requirement. The authorities were concerned, however, about the effective additivity of the
enhanced HIPC Initiative assistance in light of the large financing gaps they faced and the
difficulties they might encounter in closing these gaps. They also mentioned problems in
increasing the share of grant financing and expressed concerns about long-term debt
sustainability. The staff noted the authorities’ concerns and reiterated the conclusions of the
debt sustainability analysis made at the time of Niger’s decision point under the enhanced
HIPC Initiative. In particular, the staff stressed that Niger’s long-term external debt
sustainability hinges on good economic performance and the implementation of a prudent
external financing policy that relies heavily on grants complemented by limited amounts of
very concessional external debt to reduce the debt burden. The staff welcomed the progress of
the authorities in resuming relations with the donor community and their intent to review these
external financing issues in 2002. The staff commended the high priority given by the
authorities to targeting a realistic financing gap and capping it to about 5 percent of GDP,
because of the limited availability of grants and highly concessional budgetary loans.

24, In this context, the authorities have made good progress in negotiating traditional
debt relief, reaching final agreements on the clearing of external payments arrears, and
eliciting commitments and confributions under the enhanced HIPC Initiative, In
particular, following the debt-relief agreement in January 2001 with the members of the Paris
Club,” Niger finalized individual agreements with each Paris Club creditor, except for France,

? The agreement includes a flow rescheduling on Cologne terms of debt service due in
2001-03, a rescheduling of external payments arrears on pre-cutoff-date debt on Naples terms,
and a rescheduling of post-cutoff-date payments arrears over a period of ten years.
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pending French parliamentary approval of external debt cancellation.'® Niger has also
embarked on a wide range of negotiations with non-Paris Club creditors on pre-cutoff-date and
post-cutoff-date debt in order to obtain debt relief comparable to the Paris Club agreement and
secure these creditors’ participation in the enhanced HIPC Initiative. ' Finally, the settlement
of external payments arrears vis-a-vis multilateral creditors was completed in 2001 except for
the Economic Community of West African States (ECOWAS), which has not replied to
requests of the authorities. Payments arrears to the African Development Bank were paid in
early 2001, and rescheduling agreements with the Isiamic Development Bank (IsBD), the Arab
Bank for Economic Development in Africa (BADEA}, and the Organization of the Petroleum
Exporting Countries (OPEC) Fund are being implemented. Payments arrears to the
International Fund for Agricultural Development (IFAD) will be treated in the context of IFAD
assistance and contribution when Niger reaches the completion point under the enhanced HIPC
Initiative. Payments arrears to the European Union (EU) and the European Investment Bank
will be cleared in early 2002 in the context of new budgetary support of the EU. Finally, the
Conseil de I’Entente has agreed to reschedule Niger’s external payments arrears, and the
authorities intend to negotiate the rescheduling agreement with, and elicit a contribution under
the HIPC Initiative from, the Conseil de I’Entente in early 2002. The authorities will also
continue to call upon ECOWAS for the settlement of their payments arrears and a commitment
under the HIPC Initiative.

Health of the banking system

25.  Niger’s financial system remains one of the weakest in the West African Economic
and Monetary Union (WAEMU)."* The staff encouraged the authorities to embark on the
financial sector reform program that they have elaborated in consultation with the World Bank
(MEFP, paras. 35-38). At end-September 2001, none of the banks were in compliance with the
complete set of prudential ratios of the regional banking commission, and only one of the ten
prudential ratios was respected by all the banks and financial institutions, a situation similar to
that observed at end-2000. Some banks also faced recurrent problems in complying with the
reserve requirements of the Central Bank of the West African States (BCEAOQO), and bank
credit concentration in the energy sector remained a source of vulnerability. Nevertheless,
potential macroeconomic consequences resulting from these weaknesses are mitigated by the

10 The possibility of canceling external debt was approved by the French National Assembly on
December 28, 2001 in the context of a supplementary budget law for 2001. The signing of the
bilateral Paris Club agreement between France and Niger is expected in early 2002.

! China granted a partial debt cancellation. An agreement is under discussion with Algeria.
Discussions are still ongoing with Kuwait, Saudi Arabia, United Arab Emirates, Iraq, Libya,
and Taiwan Province of China.

'2 The financial system in Niger consists of seven banks, one financial institution, a number of
microfinance institutions, and several institutional savings’ collectors (insurance companies,
the social security institution, and the postal service).
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limited financial depth of the economy (credit to the economy, as well as deposits in the
banking system, represent less than 5.5 percent of GDP). The authorities noted that the high
concentration of bank credit in the energy sector and the noncompliance with some prudential
ratios are also explained by the little scope offered by the economy to the banking system to
diversify its portfolio and by the dearth of high quality borrowers. Moreover, the banking
system, as in other WAEMU countries, is generally well regulated and supervised by the
regional banking commission. In order to strengthen the banking system, the authorities
highlighted the measures taken regarding the three institutions placed under temporary
administration by the BCEAO: the restructuring of the Banque du Crédit du Niger (BCN) is
proceeding satisfactorily, and a decision on the future of the Crédit du Niger (CDN) and the
Caisse des Préts aux Collectivités Locales (CPCT), including their possible merger, will be
reached before end-April 2002. Finally, the long-run viability of the microfinance institutions,
their high reliance upon external subsidies, and the insufficient qualifications of their
employees are also areas of concern. The authorities are, in particular, closely supervising the
main microfinance institution that has encountered severe financial problems, linked to
financial misconduct by its management, and has been placed under temporary administration
since January 2001."

B. Program for 2002

26. The program for 2002 aims at supporting economic recovery and setting the stage
for an effective reduction of poverty through continued fiscal adjustment, a deepening of
structural reforms, and the implementation of the PRSP. The impact of the deterioration in
the international economic environment in the wake of the September 11 events is likely to be
small, given the structure of the economy and its limited integration into the world economy.
In particular, Niger is expected to benefit from the projected decline in oil prices and from a
stronger export potential for agricultural products following the good harvest in 2001.'* Also,
uranium exports, which represent approximately one-third of total merchandise exports, are
expected to remain stable. However, economic developments in neighboring Nigeria, which
accounts for another one-third of Niger’s merchandise exports, remain a source of uncertainty.

27.  Based on conservative assumptions, economic growth should reach 4.1 percent in
2002, leading to a 1 percent increase in per capita income. Inflation is projected at
2.1 percent on an end-of-period basis, in large part because of a reduction in food prices. The

'* With CFAF 0.9 billion in loans, CFAF 1.7 billion in deposits, and 16,764 beneficiaries, this
institution accounts for 39 percent of credit, 52 percent of deposits and 42 percent of members
of the whole microfinance sector.

' An alternative scenario assuming a lower world economic growth concluded to a very
limited impact on the Nigerien economy, except if Nigeria is seriously affected. Another
simulation exercise indicates that, if the petroleum prices exceeded World Economic Outlook
(WEO) assumptions by US$5 per barrel, the current account deficit would deteriorate by

0.8 percent of GDP. '
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current account deficit {(excluding grants) is projected to reach 9.5 percent of GDP, about
1 percentage point above the 2001 level. The policies that will be implemented in the program
will support the attainment of these macroeconomic objectives.

28.  With average levels of rainfall, agricultural output is forecast to increase by

2 percent; this sector will start benefiting from public investments in efficient irrigation
techniques and better management of water resources, in particular the rural water projects
financed by the poverty reduction program.' Investments to improve and expand the country’s
road infrastructure should also spur increased economic activity, while commerce and transport
will also benefit from the marketing of the good crop in 2001. In addition, the economy will be
helped by the lower energy prices and the positive impact of privatization in the areas of water
and telecommunications.

Fiscal policy

29. The 2002 budget adopted by parliament in December 2001 is in line with the
objectives of the PRGF-supported program, and aims to limit the financing gap and
alleviate cash management pressures. The program targets a reduction of the basic deficit
(on a commitment basis and excluding grants) {rom a projected 2.9 percent of GDP in 2001 to
2.1 percent of GDP in 2002. It will aim at building about CFAF 5 billion in additional liquid
government deposits at year’s end in order to weather the effects of fluctuations in revenue and
aid disbursements.

30.  On the revenue side, the 2002 program relies on an improvement in tax revenue
equal to 0.7 percent of GDP, resulting from the full-year effect of the new petroleum product
taxation (generating additional revenue of about 0.5 percent of GDP), implementation of new
tax measures (MEFP, para. 26), and improvements in tax and customs administration. The
elimination of government cross debts with several public companies should generate the
equivalent of 0.5 percent of GDP in additional revenue.

31.  On the expenditure side, current expenditure in 2002 will increase by 0.4 percent
of GDP from 2001, mainly because of (i) new allocations for the payment of volunteer
teachers previously supported by a World Bank project and (ii) a 4 percent increase in the
wage bill. This increase is explained by the decision to stop the freeze on the financial impact
of the automatic promotions that have occurred since 1998 and to take into account the
resulting increase in wage payments. As in the past several years, new hiring of civil servants
will be limited to departures. Capital expenditure is expected to reach 7.1 percent of GDP,

owing to, inter alia, a higher level of foreign-financed investments, notably in infrastructure
projects.

!> Only 5 percent of Niger’s arable land is presently cultivated, representing a considerable
opportunity for further growth.
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32 The 2002 financing gap of CFAF 74 billion (excluding IMF financing) resulting
from the program is expected to be filled, based on financing assurances already received
from Niger’s development partners, in particular the World Bank, the European Union, the
African Development Bank, and key bilateral donors. 16

Regional integration

33.  Niger’s current financial and economic situation makes it difficult for the country
to meet all the convergence criteria set in the regional Convergence, Stability, Growth
and Solidarity Pact of the WAEMU by the target date of 2002 (for details on the regional
Pact, see SM/01/246, 08/06/01, Box 2), but the authorities are committed to implementing the
necessary policies to abide by these criteria as soon as possible. In the context of the current
program, substantial progress is targeted toward achieving the required convergence. At end-
2002, Niger would meet the primary criteria on the average inflation rate (3 percent) and the
nonaccumulation of payment arrears, but it would still not respect the primary criteria on the
ratio of outstanding nominal debt to GDP and the basic budget balance, as well as all
secondary criteria.

Monetary policy

34, As in other member countries of the WAEMU, monetary and credit policies are
conducted at the regional level, and aims at fostering economic and financial balances and
strengthening the external position.'” In this context, money growth will be limited to

9.6 percent in 2002, Domestic credit would be reduced, owing to a reduction of net claims of
the banking sector on the government, which, in turn would reflect a treasury buildup of
precautionary deposits. The government intends also to comply with the general guidelines of
the monetary authorities aimed at eliminating the statutory advances of the central bank, To
this end, it 1s considering to issue government bonds on the regional financial market. The
enforcement of the new pricing system of petroleum products and the possible recourse of
large companies to the emerging regional financial market would assist the BCEAO in

containing the growth of credit to the economy and reducing the high risk concentration of the
banks” credit portfolio.

'® Total disbursements of about CFAF 51 billion are expected from the World Bank, the
European Union, the African Development Bank and Belgium. Additional donor intentions
would cover the remaining gap and should be confirmed by the donor meeting to be organized
by the authorities in mid-2002. The financing of the gap will be reviewed at the time of the
third review of the program. As a precautionary measure, the government has nonetheless
decided to freeze CFAF 8 billion of nonpriority goods and services allocations,

' Recent banking and financial sector issues at the regional level, as well as commeon trade
policy in the WAEMU, were reviewed in SM/01/246 (08/06/01).
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35.  As indicated above, the authorities will moniter closely developments in the
banking sector and start implementing the reform program of the financial sector
elaborated in consultation with the World Bank (see EBS/01/123, sup. 1, para. 28) to improve
the environment of the sector, enlarge the access of the poor to financial services, and complete
the restructuring of those banking and financial institutions in distress.

36.  Under the Fund’s safeguards assessment policy, the BCEAQ, of which Niger is a
member, is subject to a full Stage One safeguards assessment. A Stage One safeguards
assessment of the BCEAO was completed on July 25, 2001. The assessment concluded that
high risks may exist in BCEAQO’s financial reporting framework, but did not draw conclusions
on the bank’s internal audit mechanism nor the internal controls structure. An on-site mission
was conducted in October 2001, and a report on the findings and recommendations of this
mission is being finalized.

Fxternal sector

37.  The deficit of the external trade balance should be limited to 3.6 percent of GDP in
2002.While the level of uranium exports is expected to remain the same in 2002, reflecting
long-term contracts and sluggish world demand, food exports should improve somewhat.
Accelerated execution of public investment is expected to lead to substantially higher capital
imports, thereby also contributing to a larger deficit in the services balance. The capital and
financial accounts should benefit from continuing interim assistance under the enhanced HIPC
Initiative and further debt rescheduling, thereby allowing for an accumnulation of CFAF 8.4
billion of net foreign assets at the BCEAO. As mentioned above, the remaining financing gap
of CFAF 74 billion is expected to be closed based on financing assurances from Niger’s
development partners.

38.  Creditor participation under the enhanced HIPC Initiative has been secured from
the Paris Club creditors and all multilateral creditors, except for the Conseil de ’Entente
and the ECOWAS. Based on proportional burden sharing, multilateral creditors would
provide US$309 million in 1999 net present value (NPV) terms of the total assistance under
the enhanced HIPC Initiative, and Paris Club creditors would contribute US$105 million. The
remaining assistance of US$104 million would be provided by non-Paris Club bilateral
creditors. This participation of non-Paris Club bilateral creditors—Algeria, China, Iraq,
Kuwait, Libya, Saudi Arabia, Taiwan Province of China, and the United Arab Emirates—is
actively being sought by the Nigerien authorities, with the help of Fund staff.'® Interim
assistance in 2002 will be provided by the International Development Association, the African
Development Bank, and Paris Club creditors, and the authorities have requested an extension

'8 Debt relief on post-cutoff-date debt is required from non-Paris Club bilateral creditors in
order to achieve the necessary assistance under the enhanced HIPC Initiative.
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of Fund interim assistance in the attached MEFP.'® The World Bank is assisting the authorities

in securing all multilateral creditor participation and their full contributions under the enhanced
HIPC Initiative.”

Structural reforms

39 The authorities will continue to implement structural reforms in 2002 in
collaboration with the World Bank (Box 2 and MEFP, paras. 41-45). In addition to the
ongoing budgetary reforms and the implementation of the financial sector reform, the
authorities will maintain the momentum of the privatization program through divestiture from
the energy and petroleum companies. A multisectoral regulatory agency will be put in charge
of the regulatory environment of the water, electricity, telecommunications, and petroleum
sectors. The government will also continue to review the civil service pay system.

IV. THE MEDIUM-TERM BALANCE OF PAYMENTS QUTLOOK AND CAPACITY TO REPAY THE
FunD

40. Niger accepted the obligations of Article VIII, Sections 2, 3, and 4 effective June 1,
1996 and does not engage in multiple currency practices. Its exchange system, common to
all members of the WAEMU, is free of restrictions on making payments or transfers for current
international transactions. Niger’s trade regime, also common to all members of the WAEMU,
is relatively open (see SM/01/246 on WAEMU’s Recent Economic Developments and
Regional Issues in 2000, Section ITL.E). The common external tariff (CET) of the WAEMU,
adopted in January 2000, consists of four rates (zero, 5, 10, and 20 percent). Niger is broadly
compliant with the tariff rate structure of the union,?! and has implemented the dismantling of
the internal tariff barriers within the customs union and the adoption of common rules for
customs valuation of goods. Concerning common safeguards measures established by the
WAEMU, Niger does not implement the decreasing protection tax to provide temporary

' In line with total Fund assistance (SDR 21.56 million) committed at the decision point, it is
estimated that additional Fund interim HIPC assistance for 2002 would amount to

SDR 1.079 million, which would cover 37.2 percent of each principal repayment obligation
falling due during this period. Financial assurances to participate to the enhanced HIPC
Initiative have been provided by creditors representing about 79 percent of Niger’s decision
point NPV of debt.

2% Existing proposals of enhanced HIPC Initiative assistance by the Arab Bank for Economic
Development in Africa (BADEA), the Islamic Development Bank (IsDB), the WAEMU, and
the Organization of the Petroleum Exporting Countries (OPEC) Fund remain below the levels
of their expected contributions.

?! Niger has introduced in 1999 an import verification tax (TVI) that is earmarked to the
payment of the preshipment inspection company services. This tax is not in line with the
recommended TEC structure and the authorities intend to eliminate it.
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Box 2. Niger: Structural Conditionality Under the PRGF Arrangement
Coverage of structural conditionality in the current program

The structural areas covered by conditionality in the 2002 program include (i) the continuous implementation
of the petroleum product pricing system adopted in August 2001, (ii) the strengthening of the external debt
unit; and (iii) the preparation of progress reports regarding the implementation of the poverty reduction
program. The continuous implementation of the petrolenm product pricing system will contribute
substantially to the attainment of the revenue targets for 2002 and beyond. The strengthening of the external
debt unit will allow for improved debt management, The assessment of the presidential program to reduce
poverty will provide guidance for the implementation of the full PRSP.

Relevant structural conditions measures not included in the current program

Reforms related to the strengthening of the financial sector and the privatization of public enterprises are
covered and conducted under the leadership of the World Bank. They are not included as structural conditions
under the current program. The Fund’s Executive Board has expressed support for the strengthening of the
financial sector,

Status of structural conditionality from earlier programs

Niger’s past track record of structural reform implementation in the 1990°s was not very satisfactory as a
result of weaknesses in implementation capacity and several interruptions caused by two coups d’état since
1995, The main areas of reform in the last program supported by the Enhanced Structural Adjustment Facility
(ESAF) arrangement (1996-98) included a civil service reform to control the wage bill, the privatization of
public enterprises, a restructuring of the banking sector, and governance actions related to the transparency of
budgetary operations and clearing of domestic payments arrears. During the first year of the current PRGF
arrangement, structural conditionality focused on strengthening the budgetary process and reporting, as well
2§ Lmproving governance.

Structural areas covered by HIPC completion point conditionality

Key conditions for reaching a floating completion point under the enhanced HIPC Initiative include the
following measures regarding governance that are of relevance to the PRGF-supported program: (i) ensuring
full budgeting of poverty reduction programs financed by the HIPC Initiative assistance, and publishing
semiannual reports of the budget execution of these programs; and (i) submitting budget review laws to the
National Assembly and the corresponding treasury accounts to the Supreme Court’s Accounting Office for
the fiscal ycars 1998-2000.

Structural areas covered by World Bank lending and conditionality

Following a single-tranche adjustment credit disbursed in 2000, the World Bank appreved on November 20,
2001 a second public expenditure adjustment credit that aims at supporting the government’s financial
stabilization efforts and the ongoing structural reform program in the following areas: (i) public sector
reform, especially with respect to public expenditure management and domestic payments arrears settlement;
and (ii) liberalization and privatization in key sectors (telecommunications, water distribution, power
distribution, and petroleum product distribution}, including the establishment of an adequate regulatory
framework. The credit also covers the start of a financial sector reform program aiming at the further
restructuring and consolidation of the commercial banking sector, as well as the insurance, pension, and
microfinance sectors.




221 -

and declining protection for selected products, but it does apply a compensatory import levy of
10 percent on rice. Niger’s imports are not subject to quantitative restrictions and exports are
not hampered by market access barriers in its major export markets (uranium to the developed
world and agricultural products to Nigeria and the WAEMU)). Niger is rated 2 under the 10-
point scale trade restrictiveness index, denoting a relatively open economy.

41,  The staff projects Niger’s balance of payments to remain sustainable over the
medium-term, provided adequate support is given by the donor community. Under WEQO
assumptions, Niger’s terms of trade should remain almost constant and the external current
account deficit (excluding grants) should average 9.6 percent over the period 2003-05. The
increase in intermediate and capital goods imports linked to additional investments financed
through HIPC initiative resources should be mitigated by the expansion of livestock and
agricultural products exports—under the assumption of good weather conditions. Benefiting
from the prudent monetary policy of the central bank, Niger is expected to preserve the gains
in external competitiveness achieved following the 1994 devaluation.

42.  Debt service to the Fund will peak at CFAF 8.9 billion in 2004. Niger has a good
record of servicing its debt to the Fund and should be able to continue to meet its obligations in
a timely manner in view of the expected improvements 1n its balance of payments and fiscal
position. Nevertheless, the country is vulnerable to terms of trade and weather related shocks
and to shortfalls in foreign assistance.

V. PROGRAM MONITORING AND RISKS

43,  Program implementation will continue to be monitored on the basis of quantitative and
structural performance criteria, benchmarks, and indicators as presented in the MEFP (MEFP,
Section V, and Tables 3 and 4) and in the technical memorandum of understanding. Progress
under the 2002 program at end-March 2002 will be assessed in the context of a third review
under the PRGF arrangement, scheduled to be completed no later than end-September 2002,
and performance criteria have been set to that effect for end-March 2002. Performance at end-
September 2002 will be the subject of the fourth review under the arrangement, with
performance criteria for end-September 2002 to be set at the time of the third review.

44,  The program is subject to two main risks:

. The high reliance of the budget on foreign assistance can keep the government from
realizing some of its objectives if disbursements do not materialize on time. In that
regard, the objective of reducing domestic payments arrears would be particularly at
risk if the extensive assistance flows expected end up smaller than programmed.

22 The trade restrictiveness index is calculated by the Fund. This index combines the main
elements of trade protectionism, namely the unweighted average level of statutory tariffs and
the coverage of nontariff barriers in relation to trade and production.
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. Despite recent improvements, the institutional capacity to implement the program
remains limited. Since the beginning of the PRGF-supported program, technical
assistance has been useful and will continue to be required over 2002, in particular in
the fields of budget execution and accounting, tax administration, treasury operations,
and debt management.

VI. STAFF APPRAISAL

45.  After significant slippages at the beginning of 2001, program implementation is
back on track, due to the corrective measures taken by the authorities in the context of the
first review under the arrangement. Performance was satisfactory as of end-September 2001
and reflected the restoration of a sound and prudent fiscal policy stance, as well as improved
program monitoring. The staff welcomes the BOAD board’s decision to increase the grant
element of recent BOAD lending to Niger to 50 percent, in line with the program requirement
regarding external debt concessionality. The staff is of the view that the small and temporary
accumulation of external arrears in the second half 0f 2001 does not reflect a lack of
commitment on the part of the authorities.

46. The staff commends the authorities for their commitment to ensure the successful
implementation of the first annual program and to achieve the economic and financial
objectives therein. In particular, the staff supports the government’s decision to freeze
nonessential outlays during the fourth quarter of 2001, pending the receipt of delayed aid
disbursements. Despite its negative impact on the functioning of the administration, this
decision shows the government’s commitment to avoid the further accumulation of domestic
arrears and reinforces its credibility vis-a-vis suppliers.

47.  The authorities are to be praised for the finalization of the PRSP and the broad
participatory process on which it has been based, and the staff considers that the full PRSP
provides a sound basis for Fund concessional assistance. Further efforts will be required to
improve the poverty database and analysis, to strengthen the administrative capacity to track
poverty-reducing expenditure, and to ensure the effective coordination of sectoral strategies,
especially at the local level. In this context, the staff welcomes the authorities’ intent to
conduct a comprehensive public expenditure review and organize a donor forum to discuss the
financing of the PRSP in 2002.

48. The authorities’ program for 2002 provides for a strengthening of the economic
adjustment process and the implementation of the new PRSP. The staff urges the
authorities to remain prudent in their fiscal policy stance and external borrowing policy. The
program of structural reforms should be implemented without delay. In particular, the
envisaged measures in 2002 regarding a review of public expendiiure, the design of a medium-
term expenditure framework, and the integration of the current and investment budgets should
proceed swiftly to complement the ongoing reforms to strengthen the expenditure process and
budget management. These measures will also provide for a refinement of the poverty
reduction strategy. The staff also looks forward to the implementation of the financial sector
reform program and the authorities’ efforts to ensure the financial soundness of the
microfinance institutions.
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49. While welcoming the progress made with regard to the reduction of domestic
payments arrears, the staff encourages the authorities to remain committed to achieving
the program objectives in this regard. The implementation of the payments arrears reduction
strategy will provide the necessary guidelines to clear remaining arrears. The authorities are
also encouraged not to incur new domestic payments arrears via a close monitoring of the
expenditure process and strict reliance on the established spending procedures. In this
connection, ongoing reforms of the expenditure process and the treasury operations should be
deepened to improve governance and strengthen management of public finances.

50. The staff urges the authorities to strictly implement the new petroleum product
pricing system adopted in August 2001 and ensure that the system retains its automatic,
flexible, and transparent characteristics. The new system will allow consumers to benefit from
declines in international petroleum prices; at the same time, it will avoid the recurrence of
implicit subsidies on petroleum products and their consequences on the budget and the
petroleum sector.

51. The authorities should remain committed to implementing a very prudent policy
regarding external indebtedness, in line with the conclusion of the debt sustainability
analysis conducted in the context of the HIPC Initiative decision point. In addition, in order to
achieve the 53.5 percent overall reduction in its debt-service burden envisaged under the
enhanced HIPC Initiative decision point, Niger will need to continue its efforts to obtain the
necessary concurrence and effective contribution of those bilateral and multilateral creditors
that are currently nonparticipating, including regional financial institutions.

52.  Finally, the staff encourages the authorities to address the serious weaknesses
affecting Niger’s statistical database, notably with respect to the national accounts and the
balance of payments. The staff commends the decision of the authorities to follow the guidance
provided for compiling and disseminating macroeconomic and socio-demographic data under
the Fund’s General Data Dissemination Standard (GDSS), and urges them to continue the
strengthening of fiscal data reporting, as well as improve external debt statistics.

53. The staff recommends the completion of the second review under the PRGF
arrangement and, in view of the authorities’ corrective actions, the granting of a watver for
the nonobservance of the continuous performance criterion on the nonaccumulation of external
arrears. The completion of this review will be subjected to the endorsement by the Fund and
Bank Boards of the full PRSP prepared by the authorities. The staff also recommends the
extension of the delivery period of the Fund’s HIPC Initiative interim assistance until end-
December 2002. The staff welcomes the consent from the authorities to publish the
memorandum of economic and financial policies and the staff report.

54. Tt is proposed that Niger remain on the standard 12-month cycle for Article IV
consultations.
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Figure 1. Niger: Exchange Rate Indices, January 1993 - September 2001
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Figure 2. Niger: Selected Economic and Financial Indicators, 1997-2003
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Table 1. Niger: Fund Position During the PRGF Arrangement, Scptetaber 2000 - March 2004

Outstanding 2000 2001 2002 2003 2004
Sept. 30, 2000 Oct-Dec. Jan-Mar. Apr-Jun. Jul-Sep. Oct-Dec. Jan-Mar. Apr.-jun.  Jul-Scp. OCct-Dec. Jan.-Mar. Apr~-Jun. Jul-Sep. QOct.-Dec. Jan-Mar.

(In milkions of SDRs)

Total transactions {nct) 8.34 -0.05 -0.17 8.41 -1.19 841 -1.20 7.44 -1.22 6.4%8 -1.23 648 -2.21 5.51
Disburscments B.46 0.00 0.00 8.46 0.00 8.46 0.00 8.46 0.00 8.46 0.00 8.46 6.00 8.46
Repurchases/repayments

Repurchases 0.00 0.00 0.00 .00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
ESAF/PRGF repayments 4.00 0.00 0.00 Q.00 0.97 0.00 0.97 0.57 0.97 1.53 0.97 1.93 1.53 290
Charges and interest 0,12 005 0.17 0.05 022 0.05 0.23 0.05 0.25 0.05 0.26 0.05 0.28 0.05

Tolal Fund eredit outstanding 1/ 48.30 56.76 56.76 56.76 65.22 64.25 71.75 70.78 7828 77.31 83.84 82.87 £9.40 87.47 93.03

Qutstanding purchases
under ESAF/PRGF 48.30 56.76 56.76 56.76 6522 64,25 71.75 70.78 78.28 77.31 831.84 22.87 89.40 87.47 93.03
(In perceniage of quota, unless otherwisc indicated)

Total Fund credit oulstanding 1/ 7340 §6.26 86.26 86.26 99.12 97.65 109.04 107.57 118.96 117.49 12741 125.95 135.87 132.93 141.38
Outstanding purchases
Under ESAF/PRGF 73.40 86.26 86.26 86.26 99.12 97.65 109.04 107.57 118.96 117.49 127.41 125.95 135.87 132.93 141.38

Memorandam item:

Quota (in millions of SDRs) 65.80

Source:  [MF, Troasurer's Departrment.

1/ End of period.
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Table 2. Niger: Selected Economic and Financial Indicators, 1999-2004

1999 2000 2001 2002 2003 2004
Prel. Rev. Prog. Praj. Prog. Rev., Prog, Prajections
EBSAQL23 ERSAL/123
{Percentage change, unless otherwise indicated)
MNational income and prices
GDP al constant prices -6 -i.4 4.1 5.1 4.3 4.1 4.0 4.2
GDP dellator 20 4.5 5.0 4.0 3.0 30 2.0 20
Consumer price index
Annual average 223 2.9 4.2 39 3.0 27 2.0 2.8
End of period -1.9 4.7 3.6 32 30 2.1 2.0 2.0
Exlemnal sector
Exports, Lo.b. -10.4 139 1.8 -0.7 B9 235 4.1 4.2
Luperts, fo.b -13.3 11.6 16.0 3g 4.5 6.2 7.0 5.6
Export volutne -14.5 201 3.0 38 4.1 3.2 2.9 2.0
Import valume -1e 23 1.3 8.6 .6 73 6.9 4.1
Terms of trade (deterioration -} 8.3 -14.8 -5.2 -4.2 0.3 1.3 0.3 1.2
Nominal effcetive exchange rale {(depreciation -) 1f -L.& =31 0.0
Real effective exchange rate (depreeiation -} 1/ -6.3 1.6 21
Government (inances
Talal revenve -8 0.3 16.0 20.3 132 215 58 93
Total expenditure and net lending 2/ 4.7 -6.8 22.7 12.8 8.0 18.4 85 R
Current budpetary expendilure a1 -6.7 134 5.8 38 1.7 4.7 2.9
Lapital expenditure -0.8 -4.4 42.1 218 14.9 310 14.6 5.3
Money and credit
Domestic credit 3f 5.3 -8.1 57 11.0 31 2.8
Credit lo the government (net) 3/ T8 =301 13.5 13.5 -0.1 -2.0
Credit to the economy -3.0 438 -11.8 -3.8 57 8.9
Nel domestic assels 3/ 91 55 6.2 111 11 2.8
Money and quasi money -5.5 39 8.1 18.3 1.1 9.6
Interest rate {money market, in percent; end af period) 5.0 5.0 38
{In percend of GDP, unless otherwise indicated)
Government finances
Budgelary revenue 8.8 2.5 9.0 9.5 9.5 0.7 10.7 11.0
Current expenditure 124 11.2 11.3 1t.0 10.8 11.4 113 1.9
Capilal expenditure 36 52 6.6 5.8 6.9 7.0 7.6 7.5
Total expenditure and nel lending 17.% 16.2 17.% 16,7 17.7 18.4 13.8 18.4
Primary budget balance 4/ -7.5 =59 -6.9 -5.3 -6.3 -5.9 -6.6 -6.0
Basic balance (excluding grants) 5/ 4.5 -3.0 =16 -2.9 2.7 -2.1 -1.9 -1.2
Overall balance (¢commitment basis, excluding grants) 9.0 -7.6 -3.9 7.2 -8.2 -7.7 8.1 =14
Overall balance {(commitment basis, including grants} -52 -15 -3.5 =34 -3.7 -5.1 -5.5 4.8
Gross investment 10.2 108 12.6 1.7 132 135 149 15.0
Gross domestic savings 2.6 32 238 35 4.1 4.7 56 58
Exlernal eurrend avcount balance
Excluding grams -73 -7.8 -10.4 -8.4 -9.7 -9.5 9.8 9.8
Including grants -6.3 -6.0 -10.4 -6.9 -9.7 9.5 98 9.8
External public debt (end of period) 6/ 538 0.3 874 86.0 86.0
(In percent)
Debt-service ratio {before debt relief) in pereent of':
Exports of goeds and services 233 247 341 29.0 30.7 26.7 26.6 27.0
Government révenuc 42.¢ 511 55.4 49.6 48.3 383 317 365
{In billions of CFA francs)
GDP at current market prices 1,242.6 1,28004 1,4210.5 1,399.1 1,524.0 1,500.1 1,591.7 1,691.6
Govemment payments arrears (reduction -) 48.1 -112.0 -34.0 -34.0 -29.2 -28.0 -25.0 -25.0
Domestic 236 16 -34.0 -34.0 -29.2 280 -25.0 =250
Extemnal 254 -115.6 0.0 0.n 0.0 0.0 0.0 0.0
Overall balance of payments 7/ -46.5 -21.7 -115.3 -37.8 -97.4 -37.6 -70.9 -72.1

Sources: Nigerien authoritics; and stafT cstimates and projections,

1/ For 2061, as of November 2001,

2/ Commitment basis as per paymenl orders issued.

3/ In percent of beginning-of-period money stock.

4/ Budget revenue niinus expenditure, excluding inlerest payments,
5/ Budget revenue minus expenditure, excluding foreign-financed investment projeets,

6/ Including obligations to IMF.

7/ Before debt relicl. For projections, including the financing gap.
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Table 3. Niger: Finanwial Operations of the Central Government, 159%-2004

1999 200 __ _ September 2001 2001 2002 2003 2004
Est. Rev. Prog Prel, Rev. Prog, Proj. Prog, Rav. Pruy. Proj. Proj.
Inc. HIFC Ine, HICC Jne, HIFG In. HIPC Inc. HIPC
FB5A)1/123 EBSA1/123 EBSAINA2Y
{I Billiens of CFA francs)

Budgutazy revenug 105.6 1101 9.7 970 1277 132.5 1442 1609 1703 186.1
TuX revenue LOG.6 102.8 89.3 00 122.4 1236 1385 143.9 160.5 1759
Nonrex revenue 39 38 1.6 3z 2.4 4.4 26 40 4.3 4.6
Conpensation revenye 50 -
Annexed budgetspecial accounts 5.1 15 23 1.8 28 4.4 30 30 53 506

Total expenditure and net jemding 0 2069 152.8 1716 1539 2333 269.5 26,2 299.6 3114
Total current cxpenditure 1541 1438 122.9 1157 160.7 1536 164.8 171.3 179.6 184.9

Current budgetary expendimre 1474 1385 119.3 109.3 1552 1452 L5%.0 jLxH] 170.9 176.0
Wages and salarics 0.6 318 86 377 5001 501 a0.3 2l 3. 54.2

Goods and services 5396 410 350 a7 46.9 41.8 45,2 472 523 54.4

Gf which: HIPC resowrces . 6.0 0.0 oo DX [} 0.0 kX 43

Subsidics and trunsters 171 240 243 8 32 27.4 304 EY) 418 43.6

Of which: HIPC rexources - L5 02 1.6 la 2.6 0.9 36 43

Interest, scheduled 16.7 216 214 19.1 179 24.0 30,0 26.6 237 238
Externul debt 185 196 19.4 180 259 24.0 260 239 R 2L

Demestic debt 13 20 0 L1 20 2.0 2.0 P 21 7

Annexed budget'spoeial Recounts 7.0 53 36 6.5 35 B.4 5.8 84 8.7 89
Capital expenditure and nct iending 67.9 631 70.0 559 93.2 I 147 4.7 120.0 126.5
Capital expenditure 62.3 ] T0.8 56.7 942 0.7 103.7 036 1210 215
Domestically financesd T &1 14.7 173 198 9.9 219 22,0 20 20
Externally financed 522 552 56.1 394 744 60.7 838 3.6 99,1 105.5

Of which. FHPC resources - 54 49 T2 32 74 9.3 29,0 344

Wet lending -14 -Al -0.8 0.8 -lo =L -LG -1.0 =10 =L

Overall bulance {cammitment basis excl. yrunts ) -l124 -54.8 051 -7 -126.2 -100.8 -1253 -L153 -129.3 -125.3

Basic fiscal balance 1 -50.2 =36 -410 -333 518 -40.1 -41.3 -3l =302 -19.8

Change in paynents arrears 490 -112.0 -9 =127 34,0 -34.0 -29.1 =280 =250 250

Lomestic arrears (net} 3.6 38 -109 -137 2340 -34.0 -29.2 -23.0 -25.0 -25.0
External arrears (het) 25.6 -115.6 0.0 09 00 0.0 L] 00 0.0 @0

Orverall balance (cash, excl. grants) -63.2 -208.8 -110.0 -B7.4 -E602 -134.8 -154.5 -143.3 -154.3 -156.3

Financing 63.2 208.8 44.6 7.4 66.6 1348 6746 693 76 784
External financing 56.0 229.0 8.4 67, 527 1200 677 T1.8 . B=4

Grants 474 52.0 3.1 372 47.4 332 5335 187 414 44.0
Budget financing, 121 222 0.4 13.3 0.0 213 0.0 ki) 0.0 0.0
Project finuncing 35T 298 M, 139 474 318 333 3BT 414 44.0
Loans 246 .6 164 24.1 197 57.2 225 54 287 Py
Budget financing 5.1 26,3 0.0 8.6 0.0 356 0.0 0.Q 0.0 1.0
Project financing LG5 263 184 15.5 15.7 26 229 356 287 271
Amartization 2/ =133 -354 37 «28.5 -43.1 -40.8 -374 348 -373 Aan
Dbt relief abtained 78 1577 175 23 286 337 287 323 44.7 515
Current debt TS 4.8 114 162 198 250 18.7 2.1 .4 84
Arrears 0.0 1331 09 0.0 oo 0.0 00 0.0 a0 00
HIPC [nitiative assistance 3/ 2.0 0.0 6.5 5.1 8.8 8& 10.0 10.2 363 43 1
Debt under discussion 0.0 137 . 16.6 0.0 L] 0.0 00
Damestic financing 12 -10.2 a4 196 139 149 -0.1 2.5 0.1 70
Banking sector TR -28.6 6.0 18.6 139 3% 0.1 2.5 18] =70
Gf whiek: [MF {net) =37 6.7 18 79 14,5 a9 130 125 101 -L1
Nonbanking sector -0.6 1.0 0.0 L0 0.0 1.0 0.0 a0 0.0 0.0
Privatization receipes (net) 0.0 85 0.0 0.0 0.0 0.0 0.0 (i} [thi] 0.0
Financing gap (+) 4/ 00 00 65.4 0o uig 0.0 369 739 6.6 719
(In percent of GDP}
Total revenue B8 8.6 G0 95 9% 167 .7 110
Tota] expenditare 17.9 16.2 179 16.7 177 184 183 1854
Of which: current expenditure 12.4 1.2 13 119 108 14 133 10.9
capital pxpenditure 5.6 5.2 6.6 ik 69 78 7.6 75
Qwverall balance, commit. basiz, cxcl. grants -0 16 -89 Eear] 82 217 kA 274
Qverat| balance, cash basis, cxcl. grants -5 183 -3 -G8 -1l -9.6 97 -R9
Basic fiscal balance L/ 4.8 -3.0 A6 24 -17 -2l -9 -12
Current hudgst balance 5/ <346 -2.6 23 -1.5 -14 07 0.6 0.1
Memorandun iterns: {in hillions of CFA fruncs)
Current and capital social cxpendinure 6/
Education 363 359 JE8 524
Health i1 20.5 37 55
Stock of externzl payments arrears 108.1 0.0 0.0 ng 0.0 .0 0.0 0.0 0.0 1.0
Stock of domestic payments arrears 1286 132.2 1213 g6 98.2 582 7RO 0.2 45.2 0.2
GDP at market prices 1,243 1,280 1421 1,369 1,524 1,500 1,592 1,652
Sources: Nigerien authorities; and staff estimates and projections.
1/ Budgetary revenug, excluding grants, minus total expenditure, and forcign-th d i projects.

2/ In 2001, includes repayment of arrears to the African Development Bank and the OPEC Furd as agreed in the rescheduling agressments,

3 Far 20011-02. includes assistance from IMF, ID4, Africar Development Bank, and Pans Club creditors; for 2003-04 tncludes full henefits from the enbanced HIPC Tnitiative.

4/ For 2002, see feotnote L6 of the stalf repori.
5¢ Budgetary revenue minus current cxpenditure,

6/For 1999, includes several months of wages tue but not paid. For 2001, estimates at end-Novernber 2001 for capita] expenditure apd #t end-December 2001 For curtent expenditare.

For 2002, budgetary allocations.



Table 4. Niger: Monetary Survey, 1999-2002

-29.

19499 2000 2001 2002
Dec Dec Sep. Dec. Dec.
Prog. Real, Rev. Prog, Prel. Rev. Prog. Proj. Prog. Rev, Prog.
EBS/01/123 EBS/A1/123 EBS/01/123
(In billions of CFA francs)

Net foreign assets -14.9 -18.4 -1.3 -2.7 -8.1 0.7 62 98 14.5
BCEAO -18.0 -18.4 2.5 -2.8 -6.7 &7 6.2 8.7 14.6
Commercial banks 3.1 0.0 -39 0.0 13 0.0 0.0 1.0 0.0

Net domestic assets 109.7 71 104.4 107.4 125.6 110.7 115.9 114.2 119.2

Domestic credit 119.2 124.8 111.6 114.1 132.6 117.4 122.9 120.8 126.3
Net bank claims on government 71.5 67.1 43.0 49.0 61.6 56.9 56.9 56.8 544
BCEAQ 65.4 63.2 418 473 57.2 54.2 534 54.6 50.9
Of which; statutory advances 304 294 25.8 24.0 318 15.8 25.8 58 15.8
IMF resources 9.0 45.6 458 - 5313 53.7 60.8 52.8 738 635.7
Commercial banks 13 2.8 -0.3 0.2 1.9 1.2 1.9 0.7 1.9
Othet 29 1.2 1.6 1.3 2.5 1.5 1.6 1.5 1.6
Credit to the economy 47.7 57.7 68.6 65.0 71.0 60.6 66.0 64.0 71.9
Of which: revalvation account -8.0 -8.0 -80 -3.0 -8.0 -8.0 -8.0 -8.0 -8.0
Maoney and quasi monay 94.8 988 1032 104.6 117.5 1.5 122.0 123.9 133.8
Currency outside banks kLRI 36.4 322 341 37.1 42.0 40,1 517 44.6
Private deposits with ONPE (postal savings) 29 1.2 1.6 1.5 2.5 1.5 1.6 1.5 1.6
Deposits with banks 577 60.9 69.5 69.0 77.9 68.0 80.3 70.7 87.6
Private sector 54.4 57.5 631 65.6 4.6 64.5 773 66.4 84.6
Public institutions 34 3.5 4.3 15 33 3.5 3.0 4.3 30
Financial institutions 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(Annual change, in percent of beginning-of-period broad meney)

Net foreign assets -14.6 -3.7 144 -1.4 -6.6 2.0 7.2 8.1 6.8
BCEAO -13.5 0.4 21.5 3.1 -8.9 -1.7 3.6 72 6.8
Cammercial banks -1.1 -3.2 12 37 23 37 3.6 09 0.0

Net domestic assets 2.1 79 -5.5 2.9 20,5 6.1 11.1 34 2.8

Domestic credit 6.3 59 -8.1 2.4 20.3 57 11.0 31 28
Met bank claims on the government 78 4.6 =301 5.9 18.0 13.5 13.5 -0.1 <20
BCEAD 74 2.3 -24.9 54 14.9 12.0 1.3 0.4 -2.0
Of which: statutory advances -t.3 -1 -4.9 -1.7 5.8 9.7 0.0 -9.0 -8.2
Commercial banks 0.z 0.3 -3.8 0.5 22 1.5 2.2 -0.4 0.0
Orther 6.2 -1.8 -1.4 0.0 0.9 0.0 0.0 0.0 0.0
Credit to the economy -1.3 10.5 22.1 -3.5 23 -1.8 2.0 31 4.8
Dither itens, net 2.8 2.0 2.6 0.5 0.2 0.3 0.1 0.0 0.0

Money and quasi money -3.5 4.2 89 1.4 139 21 18.3 11 9.6

Memorandum items: (In units indicated)

Velocity of circulation of money 13.1 13.4 12.6 133 iy 127 115 12.3 1.2
Credit to the economy
{change from beginning of year, in percent) -3.0 pALRY 4318 -5.2 34 -11.8 -3.8 37 89

Sources: Nigerien -authoritics; and staff estimates and projections.
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Table 5. Niger: Balance of Payments, 1999-2005
(In billioens of CFA franes, unless otherwise mdicated)

1599 2000 2001 2002

2003 2004 2005
Est. Est. Rev. Progr. Proj. Propr. Rev. Prog. Froj. Proj, Proj.
Cuirent accoust
Current account balance, mehading grants -84.6 -771 -147.9 -96.0 -i48.4 -142.5 1553 -165.8 -168.6
Current account balance, excluding grants -96.7 -99.3 -147.9 -117.3 -148.4 -142.3 -1553 -163.8 -168.6
Balance on goods and services 94,8 -96.4 =158.4 -1149 -161.0 -132.1 -1477 -158.% -160.7
Balance on goods <299 -20.2 42,7 44,3 =57.5 =346 -h4 4 =109 -69.9
Exports, Lo.b 176.6 201.2 1534 199.8 199.3 204.7 213.0 221.8 2313
Uranium a5l 64,0 2.2 63.0 60.7 610 3.0 3.0 63.0
Catle 26.4 0 1.6 EFRL 40,3 43.9 479
LCowpeas 1.4 134 1.0 12.8 13.6 14.4 153
Orions 153 1.8 1.7 12.7 13.7 14.% 16.1
Cther exporis 1.9 74.9 774 N 79.1 82.3 85.6 89.0
Of witich ; re-exports L16 26.1 o "
Impatts, Lob 206.5 2304 2457 2441 256.8 259.2 2713 2928 1] v
Food products 62.0 6.4 T0.5 . 66.6 65.3 72.1 4.2
Petraleum products 358 476 45.7 40.4 40.2 2 42.0
Intermediale goods 16,7 17.3 18.2 19.7 21.2 23.0 243
Capital poods 535 44.6 49.3 64.5 739 7.9 8.2
Other products 8.3 574 60.4 619 728 79.6 624
Services and income (net} =767 -815 96.2 -B3.4 -103.5 934 974 -101.4 -105.5
Services (net) -649 -67.2 -70.3 -T0.5 =755 =713 -834 B9 5B
Income (nel) -11.8 143 -12.8 -15.8 -14.0 135 -14.7
Of which; imerest on external public debt -18.5 -19.6 255 -24.0 28.0 -23.9 -21.0 -21.1 =211
Unrequited current transfers (net) 221 n7 110 3.7 126 5.4 6.4 6.6 6.8
Private (nel) 2 7 -1.0 -3.5 3.4 -3.2 -3
Public {net} 200 310 - 33,7 9.0 a8 Y] 98
£ which © program grants 120 232 0.0 213 0.0 O 0.0 0.0 0.0
Capiral and financial account 379 55.4 326 58.2 30 349 4.4 93.7 934
Capital account 382 39.4 474 339 535 40.1 42.9 45.6 483
Private capital wansfers 26 LI 2.0 14 1.5 L6 15
Project grants 387 1.8 474 ne 535 387 41.4 44.0 46.7
Debt canceilation 0.0 0.0 |48+ 6.0 0.0 8.0 0.0
Acquisition/disposal of nonproduced, nonfinancial assets 0.0 3.5 e 0.0 0.0 0.0 0.0 0.0
Financial secound -0.3 16.0 -14.8 242 =23 148 41.5 48.1 45.1
Direet investment 0.3 0.8 1.5 4.6 30 6.0 6.4 71 1.5
Poriiulio mvestment 0.1 9 -7 03 -14 14 0 13 18
Other investment -1.1 16.2 =234 4.1 -14.5 -2.4 -2.a -5 -3l
OF which: public sector {net) 0.8 19.2 -23.4 l6.4 -l14.3 0.8 -B6 -10.1 -11.8
Digburgements 4.6 546 10.7 7.2 29 356 287 271 252
Program louns 8.1 26.3 0.0 356 00 0.0 0.0 0.0 0.0
Project loans 16.5 283 19.7 218 2.9 35.6 28.7 271 152
Amortization 1/ 23.8 354 43,1 40.8 374 4.8 313 371 6.9
Commercial banks’ net foreign assets 1.1 6.8 =37 0.0 .0 0.0 0.0
Erors and omissivns 0.5 25 R a8 0.0 u.u 4.0 0.0 0.4
HIPC assistance 0.0 0.0 8.8 B.B 10.0 10.2 363 43.1 40.9
Overall balance -46.6 =217 1153 =318 -97.5 -87.6 -70.9 =721 =751
Financing 46,0 207 216 378 10,7 13.7 =57 0.2 18.2
Nel foreign assets {BCEAO) 13.6 -20.4 L8 -3.8 -8.0 -B.4 -l4.1 B2 °.9
Qf which : IMF (net) -1.7 a7 149 6.9 13.0 12.9 0.1 -1.1 -8.3
Reschedulmg obtamesl 2/ 75 1577 19.8 416 187 221 24 24 54
Change in arrenrs 25.4 -115.6 0.0 0.0 0.0 0.0 0.0 .0 0.0
Residual tinancing gap 0.0 {1} via (LR §6.9 7319 76.6 BE 570
Memerandum items:
External current account balance
Ingluging grants (in percent of GDP} 68 6.0 -10.4 6.9 9.7 9.5 9.8 X 9.4
Excluding grants (in percent of GDP) -7.8 -1.8 -10.4 -84 9.7 9.5 -9.8 5.8 0.4
GDP 1,242.6 1,280.4 14214 1,399.1 1,524.0 1,500.1 1,391.7 1,691 6 1,797.8
Petrodewrn price (U.S dollars per barrel) 18.0 282 25.0 - 21.0 200 14.0 19.0
Exchange rals (CFA franes per 1.8, dollar) 615.7 7126 729.0

Sources: Wigerien authorities, and staff estimates and projections.

1/ Ir 2001, includes repayment of arrears to the African Development Bank and the OPEC Fund as agreed in the rescheduling agresments.
2 For 2001, figure includes CFAF 16.6 billion of debt under diseussion,
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Table 6. Niger: Social Indicators

Latest Single Year Same Region/Income Group
1970-75 1380-85 199399 Sub-Saharan  Low-income
Africa countries
Population

Total population, midyear (millicns) 4.8 &.6 10.5 642.8 2,417.1
Growth rate (percent; annual average for peried) 20 34 34 26 1.9

Urban population {percent of population) 10.6 14.3 201 EER] 3i4

Total ferlility rate (births per woman) 7.3 7.4 7.3 53 37

Poverty (in percent of population)

National head count index 63
Urban head count index 52
Rural head count index 66

[ncome

GNI per capita (US§) 250 230 190 490 420

Consumer price index (1995=100) 3 §9 111 i31 138

Food price index {1995=100)

Income/consumption/distribution

(ini index 50.5

Lowest quintile {in percent of income or consumplion) 2.6

Highest quintile (in percent of income or consumption) 53.3

Social Indicators
Public expenditure

Health (percent of GDP) 1.2 1.7 12

Education {percent of GNI) 2.4 32 2.3 4.1 33

Social security and welfare (percent of GDI') 03

Net primary school enrollment rate
{percent of ape proup)

Total 25 25
Male 32 30
Female 17 19

Access to an Improved water source
{in percent of population)

Total 37 59 55 76
Urban 48 70 82 &8
Rural 34 36 41 70

Immunization rate
(percent under 12 months)
Measles 1% 25 57 64
DPT 6 21 59 70
Child malautrition (percent under 5 years) 49 50
Life expectancy at birth (in years)

Total ’ 40 44 46 47 59
Male 38 42 44 46 58
Female 42 45 48 48 60

Mortality

Infant {per 1,000 live births) 161 137 116 92 77

Under 5 (per 1,000 live births}) 320 322 252 161 1i6

Adult {15-59)

Male (per 1,000 population} 611 562 468 499 288

Female (per 1,000 population) 490 453 374 453 238
Malernal (per 100,000 live bitths) 590
Births attended by skilled health staff {in percent) 20 18

Source: World Bank, World Development Indicators , 2001
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Niger: Relations with the Fund

(As of November 30, 2001)

Membership Status: Joined: 04/24/1963; Article VIII

General Resources Account: SDR Million % Quota
Quota 65.80 100.0
Fund holdings of currency 57.24 87.0
Reserve position in Fund 8.56 13.0
SDR Department: SDR Million % Allocation
Net cumulative allocation 9.41 106.0
Holdings 0.95 10.1
Outstanding Purchases and Loans: SDR Million % Quota
ESAF arrangements 65.22 99.1

Financial Arrangements:

Approval Expiration Amount Approved  Amount Drawn

Type Date Date (SDR Million) (SDR Million)
PRGF 12/14/2000 12/21/2003 59.20 16.92
ESAF 06/12/19%6 08/27/1999 57.96 48.30
Stand-by 03/04/1994 03/03/1995 18.60 11,11

Projected Obligations to Fund_(SDR Million; based on existing use of
resources and present holdings of SDRs):

Overdue Forthcoming

11/30/2001 2001 2002 2003 2004 2005

Principal 0.0 1.0 29 6.8 9.7 9.7
Charges/Interest 0.0 0.2 0.5 0.5 0.4 0.4
Total 0.0 1.2 34 7.3 10.1 10.1
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VII. Implementation of HIPC Initiative:

Enhanced
framework
Commitment of HIPC assistance
Decision point date' 12/14/00
Assistance committed (NPV terms)’
Total assistance (US$ million) 590.6
Of which: Fund assistance (SDR million}) 21.6
Completion point date [indicate actual/expected] Floating
Delivery of Fund assistance (SDR million)
Amount disbursed
Interim assistance 0.4

Completion point
Amount applied against member’s obligations
{cumulative)

VIIL. Safeguards Assessments:

Under the Fund’s safeguards assessment policy, the Central Bank of West African States
(BCEAOQ), of which Niger is a member, is subject to a full stage one safeguards assessment. A
stage one safeguards assessment of the BCEAQO was completed on July 25, 2001. The
assessment concluded that high risks may exist in BCEAQ’s financial reporting framework,
but did not draw conclusions on the bank’s intemal audit mechanism nor on the internal
controls structure. An on-site mission was conducted in Qctober 2001, and a report on the
findings and recommendations of the mission is being finalized.

IX. Exchange Arrangements:

Niger is a member of the West African Economic and Monetary Union (WAEMU). The
exchange system, common to all members of the WAEMU, is free of restrictions in the
making of payments and transfers for current international transactions. The Union's common

! Decision was approved in principle by the Fund

2 NPV terms at the decision point under the enhanced framework.
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currency, the CFA franc, is pegged to the French franc. On January 12, 1994, the CFA franc
was devalued by 50 percent in foreign currency terms, and the exchange rate was adjusted

from CFAF 50 = FRF 1 to CFAF 100 = FRF 1. Effective December 31, 1998, the parity was
switched to the euro at a rate of CFAF 655.96 = EUR 1. On November 30, 2001, the rate of

the CFA franc in SDR terms was SDR 1 = CFAF 933.35.

Article IV Consultation:

Niger is on the standard 12-month consultation cycle and the last Article IV consultation
discussions were held in Niamey during the peniod August-September 2000. The staff report
(EBS/00/244, 11/29/00) was discussed by the Exceutive Board and the consultation concluded on
December 14, 2000,

XL

Dept.

FAD

FAD

FAD

FAD

FAD

FAD

FAD

FAD

Technical Assistance:

Type of

Assistance

Staff

Staff

Statf

Staff

Staff

Staff

Staff

Resident expert

Time of Delivery

October 1998

November-
December 1998

August-
September 1999

September 1999

June 2000

February 2001

April 2001

April 2001 to date

Responsibility

Mission to review progress on
implementation of the tax reform
program; evaluate the impact of the
TEC and suggest measures to widen
the tax base.

Review public expenditure process
Review of implementation of

recommendations of 1998 FAD
public expenditure review

Follow-up of FAD mission of
October 1998

Data fiscal review and improvement
of budgetary procedure

Tax and customs administration

Public accounting, public expenditure
process, budget classification

Budget preparation, public
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accounting, automation of budget
execution.

FAD Resident expert June 2001 to date Assistance to tax and customs
administrations

XII. Resident Representative:

The post of Resident Representative was created in 2000 and Mr. Simon N’ gutamba took up the
post in September 2000.
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Niger: Relations with the World Bank Group

1. Statement of IDA Credits as of December 9, 2001

Amount
Credit Calendar (Net of cancellations}
Number  Year Purpose Total com-  Of which:
mitments 1/ undisbursed
(In millions of US$)
Forty-seven credits closed 654.80
26180 1994 Education ITI, SECA 41.40 0.70
27070 1995 Pilot Private [rrigation 6.80 0.50
27960 1996 Natural resources management 26.70 4.00
29150 1997 Health II 40.00 13.70
29570 1997 Urban Infrastructure Rehabilitation 20.00 8.40
30260 1998 Transport Infrastructure Rehabilitation 28.00 9.60
31300 1999 Privatization/Regulatory Reform 18.60 11.80
33630 2000 Agro-Pastoral Export Promotion Project  10.35 9.00
35050 2001 Water Sector Project 48.00 46.40
35760 2001 Public Expenditure Adjustment Credit 70.00 40.00
Total 964.65
Of which: has been repaid 56.09
Total outstanding 908.56

2. Statement of IFC investment as of June 30, 2001

There is no existing portfolio for Niger.

Source: World Bank.

'Less cancellations of IDA credit amounts. SDR-denominated credits are expressed in terms of
their U.S. dollar equivalents, as established at the time of credit negotiations and as subsequently
presented to the Board.
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Niger: Statistical Issues

Niger’s statistical database suffers serious weaknesses, notably with respect to the national
accounts and the balance of payments. The authorities are continuing their efforts to improve the
quality, timeliness, and availability of economic and financial data, but are still in need of
substantial technical assistance. In this context, the authorities have chosen to follow guidance to
compile and disseminate macroeconomic and socio-demographic data provided under the Fund’s
General Data Dissemination System (GDDS). The socio-demographic data categories covered
include population, education, health, as well as poverty. Descriptions of current statistical
practices of the agencies disseminating these data and plans to make improvements in these
practices are being finalized for posting on the Fund’s Dissemination Standards Bulletin Board.

Real sector

Despite past technical assistance provided by donors including the Fund, Niger’s national
accounts statistics are of poor quality and there are substantial problems with the source of data
used. Constant price estimates are also unreliable due to deficiencies in the price indices and
deflators used. Annual GDP estimates by expenditure category at current and constant prices are
available in JFS through 1998. Estimates for the value added in the informal nonagricultural
sector, which accounts for more than half of the GDP, are based on a 1987 survey. As for
agriculture, there are inconsistencies between national accounts and output data from the
Ministry of Agriculture. The reference base of the constant price accounts is obsolete and no
longer reflects the current structure of the economy. Additionally, the impact of the 1994
devaluation of the CFA franc impact on the GDP deflator seems underestimated, resulting in a
much smaller nominal GDP than the staffs own estimates.

Government finance

In April 1994, a government finance statistics (GFS) technical assistance mission assisted the
Ministry of Finance and Planning in establishing a system for compiling the statement on the
financial operations of the central government (TOFE). The mission report recommended
improvement in the basic sources of data and the institutionalization of a TOFE compilation
procedure through the creation of a working group headed by the General Directorate of the
Economy. The report also provided classification keys for the reporting of GFS data to STA. The
authorities took steps in mid-1995 to implement the mission's recommendations. However,
reporting of GFS data for publication by STA has not yet been resumed.

Monetary accounts

Preliminary monetary data for Niger are prepared by the national agency of the Central Bank of
West African States (BCEAO) and released officially by the headquarters of the BCEAO with a
lag of two to three months. A new accounting system for commercial banks was introduced by
the BCEAQ on January 1, 1996. Most of the problems that appear in the monetary statistics for
Niger are not specific to that country but concern all seven countries of the Western African
Economic and Monetary Union (WAEMU). One statistical problem arises from the difficulties
the BCEAO has encountered in estimating currency in circulation in each WAEMU member
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country because of the large backlog of unsorted banknotes held by the central bank in its
various national agencies. The sorting of these banknotes by the country of issue gives rise to
significant delays and uncertainties regarding the measurement of currency in circulation in
WAEMU member countries and, as a result, on the contribution of each country to the gross
foreign reserve position of the common central bank and money supply. In Niger, money in
circulation appears severely underestimated, and the velocity of money much higher than in any
other WAEMU country. No significant progress has been made in recent years in solving this
problem. A monetary and financial statistics mission visited the headquarters of the BCEAO in
May 2001. The mission provided technical assistance in addressing the main shortcomings
pertaining to coverage, methodology, and timeliness of monetary statistics. The mission
discussed and agreed with the authorities an action plan for the implementation of the Monetary
and Financial Statistics Manual and for the introduction of an area-wide page in ZFS for the
WAEMU. New proposals were discussed with the authorities for re-energizing the work
program on the sorting of banknotes and on the provision of future technical assistance in
monetary statistics for the region.

Balance of payments

The BCEAO is responsible for compiling the balance of payments statistics that have
significantly improved over the past few years. The technical assistance of STA (a Statistical
Advisor was posted at the BCEAO headquarters in Dakar from July 1996 through July 1999)
contributed to the reporting of improved yearly balance of payments data in line with the
framework of the Balance of Payments Manual, (Fifth Edition (BPMS5) for the period 1996-99.
In addition, the BCEAO disseminated the 1988-95 data in the BPM5 format. Regarding trade
data, the customs computer system (SYDONIA) was upgraded in 1999, and its installation in the
main border customs houses is being completed; this should allow for a better monitoring of
import data and should improve the coverage of informal trade. The further improvement of
services and transfers (especially workers’ remittances) coverage is clearly linked to the future
intensification of the contacts with reporting bodies; this implies that the authorities’
commitment to strengthen the human and technical resources should be enhanced.

Concerning the financial account, the foreign assets of the private nonbanking sector are still not
well covered, especially assets of WAEMU residents, which are obtained through the Bank for
International Settlement (BIS) data. The organization of annual exhaustive surveys for the
reporting of foreign direct investment transactions in Niger is still at a very preliminary stage.
The BCEAO authorities have indicated that they are looking forward to integrating two
additional sources aimed at improving the quality of the balance of payments reports: the
regional stock exchange transactions, and the firms’ balance sheet database {(centrale des bilans).

The follow-up mission at the BCEAO headquarters (April 17-28, 2000) highlighted
improvements in published data: early in 2000, Niger approved a balance of payments final
statement for 1998. However, the mission pointed out serious shortages in the human and
technical resources that hampered the implementation of the resident advisor's recommendations.



Niger: Core Statistical Indicators

(As of December 15, 2001)

_6£-

Central
Reserve/ Bank Consumer Current Overall
Exchange International Base Balance Broad Intercst Price Exports/ Account Government

Rates Reserves Money Sheet Money Rates Index Imports Balance Balance GDP/GNP
Date of latest Current 09/01 09/01 09/01 09/01 11/01 10/01 12/00 12/60 09/01 12/00
observation
Date received Current 11/01 11/01 11/01 L1/01 12/01 11/01 11/01 11/01 11/01 11/01
Frequency of data Daity Monthly Monthly Monthly | Monthly | Variable Monthly Annually Amnually Monthly Annually
Frequency of Monthly Variable Variable Variable | Variable | Variable Monthly Variable Variable Variable Variable
reporting
Source of update EIS/TRE I/ BCEAQ BCEAO BCEAQ BCEAC | BCEAO | Statistics BCEAQO BCEAO | Ministry Ministry

Directorate of Finance of Finance

Moede of reporting On-Line e-mail e-mail e-mail e-mail Staff Staff Staff Staff Staff Staff
Confidentiality No 2/ 2/ 2/ 2/ 2/ 2/ g 2/ 2/ 2/
Frequency of Monthly Monthly Monthly Monthly | Monthly | Monthly Monthly Annually Annually Monthly Annually
publication

I/ EIS = Economic Information System (IMF); TRE = Treasurer’s Department (IMF).
2/ Preliminary data for staff use only; actual data unrestricted.

III XIANdddV
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Niger: Tentative Work Program Under the
PRGF Arrangement, 2000-03
Action Date
2000 Article IV consultations discussions of three year PRGF July 2000
arrangement (2000-03)
Continuation of 2000 Article IV consultations discussions and September 2000
finalization of three-year PRGF arrangement and preliminary HIPC
Initiative decision document
Executive Board consideration of 2000 Article IV consultation report, November-
request for PRGYE arrangement, preliminary and final HIPC Initiative December 2000
decision point documents, and interim PRSP
First review mission under the PRGF arrangement May 2001
Finalization of the first review under the PRGF arrangement June 2001
Executive Board consideration of first review under the PRGF August 2001
arrangement
Second review mission under the PRGF arrangement, discussion of November 2001
second year of PRGF arrangement, and 2001 Article IV consultation
discussions
Executive Board consideration of second review under the first year of February 2002
PRGF arrangement, second year of PRGF arrangement, full PRSP,
joint staff assessment, and Article TV consultation for 2001
Staff visit March 2002
Third review mission under the PRGF arrangement May 2002
Executive Board consideration of third review under PRGF August 2002
arrangement,
Fourth review mission under the PRGF arrangement, discussion of November 2002
third year of PRGF arrangement, and 2002 Article IV consultation
discussions
Executive Board consideration of fourth review under the PRGF February 2003
arrangement, third year of PRGF arrangement, and Article IV
consultation for 2002
Fifth review mission under PRGF arrangement and enhanced HIPC May 2003
Initiative completion point discussions
Executive Board consideration of fifth review under PRGF August 2003
arrangement and enhanced HIPC Initiative completion point
Sixth review mission under the PRGF arrangement and 2003 Article November 2003
IV consultation discussions
Executive Board consideration of sixth review under the PRGF February 2004

arrangement, and Article IV consultation for 2003
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Niamey, January 16, 2002

Mr. Horst Kdhler

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

Dear Mr. Kéhler:

1. On behalf of the government of Niger, I am pleased to send you the memorandum of
economic and financial policies for 2001-02. This memorandum was prepared in the context
of the second review of the government of Niger’s three-year program covering 2000-03,
which is supported by the International Monetary Fund under the Poverty Reduction and
Growth Facility (PRGF). Tt describes progress made in implementing the 2000-01 program
through September 30, 2001, the targets of the 2001-02 program, and the policies to be
carried out to achieve these targets.

2. As a result of the measures taken in the context of the first review of the program and
the government’s determination (see my letter of intent of July 19, 2001), program
implementation through September 30, 2001 was satisfactory despite cash-flow difficulties
affecting Niger in the third quarter, owing mainly to delays in the disbursement of external
financial assistance. All the performance criteria and benchmarks for end-September 2001
were met, with the exception of the continuous quantitative criterion regarding the
nonaccumulation of new external payments arrears. The completion of the negotiation of the
bilateral agreements from the last Paris Club meeting in January 2001 led to delays in
external payments on post-cutoff-date debt to two Paris Club creditors, while problems with
the reconciliation of maturity schedules led to payments arrears to the International Fund for
Agricultural Development (IFAD). All these external payments arrears were subsequently
cleared, and the government has decided to strengthen its external debt service unit.
Accordingly, in light of the corrective measures taken, the government requests a waiver for
the nonobservance of the continuous performance criterion on the nonaccumulation of new
external payments arrears.

3. The economic and financial outlook through the end of 2001 is good. The economic
growth rate is estimated to have exceeded the target of 4.1 percent to reach 5.1 percent, and
inflation slowed to under 4 percent on average for the year owing to the good agricultural
harvest resulting from favorable rainfall conditions. The external current account deficit
(excluding official transfers) did not deteriorate as much as anticipated and should stand at
around 8.5 percent of GDP. In addition, the government took a series of fiscal measures to
ensure that the program targets were met. Nonetheless, the above-mentioned delays in the
disbursement of external assistance could affect the reduction of domestic payments arrears.
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4. For 2002, the government’s efforts are aimed at consolidating progress made during
the first year of the program, particularly in improving public finances, boosting the
economy, and ensuring implementation of the poverty reduction strategy defined in the full
- poverty reduction strategy paper (PRSP). The economic and financial program for 2002
supports the following macroeconomic targets: (i) achieving a real GDP growth rate of

4.1 percent in 2002; (ii) keeping the inflation rate below 3 percent in 2002; and (iii) holding
the external current account deficit (excluding official transfers) steady at 9.5 percent

in 2002. To boost the economy, the government will continue to implement structural
reforms, including the restructuring of the financial system.

5. The 2002 budget law is in line with the program objectives and reflects the
determination of the authorities to pursue their fiscal adjustment policy and implement their
poverty reduction strategy. The basic fiscal deficit (on a payment order basis and excluding
grants) is thus limited to CFAF 32 billion, or 2.1 percent of GDP. The reduction of domestic
payments arrears continues to be one of the government’s priorities for 2002 and the strategy
defined in 2001 will continue to be applied.

6. The government, with the involvement of all segments of the population and the
active participation of civil society, has just finalized the full PRSP, and its policy directions
are reflected in the 2002 budget law, particularly in the special poverty reduction program
launched in early 2001 at the initiative of the President of the Republic. The PRSP has been
transmitted to you on January 15, 2002 for consideration by the Executive Board of the
International Monetary Fund.

7. The government is counting on the continued support of the International Monetary
Fund to meet its program objectives, and seeks completion of the second review under the
PRGF arrangement and endorsement of its program for the second year. The government is
also seeking the extension to 2002 of the International Monetary Fund’s interim assistance
under the enhanced Heavily Indebted Poor Countries Initiative (HIPC Initiative). The Fund,
together with the government of Niger, is expected to complete two program reviews, one at
midterm scheduled to be completed by August 15, 2002 and the other one scheduled to be
completed by February 15, 2003 at the end of the second year of the program, so as to
monitor progress made in the program’s implementation. As was the case in the past, the
government consents to the Fund's publication of this letter, the memorandum of economic
and financial policies for 2002, the technical memorandum of understanding, and the staff
report.
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8. The government considers that the reforms and measures described in the attached
memorandum are such as to permit achievement of the 2002 program objectives. It is
prepared to take any additional measures required for this purpose. The government of Niger
will, on its own initiative or at the Managing Director's request, consult with the International
Monetary Fund on the adoption of any measure deemed necessary.

Sincerely yours,
/s/

Ali Badjo Gamatie

Minister of Finance and Economy
Ministry of Finance and Economy
Niamey, Niger

Attachments: Memorandum of economic and financial policies for 2001-02 and
technical memorandum of understanding
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NIGER
Memorandum of Economic and Financial Policies for 2001-02

Niamey, January 16, 2002

I. INTRODUCTION

1, Discussions in the context of the second review of Niger’s economic and financial
program took place in Niamey during November 12-26, 2001. International Monetary Fund
(IMF) support for this three-year program in the amount of SDR 59.2 million was approved
on December 14, 2000 under the poverty reduction and growth facility (PRGF). The
simultaneous approval of the decision point under the enhanced Heavily Indebted Poor
Countries Initiative (HIPC Initiative) has enabled Niger to benefit from additional assistance
totaling some 0.6 percent of GDP or USS$11.5 million in 2001; this assistance has been
allocated in its entirety to implementation of a special poverty reduction program.

2. The first review of the three-year program was completed by the IMF Executive
Board in August 2001, and Niger received the second disbursement equivalent of

SDR 8.46 million under the PRGF arrangement, bringing to about SDR 17 million the total
amount disbursed thus far. This first review led to revisions in the 2001 program to take
account of the interim assistance expected in the form of HIPC resources, the proceeds from
the sale of two mobile telephony licenses, and economic developments in the first quarter
of 2001. The revised program for 2001 fits into the authorities” medium-term strategy, which
is described in the interim Poverty Reduction Strategy Paper (I-PRSP) prepared in
December 2000. It called for an economic growth rate of approximately 4.1 percent in 2001,
an average annual inflation rate of 4.2 percent, and an external current account deficit
(excluding official transfers) of 10.4 percent of GDP.

3. This memorandum of economic and financial policies (MEFP), prepared in the
context of the second review of the three-year program, presents the satisfactory results
obtained in implementing the program through September 30, 2001, and reviews
developments during the last quarter of 2001 and the macroeconomic outlook for 2002, as
well as related economic and financial policies. This memorandum is accompanied by the
full poverty reduction strategy paper (PRSP}, which was approved in a national validation
workshop held in Niamey in late-November 2001, and which has just been finalized.

II. RECENT DEVELOPMENTS
A. Performance at End-September 2001

4, The difficulties encountered in implementing and monitoring the program
during the first half of 2001 were described in the MEFP prepared for the first review.
‘While the performance criterion for net bank credit to the government and the benchmarks
for budgetary revenues and the wage bill were met at end-March 2001, the quantitative
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benchmark for the basic deficit was not observed owing to the more rapid commitment of
budgetary expenditures than anticipated, as a result of sizable external disbursements early in
the year (see Table 1). Likewise, the failure to observe the end-March 2001 performance
criteria on the reduction in domestic payments arrears, the nonaccumulation of external
payments arrears, and the nonrecourse to external borrowing with a grant element of less
than 50 percent resulted from some weaknesses in the initial implementation and monitoring
of the program. These program implementation problems persisted in the second quarter

of 2001, and similarly affected program performance through end-June 2001. Furthermore,
compliance with the structural benchmarks on establishing an opening balance for the
treasury accounts as at January 1, 2001 and the development of a new budget nomenclature,
scheduled for end-March and end-June 2001, respectively, were delayed. The amount of
work involved and the assignment of staff to the task of closing the budgetary accounts

for 1998 and 1999 were responsible for those delays.

5. In view of the difficulties in the first half of 2001, the government reaffirmed the
objectives of its adjustment program and took the necessary measures to achieve them.
The strategy for the reduction of arrears was revised and clearly defined; the accumulation of
external payments arrears to the two Paris Club creditors was eliminated; and the West
African Development Bank’s (BOAD) Executive Board granted in December 2001
additional concessionality to four old loans, thus bringing the totality of projects financed by
the BOAD in 2001 to the required level of concessionality of at least 50 percent. The number
of staff assigned to program monitoring was also increased. Moreover, the revision of the
program for 2001 led to the implementation of a number of measures in the context of a
supplementary budget law approved by the National Assembly in early July. The
supplementary budget law thus included a special poverty reduction program that was
launched by the President of the Republic as part of the interim poverty reduction strategy,
and financed by HIPC Initiative assistance granted for 2001. In addition, the government
took additional measures to offset the impact of a food crisis caused by a poor harvest, which
led to a cereals deficit of 163,000 metric fons in 2000, as well as a deterioration of domestic
security, particularly in border areas. Finally, on August 1, 2001, the government introduced
a pricing system for petroleum products that is automatic, flexible and transparent, and which
contributed to achieving the budgetary revenue targets for 2001.

6. The strict implementation of corrective measures made it possible to achieve
satisfactory results at September 30, 2001. All the quantitative performance criteria and
benchmarks for end-September 2001 were met, with the exception of the continuous
performance criterion on the nonaccumulation of external payments arrears. The completion
of negotiations on bilateral agreements following the last Paris Club meeting in January 2001
led to delays in the external payments on the post-cutoff-date debt to two Paris Club
creditors, while problems with the reconciliation of maturity schedules led to arrears to the
International Fund for Agricultural Development (IFAD). All these external payments arrears
were subsequently cleared. The two structural benchmarks for end-September 2001 on the
establishment of a provisional opening balance for the treasury accounts as at January 1,
2001 and the development of a new budget nomenclature were also met.
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7. The basic fiscal deficit as at end-September 2001 (i.e., the overall deficit on a
commitment basis and excluding grants, minus externally financed capital expenditure)
was limited to CFAF 35.3 billion, compared with a ceiling of CFAF 43 billion. This
outcome reflected both the higher-than-expected budgetary revenue (CFAF 97 billion as
against a target of CFAF 93.7 billion) and better control of budgetary spending, which stood
at CFAF 132.3 billion, compared with a ceiling of CFAF 136.8 billion. The target of

CFAF 10.9 billion for the reduction of domestic payments arrears was exceeded by more
than CFAF 2 billion. Nevertheless, owing to the shortfall in net external financing, use of
bank financing exceeded the ceiling of CFAF 6 billion, to reach CFAF 18.6 billion. This
overrun remains within the limits of the adjustment planned in the event of a shortfall in
external assistance, and the performance criterion for end-September 2001 concerning net
bank credit to the government was met.

8. This satisfactory performance at end-September 2001 took place in a difficult
context as less external assistance was disbursed than anticipated in the second and
third quarters of 2001, The European Commission suspended budgetary support to Niger in
June 2001 owing to an audit of budget expenditure it had financed during 1996-2001. The
government received the conclusions of the audit report in October 2001 and discussions
between the two sides will be held, with a view to having the suspension of budgetary
support from the commission lifted in 2002. In addition, World Bank budgetary support
linked to the privatization of the national telecommunications company (SONITEL) could
not be disbursed until December 5, 2001, following the late selection of SONITEL’s strategic
partner, in early November 2001.

9. Monetary developments at end-September 2001 essentially reflect delays in
disbursements of external budgetary assistance and the increased government reliance
on bank financing,. Credit to the economy remained high owing to the continued heavy
indebtedness of the petroleum sector. The decline in net foreign assets did not offset the
increase in net domestic assets of CFAF 21.1 billion as at end-September 2001, including
CFAF 18.6 billion in net claims on the government. In addition, the money supply rose by
almost 14 percent between December 31, 2000 and September 30, 2001 to reach

CFAF 117.5 billion at the end of the period.

B. Developments Through End-2001

10. For 2001, it is estimated that, with a good agricultural harvest following a season
of satisfactory rainfall, the growth rate has exceeded its target of 4.1 percent to reach
5.1 percent. The provisional cereals production balance in 2001 indicates that the rural
sector grew by more than 8 percent, compared with an anticipated 4 percent, and that a
cereals surplus of approximately 200,000 metric tons over anticipated 2002 requirements has
been achieved. This surplus has already led to a significant drop in food prices and a decline
in inflation to around 3 percent on a end-of-period basis as at end-December 2001 and to an
average of less than 4 percent for the year as a whole.

11 The external current account deficit (excluding budgetary grants) will not have
deteriorated as much as expected and should stand at around 8.5 percent of GDP in
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2001. Import requirements have been contained for food imports, owing to the good harvest
in late 2001, and for capital goods imports, owing to the slower execution of the externally
financed public investment program. At the same time, the solid performance of livestock
exports and reexport operations for the most part offset the decline in exports of agricultural
products, with the result that total exports did not deteriorate as much as anticipated. Taking
into account capital transactions, financial operations, and debt rescheduling received or
under discussion, the net foreign assets of the BCEAO should have improved substantially in
the last quarter of 2001, increasing by CFAF 3.8 billion, or close to US$5 million for the year
as a whole,

12. On the fiscal side, the government took a set of measures to ensure that the
program objectives would be met despite the above-mentioned delays in the
disbursement of external assistance. To avoid any budgetary slippage, the government
postponed the date for releasing the budget appropriations for the fourth quarter and,
following confirmation of the disbursement from the World Bank, decided not to release
CFAF 38 billion of the remaining CFAF 16 billion. Given the good results on the budget
revenue side, the basic fiscal deficit should have remained below the program ceiling of
CFAF 51.8 billion and stand at around 3 percent of GDP, as in 2000. The government has
also taken measures to reduce domestic payments arrears, equivalent to more than 2 percent
of GDP, and to comply with the ceiling on bank financing of 1 percent of GDP at end-
December 2001.

13. Inline with the year-end fiscal policy, net domestic assets of the monetary system
should have declined in the last quarter of 2001 to CFAF 115.9 billion at end-

December 2001. This projection results from the respect of the targets for net credit to the
government and the anticipated decline in credit to the economy owing to disengagement
from the petroleum sector and reduction in domestic payments arrears. The substantial
anticipated rise in net foreign assets during the same period should have resulted in an
increase in the money supply to CFAF 122 billion at year’s end, or 18 percent for the year as
a whole. This increase would correspond te an annual rate of growth for the money supply of
6.8 percent between end-1998 and end-2001, in line with nominal annual GDP growth during
the period.

14, In the area of structural reform, progress was achieved during the fourth
quarter of 2001 with the privatization of the public telecommunications company,
SONITEL. This was accomplished through the acquisition by a private investor of a

51 percent equity interest in the company, and is accompanied by a social plan for the
reduction of staff under appropriate conditions and an ambitious investment program that
could exceed CFAF 160 billion over a ten-year period. This program is expected to bring
down the cost of telecommunications and increase the number of telephone lines

from 20,000 to more than 45,000 by 2004. Acquisition of the equity interest by the strategic
partner became effective on December 20, 2001, following the signing of legal documents,
including the transaction protocol and the direct transfer of the state’s 51 percent of shares.
The cost of the social plan, estimated at CFAF 3 billion, will be covered by the cash bonus
paid by the investor and any surplus will be used by the treasury to cover the costs related to
the reform program of other public enterprises in 2002.
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15. An important reform aimed at making the pricing of petroleum products
automatic, flexible, and transparent, while increasing government revenues, was
achieved with the adoption of a new pricing system in August 2001. The authorities
nonetheless deferred implementation of the system in October 2001 in the light of the
exceptional nature of the rise in international oil prices. The system was reintroduced in
November 2001 and led to decreases in the prices of petroleum products ranging from

5 percent for diesel fuel to 7 percent for premium gasoline. Following this decrease and a
public information campaign, the government made a commitment to automatically apply
this transparent and flexible pricing system for petroleumn products in the future; a review of
the system is planned for March 2002. By then, the government will develop a strategy with
stakeholders to resolve the issue of subsidies received by the sector prior to the
implementation of the new system, particularly at the time of the international price increases
in 1999 and 2000. In that connection, the government had already paid CFAF 2 billion by
end-November 2001 to the petroleum product import company (SONIDEP), which enabled it
to reduce its debt to the banking system by the same amount.

16. Structural reforms were supplemented at end-2001 by work on the closing of
budgetary accounts for 2000. The submission of these budgetary accounts to the audit
office (cour des comptes) and the preparation of a budget review law for 2000 (/oi de
réglement), which will also validate the provisional opening balances of the treasury
accounts at January 1, 2001 and discharge the accounts for the preceding fiscal years, will
take place in January 2002. Moreover, a program for the implementation of the new budget
nomenclature and the new chart of accounts has been established so that they can be
introduced in the budget law for 2003. Finally, the merger of the Ministries of Planning and
Finance into a single Ministry of Finance and Economy following the cabinet reshuffle on
September 17, 2001 has allowed a reorganization that will be followed by the integration of
the government’s.general and capital budgets into a single budget, improved government
finance management, and better tracking of the government’s financial program.

II1. POLICIES AND MEASURES FOR IMPLEMENTATION IN 2002

17.  The program prepared by the Nigerien authorities for 2002 includes the
objectives of the three-year program for 2000-03 and of the regional convergence pact
of the West African Economic and Monetary Union (WAEMU). It also reflects the
priorities of the poverty reduction strategy established in the full PRSP that was validated
during a national workshop held in Niamey during November 26-27, 2001 and finalized in
December 2001. In this context, the efforts of the government are aimed at consolidating the
progress made during the first year of the program, particularly in improving the
management of government finances. To boost the economy and support implementation of
the poverty reduction strategy defined in the full PRSP, the government will continue
improving the macroeconomic framework and implementing structural reforms, including
the restructuring of the financial system.
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A. Macroeconomic Framework

18.  The following macroeconomic objectives were established for the second year of
the three-year program: (i) achieve a real GDP growth rate of 4.1 percent in 2002;

(ii) keep the inflation rate below 3 percent in 2002; and (iif) hold the external current
account deficit (excluding official transfers) steady at 9.5 percent in 2002. The
achievement of these macroeconomic objectives will depend not only on consolidating
sociopolitical stability, but also on implementating economic and financial policies aimed at
promoting economic recovery and poverty reduction in a context of stable prices.

19. The program has taken account of a deteriorating world economic context

in 2002, but Niger’s vulnerability to external shocks is limited by the particular structure of
its economy and the fact that it is not highly integrated into the global economy. Its uranium
exports, which represent almost one-third of its total exports, are subject to long-term
contracts at prices negotiated annually in CFA francs. These conditions will barely change
in 2002. Moreover, Niger will benefit from the projected decrease in the prices for petroleum
products and the good export potential for agricultural products in 2002, especially on the
nearby regional markets, which will stimulate trade and transport. These positive factors will
be reinforced by the economic recovery measures contained in the government program,
including the start-up of large public investment projects in 2002 (in particular, the
construction of road infrastructure and rural irrigation projects), the privatization of public
enterprises, such as the water and telecommunications companies in 2001, and the reduction
of government domestic payments arrears. Nevertheless, the uncertainties regarding
economic growth in Nigeria, which has been affected by the decline in oil prices, and
regarding the prices for agricultural exports (onions, cowpeas, and livestock), have led to
prudent growth and balance of payments projections.

20. The economic growth target of 4.1 percent in 2002, compared with 5.1 percent
in 2001 and an annual population growth rate of more than 3 percent, is based on
assumptions that weather conditions will be mild and that the government will
implement economic recovery efforts. The growth of the rural sector will begin to benefit
from the projects to harness water resources and land suitable for irrigation and their results.
The program for 2002 has thus been based on a 2 percent growth in agricultural production, a
recovery of trade and transport owing to the marketing of the good harvest in 2001,
continued implementation of the special poverty reduction program, and the start-up of large
public investment projects, particularly in the roads sector. The decline in the consumer price
index for food products following the 2001 harvest will bring the average annual inflation
rate down to close to 2.5 percent at end-December 2002.

21. The external current account deficit (excluding official transfers) will stand at
CFAF 143 billion in 2002, or 9.5 percent of GDP. The projected deterioration of around

1 percentage point of GDP compared with 2001 primarily reflects an increase in the trade
deficit (0.6 percent of GDP) and a decline in current transfers (0.4 percent of GDP, excluding
budgetary transfers). Owing to the stagnation of the nominal value of uranium exports and a
very modest increase in exports of agricultural products in the subregion, the level of exports
will decline by 0.6 percentage point of GDP to 13.7 percent of GDP in 2002. This decrease
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will be partially offset by a decline in imports from 17.5 percent of GDP to 17.3 percent of
GDP, owing to the smaller oil bill and a reduced need for food imports, despite an increase in
imports of capital goods and intermediate goods. With a projected surplus in the capital and
financial account of almost CFAF 55 billion, including CFAF 10 billion in assistance under
the HIPC Initiative, the overall balance of payments deficit is projected at CFAF 88 billion
(6 percent of GDP).

22, Given the traditional rescheduling of the external debt and a projected
accumulation of net foreign assets by the Central Bank of West African States
(BCEAQ), the financing gap for 2002 is projected at CFAF 74 billion (excluding IMF
financing). This gap should be covered without difficulty given the commitments already
made by Niger’s development partners, such as the World Bank, the European Union, the
African Development Bank, and important bilateral donors. The meeting of a Consultative
Group or a forum of donors in mid-2002 under the auspices of the World Bank should
confirm the financing of the 2002 gap and review the country’s future needs, especially in the
context of the poverty reduction strategy. If the gap grows or its financing is reduced as a
result of international developments, the authorities will take the necessary measures to bring
the gap into line with identified financing. These measures will consist essentially in
reducing the accumulation of net foreign assets by the central bank and tightening fiscal
policy.

B. Fiscal Policy for 2002

23.  The fiscal policy for 2002 aims to achieve further fiscal consolidation,
particularly by reducing the stock of domestic arrears, and to ensure the
implementation of the poverty reduction strategy outlined in the full PRSP. Improving
budget balances while increasing the level and quality of government expenditure will
(i) strengthen the progress made toward complying with the criteria of the regional
convergence pact and the conditions to reach the completion point under the HIPC
Initiative; and (ii) contribute to increased debt sustainability. Attainment of these goals
will be accompanied by major structural reform measures that will contribute to ensuring
better governance and management of government affairs. The reforms undertaken in 2001
and those planned for 2002 focus not only on strengthening the revenue collection agencies
(taxes, customs, and treasury), but also on improving fiscal management, including budget
preparation, programming, and execution.

24.  The 2002 budget law, adopted by the National Assembly on November 20, 2041,
and additional measures taken in the context of the supplementary budget law
presented to the National Assembly for approval in January 2002, reflect the
government’s determination to continue its fiscal adjustment policy and to implement
its poverty reduction strategy. The basic budget deficit {(on a commitment basis and
excluding grants), has thus been held to less than CFAF 32 billion, or 2.1 percent of GDP.
This improvement, amounting to almost 1 percent of GDP relative to 2001, is attributable to
the government’s efforts to increase the tax ratio and maintain strict expenditure control. This
gradual recovery of public finances is also reflected in the fact that the current budget deficit
1s projected to decline from 2.1 percent of GDP in 2001 to 1.3 percent of GDP in 2002.
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Taking account of the upturn in capital expenditure (owing, in part, to the revitalization of
economic and financial cooperation with major development partners and to the resources
mobilized under the HIPC Initiative), the overall budget deficit would amount to 7.7 percent
of GDP, a level slightly higher to that of 2001.

25.  The reduction in domestic payments arrears continues to be one of the top
government priorities for 2002, and the strategy identified in 2001 will continue to be
implemented. For 2002, the government is planning to settle CFAF 28 billion (1.9 percent of
GDP), an amount that will reduce the stock of domestic arrears to nearly 5 percent of GDP at
end-2002, or almost half its level at end-2000. On the basis of the stock identified at end-
2000, this strategy adopted by the government will consist in clearing wage arrears, settling
amounts due to public and private enterprises and diplomatic offices, and regularizing
payments due under the investment budget. In this context, the methods envisaged include,
inter alia, a settlement based on the settlement of eligible cross debts. The fiscal program also
makes provision for improving the government’s cash flow as well as for partial repayment
of the statutory advances from the BCEAOQ. Elimination of these statutory advances by
resorting to national borrowing on the WAEMU regional market is currently under
consideration, and a decision will be adopted in this regard at the time of the third program
review. In view of debt repayments, external financing for projects, and external debt relief
obtained, the financing gap amounts to CFAF 74 billion and should be covered without
difficulty, as indicated previously.

26.  Fiscal revenue for 2002 is projected at CFAF 160.9 billion, or 10.7 percent of
GDP. This increase, amounting to over 1 percent of GDP relative to 2001, is attributable to
CFAF 8 billion, or 0.5 percent of GDP, in nonrecurrent revenue resulting from the
elimination of cross debts between the government and economic actors reflecting efforts to
reduce domestic payments arrears. Excluding this nonrecurrent revenue, tax receipts will
increase by 16 percent to CFAF 143.9 billion, or 9.6 percent of GDP. About one-third of this
increase reflects the full-year impact of the oil tax reform introduced in August 2001, while
the remainder stems from the strengthening of the tax and customs directorates as well as to a
number of measures introduced in the 2002 budget law to improve tax collection and to
broaden the tax base. These measures include (i) the strengthening of provisions with respect
to pre-payments on account of the industrial and commercial profits tax; (ii) a review of the
smal! business license taxes (patentes synthétiques) to take account of taxpayers’ ability to
pay and to better distribute the tax burden; (iii) a broadening of the tax base with respect to
revenue stamps and a revision of the percentage rates, which have remained unchanged for
over a decade; (iv) the reincorporation of press agencies into the ordinary tax law system;
and (v) the enhancement of the collection of miscellaneous revenue items, particularly
nonfiscal receipts collected by legal clerks and bailiffs, forestry offices, law enforcement
agencies, state police, and the mining and geological service.

27.  The pursuit of a cautious policy on budget expenditure has made it possible to
limit the level of current expenditure allocations to CFAF 163 billion, or 10.8 percent of
GDP. This level slightly exceeds the amount set at the time of the first program review, as it
reflects the government’s new responsibility to pay for the national education volunteers
(previously funded by a World Bank project), the strengthening of the university system to
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accommodate the overenrollment of students caused by university system malfunctions
during the 1990s, and a wage bill adjustment, in the context of the above-mentioned
supplementary budget, resulting from the government’s decision to take into account the
financial impact of automatic promotions—frozen since 1998— on the wage bill. The budget
also reflects the government’s efforts to implement the poverty reduction strategy, strengthen
the revenue collection agencies, and ensure a smooth running of the administration and better
quality of public services. These increases have been partially offset by the elimination of the
domestic fuel oil subsidy and the planned reduction in food aid following the good harvests
in 2001. The increase in the wage bill has also been controlled by the implementation of civil
service reform measures already in effect. Recruitment will thus be limited to replacing
personnel leaving government, and the regulations governing separations will continue to be
enforced. Other measures are planned to enhance the caliber of the civil service by increasing
the efficiency of existing human resources, particularty through redeployment.

28. The estimated capital budget outturn for 2002 amounts to approximately

CFAF 106 billion, or 7 percent of GDP. This substantial increase relative to 2001 takes
account of the growth and poverty reduction targets and is expected to contribute to the
revitalization of the national economy. The implementation of the special poverty reduction
program will continue in 2002 and will amount to CFAF 10.2 billion, as a result of the
resources to be obtained from interim assistance under the HIPC Initiative. Apart from this
special poverty reduction program, 28 percent of the public investment program for 2002 will
be devoted to the productive sectors of the economy—almost exclusively to rural
development; 32 percent to the social sectors, inciuding one-third for health, one-third for
education, and one-fourth for hydraulics; and 22 percent for road infrastructure,

29. With respect to budget reform, measures to strengthen the treasury and the tax
and customs directorates will be actively pursued in 2002, as will be the efforts to
upgrade the entities responsible for monitoring the external debt and domestic
payments arrears. Furthermore, a program for implementing the new chart of accounts and
budget nomenclature has been prepared with a view to introducing the system at the time of
the 2003 budget preparation process. The closure of the fiscal year (FY) 2001 accounts and
the presentation of a budget review law for FY 2001 are expected to take place during the
budget session convened to discuss the adoption of the initial budget law for 2003. A
program to set up a new budget nomenclature and a new chart of accounts has been
established for their implementation at the time of the preparation of the 2003 budget law. In
addition, in cooperation with the World Bank, the government expects to continue the
technical work on establishing the medium-term expenditure framework (MTEF) in 2002,
and to lead to an improvement in the definition of sectoral budget envelopes for the medium-
term. A public expenditure review will also be conducted to enable the government to
improve quality in the area of expenditure. This ongoing work will facilitate the integration
of the overall and investment budget in a unified budget, a key tool in the government’s
efforts to promote development and reduce poverty.
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C. Poverty Reduction Strategy

30.  The 2001 supplementary budget initiated the implementation of the poverty
reduction strategy on the basis of the interim paper prepared by the government in
December 2000. In terms of specific measures adopted since February 2001, this interim
strategy has led to the implementation of the presidential special program, fully funded with
interim assistance under the HIPC Initiative (for almost 0.6 percent of GDP). This program,
which relies on the participatory approach at the local level to build 1,000 classrooms,

1,000 primary health care centers, and 1,000 rural water wells resulted in the construction of
244 schools, 241 health centers, 119 rural wells, and 34 mini-dams in 2001. A
comprehensive report on the implementation of this program and on the use of the resources
freed by the HIPC Initiative will be prepared before end-March 2002.

31.  The 2002 budget reflects the priorities of the full PRSP and will include
additional poverty-reducing measures compatible with the strategy and consistent with the
available resources. These measures mainly focus on meeting the conditions for reaching the
completion point under the enhanced HIPC Initiative by end-2002. These measures involve
the following:

o Recruiting the personnel required to fully staff the primary health care centers with a
view to complying with accepted standards in this field, and thereby building upon
the results already achieved.

. Financing the measures involved in the program for strengthening basic education,
specifically, payment for the education volunteers. Along with the special program,
this program constitutes one of the main tools of education policy. Together, they
have already raised the enrollment ratio by 3 points in one year.

. Allocating the budgetary funds required to finance a national household consumption
and budget survey, with the aim of generating more current data on poverty in Niger
and thereby facilitating efforts to enhance the relevance of the poverty reduction
strategy.

U Accepting financial responsibility for preparing a strategy and a program for
combating the HIV-AIDS pandemic.

32. The government does also make progress toward compliance with a number of
ratios relating to priority sectors under the poverty reduction strategy. The resources
allotted to education thus account for 4.1 percent of GDP, 38 percent of tax revenues, and
17 percent of total expenditure. The funding allocated for health represents 12 percent of
total expenditure, compared to a target of 17 percent in the poverty reduction strategy. At
12 percent of total expenditure, allocations for agricultural development are in line with the
objectives of the poverty reduction strategy. Appropriations for infrastructure correspond to
12 percent of total revenues, reflecting the commencement of major road and highway
projects. The government intends to take advantage of the forthcoming public expenditure
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review and increased donor project coordination to enhance the quality of expenditure and
undertake a far-reaching restructuring of government expenditure.

D. Monetary Policy and Financial System

33. Within the WAEMU, the BCEAO will continue to pursue a cautious monetary
policy in keeping with the goals of economic growth, price stability, and the generating
of balance of payments surpluses, as approved by the WAEMU Council of Ministers.
The money and credit policy directives approved in September 2001 likewise reflect the
outiook for achieving the basic objectives pursued through the Convergence, Stability,
Growth, and Solidarity Pact adopted in 1999, as part of efforts to speed up the regional
integration process. The monetary authorities have thus decided to maintain a restrictive
monetary policy in support of the parity of the CFAF vis-a-vis the euro and to achieve an
inflation target of 2 percent, in line with the euro zone target. For this purpose, the BCEAO
will use the indirect monetary policy instruments available to it, as necessary-—in particular,
its key rates and reserve requirements. The completion of the introduction of the euro on
January 1, 2002 does not affect the terms of the December 4, 1973 monetary cooperation
agreement between France and the WAEMU, which guarantees convertibility of the CFA
franc. The arrival of the euro will lead to slight changes in the exchange policy regulations
stemming from an increase in the ceiling on some current transfers and the streamlining of
some bureaucratic procedures.

34, In this context, monetary growth should be limited to 9.6 percent in 2002,
compare with 18.3 percent in 2001, Consistent with the fiscal policy for 2002, net bank
credit to the government will decline slightly, by CFAF 2.5 billion over the year. In
particular, the statutory advances of the BCEAO will be reduced by CFAF 10 billion. In
order to meet the treasury’s domestic financing needs and to move toward the BCEAO’s
objective to eliminate the statutory advances, the government is considering issuing bonds on
the WAEMU regional financial market. Credit to the economy should increase by 9 percent
(CFAF 6 billion), consistent with a moderate expansion in economic activity in 2002. The
banking commission’s decisions will be rigorously implemented to avoid further weakening
the banking system.

E. Financial Sector Reforms

35.  Strengthening the financial sector is a key element in the poverty reduction and
development strategy pursued by the Nigerien authorities. Major structural reforms have
to be implemented to enable the financial sector to play its role fully and efficiently within
the Nigerien economy. A specific program has been prepared on this subject, in coordination
with the World Bank. In 2002, several measures will be pursued with the aim of

(1) improving the environment for the financial sector in general; (ii) accelerating the pace of
restructuring in the banking system and the insurance industry; and (iii) reorganizing and
promoting decentralized financial intermediation. Furthermore, an actuarial audit of the
National Social Security Fund will be conducted in 2002, with a view to restructuring that
institution and identifying a strategy for reforming the social security sector.
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36. A deepening of the financial sector is also planned, based on studies of current supply
and demand conditions, of long-term financing, and of the specifics of small and medium-
sized enterprises financing, and on a campaign to inform about, and raise awareness of, the
opportunities offered by the WAEMU regional financial market.

37. With respect to the financial sector environment, the national regulatory
framework will be harmonized with the Harmonization of Business Law in Africa
(OHADA) Acts and a study will be carried out with a view to reforming the legislation
governing the recovery of claims, the realization of collateral, and procedures with respect to
contracts. Regulations will be adopted to disqualify from participation in calls for bids on
government contracts any transaction listed in the central registry of past-due claims as
approved by the Professional Association of Banks. A study will be conducted in early 2002
with a view to issuing securities to settle the government’s arrears vis-a-vis banks and
insurance companies.

38. With respect to the strengthening of the banking sector and especially the
restructuring of the three institutions currently on temporary administration, the
government will continue restructuring the Banque de Crédit du Niger (BCN), and will
reach a decision on the future of the Crédit du Niger (CDN) and the Caisse des Préts
aux Collectivités Territoriales (CPCT) before April 30, 2002. In that extent, the
government will undertake studies on the housing strategy and on its financing, on the
financing strategy of local communities and on the {inancing of small and medium-sized
enterprises. Based on these studies, the government will reach a decision on the future of
CDN and CPCT and on the opportunity and viability of a project to merge the two
institutions in a bank focusing on promoting housing and local development (Banque de
1’Habitat et du Developpement Local, BHDL). If the outcome is positive, and after
consultation with the World Bank, the creation of the BHDL, together with a realistic
financial and business plan, will be submitted to the approval of the Banking Commission. A
strengthening of the capacity of the money, credit and savings directorate is also planned in
the context of the reform of the banking system.

39.  The rehabilitation of the insurance industry will begin in 2002 with the
restructuring of one of the three insurance companies, SNAR-Leyma, and capacity
building at the Directorate of Insurance Supervision. The government will design a
specific program for reforming the insurance companies, most of which are confronted with
structural problems associated with excessive operating costs, inadequate supervision,
product pricing, and human resource constraints.

40.  Finally, decentralized financial intermediation will be strengthened by the
restructuring of the National Postal and Savings Office (ONPE); the implementation of the
microfinance development strategy, ratified in June 2001 with the support of the rural
financial services development program financed by IFAD; and the execution of
organizational and financial audits of the major microfinance institutions in the context of
efforts to improve internal management practices. The restructuring of the ONPE makes
provision for implementing a social plan in connection with staffing reductions, upgrading
and modemizing the ONPE’s postal operations, conducting an organizational and financial
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audit of postal checking accounts {CCP) and the National Savings Fund (CNE), and
resolving the issues associated with the postal debt and subsidy. It will also lead to the
restoration and merger of the CNE and CCP through the creation of an independent branch of
the postal system. This branch will benefit from a new internal organization, its own
accounting and information technology systems, and specific management and auditing
procedures.

F. Structural Reforms

41.  In addition to the above-mentioned strategy for rehabilitating and deepening the
financial sector, the structural reform program will focus on pursuing privatization and
promoting the development of the private sector, strengthening fiscal management and
governance, and reforming the civil service.

42.  Following the privatization of the national water company (SNE) and the
national telecommunications company (SONITEL), the program for reforming the
public enterprise sector will focus on privatizing the Groundwater Utilization Office
(OFEDES), the proprietary corporation operating the Gaweye Hotel (SPEHG), the
electricity company (NIGELEC), and SONIDEP. At the same time, it will aim to
withdraw the government from the Niamey slanghterhouse, the Riz du Niger (RINT), and to
restructure eight other public enterprises. The program includes the adoption of social plans
for the employees of enterprises to be privatized and the settlement of cross debts between
the government and these enterprises.

43.  The government will combine the execution of the privatization program in 2002
with the establishment of the Multisectoral Regulation Authority (ARM), which will be
entrusted with enforcing the regulatory framework in the sectors of water,
telecommunications, and petroleum products. A provisional structure for the water and
electricity sectors is already in place.

44.  In the area of civil service reform, the government will pursue efforts to review
civil service regulations, and will study the implementation of a system for the effective
delegation or decentralization of human resources to the local level, particularly through
local recruitment of contractual staff. Steps will be taken to strengthen personnel
management capacity within the ministries in order to ensure more effective resource
allocation. In the context of implementing the poverty reduction strategy, the government
will by end-2002 establish a civil service development strategy to take account of the needs
identified, while meeting regional convergence criteria with respect to the wage bill.

45.  The strengthening of the statistical database is alsoe a priority for the
government, particularly in the context of the implementation of the poverty reduction
strategy. To that effect, the finalization of the population census carried out in 2001 will be
supplemented by a number of other measures in 2002, including a household consumption
survey and the establishment of a panel for a horizontal study of poverty. Likewise, the
reforms linked to the implementation of the new budget nomenclature and the new chart of
accounts should lead to a substantial improvement in the quality, coherence, and availability
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of budgetary data. The introduction of new software in the tax, customs, and external debt
units will also improve the management of those directorates. Finally, the government plans
to improve its knowledge of economic developments by updating the national accounts and
overhauling the statistical systems on which they are based. In that regard, the government is
seeking technical assistance, and is also considering the possibility of creating an
independent national institute of statistics.

IV. EXTERNAL POLICIES AND FINANCING

46. The authorities will follow a highly cautious external borrowing policy and seek
to avoid external payments arrears. In that context, the external debt unit will be
strengthened in 2002 through an improvement in debt-management capacity and the use of
appropriate information technology. With regard to the four BOAD loans that were
insufficiently concessional, the BOAD’s Board has considered favorably in December 2001 a
new request by the authorities and brought those loans to the required level of
concessionality. Pending the finalization of discussions with the BOAD, the authorities had
continued to refrain from using those loans until external resources to achieve the required
level of concessionality were obtained.

47.  With regard to the external debt, following the Paris Club Agreed Minute on

January 25, 2001 providing for the benefit of Cologne terms, bilateral rescheduling
agreements have been signed with all Paris Club creditors (with the exception of France,
owing to temporary technical reasons linked to the passage of the 2001 revised budget law in
France). Concerning non-Paris Club bilateral creditors, the government has been actively
pursuing its contacts and negotiations in order to obtain debt relief under the HIPC Initiative
or on terms at least comparable to the last Paris Club. These efforts have led to the
cancellation of the pre-cutoff-date debt and part of the post-cutoff-date debt to China, and
consultations with Algeria are at an advanced stage. The conclusion of definitive agreements
regarding the seftlement of external payments arrears accumulated with some multilateral
creditors prior to the approval of the PRGF arrangement is also making satisfactory progress.
Only the Economic Community of West African States (ECOWAS) has not engaged in
negotiations with the authorities. The government has also initiated discussions in order to
obtain debt relief under the HIPC Initiative from multilateral creditors who have not yet
contributed to the Initiative in the case of Niger.

48.  Niger has received firm assurances regarding the provision of interim assistance
under the HIPC Initiative from Paris Club creditors, on the bilateral side, and from the
International Monetary Fund, the World Bank, and the African Development Bank (AfDB),
on the multilateral side. In light of the financing needs associated with the implementation of
the poverty reduction strategy, the government will seek to obtain the support of as many
donors as possible, and the continuation of their financial support on terms compatible with
the requirements of Niger’s economic and social development program.
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VY. PROGRAM MONITORING

49.  The program at end-December 2001 will be monitored in light of the structural and
quantitative performance criteria and benchmarks indicated in the July 19, 2001
memorandum on economic and financial policies and the related technical memorandum,

50.  The monitoring of the 2002 program will be based on quarterly quantitative
performance criteria and benchmarks, as well as structural benchmarks and a structural
performance criterion established for the period January 1-December 31, 2002, in addition to
two reviews. The quantitative performance criteria and benchmarks are specified in Table 3
and outlined in the attached technical memorandum of understanding. The structural
performance criteria and benchmarks are specified in Table 4. The quantitative performance
criteria comprise (1) a ceiling on net bank credit to the government (which can be adjusted);
(11) a ceiling on the basic budget deficit (on a commitment basis and excluding grants); (iii) a
reduction in the level of existing domestic payments arrears and nonaccumulation of new
domestic payments arrears; (iv) nonaccumulation of new external payments arrears; (v) a cap
on nonconcessional external debt contracted or guaranteed by the government having a
maturity of one year or more; and (vi) nonreliance on short-term external credit with the
exception of normal import credits and loans associated with debt relief operations. The
above-mentioned variables relating to end-June 2002 and end-December 2002 will constitute
benchmarks for the monitoring of the program; those for end-March 2002 and end-
September 2002 will be performance criteria. Furthermore, quarterly quantitative
benchmarks are being set for tax revenue and the wage bill. The quarterly limits on net bank
credit to the government will be adjusted on the basis of the recorded gap between the
projected net amounts of special external assistance and the amounts actually received within
the limits indicated in attached Table 3.

51.  The program for 2002 will also include a structural performance criterion on the
continuous implementation of the pricing system for petroleum products, adopted on
August 1, 2001, and a number of structural benchmarks as indicated in Table 4, These
comprise (1) the preparation of a budget review law for 2001 and the transmittal of the

FY 2001 accounts to the audit office; (ii) the introduction of the new budget nomenclature
and the new chart of accounts, and their use in preparing the 2003 budget law; (iii) the
preparation of a report on the implementation of the special poverty reduction program and
the use of resources freed by the HIPC Initiative in 2001; and (iv) the strengthening of the
unit responsible for the external debt through the introduction of new debt-management
software and the training of human resources in that regard.

52, The authorities will continue to subscribe to the statistical information requirements
indicated in the technical memorandum of understanding.



Table 1. Miger: Quantitative Ferformance Criteria and Benchmarks for the Period December 31, 2000-December 31, 2001,

{In billions of CFA francs)
Balange at Ead ~March 2001 End -June 2001 End-September 2001 End-Dec. 2001
December 31, 2000 Performance Criteria 1/ Benchmarks Performange Criteria 1/ Benchmarks
Program  Adjusicd  Real.  Program Adjusted Prel. Revised  Adjusted Est. Program
A, Quantitative performance eriteria and benchmarks
{In stock)
Net bank credit to the government 27 3/ 430 69.8 506 38.5 713 763 516 49.0 63.4 61.6 569
(Change {rom January 1, 2001 1o the paint in time considered)
Redugtion in goverament demestic payments arrcars 4/ 3.7 7 1.0 10.6 16.0 69 10.9 10.9 13.4 34.0
Changes in government cxternal payments arrears 5/ 0.0 0.0 0.5 0.0 0.0 0.0 0.0 0.0 0.9 0.0
New nencencessional external debt contracted
ot guaranteed by the government with maruritics nf:
0-1 year &/ 0.0 0.0 0.0 00 0.0 6.0 0.¢ 0.0 [IR] 0.0 0.0
Over 1 year 7/ 0.0 0.0 04 154 0.0 0.0 0.0 0.0 0.0 0.0 0.0
B. Quantitative benchmarks
Budgetary revenue 4/ 8/ 11 26.3 26.3 34 35.8 356 63.4 93.7 9237 97.0 127.7
Wage bill 3/ 51.8 130 13.0 2.9 25.7 257 25.1 38.6 386 37.7 0.1
Basic budget deficit (commitments basis, excl.grants) 3/ 9f 386 51 5.1 i7.8 12.8 19.8 26.3 43.0 43.0 353 51.8
Memorandum item;
Exceptional cxternal assistance (eumulative) 10/ 423 -1.0 18.2 182 173 123 12.3 25.6 1.2 1.2 43.6

1/ Petformance criteria for program indicators under A; benchmarks otherwisc.

2/ This eeiling on net bank credit to government will be adjusted if the 2mount of disbursements of external budgetary assistance, defined in footote 10, exceeds or falls short of program forecasts.

If disburscments arc Jess than the programmed amouts, the ceilings will be raised pro tanto in line with the observed shortfalls up to & maximum of CFAF 7.5 billion at end-December 2000 and end March 2001, and CFAF 15.0 billion at end-June,
end-September and end-December 2001. If disbursements of assistance exceed programmed amounts, the ceilings will be lowered pro tanto miless the excoss assistance is used for a reduction of domestic payments arrcars
in excess of the programmed reduction.

3/ Maximum,

4/ Minimum.

5/ Figures for December 2000 correspond to the settlement of all external payments arrears at the time of Executive Board consideration of Niger's request for 2 PRGE amangement. New payments arrears

arc monitored on a continuous basis,

6/ Except for ordinary credit for importts or debt reliaf,

7 Bxcluding debt relief obtained in the form of rescheduling or refinancing.

&/ BExcluding revenuc from privatization, which is included in financing.

9/ Total revenue, excluding grants, minus total expenses excluding foteipn-financed investment expenditurcs.

10/ External aid, including traditional debt relief, but excluding IMF financing, HIPC Tnitiative interim assistance, and net of external debt service and payments of external arears.

N.B.: The term "debt" has the meaning set forth in paint number 9 of the Guidelines on Performance Criteria with Regard to Forelgn Debt, adopted on August 24, 2000

and alse to commitments contracted or guaranteed for which value has not been received.
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Table 2. Niger: Prior Action, Structural Performance Criterion, and Structural Benchmarks for the
the First Year of the Poverty Reduction and Growth Facility-Supported Program

March 31, 2001-—December 31, 2001

Revised program

Status December 17,
2001

Prior action for completion of first review

Clearing of external payments arrears accumulated
at end-June 2001 vis-a-vis Paris Club creditors

Structural performance criterion

Implementation of an automatic, transparent, and
flexible pricing system for petroleum products

Structural benchmarks

Establishment of the opening balances for the 2001
accounts on the treasury books

Preparation of a new budget and public accounting
nomenclature that would improve the recording of
government operations and ensure consistency
between the budget law and public accounting

Computerization of the budgetary expenditure
processes of the government at the central level

Preparation of a final budget law (Loi de
réglement) for 2000 to be submitted to the National
Assembly and transmittal of the 2000 budgetary
accounts to the Audit Court

Cleared on July 12,
2001

August 1, 2001

End-September 2001

End-September 2001

End-December 2001

End-December 2001

Done

Freeze of the pricing
system for one month
(October 2001)

Done

Done

Pending

Pending




Table 3. Niger: Quantitative Performance Criteria and Benchmarks for the Period December 31, 2001-December 31, 2002
{In billions of CFA francs)

Stock at-end End-March 2002 End-June 2002 End-Sep. 2002 End-Dec. 2002

September 2001 Perf. Criteria 1/ Benchmarks Perf. Criteria 1/ Benchmarks
A. Quantitative performance criteria and benchmarks
Bascd on changes from September 30, 2001
Variation of net bank credit to the government 2/ 3/ 61.6 0.1 -17.5 -11.4 -7.2
Basic budget deficit (commitmients basis, excl.grants) 3/ 4/ 92 18.6 24.9 36,5
Ecduction in government domestic payments arrcars 5/ 24.4 344 41.4 48.4
Memorandurn item:
Exceptional external assistance {cumulative) 6/ 19.6 50.4 510 59.6
B. Continuous quantitative performance criteria
Accumulation of external payments arrears . 0.0 0.0 00 0.0
External debt contracted or guaranteed
by the government with maturitics of 0-1 year 7/ 00 0.a 0.0 0.0
Nonconcessional external debt contracted or guaranteed
by the government with maturities over 1 year 8/ 0.0 0.0 0.0 0.0
C. Quantitative benchmarks
From December 31, 2001
Budgetary revenue 5/ 9/ 37.1 79.7 122.7 160.9
Wage bill 3/ 12.0 26.0) 39.0 52.1

1/ Performance criteria for program indicators under A and B; benchmarks otherwisc.

2/ This ceiling on net bank credit to government will be adjusted if the amount of disbursements of cxtemnal budgetary assistance, as defined in footnote 6, exceeds or falls short of program forccasts, If disbursements are less than
the programmed amounts, the ceilings will be raised pro tanto in line with the observed shortfalls up to a maximum of CFAF 7.5 billion at end-March 2002, and CFAF 15.0 billion at end-June, end-September and end-December 2002.
If disbursements of assistance exceed programmed amounts, the ceilings will be lowered pro tanto unless the excess assistance is uscd for a reduction of domestic payments arrears in excess of the programmed reduction.

3/ Maximum,

4/ Total revenue, excluding grants, mians total expenses excluding foreign-financed investment expenditurcs.

5/ Minimum.

6/ External aid, inchuding traditional debt relicf, but excluding TMF financing, HIPC Initiative interim assistance, and net of external debt service and payments of external arrears,

7/ Except for ordinary credit for imports or debt relief.

8/ Excluding debt relicf obtaincd in the form of rescheduling or refinancing.

9/ Excluding revenue from privatization, which is included in financing.

N.B.: The term "debt" has the meaning set forth in poiat number 9 of the Guidalines on Performance Critcria with Regard ta Foreign Debt, adopted on August 24 2000

and also to comtnitments contracted or guaranteed for which value has not been received.
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Table 4. Niger: Structural Performance Criterion, and Structural Benchmarks for the
the Second Year of the Poverty Reduction and Growth Facility-Supported Program

January 1, 2002—December 31, 2002

Prior action for completion of the second review

Clearing of external payments arrears accumulated at end-
September 2001 vis-a-vis Paris Club creditors

Continuous structural performance criterion

Continuous implementation of the pricing system for
petroleum products adopted on August 1, 2001,

Structural benchmarks

Submission of a report on (i) the execution of the Presidential
program to reduce poverty and (i1) the use of resources freed
by the HIPC Initiative in 2001,

Strengthening of the external debt unit through the

introduction of a new debt management software and training
of staff.

Introduction of the new budget nomenclature and the new
chart of accounts, and their use in preparing the 2003 budget
law

Preparation of a budget review law for 2001 and the
transmittal of the FY 2001 accounts to the audit office

Cleared on December 24, 2001

2002

End-March 2002

End-June 2002

End-September 2002

End-December 2002
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NIGER
Technical Memorandum of Understanding
Niamey, January 16, 2002
L. This technical memorandum of understanding provides the definitions of the

quantitative performance criteria and quantitative benchmarks for the second year of Niger’s
program supported under the Poverty Reduction and Growth Facility (PRGF). The targets for
these quantitative performance criteria and benchmarks are set out in Table 3 attached to the
government’s memorandum of economic and financial policies (MEFP) dated [January ...
2002]. This technical memorandum also sets out the data-reporting requirements for
monitoring the program.

I. DEFINITION OF TERMS

2. For the purpose of this technical memorandum, the following definitions of “debt,”
“government,” “payment arrears,” and “government obligations” will be used:

(a) As specified in point 9 of the Guidelines on Performance Criteria with
Respect to Foreign Debt adopted by the Executive Board of the IMF on August 24,
2000, debt will be understood to mean a current, i.e., not contingent, liability, created
under a contractual arrangement through the provision of value in the form of assets
(including currency) or services, and which requires the obligor to make one or more
payments in the form of assets (including currency) or services, at some future
point(s) in time; these payments will discharge the principal and/or interest liabilities
incurred under the contract. Debts can take a number of forms, the primary ones
being as follows: (i) loans, i.e., advances of money to obligor by the lender made on
the basis of an undertaking that the obligor will repay the funds in the future
(including deposits, bonds, debentures, commercial loans and buyers’ credits) and
temporary exchanges of assets that are equivalent to fully collateralized loans under
which the obligor is required to repay the funds, and usually pay interest, by
repurchasing the collateral from the buyer in the future (such as repurchase
agreements and official swap arrangements); (ii) suppliers’ credits, i.e., contracts
where the supplier permits the obligor to defer payments until some time after the
date on which the goods are delivered or services are provided; and (iii) leases, i.e.,
arrangements under which property is provided which the lessee has the right to use
for one or more specified period(s) of time that are usually shorter than the total
expected service life of the property, while the lessor retains the title to the property.
For the purpose of the guideline, the debt is the present value (at the inception of the
lease) of all lease payments expected to be made during the period of the agreement
excluding those payments that cover the operation, repair or maintenance of the
property. Under the definition of debt set out above, arrears, penalties, and judicially
awarded damages arising from the failure to make payment under a contractual
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obligation that constitutes debt are debt. Failure to make payment on an obligation
that is not considered debt under this definition (e.g., payment on delivery) will not
give rise to debt. The external debt excludes treasury bills and bonds issued in CFA
francs on the regional financial market of the West African Economic and Monetary
Union (WAEMU).

(b)  Government refers to the central government of the Republic of Niger; it
does not include any political subdivision, the central bank, or any government-
owned entity with separate legal personality.

(c) Payment arrears are payments due (following the expiration of a 60 days
grace period) but unpaid.

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

II. QUANTITATIVE PERFORMANCE CRITERIA
A. Net Bank Credit to Government
Definition of the performance criterion

3. Net bank credit to the government is defined as the balance of the government’s
claims and debts vis-a-vis national banking institutions. Government claims include the cash
holdings of the Nigerien Treasury, deposits with the central bank, deposits with commercial
banks, and secured obligations. Government debt to the banking system includes funding
from the central bank (essentially IMF assistance and refinancing of secured obligations),
government securities held by the central bank, funding from commercial banks {including
government securities held by commercial banks), and deposits with the postal checking
system.

4, Government securities held outside the Nigerien banking system are not included in
the net bank credit to government,

5. The net bank credit to government is calculated by the Central Bank of West African
States (BCEAOQ), whose figures are those deemed valid within the context of the program.
The scope of the net bank credit to government as defined by the BCEAO includes all central
government administrations. The performance criterion is based on the variation of stock in
net bank credit to the government from September 30, 2001 to the date considered for the
performance criterion.

Adjustment

6. The ceiling on net bank credit to the government will be subject to adjustment if
disbursements of external budgetary assistance (excluding IMF financing}, including
traditional debt relief—but excluding the interim assistance to be provided under the
Initiative for Heavily Indebted Poor Countries (HIPC Initiative)—net of debt-service
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obligations (excluding IMF obligations) and payments of external arrears, exceed or fall
short of program forecasts. In the event of excess disbursements at the end of each quarter
(end-March 2002, end-June 2002, end-September 2002, and end-December 2002), the ceiling
will be adjusted downward pro tanto by the amount of the excess disbursements, unless they
are used to absorb domestic payments arrears. In contrast, if at the end of each quarter
disbursements are less than the programmed amounts, the ceiling will be raised pro tante by
the amount of the shortfalls up to the limit (on a noncumulative basis) of CFAF 7.5 billion at
end-March 2002, and CFAF 15 billion at end-June 2002, end-September and end-December
2002. If HIPC Initiative assistance is granted to Niger, the debt-service savings will be
transferred to a central bank account and used to finance new poverty reduction programs
that have been approved in the budget law and are in line with the Poverty Reduction
Strategy Paper (PRSP}.

Reporting requirement

7. Detailed data on net bank credit to government will be provided monthly within six
weeks following the end of each month.

B. Basic Budget Balance

8. The basic budget balance is defined as the difference between total budgetary
revenue, excluding grants, and total expenditure excluding externally financed capital
expenditures (including investment expenditures financed under the HIPC Initiative). In the
program, the performance criterion is based on the cumulative basic budget balance since
end-September 2001.

Reporting requirement

9. This information will be provided to the IMF monthly within six weeks following the
end of each month.

C. Reduction of Domestic Payments Arrears on Government Obligations

Definition of the performance criterion

10.  Domestic payments arrears on government obligations are reduced through the
payment of these obligations as defined under 2¢ and 2d above, The government undertakes
not to accumulate any new domestic payments arrears on government obligations, except for
arrears on obligations other than government debt, in which case, the government undertakes
not to accumulate beyond six months. The Centre d’ Amortissement de la Dette Intérieure de
I’Etat {government domestic debt amortization center) (CADIE) keeps and updates the
inventory of domestic payments arrears on government obligations and maintains records of
their repayments.
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Reporting requirement

11. Data on the outstanding balance, accumulation and repayment of domestic payments

arrears on government obligations will be provided monthly within six weeks following the
end of each month.

D. Nonaccumulation of External Payments Arrears
Definition of the performance criterion

12.  Government debt is outstanding debt owned or guaranteed by the government. It
excludes treasury bills and bonds issued in CFA francs on the WAEMU regional financial
market. Under the program, the government undertakes not to accumulate external payments
arrears on government debt, with the exception of external payments arrears arising from
government debt in the process of being renegotiated with creditors, including Paris Club
creditors. In addition, the government undertakes to attempt in good faith and without delay
to sign agreements that would confirm the preliminary understandings reached on the
settlement of its external payments atrears before the Fund Board consideration, on
December 14, 2000 of the authorities’ requests for a new 3-year arrangement under the
Poverty Reduction and Growth Facility.

Reporting requirement

13.  Data on the outstanding balance, the accumulation, and the repayment of external

payments arrears will be provided monthly within four weeks following the end of each
month.

E. External Nonconcessional Loans Contracted or Guaranteed
by the Government of Niger

Definition of the performance criterion

14.  The government will not contract or guarantee external debt with original maturity of
one year or more with a grant element of less than 50 percent. Nonconcessional external debt
is defined as all debt with a concessionality level of less than 50 percent. To calculate the
level of concessionality for loans with a maturity of at least 15 years, the discount rate to be
used is the 10-year average “Commercial Interest Reference Rate” (CIRR) calculated by the
IMF, based on the rates published by the OECD; for loans of less than 15 years, the 6-month
average CIRR is to be used.

15.  This performance criterion applies not only to debt as defined in Point 9 of the
Guidelines on Performance Criteria with Respect to Foreign Dept adopted on August 24,
2000, but also to commitments contracted or guaranteed for which value has not been
received. However, this performance criterion does not apply to financing provided by the

Fund, and to treasury notes and bonds issued in CFA francs on the WAEMU regional
financial market.
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Reporting requirement

16.  Details on any external government debt will be provided monthly within four weeks
following the end of each month. The same requirement applies to guarantees extended by
the central government.

F. Short-Term External Debt of the Central Government
Definition of the performance criterion

17.  The government will not contract or guarantee external debt with original maturity of
less than one year. This performance criterion applies not only to debt as defined in Point 9
of the Guidelines on Performance Criteria with Respect to Foreign Debt adopted on

August 24, 2000, but also to commitments contracted or guaranteed for which value has not
been received. Excluded from this performance criterion are short-term import-related trade
credits and short-term treasury notes issued in CFA francs on the regional financial market.

Reporting requirement
18.  Details on any external government debt will be provided monthly within four weeks
following the end of each month. The same requirement applies to guarantees extended by

the central government.

III. QUANTITATIVE BENCHMARKS

A. Definitions

19.  Budgetary revenue are a quantitative benchmark for the program. It includes tax, non
tax and special accounts revenue.

20.  The civil service wage bill is another benchmark of the program. It is calculated by

excluding the teaching volunteers’ salary and the salaries paid in the process of reinstatement
of former rebellion members.

B. Reporting Requirement

21.  This information will be provided to the IMF monthly within six weeks following the
end of each month.

IV. ADDITIONAL INFORMATION FOR PROGRAM-MONITORING PURPOSES
A. Public Finances

22, The government will report to IMF staff:

* detailed monthly estimates of revenue and expenditure, including social expenditure
and the payment of domestic and external arrears;



23,
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complete monthly data on domestic budgetary financing, to be provided monthly
within six weeks following the end of each month;

quarterly data on implementation of the public investment program, including details

on financing sources to be provided quarterly within eight weeks following the end of
each quarter; and

monthly data on debt service, to be provided within four weeks following the end of
each month.

B. Monetary Sector

The government will provide the following information within eight weeks following

the end of each month:

24,

25.

26.

consolidated balance sheet of monetary institutions and, as appropriate, the balance
sheets of selected individual banks;

the monetary survey, eight weeks after the end of each month for provisional data;
borrowing and lending interest rates; and

customary banking supervision indicators for bank and nonbank financial institutions;
as needed, indicators for individual institutions may also be provided.

C. Balance of Payments

The government will provide the following information:

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

preliminary annual balance of payments data, within six months following the end of
the year concerned.

D. Real Sector

The govemment will provide the following information:

disaggregated monthly consumer price indexes, monthly within two weeks following
the end of each month;

preliminary national accounts, no later than six months after the end of the year; and
any revision in the national accounts.

E. Structural Reforms and Other Data

The government will provide the following information:

any study or official report on Niger’s economy, within two weeks following its
publication; and

any decision, order, law, decree, ordinance, or circular with economic or financial
implications, upon its publication or, at the latest, when it enters into force.
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F. Summary of Main Data Requirements
Type of Data  Tables Frequency Reporting Lag
Real sector National accounts Annual Six months
Revisions of national accounts Irregular Eight weeks
following revision
Consumer price indexes, disaggregated ~ Monthly End of month +
two weeks
Public Net government position Monthly End of month +
finances six weeks
Table of indicators, including breakdown Monthly End of month +
of revenue, expenditure, and repayment six weeks
of domestic wage and nonwage arrears
Provisional table of government financial Monthly End of month +
operations (TOFE) six weeks
Investment budget execution Quarterly  End of quarter +
eight weeks
Petroleum products pricing formula, tax =~ Monthly End of month +
receipts, and pricing differentials four weeks
Monetary and Monetary survey Monthly End of month +
financial data six weeks
(provisional)
End of month +

Balance of
payments

External debt

Consolidated balance sheet of monetary
institutions and, as appropriate, balance
sheets of certain individual banks
Borrowing and lending interest rates

Banking supervision ratios

Balance of payments

Revised balance of payments data
Outstanding external payments arrears

and repayments
Terms of new external loans

Monthly

Monthly
Quarterly
Annual
Irregular

Monthly

ten weeks (final}
End of month +
eight weeks

End of month +
eight weeks
End of quarter +
eight weeks

Six months

When revisions
occur

End of month +
four weeks

End of month +
four weeks




INTERNATIONAL MONETARY FUND EXTERNAL

RELATIONS
Public Information Notice DEPARTMENT

Public Information Notice (PIN) No. 02/19 International Monetary Fund
FOR IMMEDIATE RELEASE 700 19" Street, NW

March 1, 2002 ' Washington, D. C. 20431 USA

IMF Concludes 2001 Article IV Consultation with Niger

On February 8, 2002, the Executive Board of the International Monetary Fund (IMF) concluded
the Article IV consultation with Niger.

Background

With a per capita income of about US$200, Niger is one of the poorest countries in Africa and
is ranked very low on all social indicators. It is highly vulnerable to external and
weather-related shocks. Its main economic activities, agriculture and livestock, account
approximately for 40 percent of output, while the export base is limited to uranium, cattle and a
few agricultural products. Furthermore, Niger has suffered a series of social and political.
upheavals over the last decade that hindered the implementation of reforms and economic
recovery measures. Since their election at end-1999, the authorities have been able to
reestablish economic, social, and political stability in the country. From negative 1.4 percent in
2000, the real GDP growth is estimated to reach 5.1 percent in 2001 as a result of good
climatic conditions. Inflation slowed to under 4 percent on average, and the external current
account deficit (excluding official transfers} is estimated to have widened slightly to around 8.5
percent of GDP due to deterioration in the terms of trade. The basic fiscal deficit (i.e., the
budget revenue minus expenditure, excluding foreign financed investment projects) narrowed
from 4.8 percent in 1999 to 2.9 percent in 2000, and is expected to have improved slightly in
2001 because of a better control of budgetary spending and an improved revenue collection.

' Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with
members, usually every year. A staff tearn 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. :
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Niger also made progress in implementing structural reforms. Progress in the reform of the
budgetary expenditure process, including the strengthening of budget execution and
monitoring, was supported by a new public expenditure credit of the World Bank. Concurrently
with the budgetary reforms, the authorities implemented in August 2001 a new pricing system
for petroleum products that is transparent, automatic, and flexible, and privatized in November
2001 the communications company, SONITEL. The authorities are committed to strengthening
external debt management and to keeping the momentum of the privatization program, in
particular, through divestiture from the energy and petroleum companies.

Niger is eligible for assistance under the enhanced HIPC initiative and reached the decision
point in December 2000. Although the bulk of the debt relief will be delivered after reaching the
completion point under the Initiative, creditors (including Paris Club creditors, the World Bank,
and the international Monetary Fund, and the African Development Bank) provided interim
assistance under the HIPC Initiative of CFAF 8.8 billion in 2001 (SDR 9.5 million, or

0.6 percent of GDP). The resources freed under the HIPC Initiative were fully used for the
financing of a poverty reduction program that was launched at the initiative of the President of
Niger in 2001. The government has also prepared, through a large participatory process, a full

poverty reduction strategy paper (PRSP) approved by a national workshop held in Niamey on
November 26-27, 2001.

Executive Board Assessment

Executive Directors welcomed the satisfactory macroeconomic outcome for 2001, including a
rebound of economic growth to about 5 percent, and a reduction of year-on-year inflation to
less than 4 percent. Program slippages identified in early 2001 had been rectified and the
program had been brought back on track at end-September 2001. Directors were encouraged
by the additional measures taken to ensure the achievement of the program objectives at end-
2001, despite delays in budgetary assistance disbursements.

Directors regretted the tempoerary resurgence of external payment arrears at

end-September 2001 and the suspension of the petroleum product pricing system in October
2001. They welcomed the authorities’ commitments to reinforce debt management and ensure
the continucus implementation of the petroleum product pricing system, which resumed in
November 2001. They urged the authorities to avoid stop-and-go policies, stay the course on
structural reforms, and strengthen Niger's institutional capacity.

Directors endorsed the authorities’s economic and financial program for 2002, which aims to
consolidate further the fiscal stance through higher revenue, while stepping up implementation
of the poverty reduction strategy. They urged the authorities to reduce domestic payments
arrears in 2002 with a view to revitalizing the private sector and strengthening confidence in
the public sector. They welcomed the authorities’ intention te strengthen treasury management
further and to establish an appropriate level of precautionary cash balances, in order to limit
the vulnerability of government spending to the timing of foreign aid disbursements. At the
same time, Directors urged Niger's development partners to make timely, better coordinated,
and full delivery of external project and budgetary assistance pledges, to avoid treasury
cash-flow precblems and program curtailments.
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Directors observed that Niger's balance of payments should remain sustainable over the
medium term if adequate international support were provided. They urged the authorities to
implement a prudent external debt management policy and to continue seeking the

participation and contribution of non-Paris Club bilateral creditors under the enhanced HIPC
Initiative,

Directors noted that Niger's competitiveness has been maintained in the context of the
institutional arrangement of the Franc zone. They welcomed the prudent monetary policy
conducted at the regional level by the Central Bank of the West African States. Directors
encouraged the authorities to continue their efforts to comply with the convergence criteria set
under the pact of the West African Economic and Monetary Union.

Directors urged the authorities to maintain their structural reform agenda, particularly the
privatization program, and to implement without delay the reforms to strengthen the financial
system, in collaboration with the World Bank. The ongoing reforms of the budgetary
expenditure process and the treasury operations should be deepened to improve governance
and strengthen management of public finances, and to ensure satisfactory expenditure
monitering and tracking in the context of the poverty reduction strategy. The authcrities are
encouraged to enhance their efforts to combat money laundering and the financing of
terrorism.

Directors welcomed the finalization of the PRSP, which has been based on an intensive
participatory process, and agreed with the thrust of the joint staff assessment of the PRSP.
The strategy provided a credible framework for poverty reduction.

Directors stressed the need to address the serious weaknesses in Niger's statistical database,
notably with respect to national accounts, balance of payments and external debt statistics.
They welcomed the authorities’ decision to follow the guidance provided for compiling and
disseminating macroeconomic and socio-demographic data under the Fund's General Data
Dissemination Standard.

Directors commended the authorities for the vigorous measures taken to bring the Poverty
Reduction and Growth Facility-supported program back on track during the second half of
2001. All of the program targets were met at end-September 2001, except for a small
accumulation of external payments arrears that was corrected by end-2001. Directors also
welcomed the measures taken by the authorities to ensure satisfactory program
implementation at end-2001, despite delays in budgetary aid disbursements.

Directors endorsed the economic and financial program for 2002, and noted that the 2002
budget is consistent with the newly established poverty reduction strategy. They encouraged
the authorities to focus on improving the business environment and private sector
development. Progress in these areas, as well as the reform of the financial sector, would
complement sound financial and external debt policies, and help to create the necessary
conditions for achieving higher levels of economic growth and an effective reduction of poverty
in Niger.



Public Information Notices (PiNs) are issued, (i) at the request of a member country, following the
conclusion of the Article IV consultation for countries seeking to make known the views of the IMF to the
public. 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 (ii) following
policy discussions in the Executive Board at the decision of the Board. The Staff Report for the 2001
Article IV Consultation with Niger is also available,




Niger: Selected Economic and Financial Indicators, 1998-2001

1998 1999 2000 2001
— Esi.
Domestic economy (Annuat Percentage change)
Real GDP 10.4 -0.8 -1.4 5.1
GDP deflator 3.0 20 4.5 4.0
Consumer prices {(annual average) 4.5 -2.3 29 3.9
Gross investment 11.4 10.2 10.8 1.7
Gross domestic savings 24 2.6 3.2 3.5
External economy (In milliens of U.S. unless otherwise specified)
Exports of goods, f.o.b. 333.9 287.2 2833 274.0
Imports of goods, f.o.b. 403.8 335.8 324.5 334.9
Current account balance (excl. current official transfers) -197.7 -157.3 -139.8 -160.9
Overall balance -70.9 -75.9 -30.6 -51.9
Current account deficit (excl. current official transfers, in percent
of GDP) -9.5 -7.8 -7.8 8.4
External debt (in percent of GoRY" 76.2 83.8 90.3 86.0
Real effective exchange rate (percent change) 24 -8.3 -2.8 21
Financial variables (In percent of GDP)
Government revenue {excl. grants) g1 8.8 8.6 9.5
Total expenditure 17.3 17.9 16.2 18.7
Overall fiscal balance (on a commitment basis and excl. grants) -8.2 -9.0 -76 -7.2
Basic fiscal balance -33 -4.8 -3.0 -2.9
Change in broad meney (in percent) 0.7 55 89
Change in credit to the econemy {in percent) 285 -3.0 43.8

" Before debt relief
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IMF Completes Review Under Niger’'s PRGF Arrangement and
Approves US$11 Million Disbursement for Niger

The Executive Board of the International Monetary Fund (IMF) today
completed the second review of Niget's performance under the three-year
Poverty Reduction and Growth Facility (PRGF)' arrangement. As a result,
Niger will be able to draw up to SDR 8.46 million (about US$11 million)
immediately.

Niger's three-year PRGF arrangement was approved on December 14,
2000 {see Press Release No. 00/69), for SDR 59.2 million (about US$74
million}. So far, Niger has drawn SDR 16.92 million (about US$21 million)
under the arrangement.

' 1t is intended that PRGF-supported programs will in time be based on country-owned
poverty reduction strategies adopted in a participatory process involving civil society and
development partners and articulated in a Poverty Reduction Strategy Paper (PRSP}).
This in intended to ensure that each PRGF-supported program is consistent with a
comprehensive framework for macroeconomic, structural, and social policies to foster
growth and reduce poverty. In the case of Niger, a full PRSP, prepared through an
extensive participatory approach, has been finalized. PRGF Ioans carry an annual
interest rate of 0.5 percent and are repayable over 10 years with a 5 ¥ year grace period
on principal payments.



After the Executive Board's discussion on Niger, Mr. Aninat, Deputy
Managing Director and Acting Chairman, stated:

“Niger's economic activity recovered in 2001 after two years of decline.
The economic growth rate, estimated at 5 percent, benefited from a
turnaround of agricultural production, fostered by good climatic conditions,
and the efforts of the authorities to improve the economic environment,
preserve political stability in the country, and restore full relations with the
donor community. Year-on-year inflation was brought under 4 percent,
preserving Niger's external competitiveness, and the current account
deficit was lower than expected in the program.

“The corrective measures taken by the authorities te compensate for some
fiscal slippages in the first half of 2001 were successful in bringing the
government's program back on track. All the program targets at
end-September 2001 were achieved, except for a small accumulation of
external payments arrears, that was corrected before
end-Dacember 2001. The basic fiscal deficit was lower than programmed
as a result of a satisfactory revenue performance and appropriate
expenditure reductions in light of delays in disbursements of budgetary
assistance. The government also continued its policy of reducing domestic
payments arrears. The Fund welcomes the authorities’ success in bringing
the program back on track, and Directors were encouraged that the
Fund’s assistance, with its catalytic role, has helped Niger during this
difficult time.

“The Fund endorses Niger's economic and financial program for 2002,
which aims at further economic adjustment and reflects the authorities’
poverty reduction strategy. The program provides for higher spending on
poverty related programs, continued sound fiscal policy, a further
reduction in domestic payments arrears in 2002, and measures to
strengthen cash and debt management.

“The Fund welcomes the new momentum given to the government’s
structural reform program in 2001, with the petroleum product pricing and
taxation mechanism that was introduced in August2001, and the
privatization of the telecommunications company. In the months ahead,
the government will implement reforms to strengthen the soundness of the
financial system, continue its divestment from large public enterprises, and
deepen the reforms of the expenditure process and treasury operations.
Directors called upon Niger's development partners to coordinate their
efforts, and to make timely and full delivery of external project and
budgetary assistance pledges.



“The Fund welcomes the completion of the poverty reduction strategy
paper (PRSP) and the intensive participatory process on which it has been
based. With the finalization of the full PRSP and the start of its
implementation in 2002, Niger has made good progress toward reaching
the completion point under the enhanced Initiative for Heavily Indebted
Poor Countries in early 2003,” Mr. Aninat said.



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

