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EXECUTIVE SUMMARY

Recent development and prospects for the remainder of 2001

The growth-oriented adjustment strategy that has been in place since the early 1990s has
provided a boost to economic growth. This strategy also contributed to a reduction in the
incidence of poverty by about 7% percentage points during 1996-2000.

Program implementation to date has been satisfactory, with all quantitative performance
criteria and benchmarks observed through end-July 2001. Structural measures have been
implemented in the cotton sector and with respect to the taxation of petroleum products, the
pricing of public utilities, and the tracking of expenditures from HIPC Initiative resources. In
addition, a plan has been prepared for the allocation of HIPC Initiative resources during
2002-05.

Real GDP is expected to stagnate in 2001, owing to the cumulative effects from last year of
the drought and the sharp drop in cotton production. Inflation jumped to 6.3 percent (year on
year) in July 2001, reflecting a food shortage, but with improved prospects for cereal,
inflation is decelerating. The current account balance, excluding grants, for 2001 is expected
to deteriorate by about 1 percentage point of GDP relative to 2000 on account of the drop in
cotton exports and a rise in profit transfer from mining companies.

Tax revenue slightly exceeded the program target during January—September 2001. During
the same period, overall budgetary outlays were kept below the program target, and the basic
fiscal balance registered a small surplus.

For the last quarter of 2001, a shortfall is envisaged in program financing, and the bulk of
expected budgetary assistance will be disbursed at the cnd of 2001. With a view to
safeguarding to a maximum the original objectives of the program, a package of measures
was designed, entailing a combination of revenue mobilization, the postponement of some
expenditure to the first quarter of 2002, and the issuance of treasury bills.

Prospects and program for 2002

There is evidence that the satisfactory implementation of the program to date has restored
confidence in the cotton sector. Real GDP growth is projected to reach 6.7 percent in 2002,
reflecting a rebound in cotton production, and inflation is expected to decelerate.

With the deterioration in the world cotton outlook, the macrocconomic framework is
projected to weaken relative to the baseline scenario, as growth projections have been scaled
back during 2002-05. Notwithstanding the rebound in cotton production in 2002, the current
account balance is expected to deteriorate relative to the baseline scenario, owing to the sharp
decline in private transfers and the hike in the transfer of profits of mining companies. Also,
the pace of fiscal consolidation in 2002 and over the medium term will be slower than in the
baseline, owing primarily to the deficit in the cotton scctor. Finally, the prospects of Mali’s
contributing to official reserves of the monetary union have diminished.

The 2002 budget reflects efforts to lower poverty, addresses the problems in the cotton
sector, foster the democratization process, minimize the social impact of the program to
liberalize the economy, and start the fiscal consolidation process. The degree of fiscal
consolidation in 2002 will inevitably be smaller than originally projected, owing largely to



the increased outlays related to the cotton sector and the social plans. In order to compensate
for part of these additional expenditures, the authorities aim to mobilize additional revenue,
while maintaining current expenditure at a strict minimum. The basic fiscal deficit is
expected to narrow by 0.7 percentage point of GDP over 2001.

The structural reform program focuses on two critical areas: the cotton sector and public
expenditure management. A key measure is the completion of a study on the steps and
options necessary for the liberalization of the cotton sector. In view of the envisaged
application of the market-based price mechanism for producer prices, the cotton monopsonist
is expected to deepen its cost-cutting efforts. The reform of public expenditure management
will focus on improving the external control system, as well as the coding system in order to
identify poverty-related spending.

Staff appraisal

The staff is encouraged by the return of producer confidence in the cotton-growing areas
following the steadfast implementation of the program. With a view to safeguarding to the
maximum the original objectives of the program, the authorities will implement a revised
plan to deal with the identified shortfall in budgetary assistance in the last quarter of 2001.
The rescolute implementation of the revised plan would ensure the return of macrocconomic
stability, as well as stability in the run-up to the elections early next year.

It will be critical for the authorities to maintain the momentum of reform in the cotton sector
during the run-up to presidential elections. The early implementation of delayed key
structural performance criteria and benchmarks will measure the authorities’ resolve to move
ahead with reform in the sector. The staff views the completion of a study on the steps and
options necessary for the liberalization of the cotton sector as a critical ingredient of the
PRGF-supported program in the second half of 2002. The staff expects that the participatory
process that has been used to plan and implement the cotton sector reform agenda will be a
critical ingredient in ensuring that the reform program is picked up by the government that
takes office in the second half of 2002.

The staff views the fiscal stance for 2002 as appropriate in order to achieve the objectives of
the program. The staff commends the authorities’ efforts to raise tax revenue. However, in
order to meet the program’s targets, the authorities should stand ready to reinforce revenue
mobilization and/or lower nonpriority expenditure, in case the revenue target becomes
unreachable.

The preparation of the full PRSP is at an advanced stage but, as indicated in the joint staff
asscssment of the PRSP preparation status report, still requires work in certain areas. The
staff is encouraged by the authorities’ efforts to ensure the participation of all segments of the
population in the preparation of the full PRSP, as well to tackle issues of good governance,
improve public expenditure management, establish a medium-term expenditure framework,
and implement an effective tracking mechanism for the use of resources freed by assistance
under the enhanced HIPC Initiative.



I. INTRODUCTION

1. The discussions for the 2001 Article IV consultation, as well as on the third review
and the third annual program under the three-year arrangement under the Poverty Reduction
and Growth Facility (PRGF), were held in Bamako during October 8-24, 2001; technical
discussions on the program continued in Washington during November 1-2, 2001 and were
concluded on November 13, 2001.! The staff also discussed the authorities’ draft PRSP
preparation status report. Mali’s three-year arrangement under the PRGF, in an amount
equivalent to SDR 46.65 million (50 percent of quota), was approved on August 6, 1999
(EBS/99/129; 7/16/99). Mali reached the decision point under the enhanced Initiative for
Heavily Indebted Poor Countries {HIPC Initiative) on September 6, 2000. Cumulative
assistance under the original and enhanced HIPC Imtiative frameworks would amount to
US$523 million in end-1998 net present value (NPV) terms, thereby reducing the NPV of
debt outstanding at end-1998 to US$906 million (63 percent of pre-HIPC Initiative debt
stock). Mali is on the standard 12-month consultation cycle, and the last Article IV
consultation was concluded on September 6, 2000.

2. The second review under the PRGF was completed by the Executive Board on

July 25, 2001. On that occasion, Mali’s request was approved for an increase in the resources
committed under the PRGF arrangement by a sum representing 5 percent of Mali’s quota in
the Fund (amounting to SDR 4.665 million, to be disbursed onetime upon completion of the
second review). In completing the second review and discussing the program for 2001,
Directors noted that the resumption of growth would require strong implementation of
structural reforms in the cotton sector, continued pursuit of sound macroeconomic policies,
and improved governance. To date, three disbursements, two in an amount equivalent to
SDR 6.750 million and one in an amount equivalent to SDR 11.415 million, have been made
under this arrangement. Mali’s outstanding use of Fund resources at end-September 2001
amounted to the equivalent of SDR 135.7 million (145.5 percent of quota).

3. In the attached letter and memorandum of economic and financial policies (MEFP),
dated November 30, 2001 (Appendix I, Attachment T), the Minister of Economy and Finance

! The mission met with Mr. Sidibé, Prime Minister of Mali. Mr. Aninat participated in some
policy discussions. The Malian representatives included Mr. Kone, Minister of Economy and
Finance, Mr. Traoré, the National Director of the Central Bank of West African States
(BCEAO), and other senior officials. The mission also met with representatives of
commercial banks, labor unions, and the private sector. The staff team consisted of

Mr. Ghura (head-AFR), Ms. Gaye, Mr. Krichene, Mr. Zejan, (all AFR), and Mr. Hartley
(PDR). The Resident Representative, Mr. Williams, and the World Bank resident mission’s
economist, Mr. Diabaté, fully participated in the mission. Mrs. Diallo, the resident mission’s
staff assistant, provided secretarial assistance. Ms. Carvalho (AFR) offered research
assistance at Headquarters. The mission worked closely with a parallel World Bank team that
was in Bamako.



reviews developments during the first seven months of 2001 and sets out the measures to be
implemented during the remainder of 2001, as well as for the first half of 2002, in order to
achieve the objectives of the revised program. A schedule of projected reviews and
disbursements under the PRGF arrangement is set out in Table 2, and Mali’s relations with
the Fund are summanzed in Appendix IL

4, The World Bank is preparing a third structural adjustment credit (SAC III) in the
amount of $70 million, expected to be presented to the World Bank Board of Executive
Directors in December 2001. Disbursements under this credit will be in three tranches (one
tranche is expected in 2001, and two in 2002) and will contribute to covering the financing
gap. A summary of Mali’s relations with the World Bank Group is presented in Appendix III.

5. Mali’s statistical database is broadly comprehensive and sufficient for program
monitoring. Progress has been achieved by the authorities in addressing a number of past
weaknesses by implementing the recommendations of various technical assistance missions.
The authorities are collaborating with STA to finalize the metadata requirements for the
General Data Dissemination System {GDDS), which, when fully implemented, can be
expected to further improve data quality and timeliness.? A deseription of Mali’s statistical
database is provided in Appendix IV.

II. RECENT ECONOMIC PERFORMANCE AND PROGRAM IMPLEMENTATION
A. Background and Program Implementation

6. The authorities noted that the program for 2001 was designed to address the
economic crisis and dampen its impact on the population, as well as to foster the
democratization process. The economic crisis had been brought on by problems in the
cotton sector,” the hike in oil prices, a drought, and tensions in neighboring Céte d’Ivoire.
The resolution of the problems in the cotton sector was deemed critical for the resumption of
growth and the return to a sustainable fiscal path. The program included measures to
reestablish confidence among cotton growers, avoid a weakening of the domestic banking
system, and ensure the financing of the 2001/02 (April-March) crop season. As described
below, there is evidence that the satisfactory implementation of the program to date has
restored confidence in the cotton sector, thereby setting the stage for the resumption of
growth next year.

? Under the safeguards assessment policy, the Central Bank of the West African States
(BCEAQ), of which Mali is a member, is subject to a full Stage-One safeguards assessment.
See Appendix II, Section VIII, for an update on the status of the assessment.

* The cotton sector crisis was triggered by weaknesses in the management of the cotton
monopsonist (CMDT) and the decision by a majority of producers to boycott production in
order to protest the low producer price paid by the CMDT, and it was compounded by
depressed world prices for cotton fiber.



7. The implementation of the program through July 2001 was satisfactory,
notwithstanding the current economic difficulties. All end-July 2001 quantitative
performance criteria and quantitative benchmarks were observed (Table 1 of the MEFP).* A
number of structural measures have been implemented since the beginning of the year
(para. 7 and Table 2 of the MEFP). The authorities prepared an action plan for the reform of
the cotton sector. They also prepared and executed a short-term financial rescue plan for the
Compagnie Malienne de Développement des Textiles (CMDT). In addition, they
implemented a new, transparent taxation mechanism for petroleum products, raised the rates
for water and electricity, prepared a plan for the allocation of resources freed up under the
enhanced HIPC initiative, and introduced codes in the 2002 budget to track HIPC Initiative
related expenditures’. Nonetheless, as detailed below in the MEFP (paras. 11-12), the reform
agenda for the cotton sector will encounter delays, as it has taken longer than expected to
secure donor financing to launch the relevant studies.

B. Economic and Political Development

8. The authorities noted that real GDP would stagnate in 2001 on account primarily
of the cumulative effects from last year of the above-mentioned shocks (Table 3 and

Figure 1). This development is in sharp contrast to the sustained growth of about 5 percent
per annum registered during the postdevaluation peried, 1994-2000 (see Box 1 for an
analysis of the sources of growth in Mali since 1980). On the inflation front, reflecting the
food shortage that resulted from the drought and the increase in water and electricity rates,
price pressures surged during the first seven months of the year, with consumer price
inflation reaching 6.3 percent (year on year) in July 2001. However, with the improved
prospects for cereal production this crop season, inflation decelerated to 5% percent (year-on-
year) in September 2001,

9. The real exchange rate appreciated somewhat in the first nine months of 2001,
retlecting primarily the pick-up in domestic inflation. However, the staff concurred with the
authorities that, given the low inflation recorded during the past five years, the gains in
external competitiveness achieved through the 1994 devaluation have been largely preserved.
Trade data show that the value of gold exports for the first six months of 2001 more than
doubled (compared with the same period last year). However, nongold exports declined
sharply over the period, mainly reflecting the drop in cotton exports. In addition,
merchandise imports increased significantly over the first six months of 2001 (compared with
the same period last year), driven to a large extent by

4 Preliminary data indicate that the end-September 2001 quantitative benchmarks were also
observed.

* The current emphasis given in the program to the tracking of expenditures financed by
HIPC resources is not a substitute for a more comprehensive tracking (see para. 32).



Box 1. Mali: Sources of Economic Growth

Mali, a landlocked Sahelian nation, is one of the least developed countries in the world. The Malian
economy, which is predominantly rural and is highly dependent on cotton, is subject to severe cyclical
droughts. Key constraints to sustained growth in Mali include a low level of human capital, inadequate
infrastructure, and high energy costs. Starting in the early 1990s, with the change of political regime to a
democratic system, the government decided to transform and moderize the economy from a state-
controlled system into one increasingly governed by market forces. Structural reforms were implemented
in the areas of price and trade liberalization; tax reform; legal and regulatory reform; and the liberalization
of the rice sector. Mali also benefited from the reform of monetary policy and the strengthening of bank
supervision at the regional level. The CFA franc was devalued in 1994 at the zone-wide level and Mali
implemented structural reforms in the postdevaluation period, namely, in the legal and regulatory areas,
and the public enterprise sector,

A growth accounting framework is used for the

Mali: Sources of Economic Growth (In percent)

analysis of the sources of economic growth. The 1980-85  1986-93 1994-2000
following production function is used: e =3 B =
Y=AL*Kk"? where Y is real GDP, 4 is total factor ;a growia e ) '
o . A B actor accurnulation 1/ 1.7 3.6 32
productivity (TFP), L is labor, and X is physical Solaw residual 3/ 20 04 10
capital. The capital stock series was constructed Memarandum items:
by using the perpetual inventory accumulation Investment-GDP ratio 15.4 20.2 221
framework, and assuming a constant depreciation Real invesiment growth 2.9 12.7 4.8

rate of 6 percent and a capital-output ratio of 1.5

1/ Accumulation of labor and capital, using factor shares

of 0.6 and 0.4 respectively.
2/ Residual from the growth accounting exercise.

in 1967,

The main results of the analysis are provided in
the accompanying table. These results are fairly robust to small variations in the coefficients underlying
the production function. It should be noted up-front however, that there are a number of weaknesses to this
exercise, most notably the lack of data on the capacity utilization and unemployment rate , which are
needed to adjust the capital stock and labor force series, respectively. Hence, the results need to be viewed
as indicative. They are summarized as follows:

¢ Factor accumulation explained the bulk of output growth before the devaluation of the CFA
franc in 1994, with little or no role played by total factor productivity. A large increase in capital stock
made possible the boost in average output growth between 1980-85 and 1986-93. Major investment
efforts were undertaken to raise cotton production, which increased by about 7 percent per year on
average during 1986-93, compared with an average decline of about 1 percent per year in the
preceding subperiod. The bulk of the increase in cotton production was the result of an expansion in
acreage.

s The 1994 devaluation provided a significant boost to output growth. While factor accumulation
continued to play a large role in the postdevaluation period (1994-2000), TFP growth played an
enhanced role, explaining about one-fifth of output growth. The boost in TFP growth may have partly
been the result of the lagged effects of the structural reforms implemented in the early 1990s.

* Qutput growth in the postdevaluation period (1994-2000} was to a large extent export led, with
export volume growth increasing from about 6% percent on average during 1986-93 to 8 percent
during 1994-2000. The contribution to overall growth of the secondary and tertiary sectors was
enhanced during the postdevaluation period.

e Maintaining a sustained real GDP growth rate of 5 percent per year in the period ahead would
require TFP growth of ahout 2 percent per year. The liberalization of the cotton sector, as well as
efforts to diversify the economy, will be critical in this regard. Competition will need to be introduced
and fostered at various stages of cotton production. Boosting annual average potential output growth
beyond 5 percent will require concerted efforts by the authorities to diversify the sources of economic
growth and attract foreign direct investment.




an expansion in petroleum products and imports of machinery and equipment by mining
companies.

10.  On the political front, the next legislative and presidential elections are scheduled
for mid-2002. President Konaré is serving the last of his two five-year terms in office. The
vote would mark the country’s first transition from one democratically elected president to
another. Mali has made significant progress in moving toward a democratic system of
government since the early 1990s, while promoting peace and stability in the region.

A referendum on a new constitution is expected to be held in the period ahead, the key
objectives of which are to reinforce nationwide representation in the national assembly and to
strengthen the judicial system.® The staff acknowledged the authorities’ view that a
continuation of the efforts to address the ongoing economic difficulties and to foster social
peace would be essential for a peaceful vote.

C. Fiscal Stance

11. The fiscal program was on track during the first nine months of 2001. The basic
fiscal balance’ registered a small surplus, in confrast with a deficit projected in the program.
Tax revenue is estimated to have reached CFAF 2044 billion during January-July 2001,
slightly exceeding the programmed target, notwithstanding the shortfall in petroleum sector
revenue (estimated at about CFAF 6 billion) (Table 5). The better-than-programmed
nonpetroleum tax revenue performance in the first half of the year reflects a higher-than-
projected increase in the tax yield from administrative measures in the areas of domestic tax
service and nonpetroleum-based import duties.® Nontax revenue was also slightly higher than
programmed. Despite the higher-than-programmed execution of domestically financed
investment during the first seven months of 2001 (by CFAF 6 billion), overall budgetary
outlays through July 2001 were kept below the program target: current expenditures are
estimated at CFAF 163 billion for that period {(versus CFAF 177 billion in the program). In

® Currently, cach deputy in the National Assembly is elected by popular vote within her/his
constituency. The proposed change calls for “mixed representation,” under which half the
deputies would be elected directly by the popular vote within their respective constituencies,
and the other half would be chosen as elected corepresentatives of their constituencies by the
political party that won the majority of the popular vote. In additicn, the new constitution
calls for reinforcement of the judicial system by the separation of judicial functions into three
autonomous bodies (Supreme Court, Commercial Court, and Constitutional Court).

’ Defined as total revenue (excluding grants) minus total expenditure and net lending
(excluding foreign-financed investment).

¥ These include the intensified use of the unique taxpayer identification numbering system
and enhanced use of information technology at customs and border checkpoints.
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addition, expenditure execution from resources freed up under the enhanced HIPC Initiative
was broadly on target.

D. Monetary Development and the Financial Sector

12.  On the monetary front, money supply increased sharply during the first nine months
of 2001, reflecting a sharp rise in deposits and an increase in currency in circulation. The
counterpart of the increase in money supply was an increase in the net foreign assets (NFA)
of the domestic banking system. In addition, credit to the economy increased appreciably
during the first nine months of 2001—registering a growth rate of 52 percent (year on year)
(Table 8) The central bank’s NFA remained stable during this pericd owing to small cotton
export proceeds and the absence of significant foreign assistance.

13. The health of the banking system has been safeguarded following the preparation
and execution of an action plan by the government in June 2001 to repay the CFAF 30 billion
owed by the cotton parastatal (CMDT) to the banking system. While the ratio of
nonperforming loans was about 24 percent at end-June 2001, it had declined from its higher
level at end-1998, mainly owing to more efficient recovery actions and better risk assessment
in extending new credits. Nonetheless, between end-December 2000 and end-June 2001, the
quality of banks’ portfolio deteriorated somewhat due to the crisis in the cotton sector. The
still-high level of nonperforming loans 1s partly due to the carryover by the BDM-SA
(Banque de Développement du Mali) of a stock of bad loans from a liquidated bank.
Microfinance has grown in recent years to fund microprojects in the informal sector, with
preference given to low-income groups and individuals (Box 2).

TII. REVISED PROGRAM FOR REMAINDER OF 2001

14.  The primary objectives of the program for 2001 were to address the economic
crisis and dampen its impact on the population. The execution of onetime outlays related
to achieving the program’s objectives was to be done primarily during the last quarter of
2001 as the program had envisaged that the bulk of donor assistance to close the financing
gap was to reach Bamako during this period. In the event, notwithstanding the satisfactory
implementation of the program thus far, a shortfall is envisaged in program financing

(0.7 percent of GDP) for 2001,” moreover, the bulk of expected budgetary assistance will be
disbursed only at the end of 2001. With a view to safeguarding to the maximum the original
objectives of the program the authorities designed a package of measures, entailing a
combination of revenue mobilization (0.1 percent of GDP) and postponement of expenditure

? This shortfall stems from technical delays in launching the international bids for a second
cellular telephone operating license, as well as delays in the disbursements of budgetary
assistance from one donor, owing to problems with the procedural steps. The bids for the
second cellular license were issued in September 2001; the process 1s expected to be
completed ecarly next year.
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(0.5 percent of GDP) to the first quarter of 2002. To tackle the remaining shortfall

(0.1 percent of GDP), the ceiling on the net credit to the government would need to be raised
by CFAFT 2.8 billion for December 2001. In order to meet this financing need, as well as the
more general financing need to manage the cash-flow constraints (arising because the bulk of
the remaining donor assistance would not come until the end of 2001), amounting to an
estimated CFAF 32 billion, the authorities are to issue treasury bills and resort to central bank
financing on a temporary basis.'® The authorities have already drawn CFAF 29 billion from
the central bank in order to relieve the cash-flow pressures resulting from the delays in
ﬁnancing.“

Box 2. Mali: Development in Microfinance

The microfinance sector has emerged since the mid-1980s to mobilize small savings and finance
microprojects in the informal sector in both urban and rural areas, with preference given to low-
income groups and individuals, The sector, which has grown rapidly in recent years, encompasses
(1) mutual savings and loans institutions (institutions mutualistes), governed by their members
and whose main activity is savings mobilization; (ii} autonomous village banks (caisses
villagoises d’epargne et de crédit autogérées), governed by the villages; and (iii) direct credit
institutions (institutions de crédit solidaire), whose main activity is to provide credit to meet the
needs of small borrowers.

There are currently 342 such microfinance institutions, with a total membership of about 406,000
individuals. At end-2000, total savings collected by these institutions amounted to CFAF 14
billion, while total loans were CFAF 17 billion. The gap in resources was financed by borrowing
from the banking sector and external resources (e.g., World Bank credit). The sector’s overall
performance is satisfactory, with a credit recovery rate exceeding 90 percent and an average ratio
of nonperforming loans to total loans of 7.0 percent.

The government intends to assist the expansion of the sector. Policies are aimed at (i) making
microfinance institutions comply fully with the laws and regulations governing their activity,

(i1) providing training in management and accounting, and (iii) fostering cooperation between
formal commercial banks and the microfinance system. The ongoing World Bank program on the
reform of the financial sector is expected to strengthen the framework for microfinance.

1% In view of the time needed to prepare for a first-time application for the issuance of
treasury bills as well as the liquidity needs of the local banks arising from the financing of
the cotton harvest, a combination of central bank financing and issuance of treasury bills is
inevitable. It is to be noted that the 1998 decision by the West African Economic and
Monetary Union (WAEMU) Council of Ministers to eliminate statutory advances from the
BCEAO becomes effective on January 1, 2002 (para. 20 of the MEFP).

" There are reasonable assurances from donors (World Bank, EU, France, Netherlands,
Sweden) that the remaining external assistance (CFAF 39.5 billion) will be mobilized by
end-December 2001.
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15.  Inline with the authorities’ s request, the staff propose a change in the
program’s quantitative criteria and benchmarks to make room for the inevitable
changes stemming from the shortfall in financing. Total revenue is to be somewhat higher
as noted above, while the expenditure level will be lower in 2001 (relative to the original
program). The postponement of expenditure to next year pertains to the CFAF 10 billion,
which is to be transferred to the BDM-SA in the first quarter of 2002. As discussed above,
the ceiling on the net credit to the government will be raised by CFAF 2.8 billion. Central
bank advances are to be reimbursed as a priority action with the effective disbursement of the
budgetary assistance, and the treasury bills would also need to be redeemed with the arrival
of this assistance.

16.  The structural reform schedule for the cotton sector will encounter delays because
it will take longer than expected to obtain donor financing for the various related studies (see
paras. 11-12 and Table 2 of the MEFP). The measures that were due to be completed by end-
December 2001, but that are expected to be delayed, will become prior actions for the fourth
review. The other structural measures are envisaged to be completed as scheduled.

IV. MEDIUM-TERM FRAMEWORK

17. The authorities noted that, since

the last review of the program if‘ "‘Eﬁéﬁ%ﬁﬁﬁﬁﬁ?ﬁ
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This uncertainty would have an adverse impact on cotton production; accordingly, for 2003,
production is projected to decline. Mali’s potential real GDP growth rate is estimated at

5 percent per annum (Box 1). Nonetheless, with the stagnation of real GDP in 2001,
combined with the adverse impact of the slowdown in the world economy, economic growth
is projected to be lower by about 0.8 percentage point per annum through 2005 (relative to
the baseline scenario), implying that the real GDP level will be below its potential for the
foreseeable future (see figure above).'” This slower-than-expected growth would inevitably
hurt the government’s effort to lower poverty, notwithstanding the resources freed up as a
result of the HIPC Initiative and the government’s own efforts to boost poverty-reducing
spending.

19.  As Mali is operating below its potential output, the risk for demand-pull
inflation remains limited, regardless of the expansionary fiscal stance taken during
2001-02. Giveri Mali’s membership of the West African Economic and Monetary Union
(WAEMU), which has a fixed exchange rate vis-a-vis the euro, its inflation rate is expected
to converge to the average rate in the euro area over the medium term. For 2002, in view of
the expected rebound in cereal output, the consumer price index (CPI)-based inflation rate is
projected to slow to 3 percent on a period-average basis (compared with the 42 percent
projected in 2001) (see table below).

Mali: Key Macroeconomic Indicaters, 2000-05
(Annual percentage change, unless otherwise indicated)

2000 2001 2002 2003 2004 2005

Est. Prog. Proi, Proj.  Rev, Proj. Proj.
Real GDP growth 43 -1.2 0.1 740 6.7 50 5.4 5.4
Real GDP growth (baseline scenario} 1/ 43 -1.2 7.0 6.6 6.0 6.0
CPI inflation {(annual average) 0.7 4.5 4.0 3.1 3.0 240 20 2.0
Basic fiscal balance 2/ 3/ -0.8 3.2 224 0.1 -1.7 0.5 09 1.1
Current accounl balance 2/ 4/ -12.4 -13.9 -12.9 -11.9 -12.5 -1 9.8 -8.7
Export volume growih 223 7.4 16.0 14.7 139 4.4 4.0 6.3
Import velume growth -1.9 4.6 9.0 89 83 5.2 5.2 4.2

1/ Baseline scenario of July 2001,

2/ In percent of GDP, The historical GDP series through 2000 has been revised to be fully consistent with the
authorities'data. Thus old rtios to GDP are not strictly comparable with the new ones.

3/ Total revenue {excluding grants) minus total expenditure and net lending {excluding foreign financed investment).
4/ Excluding official transfers.

20.  With the deterioration in the cotton outlook, Mali’s fiscal position will inevitably
deteriorate in 2002 and over the medium term (relative to the baseline scenario). In
addition, the government budget for 2002 envisages new social outlays to bolster its
retrenchment program in the context of the liberalization of the cotton sector and the

2For real GDP to rebound to its potential level by, say, 2004, real GDP would have to grow
by about 6.8 percent per year during 2002-04. In the revised projections, however, real GDP
is projected to grow by 6 percent during this period.
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privatization of public enterprises. The balanced financial situation of the cotton sector for
2002, that had been projected in the baseline scenario is now expected to turn into a deficit.
The government fiscal position, in turn, is projected to deteriorate in order to accommodate
part of this deficit and the higher social outlays. Given Mali’s membership in WAEMU, with
it’s fixed exchange rate, the government is aware that it will have to accommeodate part of
these increased costs by making adjustments to the budget profile and continuing the pursuit
of structural reforms. In this regard, it will (i) continue the reform of the cotton sector, with a
view to lowering production costs and minimizing the government’s contingent liabilities
from the sector; and (ii) pursue fiscal adjustments to accommodate part of the additional
budgetary costs of the lower cotton revenue and higher social outlays. The cotton
monopsonist {CMDT) is to continue its cost-cutting measures that it started in 2000 (see
para. 7 of the MEFP), These measures are all the more important in view of the intended
introduction of a new pricing mechanism for the producer price of cotton (which would be
expected to move in tandem with movements in the international price and prices in
neighboring countries) for the 2002/03 (April-March) crop season.

21.  The authorities noted that in order to help with the budget consolidation
process, they would continue their effort to mobilize revenue and maintain nonpriority
outlays at a strict minimum. Over the medium term, with the elimination of the onetime
outlays needed to stabilize the economy in 2001-02, the restraint placed on nonpriority
expenditure, and the continued efforts to keep the wage bill within the limits of the WAEMU
convergence criteria, the basic fiscal balance is expected to strengthen, but at a lower rate
than envisaged in the baseline scenario.

22, On the external front, the sharp rise in cotton exports in 2002 would more than
compensate for the projected 19 percent decline in gold exports. The transfer of profits
(from previous years) of gold-mining companies will, however, offset to a significant extent
the positive impact of the rise in exports on the current account balance. Over the medium
term, the current account deficit is projected to narrow, albeit at a slower pace than in the
baseline scenario, reflecting the adverse impact on exports of the weakness in world demand
(Table 9). Export growth is projected to slow to about 5 percent per annum during 2003035,
in contrast to the 6% percent forecast in the baseline scenario. With the projected slower pace
of economic recovery during 200205, import volumes are projected to grow at a slightly
slower pace than in the baseline scenario. To finance its public investment program and other
budgetary expenditures, Mali will continue to rely on concessional external financing over
the medium term. Taking into account the HIPC Initiative assistance from those creditors
who are already providing debt relief, Mali’s debt-service obligations would fall from about
12 percent of exports good and nonfactor services to about 9 percent between 2000 and
2005." The revised external projections assume that the bilateral agreement with Russia will
be finalized, and the debt service due on pre-cutoff-date debt will commence. '

13 This takes into account debt relief from the IMF, the World Bank, the African
Development Bank, IFAD, BOAD, the European Union, and the Paris Club. Mali has
(continued)
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Y. PoOLICY DISCUSSIONS FOR 2002

23.  Crop surveys indicate that cotton production will more than double in 2001/02,
reflecting a boost in cotton growers® confidence following the significant increase in the
producer price and the good rainfall.”” The producer price was raised to CFAF 200 per
kilogram in 2001/02 (from CFAF 170 per kilogram last year) by the government as an
exceptional measure to boost confidence and reverse the significant income decline over the
previous two years, The combined volume and producer price hike in 2001/02 should raise
cotton producers’ income significantly in 2001/02, thus contributing to a pickup in
corlsun‘Lption.16 However, in view of the uncertain outlock for the world cotion market, it is
assumed that households in cotton-growing regions and elsewhere will use the increased
income in 2001/2002 to smooth their consumption over the coming years. Thus, even though
cotton output is now envisaged to exceed 575,000 tons in 2001/02 (versus the 450,000 tons
projected in the baseline scenario), real GDP is projected to grow by only 6.7 percent in 2002
(compared with 7 percent in the baseline scenario).

A. Fiscal Policy

24.  The staff concurs that the 2002 budget reflects efforts to lower poverty, address
the problems in the cotton sector,'” foster the democratization process, minimize the
social impact of the program to liberalize the economy, and start the fiscal consolidation
process. The degree of fiscal consolidation in 2002 will inevitably be smaller than originally
projected, owing largely to the increased outlays related to the cotton sector and social plans.
In order to compensate for part of these additional expenditures, the authorities aim to
mobilize more revenue (relative to the baseline scenario), including by raising the specific

reached agreement with most Paris Club creditors and most multilateral creditors on debt
rescheduling. Negotiations are ongoing between the Russian and Malian authorities
following the 1996 Paris Club rescheduling agreement. A draft bilateral agreement exists but
has not been signed yet, owing to divergences of opinion on the interest rate to be used.
Discussions with non-Paris Club bilateral creditors have yet to start.

' The Malian authorities have contacted the Russian authorities to continue negotiations on a
bilateral agreement. In view of the financial difficulties facing Mali, the program makes the
assumption that US$ 2million will be paid in 2002, and that the remaining debt service due
will be deferred.

1 This increase represents a technical rebound in production following the crisis in the cotton
sector Jast year, when production declined by half.

'8 About one-third of the Malian population depends directly on cotton for its livelihood.

' These problems started last year with the boycott of production and have now been
compounded by the slowdown in the world economy.
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tax rate on petroleum products. The authorities assured that current expenditures (excluding
HIPC Initiative-related outlays) would need to be kept at a strict minimum. The basic fiscal
balance is now projected to reach a deficit of 1.7 percent GDP in 2002 (in contrast with a
projection of near balance in the baseline scenario), but this would represent an improvement
of 0.7 percentage point of GDP relative to 2001 (see Table below). A financing gap of
CFAF 50.6 billion (2.4 percent of GDP) would remain for which financing assurances have
been received from Mali’s main donors,'®

Mali—Fiscal Profilc, 2000-2002
(In percent of GDP, unless otherwisc indicated) 1/

2000 2001 2002
Est Prog. Proj. Proj. Rev. Proj.
Total revenue 14.9 17.6 16.7 18.3 17.6
Fiscal revenue 12.9 155 4.8 16.0 15.5
Total cxpenditure and net lending 2/ 15.6 209 9.1 18.2 19.3
Of which: current expenditure 11.0 14.5 13.1 124 131
Of which: exceptional cutlays 3/ i1 1.8 L2 0.7 2.1
Basic fiscal balance 4/ -0.7 -3.2 -2.4 -0.1 -1.7

1/ In percent of GDP. The historical GDP series through 2000 has been revised upward to be fully consistent with the
authoritics'data. Thus old ratios to GDP are not strictly comparable with the new ones,

2/ Excluding foreign-financed investment.

3/ Related to the cotton sector crisis, elections, and social plans.

4/ Total revenue (cxeluding grants) minus total expenditure and net lending (excluding loreign-financed investment).

25.  The authorities noted that total expenditure in 2002 was higher than in the
baseline scenario, owing to (i) larger HIPC Initiative-related spending plans, (ii) increased
expenditures in the social sectors (health and education), (111) increased transfers to the cotton
sector (including from the shifting of expenditures from 2001), and (iv) additional
expenditures for social plans associated with the government’s scheme to liberalize the
cotton sector and privatize several public enterprises (para. 16 of the MEFP).19
Notwithstanding these additional outlays, total current expenditure relative to GDP will be
kept out its level in 2001. The wage bill is projected to increase by 6.2 percent. In addition,
the authorities will limit capital spending on the African soccer cup (CAN) to

CFAF 10 billion, while domestically financed investment outlays (excluding CAN-related
capital expenditure) are projected to increase by 6.7 percent. In the context of the

' Financing assurances have been received from the World Bank, the European Union, and
Sweden. The Malian authorities are also pursuing discussions with the French and Dutch
authorities on budgetary assistance.

1 Representatives of the labor unions expressed their broad support for ongoing plans to
liberalize the economy and privatize public enterprises, but indicated the need for reasonable

severance payments and training to help workers who had been laid off start new income-
generating activities.
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government’s stated primary objective to fight poverty, continued cfforts to compress non
priority outlays™ will allow more resources to be devoted to the social sectors in line with the
interim poverty reduction strategy paper (I-PRSP) goals. Priority spending 1s expected to
increase by 0.2 percentage point of GDP relative to 2001. Most of this increase will go to
priority spending in social sectors, in line with the targets cstablished in the ten-ycar
programs for education (PRODEC) and health (PRODESS), and for the basic infrastructure
development program.

26. The authorities and the staff understood that, in order to meet the increased
expenditure need, revenue mobilization would need to be stepped up. Thus, tax revenue
is projected to increase by about 0.6 percentage point of GDP. The new taxation system for
petroleum products is expected to show its impact over a full year in 2002, and, with the
economic rebound expected next year, petroleum tax revenue is projected to contribute
significantly to the revenue effort. As regards the mobilization of nonpetroleum tax revenue,
since Mali has already implemented the common external tariff (TEC) and has a single-ratc
value-added tax (VAT), the remaining increase in revenues will be achieved through the
administrative measures described in paragraph 18 of the MEFP. In addition, reflecting the
pickup in economic activity, nontax revenue is expected to increase by 0.2 percentage point
of GDP in 2002.

B. Monetary Issues and Domestic Financing

27. Monetary policy at the regional level will continue to be guided by the objective
of preserving the peg of the CFA franc to the euro. Nonetheless, while each member
country of WAEMU is expected to contributc to the community’s reserve buildup in order to
safcguard this peg, in view of the weaknesses in the world economy, the prospects of Mali’s
contributing to official reserves have diminished (relative to the baseline scenario). As such
in 2002, Mali’s contribution to this objective will be nearly nil. Moreover, in view of its
financing needs, the government will be a net borrower from the domestic banking system to
the tune of CFAF 7.3 billion. Overall credit to the economy is projected to increase by about
5'4 percent. Broad money is projected to increase by 9.2 percent in 2002, in line with the
nominal GDP growth ratc. To facilitate the implementation of the WAEMU Council of
Ministers’ decision to eliminate statutory advances from the Central Bank of West African
States (BCEAQ) and to permit full substitutability between bank financing and treasury bills
or bonds, the key performance criterion on the change in net credit to the government will be
replaced from 2002 onward with a performance critcrion on net domestic financing (bank
and nonbank).

*% Nonpriority outlays relate inter alia to maintenance of government buildings and vehicles,
the purchase of materials for the functioning of the public administration, and local and
intcrnational travel by government officials.
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C. Structural Reforms

28.  On the structural front, the staff concurred with the authorities’ strategy of focusing
on two critical areas in the 2002 program: the continued reform of the cotton sector and the
improvement of the public expenditure management system, along the lines recommended
by the fiscal ROSC/AAP mission.”' Measures in the areas related to the financial and
telecommunication sectors, as well as privatization, the judicial system, and good governance
are covered (or are expected to be covered) in specific programs supported by the World
Bank and other donors’ (Box 3). The World Bank is also taking the lead in the area of cotton
sector reform, and Fund staff will take into account Bank staff’s views on progress in the
implementation of these reforms. In addition, the authorities intend to continue their efforts
to reform the civil service (see para. 32 of the MEFP).

29.  The objectives and strategy for the reform of the cotton sector are described in
detail in the government’s MEFP {paras. 23-28). As noted in paragraph 17, in view of the
delays in securing financing for launching a number of related studies, the completion of
most reform measures set out for the period July 2001-June 2002 has been delayed by about
three months (see paras. 11-12 of the MEFP). A key action for the program for the first half
of 2002 is the completion of a study on the steps and options necessary for the liberalization
of the cotton sector (structural benchmark). Another key action relates to the effective
application for the 2002/03 crop season of a mechanism to determine producer prices that
reflects movements in international prices and prices in neighboring countries (structural
benchmark). The reform agenda for the period beyond June 2002 will be negotiated
between the World Bank and the government that will assume power after the next
presidential and legislative elections, to be held in the second quarter of 2002,

30.  In the area of public expenditure management, the ROSC/AAP mission found that
Mali had taken important steps to improve fiscal transparency. The Assessment and Action
Plan report demonstrates that, for most indicators, Mah has a satisfactory or acceptable
capacity to track poverty-reducing expenditures (Box 4). Nonetheless, there remain areas in
which public expenditure management would need to be improved (paras. 29-31 of the
MEFP). The priorities for the first half of 2002 are as follows:

J The system of external control is slated for reinforcement with the expected creation
of an independent commercial court and new personnel hiring. The adoption by the
government of the draft audited budget act (Loi de Réglement) for 2000 would be

2l An FAD technical assistance mission visited Bamako in July 2001 and prepared a Report
on the Observance of Standards and Codes (ROSC) and an Assessment and Action Plan
(AAP) on the capacity of the public expenditure management system to track poverty-
reducing public expenditures under the enhanced HIPC Initiative.

22 For details of the reform see Box 2 of EBS/01/113 (July 9, 2001).



-19 -

Box 3. Mali: Structural Measures

Coverage of structural conditionality in the current program supported by the PRGF arrangement is focused in the
areas of the core macrocconomic adjustment, the reform of the cotton sector, public expenditure management, and

the fight

against poverty. In particular, the measures focus on:

The strengthening of external control of the public expenditure management and governance
(adoption by the government of the audited budget for 2000);

poverty alleviation and strengthening of internal control of the public expenditure management
{completion of study to code all poverty-related spending);

medinm-term wage policy (plan for the reform of the civil service, with a view to harmonizing the
various salary grids and modemizing the force); and

cotton sector reform (completion of a study on the steps and options necessary for the liberalization of
the cotton sector and effective application of the pricing formula for producer prices).’

Relevant structural measurcs not included in the 2001 program are being dealt with as follows:

Measures in areas related to the energy, financial, and telecommunications sectors, as well as
privatization are covered in specific World Bank-supported programs,

The promotion of various aspects of good governance is a structural measure pursucd by mast donors,
with the World Bank taking the lead in the reform of budget execution and management, and in the
establishment of a medium-term expenditure framework. The European Union and France are contributing
1o the financing of the elections. Nonctheless, there does not exist a coherent plan for improving
governance. Such a plan is expected to be part of the full PRSP under preparation.

The strengthening of the judicial system is being addressed through a World Bank technical assistance
project. Support is also being provided by Canada.

All donors have made the fight against poverty their priority action; the World Bank is taking the lead in
the areas of health and education, and rural infrastructure, and in the strengthening of farmers’
organizations.

Donors (in particular, France and the Netherlands) have indicated an interest in helping Mali with the civil
service reform.

Structural areas covered by World Bank lending and conditionality are as follows.

Reform Areas Timing Loan Instruments

Cotton

sector reform 2001-04 (under preparation)} Poverty reduction support credit
(PRSC) I II, III

Public expenditure management 2001-04 (under preparation) PRSCTI, 1, I

Financial sector reform 2000-06 Financial Sector Development project
Education 2000-04 Education Sector Expenditure project
Health 1998-04 Integrated Health Sector Invest. proj.
Rural infrastructure 2000-05 Rural Infrastructure Project

Urban development and 1996-2003 Urban Dcv. and Decentralization
decentralization

Energy 1996-2001 Selingué project

Telecommunications 2000-2002 Telecommunications Sector project

! The World Bank is taking the Icad in the reform of the cotton sector.
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a key test of the government’s resolve to continue reinforcing external control
(structural performance criterion).

. A study on the modalities to incorporate in the 2003 budget law a budget codification
to identify all poverty-related spending is to be completed by end-June 2002
(structural benchmark).*

Box 4. Mali: Capacity to Track Poverty-Reducing Expenditure

Level 10 Be Has Level
Achieved in Been

Budget Management' Evaluation'  Achicved?
3 g

Budget presentation and preparation
Comprehensiveness
1. The conselidated statements adhere to Governnient Finance Suatistical (GES)

standards for general government. A B
2. Government agtivitics are not conducted through extrabudgetary operations
ta a significant degree. A A B {UN
3, Budget exceution Is very close to forecasts (in teems of level and appropriation
by functien). B B Yes
4, The budget includes donor-financed current and capital cxpeaditures. A B
Classification
5. The budget classification arc administrative, coonomie, and functional. B 1 Yes
6. Poverty-reducing expenditures are clearly in the budget. A B
Projections
7. Medium-term projections are included in the budget eycle. A B
Execution
Internal controls
8. The stock of arrcars is low, and the accurulation of new arreurs in the previous year is low, A A Yes
0. Internal control is offective and efficiont. A A Yes
10, The tracking s validated 1o supplement internal controls. B B Yes

Reconciliation
11. Bank and accounting data are systematically reconciled. A A Yes
Budge: cxecution data
Tracking expenditure during the year
12. The ministries' internal statements are received within four weelks of the end of

the referenced period. B 13 Yos
13. The regular statements are categorized by functional classifications. A <
Final audited accounts
14 Aceonmis are closed within two months of the end of the fiscal year. A B
15. The accounts are audited ang presented to parliament within 12 months
of the end of the fiscal vear, B C

Source; FAT ROCS/HIPC Initiative mission to Mali in July 2001,
1/ A-Satisfactory; B—Acceptable; C=To be improved.

31 For the remainder of 2002, the authoritics noted that they would continue efforts to
standardize the budget nomenclature of the decentralized government with that of the central
government, and to improve the coding system for the program budget. In addition, in the
context of the SAC 1T program with the World Bank, the authorities are to continue
expediting the production of treasury balances, refining their medium-term expenditure
framework, proposing an action plan to enhance governance and transparency in public

22 The authorities have requested Fund technical assistance to help them with this task.
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resource management, and undertaking a functional and technical study to design an
integrated financial management information system.

D. Poverty Reduction

32. Poverty reduction remains the government’s key priority {see paras. 2 and 35-8 of
the MEFP). The authorities are implementing their poverty reduction strategy along the lines
described in the (I-PRSP). Budgetary allocations to priority sectors (health, education, and
rural development) have increased continuously, reflecting the sectoral priorities described in
the I-PRSP (Box 5). In addition, the program reinforces the objective of poverty reduction
through measures to (i) raise the income of farmers in cotton-growing regions; (i1) allocate
outlays to social plans in the context of the government’s liberalization and privatization
programs; and (iii) promote transparency in the use of public funds in general, and the
allocation of poverty-related spending (including with respect to the use of HIPC Initiative
resources) (Box 6) in particular. Important progress has been made in the preparation of
the full PRSP, as reflected in the authorities’ status report on the preparation of the full
PRSP. The preparation of the PRSP, including the regional debate, 1s now expected to be
completed in late 2001, although the staff is of the view that this time line is ambitious.
Progress in meeting the floating completion point conditionalities under the enhanced HIPC
Initiative is shown in Box 7.

Box 5. Mali: Allocation of HIPC Initiative-Related Expenditures, 2000-02
(In billions of CFA francs)

2000 2001 2002
Sectors Before HIPC ~ After HIPC ~ Beforc HIPC After HIPC  Before HIPC - After HIPC
Education ' 51.4 521 52.8 59.6 57.6 63.8
Health 17.1 17.1 20.0 2.7 217 262
Social development 1.3 1.3 37 37 49 6.3
Rural development ? 14.9 14.9 17.0 1B.5 15.7 18.1
Urbanism and environment 226 226 25.1 259 2758 288
Gender * 06 0.6 09 1.0 0.8 13
‘Watcr supply and energy 3.0 io 16.1 10.2 2.7 3.6
Other ministries ° 0.0 0.0 0.0 1.5 0.0 36
Total 110.9 HLe 129.6 143,1 131.3 156.7

1 Including 10 allow for the recruitment of more community teachers and provide educational material to poor areas.
2 Including to combat AIDS and malatia,

3 Including to enhance access to safe water. Excluding crisis-related outlays.

4 Including to fight against the trafficking of children and to increase population awareness of gender issues through
information and communication campaigns.

5 Including for projects in other ministrics related to macrosconomic and social data improvement, commerce and
transport, professional training, and arts and crafts.
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Box 6. Mali: Poverty and Social Impact Analysis

About two thirds of the population in Mali live below the poverty line, with about one-fifth living in extreme
poverty. The majority of the poor live in rural areas. The govermment’s current economic program, supported
by the PRGF arrangement, reinforces the growth-oriented adjustment strategy in place since the early 1990s
that led to a boost in economic growth during the period 1994-2000 (see Box 1}, and contributed to a reduction
in the incidence of poverty by about 7% percentage points between 1996 and 2000. The government’s poverty
reduction strategy will continue to be driven by growth-oriented adjustment, with increased emphasis on
reinforcing an enabling environment for private sector development. The 2001-02 program is designed to
attenuate the impact of the immediate crisis and restore Mali to a path of sustained growth. In addition to the
beneficial impact of growth on poverty reduction, other measures taken by the government will have a larger
direct impact on poverty reduction, especially in rural areas, by shifting expenditure more in favor of education,
health, and rural development (Box 5). The program for 2002 includes CFAF 25% billion in HIPC Initiative-
related expenditure targeting the critical social sectors.

The adjustment measures included in the PRGF-supported program with Mali are designed to minimize any
significant adverse effects on the poor. The government revenue mobilization effort will sustain the increase in
poverty-related spending, while allowing Mali to return to the path of fiscal consolidation. Mali has already
implemented the common external tariff and introduced a single-rate value-added tax, as the programmed
increase in revenues will be achieved primarily through administrative measures. The impact on the poor of the
implementation in July 2001 of the new pricing mechanism for petroleum products is expected to be limited
because the products most used by the poor (kerosene and butane gas) are the least taxed. The program also
emphasizes the reinforcement of public expenditure management, in particular for outlays to poverty
reduction programs. These reforms, together with a decentralization of expenditure commitments and more
emphasis on transparency and accountability, should increase efficiency in the allocation and targeting of
resources to the poor.

Since poverty in Mali is predominantly rural, the government’s program emphasizes measures to liberalize the
cotton sector over the medium term. The cotton sector affects the livelihood of one-third of the population.
Measures are being implemented to lower the production costs of the cotton company (CMDT), raise the share
of the producer price to the world market price for cotton, and strengthen producer organizations. In the context
of the program, the government announced in April 2001 a producer price of CFAF 200 per kilogram,
compared with the price of CFAF 170 per kilogram for the previous crop season. The fiscal program allows [or
a budgetary transfer to the CMDT to compensate for the difference between the announced producer price and
the price that the CMDT would be able to offer, given its current operating costs and the international price.
With the higher producer price and other measures to boost producers’ confidence, cotton production is
projected to jump by over 100 percent in the current crop year, As a result, producers’ net income will more
than double in 2002, thus reversing the significant loss of income suffered over the past two years. Nonetheless,
after 2002, in view of the uncertainties in the world cotton market, the prospects for maintaining high producer
prices atre weaker.

Other reforms in the areas of privatization, the financial sector (including the reform of microcredit
institutions}, telecommunications, and the judiciary and governance (see Box 3) are being pursued in the
context of programs with the World Bank and other donors. In order to limit the social impact of the
privatization programs and the liberalization of the cotton sector, the government’s budget for 2002 has made
allowance for severance payments. The linking of the Malian power grid to the regional Manantali electricity
network is expected to keep energy costs stable and ensure a reliable supply, while allowing for the
electrification of a large number of villages—an outcome that would be beneficial for private sector
development and employment creation. The liberalization of the telecommunications sector and the granting of
added celtular licenses would also be beneficial to business. The development of a sound microfinance sector
would be expected to help the poor improve their income-generating activities (Box 2). On the governance
side, the government’s creation of an anticorruption unit in 1999 should have a positive impact on the poor
because they are often the first victims of small-scale corruption.
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Box 7, Mali: Compliance with Enhanced HIPC Completion Point Conditionalities

Measures

Outcome

Macroeconomic stability

Satisfactory implementation of structural reform

Education
The ten-year education plan (PRODEC) is being
implemented by

* Increasing teacher recruitment;

s  uccelerating classroom construction;

+ increasing gross primary enrollment ratio;

s  limiting higher education scholarship; and

e strengthening the budget allocation.
Health

The ten-ycar health plan (PRODESS) is being implemented
by

¢ recruitment of health personnel;

e  budget allocation;

+ increasing the share of the population with access

to health care;
» increasing the immunization rate; and
raising the number of medically assisted births.

Preparation of the full PRSP

See Sections II, II1, IV and V of staff report.

See paragraphs 7, 28-31 of the staff report and Scctions 11
and MMT of the MEFP. Mali has continued to make
advancement in the implementation of structural reforms.
Privatizations of public enterprises in key sectors of the
economy-energy, water, and banking-have been
achieved, and other privatizations arc underway.

The government has implemented PRODEC as
scheduled, except for classroom construction, where only
two-thirds of the planned construction took place. A total
of 2396 teachers were hired for the 2000/01 school year
(higher than the objective). The gross enrollment ratio is
estimated at 62 percent for the 2000/01 scheool year,
compared with an objective of 61 percent. Expenditures
on higher education scholarship were kept under

CFAF 4 billion. Resource allocations to the education
sector cxceeded PRODEC objcctives, with

CFAF 69 billion allocated in 2000 (compared with
CFAF 65 billion in PRODEC) and CFAF 73.5 billien in
2001 (compared with CFAF 72.8 in PRODEC).

The implementation of the ten-year health plan has been
slower than expected. A total of 318 health staff were
recruited in 2000 and 434 in 2001, which is below the
target set in the HIPC document. Consequently,
immunization rates were lower than targeted (53 percent
compared with a projection of 58 percent in 2000),

. although the population’s access to health care facilities

continued to increase. Recruitment of more health
workers is underway though lagging somewhat due to
constraints in producing health workers at the public
training agencies.

Preparation of the full PRSP is ongeing in a participatory
way. See status report and JSA.

E. Program Monitoring

33.  The program will be monitored on the basis of quarterly quantitative performance
criteria, quantitative benchmarks, and indicators shown in Table 1 of the MEFP and
described in the technical memorandum of understanding, as well as on the basis of the
structural performance criteria and structural benchmarks shown in Tables 2 and 3 of the
MEFP and also described in the technical memorandum of understanding. Progress under the
program for the remainder of 2001 and the first half of 2002 will be assessed in the context of
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the fourth and fifth reviews under the PRGF arrangement, scheduled to be completed no later
than June 30, 2002,

VI. REGIONAL INTEGRATION AND TRADE REGIME

34, The staff concurred with the authorities that Mali had made progress in
respecting WAEMU’s convergence criteria in recent years (Table 7). By the end of 2001,
Mali is projected to respect three out of five primary criteria—it is expected to miss the
criteria on the basic fiscal balance and total debt. With the slowdown in the world economy,
convergence to the criterion on basic fiscal balance (at a nonnegative level) is now expected
in 2003. Achieving compliance with other criteria implies continuous adjustment efforts over
the medium term. In particular, the government needs to follow prudent fiscal policies and
lower its financing needs in order to reduce the debt-to-GDP ratio over time. Likewise, the
authorities should continue their efforts to broaden the tax base and increase domestic
revenue, so as to lift fiscal revenue above the level of 17 percent of GDP.

3s. Mali accepted the obligations of Article VIII, Sections 2, 3, and 4 effective June 1,
1996. Mali’s exchange system, common to all members of WAEMU, is free of restrictions
on making payments or transfers for current international transactions. In addition, Mali does
not engage in multiple currency practices. Mali’s trade regime is relatively open. The country
shares a common trade regime with other members of the WAEMU. The common external
tariff (CET) was adopted in January 2000. Mali is compliant with the tariff rate structure of
the union and has effectively implemented the dismantling of internal tariffs. Imports to Mali
are not subject to quantitative restrictions, Concerning common safeguard measures
established by the WAEMU, Mali does not implement the decreasing protection tax to
provide temporary and declining protection for selected products, nor does it apply the
compensatory import levies. While a common antidumping legislation for the WAEMU still
has to be prepared, Mali does not implement antidumping tariffs unilaterally. Mali is a
signatory of the Cotonou Convention®, and as such Malian exports to the European Union
generally enjoy non-reciprocal preferential treatment in the form of exemption from import
duties. Likewise, Malian goods enjoy non-reciprocal preferential access to the markets of
developed countries other than the European Union member states under the generalized
system of preferences. At the WAEMU level, Mali does not officially experience legal or
regulatory impediments for its exports.

VII. STAFF APPRAISAL

36. After enjoying sustained economic growth in the postdevaluation period
(1994-2000), economic activity will stagnate in 2001. However, the satisfactory

* The convention regulates relations between the European Union and the African,

Caribbean and Pacific (ACP) countries in the areas of trade cooperation and development
aid.
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implementation to date of the government’s program has succeeded in boosting producer
confidence in the cotton-growing areas. Crop surveys indicate that cotton production will
rebound to an all-time high in 2001/02, helped by the hike in producer prices and the good
weather. With a view to safeguarding to the maximum the original objectives of the
program—entailing, inter alia, efforts to stabilize the economy and dampen the impact of the
crisis on the population—the authorities will implement a revised plan to deal with the
identified shortfall in budgetary assistance in the last quarter of 2001. The steadfast
implementation of the revised program would ensure the return of macroeconomic stability
and economic growth, as well as peace and stability in the run-up to the elections next year.

37. The sluggish world economy is expected to keep the pace of economic activity in
Mali below its potential level for the foreseeable future, notwithstanding the pickup in
real GDP growth in 2002. With the collapse of cotton price in the world market, the
prospects for maintaining high producer prices—which is critical to fight against poverty—
beyond the 2001/02 season are now uncertain. However, the prospects for keeping these
prices high, while maintaining the equilibrium of the cotton sector would be enhanced with
the continuation of cost cutting measures by the CMDT as well as the transfer of its noncore
activities to the private sector.

38. The authorities should also steadfastly implement the reform plans for the
cotton sector. The participatory process that has been used to plan and implement the reform
agenda will be a critical ingredient in ensuring that the reform program is picked up by the
government that takes office in the second half of 2002. Looking ahead, the completion of a
study on the steps and options necessary for the liberalization of the cotton sector {expected
in March 2002) would be a critical ingredient for the PRGF-supported program in the second
half of 2002. The results of the study would be important for the negotiation of the reform
agenda for the cotton sector with the new government through 2005—the remainder of the
envisaged reform period.

39, The 2002 budget appropriately reflects efforts to lower poverty, address the
problems in the cotton sector, and minimize the social impact of the liberalization of the
economy. It also starts the process of fiscal consolidation, although the degree of tightening
will be smaller than originally projected. The staff is encouraged that the authorities aim to
mobilize additional revenue and to maintain nonpriority spending at a strict minimum in
order to compensate for part of the additional outlays. The authorities justified the outlays for
the social plans related to the liberalization of the economy as necessary in order to ease the
burden on laid-off workers and to provide them with the means to start their own income-
generating activities if they so wished.

40. The slowdown in the world economy is expected to have an adverse impact on
the degree of fiscal consolidation attainable over the medium term. Nonetheless, the
elimination over the medium term of the onetime outlays needed to stabilize the economy in
2001-02 would strengthen the fiscal position and allow the government to rebuild its
deposits in the domestic banking system. It would be critical for the authorities to continue
taking measures to restrain nonpriority expenditure and to keep the wage bill within the
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limits of the WAEMU convergence criteria. [n this regard, the staff welcomes the authorities’
initiative to reform the civil service with a view to harmonizing the various salary grids and
modernizing the service.

41.  The staff welcomes the authorities’ resolve to continue improving the
transparency of their public expenditure management system. These efforts will promote
the efficient use of scarce public resources and continue to strengthen the enabling
environment needed to attract private investment. The staff is encouraged by the authorities’
focus on improving the external control system, as well as the coding system in order to
identify all poverty-related spending.

42, Mali bas shown its vulnerability to exogenous shocks, including poor weather
and adverse terms of trade shocks. These developments point to the critical need to
diversify the country’s economic base. While Mali has largely maintained the gains in
external competitiveness it achieved after the devaluation of the CFA franc in 1994, the
successful diversification of the Malian economy will require the development of human
capital and physical infrastructure, as well as lower energy and telecommunications costs.
The linking of the Malian power grid to the regional Manantali electricity network is
expected to keep electricity costs from rising rapidly and to improve its reliability. In
addition, the planned liberalization of the telecommunications sector would be expected to
foster efficiency gains and reliability of service. The planned increase in outlays from HIPC
Initiative-related resources to boost human capital and rural infrastructure would help in
efforts to diversify the economy.

43.  The poverty reduction objectives should remain the government’s top priority.
The staff is encouraged that budgetary allocations to priority sectors (health, education, and
rural development) have increased continuously, reflecting the sectoral priorities described in
the interim PRSP. In addition, the program reinforces the objective of poverty reduction
through measures to raise the income of cotton farmers, allocate outlays to social plans
related to the liberalization and privatization programs, and promote transparency in the use
of public funds for poverty reduction.

44. The staff recognizes that Mali will continue to face exogenous shocks that may
hinder successful program implementation. However, the authorities would need to stand
ready to take appropriate remedial measures, including fiscal tightening, if such shocks were
to occur. In view of the satisfactory implementation of the program through July 2001 and
the determined efforts of the Malian authorities to achieve the program objectives, as well as
the appropriate policies envisaged for 2002, the staff recommends that the third review under
the PRGF arrangement be completed.

45, The staff proposes that the next Article IV consultation be held on the standard 12-
month consultation cycle.
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Figure 1. Mali; Main Economic Indicators, 1994-2005
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Table 1. Mali: Fund Position, January 2000 - December 2004

2000 2001 2002 2003 2004
Jan.-March April-June July-Sep. Oct-Dec.  Jan-March April-Fune July-Sep. Oct-Dec.  Jan-June Fuly-Dec  Jan-June July-Dec

{In millions of SDRs, unless indicated otherwise}

Fund credit at beginming of periad
under Enhanced Structural Adjustment Facility (ESA  13%.69 14148 13458 12889 13782 13810 13361 13486 13237 130.58 12569 11567 104.61

Net use of Fund credit 279 -2.49 -1.02 893 028 -2.49 075 249 -1.79 -4.89  -10.03 -11.06  -10.62

Loans under:

Poverty Reduction and Growth Facility (PRGF) 279 -2.49 -1.402 893 028 -2.49 075 249 -1.79 -4.89  -10.03 -11.06  -10.62
Disbursements 6.75 0.00 0.00 11.42 6.75 0.00 675 0.00 6.75 6.15 0.00 0.00 0.00
Repuyments 3.96 249 1.02 2.4% 047 249 . 750 2.49 8.54 11.04 10.03 11.06 1062

Fund credit at end of period under Structural Adjustment

Fucility (SAF) 141.48 13899 133356 13782 138.10 13561 13486 13237 130.58 12569 11567 10461 9399
(In percent of quota)
Fuand credit at end of period under SAF/PRGF 151.6 149.0 143.1 1477 148.0 1454 1446 1419 140.0 1347 124.0 1121 1048

Source: IMF, Treasurer's Department.

62
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Table 2. Mali: Revised Schedule of Projected Reviews and Disbursements
Under the PRGF Arrangement, 2000-03
Date Action Disbursement
September 2000 Executive Board consideration of the first review under the  SDR 6.750 million

End-September 2000
February 2001

April 2001

July 2001

End-Tuly 2001

October 2001

December 2001

End-December 2001

February-March 2002

May 2002

June 2002

August-September 2002

November-December 2002

End-December 2002

February 2003

April 2003

Poverty Reduction and Growth Facility arrangement and
conclusion of the 2000 Article IV consultation

Performance criteria
Second review mission under the PRGF arrangement

Follow-up second review mission under the PRGFE
arrangement

Executive Board consideration of second review under the
PRGF arrangement and extension of the commitment
period

Performance criteria

Third review mission under the PRGF arrangement and
2001 Article IV consultation discussions

Executive Board consideration of the third review under the
PRGF arrangement and conclusion of the 2001 Article IV
consultation

Performance criteria

Fourth review mission under the PRGF arrangement
Executive Board consideration of the fourth review under
the PRGF arrangement and completion point under the
enhanced HIPC Initiative

Performance criteria

Fifth review mission under the PRGF arrangement and
2002 Article IV consultation discussions

Executive Board consideration of the fifth review under the
PRGF arrangement and conclusion of the 2002 Article IV
consultation

Performance criteria

Sixth review mission under the PRGF arrangement

Executive Board considcration of the sixth review under the
PRGF arrangement; final disbursement

SDR 6.750 million
[+SDR 4.665 million] !

SDR 6.750 million

SDR 6.750 million

SDR 6.750 million

SDR 6.150 million

' Mali has requested an increase by a sum representing 5 percent of Mali’s quota in the Fund (SDR 4.665 million) in the
resources committed under the PRGF arrangement to be disbursed onetime upon completion of the second review.
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Table 3, Mali: Selected Econamic and Financial Indicators, 1999-2005 !

1999 2000 2001 2002 2003 2004 2005
Est. Prog. Rev. Proj. Proj. Rev. Proj. Prajections
EBBSAL11Y EE3/01/113

{Anrmal percentage change, unless otherwise specified)
Natiomal income and prices

Real GDP 6.7 4.6 -1.2 0.1 70 6.7 3.0 54 5.4
Nominal GDP (in billions of CFA francs) 1.670.7  1.811.2 1,7834.0 18959 1,948.3 2,670.9 22201 2409.8 2595.4
GDP deflator -1.7 16 4.6 4.6 21 23 2.6 2.6 22
Consumer price index (annuai average} -1.2 -0.7 4.5 4.6 LR | 30 2.0 2.0 2.0

Extemal sector

Exports, fob. 6.2 17 253 26.1 1La 2.3 71 8.9 9.1
Imports, fokb. 132 13.0 8.6 10.0 11.2 a8 53 59 5.7
Export volume 174 -23 74 16.0 14.7 129 4.4 4.0 6.3
Gf which : nonmining 21.7 -4.8 -32.1 -4.8 554 4.0 -09 72 51
Emport volume .0 -1.9 4.6 7.6 89 33 62 5.2 42
Terms of trade -13.8 44 123 .6 .52 -6.4 34 4.0 12
Nominal effective exchange rule (average) -24 43
Real effective exchunge rate (average) -1 -74

Government budget

Doemestic revenue 6.9 -1.0 1.5 174 123 159 1.4 .o 109
Current expendimre 15.1 il 297 240 -6.2 52 2R 9.0 74
Capital expendimre and net lending 4.0 7.3 195 204 18 64 25 56 76

Money and eredit

Credit to the government * 11 -4.2 6.0 6.7 1.7 1.7
Credit to the rest of the ceonomy 144 -2.4 -5.1 7.9 7.3 57
Broad money (M2} 1.3 119 2.8 82 92 9z
Velocity (GDP/M2) 46 4.4 41 41 43 43
Interest rate i percent (end of period) K 50 5.5

(In percent of CDP, unless otherwise specifid)
Investment and savings

Gross domestic investment 20,0 206 20.7 20.8 212 .7 221 229 236
Government 9.1 9.1 1.2 10.5 10.3 10.3 9.7 34 93
Nongovernment 11.0 1.5 9.5 10.3 109 114 12.5 135 14,1

Gross domestic savings 8.2 8.6 10.5 10.3 114 1.7 12.7 143 16.1
Government 12 0.6 -0.7 -0.7 2.1 1.0 2.8 a9 3.9
Nongeverament 7.7 8.0 11.2 11.0 9.3 107 2.2 1.1 127

Government budget

Domestic revenite 15.7 14.9 17.6 16.7 181 176 18.0 18.4 18.8

Total expendimure and net lending 241 24.2 na 7R3 274 279 258 254 253

Owerall halance (commitment basis, excluding grants) -84 93 S50 -11.6 5.2 -103 -7.8 =70 £.5

Basic fiscal balance’ 0.1 -0.7 3.2 24 0.1 1.7 0.5 0.9 1.1

Basic fiscal balance® a1 -0.7 -1.5 -0 09 -0.5 1.5 19 21

External sector

Current extema] halance, excluding official transfers -10.8 -12.0 -13.9 -13.0 -11.9 -125 -11.1 -9.8 8.7
Current external balance, inchudmg official transfers -93 -9.5 -13.0 -11.9 -3 -12.0 -10.2 -89 -7.8
Debt-gervice ratio ~
Before debt relief 123 133 12.4 12.4 134 139 1326 13.2 124
Afier debt rehef 123 127 98 9.8 10.5 9.5 9.7 2.6 9.0

(In millions of U.S. dollars, unless otherwise specified}

Overall balance of paymenls =267 348 -52.7 -70.8 -35.6 -106.4 -54.3 =222 -37
Gross international reserves 310.8 774 3773 376.7 404.7 387.5 1718 384.1 4151

{In months of next year's imports® ) 441 43 4.2 42 43 4.0 36 LK 3.4
U.S. dollar rate {end of period) 615.8 710.0

Sources: Malian authorities; and staff estimates and projections.

! The historical GDI' figures through 2000 have been revised upward to be fully consistent with the autharities' data. Thus ratios to GDP in the program columm

may not be strictly comparable with the new ratios. In addition, staff has updated the balance of payments to be fully consistent with the Balance of Payments Manuai ( 5th edition) and
authorities® presentation.

? Including eapital ontlays financed theongh external project aid and transfers to the local authorities; data on commitment hais.

* Change in percent of broad money ar the beginning of the period.

* End-of-petiod interest rate on the West African Monetary Union money market.
* Defmed as total revemie (exciding grants) minus total expenditures and net lending, {excluding foreign-fmanced investment).
*Defined as footnote § above, but also exchding HIPC initiative-related expenditure and excephonal expenditure fmanced by World Bank credit.

"In percent of exports of goods and nonfactor services.

* Goods and nenfactor services.
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Table 4. Mali: Selected National Accounts Indicators, 1993-2005 1/

Composition 1998 1999 2000 2001 2002 2003 2004 2005
of GDP in 2000 Est. Est. Projections
{in perceni}
(Annusl percentage change in constant prices)

Primary sector 44.1 2.6 9.2 6.3 -13.0 15.0 2.7 4.5 43
Food crops 20.1 -5.0 19.7 15.7 -16.5 53 6.0 6.0 5.6
Industrial crops 7.0 135 0.1 .4 -35.8 104.35 4.6 4.4 43
Livestock 11.2 6.9 4.7 4.3 2.3 279 3.0 3.0 3.0
Fishing 1.1 1.6 L& 1.5 1.4 1.4 3.0 3.0 3.0
Forestry 4.7 29 2.9 28 2.8 2.8 1.0 0 3.0

Secondary sector 182 6.5 2.4 7.5 27.8 -5.9 73 5.4 6.5
Industry 5.6 -0.8 -4.1 L7 0.2 0.7 4.3 83 6.0
Mining 5.8 21.9 9.8 1E1 72.8 -16.2 149.1 IR T4
IMandicrafis 2.1 2.8 1.6 5.6 21.4 3.7 3.0 9.0 6.0
Construction and public works 4.7 32 2.6 5.0 Bl 2.8 8.2 £.0 6.0

Tertiary seetor I | 55 6.2 12 -0.2 6.2 6.2 6.5 5.8
Transportation 5.5 13.9 6.9 3.9 0.7 7.3 7.0 7.0 6.0
Trade 14.5 42 10.3 37 2.0 7.5 7.0 7.0 6.5
Public admininistration 35 32 -1.9 1.5 1.7 2.5 3.0 3.0 kX1
Other services 5.5 4.1 4.1 2.7 1.9 5.6 6.5 g2 6.3

GDP (at factor cost) 93.4 4.3 6.3 55 0.7 6.8 3.0 5.4 53
Indirect taxes 6.6 [3.1 5% -5.8 11.5 6.0 5.0 5.0 6.0

GDFP (at macket prices) 100.0 4.9 6.7 4.6 0.1 0.7 5.0 54 54

Non mining real GDP 4.1 6.6 4.3 -4.4 0.3 4.5 58 52

(et financial halances, in percent of nominal GDP, unless ortherwise indicated)
Total economy -1.5 9.3 9.5 -11.9 -12.0 -10.2 -8.9 -1.8
Gross national savings 13.7 10.7 1.1 89 o8 12.0 14.0 15.8
Of which : domestic savings 1.1 B.9 R4 in3 11.7 12.7 14.3 16.1
Giross domestic investment 212 20.0 20.6 20.8 217 221 229 23.6
Private sector -1.2 =21 2.6 -0.7 -2.2 34 2.8 -2.2
Gross national savings 10.8 R9 8.9 9.5 9.2 9.1 10.8 12.2
Of which : domestic savinga 9.2 7.7 8.0 11.0 10.7 9.2 1L1 12.7
Gross domestic investment 1.9 110 115 10.3 11.4 12.5 115 4.3
Government -6.3 12 -6.8 -11.1 9.7 -6.8 -6.1 -53.6
Gross national savings 29 L8 22 -0.6 0.6 2.8 33 37
Of which : domestic savings 1.9 B2 0.6 -0.7 1.0 28 32 35
Gross domestic investment 2.2 9.1 EA 10.5 10.3 &7 2.4 93

(Gross national savings 13.7 10.7 11.1 B9 9.8 120 14.0 158

Memorandum ierna:

External current account balance 2/ -7.3 -9.3 4.5 -11.9 -11.8 -10.2 -8.9 -1.8
Nominal GDP (in billions of CEA francs) 1,592.5 1,670.7  1.,811.2 1,595.9 2,070.9 2,230.1 24098 2,595.4

Sources: Malian authorifies; and Fund staff estimates and projections.

" The historical GIDP figures throngh 2000 have been revised upward to be fully consistent with the authorilies' data.
In addition, staff have updated the balance of payments 1o be {ully consistent with the Balance of Payment Manual {5th edition) and

the anthorilies’ presentation.
? Including official transfers,
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Tahle $:Mali: Central Govemnment Cansolidated Financial Operations, 1999-2002 1/

1998 2000 2001 2002
Est. Jan.-July Jan.-Sept. Jan.-Dec. Proj. Rev. Proj.
Prog  Est. Prog.  Est Prog.  Rev.Proi.  EB30/13
(Tn billkens of CEA francs)
Revenue and grants 3560 3711 2122 2104 28019 2894 3871 3940 431.1 447.4
Total revenue M6 2609 1755 180, 2299 2341 3143 3lay 353.1 364.4
Budgetary revenue 2478 2455 1606 164.1 214 2139 Z88.3 294.9 Il 3384
Tax revenue 2353 2333 1534 1559 025 144 22 279.8 37 3217
MNontax revenue 12.6 122 7.2 .93 1.9 9.5 11y H N 15.4 167
Special funds and annexed budgets 248 44 132 160 19.5 02 26.0 26.0 26.0 26.0
Grams 834 1012 36.4 203 518 553 718 771 78.0 TR0
Tatal expenditure and net lending 417.6 4303 2734 2402 3702 3600 546.1 537.2 5331 5718
Budgetary expenditure 3950 4173 2694 2339 3612 3502 5316 522.7 3112 555.9
Current expenditure 1932 199.3 1317 1209 1774 1637 2584 2484 25 2718
Wages and salarics 653 731 478 454 615 593 820 820 871 871
Materials and supplics 267 783 163 157 174 719 310 il0 a9 3332
Translens 39.6 6.8 245 204 459 352 684 584 50.7 3.5
Schelarships 6.2 6.2 4.1 27 4.5 33 56 5.6 5.6 5.6
Social safety net 114 o9 35 5 4.5 4.5 100 0o 104 100
Flections cost 34 0y 37 20 47 18 9.0 90 70 70
Others 190 10% 13.2 132 1212 236 433 338 266 00
(3 which : cottan seclac 0.0 0.0 - . 230 13.0 5.0 272
Commurnication, ransport, energy i1y 2849 15.2 6.6 195 208 31 ol 37 317
Other current expenditure 19.1 16.0 17.3 39 193 14.5 277 i 216 255
Interest? 14.0 16.0 105 89 138 iLs 19.2 182 19.5 208
Capital expenditure 199.8 2071 L& 095 1569 1599 404 2404 W76 2486
Fxtemally financed 147.4 1571 95.4 .3 1269 1269 174.0 174.0 178.4 1784
Domesticalty financed 523 60.0 126 285 30.0 33.0 66.4 6é.4 60.2 7.2
HIPC expenditures 0.0 0o 58 10 20 B4 136 147 20.1 255
Expenditures from World Bank Credit 0.0 0. 134 1A 1&2 1%.2 182 182 [131) 113}
PESAF and public enterprises 2.0 0.9 0.5 04 07 .8 1.0 L0 1.8 10.4
Special funds and anncxed budgets 24.8 24.4 15.2 16.3 195 702 26.0 26.0 26.0 20,0
Service on on-lending 222 -5 -9.2 9.7 05 -G0S -5 -5 41 4.1
Basic fiseal balance * 25 -122 42 19 -134 1.4 -57.8 -46.3 <16 -35.0
Overall tiscal balance
Commitment busiz, incloding grants B -68.1 -63.2 -29.8 -893  CH6 -159.0 -1432 -102.0 -135.4
Commitment basis, excluding gmnts -1449 -169.3 996 601 -14D3  -125%9 -231.8 -220.3 -180.0 -213.4
Changes in payments arears 9.3 X1} .0 1)) [\ a ] 0.0 oo 0o
Adjustment {cash basis} 117 1.6 -133 -133 -133 -133 LX) 0.0 G0 [(20]
Overall fiscal balance (cash basis, inchding g -59.4 -66.5 -76.5 431 -6 -¥3% -159.8 14332 -102.0 -1354
Financing 592 66.3 722 431 880 839 107.8 103.7 718 848
Extcral financing (net) 60.3 644 58.3 474 0,7 787 96,101 471 s 833
Domestic financing (net) -2 2.1 13.7 -4.3 173 532 LLE 4.6 -0.7 1.5
Of which: excluding transfers to
Caisse de Retraite du Mali (CRMY 6.5
Banking system 1.8 -178 187 243 39.3 E1R: 238 2166 73 73
Qf which : net credit to the governme ER] fL.2 7 243 39.9 314 4.4 272 7.3 73
Privatization receipts 10.4 203 0.0 D 0.9 G0 8.0 O oo iLo
Nanbank financing -134 -0.3 2200 286 2240 266 200 -20.0 -8.0 AR
Finuncing gap’ 0.0 0.0 4.3 (1] 4.5 0.0 5.2 95 292 50,6
(In pereent of GDP)
Total revenue and granis 213 20.5 217 20,8 221 21.4
Of which: total revenue 163 4.9 176 16.7 18.1 176
}f whick: tax revenue 14.1 129 155 14.8 16.0 15.5
Tatal expenditure and net lending 250 242 306 183 27.4 179
Of which : health and edusation 3l 38 4.1 41 4.6
defense 2.0 19 1.9 .
Current expenditure 1L6 110 144 13.0 124 12.6
Overall fiscal balance
Coramiment basis, including grants -17 -38 -89 -7.6 52 6.3
Commitment basis, excluding grants -87 -3 =130 -l1.6 92 -103
Basic fisea) balanee ol -0.7 3.2 24 -0.1 -1.7
Basic fiseal balance® ol -0.7 -l.5 -0.7 0.3 -0.5

Sources: Malian authoritics: and staff estimates and projections.
! The histuricsl GDP Mgures through 2040 have heen revises ugward 10 be fully consistent with the authorities' data. Thus ratios to GDP in the program columa

miay not be strictly comparable with the new ratios.

% Defined as total revenue, excluding grants, minus total expenditure and net lending, excluding foreign-financed capital expenditure.

? lixpected to be covered by donor assistance

* Defined as tota! revenue, excluding grants, minus total expenditures and net lending, excluding interest payments and forcign-financed investment

*Caisse de Retraitc du Mali

“Defined a5 2 above, bul also excluding HIPC initiauve-related expenditure and exceptional expenditure financed by World Bank crediz.



Table 6. Mali: Fiscal Impact of the HIPC [nitiative, 2000-04
{In billions of CFA francs, unless otherwise specified)

2000 2001 2002 2003 2004
Est. Prog Proj. Proj Praj.
1. HIPC Initiative assistance given
A. Interest due before HIPC Initiative assistance 18.6 19.8 18.5 19.6 19.6
B. Interest paid before HIPC Initiative assistance 18.6 19.8 18.5 19.6 19.6
C. HIPC Initiative assistance on interest
{as a result of stock-af-debt operation only) 0.0 0.0 0.0 0.0 0.0
D). Interest due after HIPC Initiative agsistance 18.6 19.8 18.5 19.6 19.6
E. Amortization due before HIPC Initiative assistance 1/ 41.9 45.8 46.1 59.0 61.9
F. Amartization paid before HIPC Initiative assistunce 41.9 45.8 46.1 59.0 61.9
G. HIPC Initiative assistance on amortization
{as a result of stock-of-debt operation only) 0.0 0.0 0.0 0.0 0.0
H. Amortization due after HIPC Initiative assistance 41.9 45.8 46.1 59.0 61.9
1. HIPC Initiative assistance provided as grants
(to cover debt service due) 0.0 0.0 0.0 0.0 0.0
J. HIPC Initiative assistance as exceptional financing
(to cover debt service due) 2.6 143 255 242 24.4
Total HIPC Initiative assistance (C+G+I+I) L/ 2.6 143 25.5 242 244
Tatal HIPC Initiative assistance {in millions of U.S. dolars) 1/ 37 19.5 35.8 343 346
Net cash flow ta the budget from ITIPC Initiative
assistance ( B+F-(DIL-I-])) 2.6 143 255 242 244
Memorandum items:
Other donor flows 196.2 192.8 172.0 17%.8 186.8
Total net cxternal flows
{net external financing less debt service due) 1383 141.5 132.8 125.3 129.8
2. Functional and other poverty reduction government
expenditures 2/
Rascline pre-HIPC Initiative assistance expenditure projections 74.6 81.7 BR.2 933 100.7
Post-HIPC Initiative assistance expenditure projections 75.5 953 108.3 110.5 119.5
Memorandum items:
Tax revenue (in percent of GDP) 12.9 14.8 15.6 16.1 16.6
Overall fiscal balance before IOPC Initiative assistance
excluding grants (in percent of GDP) 9.3 -10.8 9.1 -6.7 -6.0
Overall fiscal balance after HIPC Initiative assistance
excluding grants (in percent of GDP) 93 -11.6 -103 -7.8 -6.5

Senrces: Malian authorities; and staff estimates and projections.

1/ InctudesIMF.
2 /Bxcludes foreign-financed investment.



Table 7. Mali: Compliance with WAEMU Convergence Crileria, 1999-2005

Ratio 1999 2000 2001 2002 2003 2004 2005
(in percent) Prog. Rev. Proj. Proj. Rev. Proj. Prqj. Proj. Proj.
EBS/G1/113 EBS/G1/113
Primary criteria
Basic fiscal balance / GDP (in percent) >=0 0.1 0.7 3.0 2.5 0.1 -1.7 0.5 0.9 1.1
Inflation (annual percentage change} <=3 -12 0.7 45 46 a1 3.0 2.0 2.0 2.0
Total debt / GDP (in percent) <=70 1063 1040 110.2 103.0 103.4 96.7 91.9 86.7 82.1
Domestic arrears (in billion of CFA francs) <=0 93 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
External arrears (in billion of CFA francs) <=0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Secondary criteria
Wages / fiscal revenue (in percent) <=35 27.8 113 29.6 293 27.9 27.1 25.9 25.6 25.3
Domestically financed
investment / fiscal revenue (in percent) > =20 222 257 24.0 23.7 22.2 21.8 22.0 21.3 22.0
Current account deficit
(cxcluding transfers) / GDP (in percent) <=5 10.8 12.0 13.9 13.0 11.9 12.5 11.1 9.8 8.7
Fiscal revenue / GDP (in percent) >=17 4.1 12.9 155 14.8 16.0 15.5 16.0 16.5 17.0

Source: Malian authorities; and staff estimates and projections.



Table 8. Mali: Monetary Survey, 1999-2002 1/

1999 2000 2001 2002

Mar, Jun. Jul. Sep. Dec. Mar. Jen. Sep. Dec.
Est. Prog. Proj. Proj. Proj. Proj. Proj.
EBS/O1/113

(In billions of CFA francs, end of period)

Met foreign asscis 1133 167.7 176.7 197.8 186.6 1992 179.8 [99.2 195.9 196.2 193.1 188.8
Central Bank of West African States (BCEAQ) 94.5 125.0 166.4 1106 108.3 1274 137.1 1274 127.7 128.0 128.3 128.6
Commereial banks 18.7 427 70.3 87.2 78.2 718 42,7 71.8 68.2 68.2 64.8 602

Net domestic assets 251.7 2407 2615 2553 260.7 2671 2400 2805 307.6 2777 2947 305.4
Credit to the government (net) -22.1 -37.5 =323 259 -13.2 4.8 -13.0 -10.2 1.9 L8 1.9 -2.9

BCEAO 7.3 75.4 754 87.6 883 100.7 83.1 79.0 78.1 774 73.5 735
Commercial banks -B8.3 -112.0 -106.5  -112.3 -100.4 -104.3 -55.0 -27.0 =750 -74.4 -72.4 -74.9
Other -5 0.9 -1.2 -1.2 -1.2 -1.2 -1.2 -1.3 -1.2 -1.2 -1.2 -1.5
Credit to the economy 291.6 2845 3662  2R1.7 283.6 291.3 2579 306.9 3219 292.0 308.9 3245
Other items (net) -17.8 -6.3 -12.4 0.5 07 -194 49 -16.1 -16.1 -16.1 -16.1 -16.1

Medium- and long-term
foreign liabilitics

Revaluation account

Money supply (M2) 365.0 408.5 4382 4530 447.3 465.0 4158 4419 502.4 472.8 487.8 482.6
Curmency outside banks 123.7 143.1 144.6  148.2 148.5 162.6 155.5 158.0 1758 165.5 1760.7 172.6
Bank deposits 241.3 2060.3 2936 3049 208.8 3024 264.2 2839 326.6 307.3 317.0 310.0

Memorandum items: {Annual percentage change, unless otherwise indicated)

Contribution te the prowth of broad money
Net foreign assets -10.2 14.9 16.4 243 16.1 227 37 7 4.4 32 -1.3 23
Net domestic asscts 11.5 -3.0 -0.8 1.0 2.6 -0.2 -1.0 9.7 10.5 0.4 59 5.6
Of which : credit to the central government 1.1 -4.2 -5.0 -1 0.2 0.3 6.0 6.7 7.8 0.8 1.4 1.7
Credil to the economy 14.4 24 4.1 2.8 4.1 5.6 43 79 31 33 6.0 57
Money supply 1.3 11.9 15.6 253 18.7 222 23 82 14.6 34 49 92
Currency -8.6 19.8 14.4 223 16.8 322 5.0 6.7 21,6 7.3 5.0 9.2
Deposits 7.3 7.9 16.2 26.8 19.6 17.4 1.5 9.1 11.2 13 48 9.2
Velocity {GDP/M2) 4.6 44 43 43 4.3
Cutrency outside banks /money supply (in percent) 339 36.3 37.1 358 35.0

Sources : BCEAO and Fund staff cstimates and projections.
¥ The historical GDP figures through 2000 have been revised upward to be fully consistent with the authetities’ data. Thus ratios te GDP in the program column
may not be strictly comparable with the new ratios.

_9€_
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Table 9. Mali: Balance of Payments, 1992-2005 i/

1999 2000 2601 2002 2004 2004 2008
Esl. Prog. Proi, Proj. Rev. Proj. Rev. Proj. FRew. Proj. Rev. Proj.
EBS/0ATS ERS/01/113

{In billioay of CFA francs}

Expors, fob. 514 785 4614 477.2 5122 4881 5226 5693 6215
Cotton fiber 150.1 10.0 788 76.( 1615 495 1559 1R4 6 A7
Gold 1424 1834 2148 3263 1787 264 6 2TRR b2 25
Other 59.0 1 67.7 48 719 4.0 870 il 1128

Imperts, fo.b S3728 -4214 -437.8 -464.5 -505.¢ -4822 -507.8 -5319 -SERT

Trede balance =212 -43.0 36 127 12 59 145 34 2.3

Services (net} -161.3 -170.8 -200.0 Bt -0 -1089.4 2214 B 2407

Faclor service (net} -2 -51.0 -80.7 -90.3 -65.5 i S752 -B01 -B48
O whick: niterest due om pubrlic debt -14.0 -l56 -i9.0 -18.9 -183 -19.2 =141 -19.6 -18.7

Private transfers (nety 45.8 47.1 9.0 9.0 4.0 PR N | 458 48.2

OHficial transfers (net) 24.0 46.4 182 20.5 12.2 12.2 214 2.6 .7
f which: budgstary prants 4.6 32 0.0 4.1 0.0 0n 9.2 ) a5

Current account balance
Fxcluding official transfers -i798 2176 -28.1 -246.0 -231.8 -259.9 -Z4ER -236.1 -225.0
Including oificial fransfers -155.8 -T2 2318 -215.5 -219.6 -247.7 w2272 -213.5 =201

Capital and financial account 1371 208.2 1818 17136 185.1 171.8 |1RE.5 197.8 1987
Capital account (nef) 69 & 63.0 128 718 780 730 an.o yay) #4.0

Of which: projects prants 688 63.0 728 728 7RO 780 800 BL0 20
Fimancial account 67.3 1382 1000 1008 1971 9.8 108,53 115.8 147
Trivate (nef) 7.0 7.8 273 313 510 SaG 50.2 555 550
Official (net} 603 al4 817 655 561 578 587 60.3 597
Disbursements (nef) 9.7 950 1194 a1z 106.4 1004 104.0 165.0 4.0
Budgetary 13.1 69 182 [LLH 00 0.0 0.0 0.0 o0
Project related 788 881 1042 1012 004 100.4 104.0 109.0 114.0
Amertization due on public debt -314 =318 77 B -3 -42.6 453 -48.7 -54.3

Errors and omissions &0 -122 on 0 04 0.0 00 0o 0o

[iverall balance -127 243 -50.1 S1G -34.5 -15.9 J3R3 2157 -2.6

Fancing 127 =247 50.1 515 34.5 159 383 157 26

Foreign nesets (net) 127 =273 =153 -1 =125 -0.2 14.1 -87 Era i
Of which: |MF (net) 6.9 -7 52 a1 69 -6.9 -13.7 -19.9 5.6
HiPC [nitialive assistance 2/ o 26 14.2 143 17.8 255 24.2 244 45
Financing gap 0.4 0o 5Lz 9.5 %2 S0.6 By 0.0 0.0
Memoraridum tems: (Annual pereentage change)
Enternal trade
Exports volume 174 23 74 16.0 14.7 139 44 4.0 6.3
Of which: nonmining 2.7 -10.8 Ry | -3 354 4.0 0.8 12 5
Imports volome 50 -1.9 4.6 9.4 5.9 83 6.2 52 4.2
Of which: nonmining import volume 6.1 =54 3 5z e 1.7 53 6.0 4.5
Export unit value 9.6 %1 16.6 57 =32 -10.2 15 47 27
Import unit value 4.5 150 39 1.0 2.1 4.1 -0.9 07 1.5
Terms of trade -138 -4.4 123 7.6 -5.2 -4 34 4.0 1.2
(In percentage of GO, unless otherwise mdicated}
Enternal current account balance
Excluding official transfers -10.8 -12.40 -139 -4 -119 -12.5 -1 -G8 -7
Including efficial transfers 2.3 -9.5 -130 -1l -113 -12n -10.2 R0 18
External public debt 3/ 106.2 104.0 1105 1034 1037 96.7 51.9 96.7 Bl|
Debt-service ratio 4/
Befors debe relief 125 132 124 124 134 139 156 122 124
Afber debt reliel (including HIPC Initiative} 12.5 127 o8 -3 105 a% a7 96 9.0
{iross internatienal reserves (in billions of CFA francs) 278 2651 2896 761 209.0 2763 62,2 2709 2928
In months of next year's imports 5/ 4.4 4.3 4.2 42 43 4.0 36 18 36
Enchange rate (anmual average)
CFA francs per SDR §42.0 6.4
CFA francs per U.S, dollar 615.8 0.0
Commadity prices:
Petrolearn {erade spot; LS dollars per barrel) 189 212 6.3 250 Pz 210 200 19.0 1%.0
Gold {US dellar per fine vunece) 789 2792 275.0 2650 275.0 265.0 700 2700 270.0
Cotlon (eenls per pound; intermalional price) 531 59.0 4.7 432 50 46.0 520 6.0 60,0
Cotlon (cents per pound; Malizn price) 4.9 04 45.0 445 48.2 39.6 5 5.6 2

Bnurcea: Malian anthorities; and stafY estimates and projectinns.

1/ This balwze of payment is presented uccording to the Balmnee af Payment Manual (5th ed). The presentation of the program was changed accordingly and is therelore different from the presentation
in ERS/00/162, {8/10/00). The historical GDP figures thrangh 2000 have been revised upwand to he fully consistent with the anthorities’ data. Thus ratios to GDP in the progrem ¢olumn

may not be strietly comparuble with the new ratios.

2/ Sum of original and enhanced HIPC framework for the 2000 estimate and projections; eniginal HIPC-Initiative only for the program. The projections are based on 1lse agresments

already reached with the ereditors (IMF, World Bank, European Union, OFEC Fund, and Pars Club) and therefore mighi underestimats the assistance that Mali will finally receive,

A/ Takes into account Russian debt cancellation n 199%; does not take inta account HIPC Initiative assistance,

4/ [n percent of exports of poods and nonfacior services

5 Goods and nonfactor services,



Table 10. Mali: External Financing Requirements and Resources, 1999-2005
(In billions of CFA francs, unless otherwise indicated)

Requirements

Current account deficit,
excluding oflicial transters 1/
Debt amortization 1/
IMF repurchases
Arrears (increase-)
Change in the net foreign assets (increaset) 2/
Adiustment 3/

Resources

Official transfers 4/

Qlficial project grants 4/

Long-term public loan disbursement 4/
Budgetary
Project related

Private capital (net)

Bebt relief, including HIPC Initiative assistance 5/

Dbt under negotiation/moratorium

Use of IMF resources Enhanced Structural Adjustment

Facility (ESAF)
Exceptional financing

Memorandum iterm:
Exchange rate: CFA francs per SDR

19499 2000 2001 2002 2003 2004 2005
Est. Proj. Rev. Proj. Froj. Rev, Proj. Projections
EBS/01/113 EBS/01/113

206.7 297.2 3178 3023 300.9 3152 278.1 293.5 301.2
179.9 217.6 248.1 246.0 2318 2599 215.2 236.1 225.0
314 336 k¥ 77 443 426 453 48.7 543
7.2 12.1 1.4 11.6 19.2 19.4 19.1 19.9 16.6
0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
-5.8 216 20.6 7.0 57 6.7 -1.5 -11.2 5.2
-6.0 12.2 0.0 0.0 0.0 0y 0.0 0.0 0.0
206.7 297.2 317.8 302.3 300.9 3152 278.1 2835 301.2
24,1 46.4 16.2 20.5 12.2 12.2 12.2 22.6 237
68.8 65.0 728 72.8 78.0 78.0 758 82.0 84.0
91.7 95.0 1194 101.2 100.4 100.4 104.0 109.0 114.0
13.1 6.9 18.2 0.0 0.0 0.0 0.0 0.0 0.0
78.6 88.1 1012 1012 100.4 1004 104.0 169.0 114.0
8.0 71.8 273 373 51,0 36.0 63.5 5535 55.0
0.0 2.6 14.2 143 178 255 17.0 244 245
00 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
14.1 6.4 16.7 16.7 123 12.5 5.6 0.0 0.0
0.0 0.0 512 395 292 50.6 0.0 0.0 0.0

842.0 839.5

Sourccs: Malian authorities; and Fund and World Bank staff estimates and projections,

1/ After debt forgiveness.

2/ Excluding the change in the net position vis-a-vis the Fund.

3/ Errors and omissions.

4/ Tncludes hoth existing and expected new commitments.
5/ 8um of original and enhanced HIPC Initiative framework for the 2000 estimate and 2001 projection; oniginal HIPC Initiative only for the program.

2¢



Tahle 11; Mali. Indicators of Fund Credit and Debt Servicing, 2000-2012
(In percent, uniess otherwise indicated}

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Projections
Qutstanding Fund credit/quota [/ 144 .4 150.5 142.5 126.5 103.2 B3.8 68.0 52,7 379 258 16.3 8.9 5.4
Outstanding Fund creditGDP §/ 7.0 7.0 59 4.8 3.7 28 2.1 1.5 1.0 0.6 0.4 0.2 0.t
Qutstanding Fund credit/exports
of goods and nonfactor services 1/ 273 24.0 20.7 17.6 13.3 09 7.9 6.2 4.7 3z 240 1.1 07
Gross Fund financing/financing needs 1/ 2/ 22 5.9 4.0 1.9 0.0 (.0 0.0 0.0 0.0 0.0 0.0 a.0 0.0
Debt service to the Fund/exports
of poods and nenfacter services 3/ 29 2.4 3.5 33 31 24 1.9 1.9 19 1.6 1.2 Lo 0.0
Dbt service to the Fund/total
debt service 3/ 21.8 187 25.3 24.5 3.7 19.6 15.4 16.4 15.5 12.1 1.3 84 36
Total debt service before rescheduling 3/ 133 12.4 13.9 13.6 13.2 124 12.6 11.6 12.4 3.1 11.0 1.7 11.6
Total deht service afior debt relief 4/ 127 9.8 9.5 Q.7 2.6 9.0 7.9 7.0 8.0 89 6.7 7.1 76
Memorandum item:
Exparts of goods and nonfactor scrvices
(in millions of SDRs) 4942 584.8 a41.5 671.0 726.3 787.2 8037 7916 759.3 760.8 764%.6 764.3 774.1

Sources: IMF, ‘I'rcasurer's Department; Malian authorities; and stafT estimates and projections.

1/ Qutstanding Fund credit includes loans and outstanding purchases under the Structural Adjustment Facility (SAF) and the Poverty Reduction and Growth Facility {PRGF).
2/ Financing needs arc defined as the sum of the current account deficit, including grants, amortization due, repurchases and repayments of SAF and PRGF loans to the Fund, targeted accumulations of reserves, and the

reduction of external arrears, if any.

3/ Db service, before debt relief, moratoriums, and potential HIPC Initiative assistance (estimated for the period 2000-02), and including 3DR charges, as a percentage ot exports of goods and nenfactor services.

4/ Debt service, after debt relief, moratoriums, and potential HIPC Initiative assistance (estimated for the peried 2000-02), and including SDR charges, as a percentage of exports of goods and nenfactor services.

6¢
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Table 12. Mali: Selected Social and Demographic Indicators

Latest Single Year

Same Region/Income Group

Sub- Low
1670-75 1980-85 199398 Saharan income
Population {In units indicated)
Total population, midyear (millions) 59 7.4 10.6 627.3 3,536.4
Growth rate (annual percentage change) 2.0 2.3 24 2.2 1.4
Urban population {percent of population) 16.2 21.0 28.7 33.3 30.3
Total fertility rate (births per woman) 7.1 7.1 6.5 5.4 3.1
Income
GNP per capita (U.S. dollars} 120 180 250 510 520
Consumer price index (19935=100) 111 128 136
Income/consumption distribution
Share of income or consumption -
Gini index 50.5
Lowest quintile (percent of income or consumption) 4.6
Highest quintile {percent of income or consumption) 56.2
Public expenditure (In percent of GDP)
Health . 2.0 1.5 1.3
Education 32 2.2 4.1 32
Social security and welfare 1.7
Net primary school enrollment rate {In percent of age group}
Total 17 19 38 g6
Male 21 24 45 g9
Female 12 14 31 82
Access to safe water (In percent of population)
Total 37
Urban 36
Rural 38

Immunization rate
Measles
DPT

Child malnutrition {percent under 5 years)

Life expectancy at birth
Total
Male
Female

Mortality
Infant (per 1,0000 live births)
Under 5 (per 1,000 live births)
Adult (15-39)
Male (per 1,000 population)
Female (per 1,000 population)
Maternal {per 100,000 live births)

(In pereent; under 12 months, unless otherwise indicated}

39
37
41

203
391

537
416

43
43
44

180
292

454
362

56
52

27

(In years)
50
49
52

(In units indicated )
117
218

404
325
580

58
53

50
43
52

92
151

432
383

80
82

a3
62
64

68
92

235
208

Source: World Bank, World Development Indicators 2000; available on CD-ROM.
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Bamako, November 30, 2001

Mr. Horst Kéhler

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

Dear Mr. K&hler:

1. On behalf of the government of Mali, and in the context of the third review of the
program supported by an arrangement under the Poverty Reduction and Growth Facility
(PRGF) approved by the Executive Board of the International Monetary Fund in July 1999,
I am pleased to forward to you the memorandum of economic and financial policies for
2001-02. The memorandum deseribes progress made in implementing the program in 2001,
the updated objectives for end-2001 and for 2002, and the policies that are envisaged to
achieve these objectives.

2, Mali is going through the most difficult period of its recent economic history.
Setbacks in the cotton and food crop sectors have led to an economic stagnation in 2001,
after a period of sustained growth since the devaluation. Moreover, although growth is
expected to recover in 2002, an anticipated decline in world cotton prices could further
exacerbate the precarious situation in the cotton sector and government finances.

3. Notwithstanding the difficulties faced by Mali, the authorities resolutely implemented
the program supported by the PRGF arrangement between January and July 2001. All the
quantitative benchmarks and performance criteria for this period were met. During the
period, the authorities launched a series of measures in the cotton sector, implemented a new
petroleum taxation mechanism, and raised the utility rates for water and electricity.
Moreover, they adopted a plan for the annual allocation of HIPC Initiative-related resources
for the period 2002-05.

4. Despite sound implementation of the program, it is now expected that delays will be
recorded in the mobilization of part of the program financing. To safeguard the initial
program objectives to the maximum extent possible during this difficult period, the
authorities have taken measures to mobilize additional revenues, delay some expenditure,
and temporarily issue treasury bills. Accordingly, the government of Mali is requesting an
amendment of the initial program objectives, as described in the memorandum of economic
and financial policies.

5. The economic growth outlook for 2002, when key elections are scheduled to take
place, is good. Owing to a substantial increase in cotton output as a result of the restoration
of confidence among producers, as well as an increase in the cereal harvest with the return of
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favorable rainfall, the real GDP growth rate should reach about 7 percent in 2002. However,
the significant drop in international cotton prices means that the initial fiscal targets for 2002
will have to be revised. A number of additional expenditures related to the crisis and the
economic liberalization program are now planned. To cover these expenditures, the
authorities will take steps to increase revenues and limit nonpriority current expenditures.
The government is resolved to implement all the reforms and measures included in the
program. The policies and measures described in the memorandum are appropriate to achieve
the program objectives, but the government will take any other measures that might prove
necessary to this end.

6. As described in the memorandum, the debt-service relief obtained since the
completion point under the original Heavily Indebted Poor Countries (ITPC) Initiative and
the interim financing obtained under the enhanced HIPC Initiative have been applied to the
priority poverty reduction program contained in the interim poverty reduction strategy paper
(I-PRSP). Preparation of the full PRSP is continuing in the context of a wide-ranging
participatory dialogue. A progress report on the full PRSP has been prepared by the
government.

7. The government is counting on the continued support of the International Monetary
Fund to help it achieve the program objectives, including through the completion of the third
review of the PRGF arrangement. In any event, the IMF and the government of Mali will
conduct a review of the PRGF-supported program by June 30, 2002 and a fifth review by
November 30, 2002 to assess progress made with its implementation.

8. Finally, the government will provide the IMF with any information it may request on
progress made in implementing its economic and financial policies, as described in the
technical memorandum of understanding, also attached. As in the past, the government
remains committed to widely disseminating 1ts memorandum of economic and financial
policies and the technical memorandum of understanding, and authorizes the IMF to publish
its staff report and to place it on its website.

Sincerely yours,

/s/

Bacari Koné
Minister of Economy and Finance
Chevalier de I’Ordre National

Attachments: Memorandum of economic and financial policies for 2001/02 and
technical memorandum of understanding
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MALI

Memorandum of Economic and Financial Policies for 2001-02
Bamako, November 30 2001

I. INTRODUCTION

1. For some time now, Mali has been going through the most difficult period of its
recent economic history. Setbacks in the cotton and food crop sectors have led to an
economic slowdown in 2001, after a period of sustained growth since the devaluation.
Moreover, although growth is expected to recover in 2002, an anticipated decline in world
cotton prices could further exacerbate the precarious situation in the cotton sector and of
government finances.

2. Poverty reduction continues to be the priority of the development strategy
pursued by the government of Mali. The government’s commitment in this area reflects a
twofold need: (i) to identify policies and instruments geared toward achieving the objective
of poverty reduction, and (i) to adopt appropriate short- and medium-term measures to
enable the government to make rational and more effective use of domestic and external
resources. To achieve their poverty reduction goals, the Malian authorities will implement
economiic, financial, and social policies aimed at promoting economic diversification. Private
sector promotion remains central to the poverty reduction strategy, as it is anticipated that
two thirds of growth in Mali will be generated by the secondary and tertiary sectors. To
facilitate this diversification process, the Malian authorities are identifying a package of
measures in the context of preparing the full poverty reduction strategy paper (PRSP), in
order to address 1ssues pertaining to (1) low labor productivity reflecting the shortage of
skilled workers; (ii) the inadequacy of physical infrastructures; (iii) the high cost of factors of
production (energy and telecommunications); (iv) the low level of financial depth; and

(v) deficiencies in governance and efforts to deal with corruption, Furthermore, given the
importance of the cotton sector to Mali’s economy, the Malian authorities have launched a
set of short- and medium-term reforms designed to restructure the Compagnie Malienne pour
le Développement des Textiles (CMDT) and to liberalize the cotton sector in order to
improve its competitiveness. The government’s stated objective is to ensure that Mali can in
the medium term achieve an annual growth rate averaging at least 5-6 percent, which will
help to roll back poverty.

II. PROGRAM IMPLEMENTATION DURING THE FIRST SEVEN MONTHS OF 2001

3. The economic indicators recorded during the first half of 2001 indicate that a
considerable slowdown in economic activity is emerging. Real GDP is expected to
stagnate in 2001, largely on account of the crisis in the cotton sector, the difficulties in the
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food crop sector, and their ripple effects. The 47 percent decline in cotton production in
2000-01 is causing a slowdown in industrial and trade activities. The resultant drop in cotton
producers’ incomes in 2001 by about 40 percent will have an adverse impact on the demand
for services. Average annual inflation reached 5 percent during the first nine months of the
year, reflecting the downturn in cereal production in crop-year 2000/01. Preliminary data on
foretgn trade indicate that nonmining exports have slumped in relation to 2000, largely as a
result of the dramatic decline in cotton exports. Conversely, the value of gold exports
virtually doubled compared with the same period in the preceding year. At the same time,
largely owing to an increase in impotts of petroleum products and of equipment for the
mining sector, as well as imports for strengthening the capacity of the energy company
(EDM), merchandise imports grew significantly during the first half of 2001.

4, From the fiscal standpoint, tax revenue slightly overshot the programmed objective,
reaching CFAF 155.9 billion as at July 31, 2001. The programmed objective was exceeded
even though oil revenues recorded a shortfall of approximately CFAF 6.0 billion during this
period. This favorable performance by nonoil revenues reflects the increase in the tax yield
following the implementation of administrative measures affecting the tax revenue and
collection agencies. Overall expenditures stayed below program targets in spite of a larger-
than-anticipated increase in domestically financed capital expenditures in priority sectors.
Current expenditures are estimated at CFAF 121 billion (as against CFAF 131.5 billion under
the program). The expenditures funded with the Initiative for Heavily Indebted Poor
Countries (HIPC Initiative)-related resources likewise fell short of expectations because the
supplementary budget law authorizing a higher level of HIPC Initiative expenditures in
keeping with the program (CFAF 13.6 billion) was not adopted by the National Assembly
until September 2, 2001. The basic budget balance (excluding resources freed as a result of
the HIPC Initiative) reached a level of CFAF 3.0 billion during the period January-July 2001,
that is, it overshot the target by CFAF 1.6 billion. This favorable fiscal performance
continued into September 2001, with a basic balance of CFAF —1.6 billion during the period
January-September 2001, compared with a target of CFAF —5.4 billion.

5. The government has alse intensified its poverty reduction program as set forth in
the interim poverty reduction strategy paper (I-PRSP). Funding for priority programs has
been increased in 2001 through higher budgetary resources, debt service relief obtained
following the completion point under the criginal HIPC lnitiative, and the interim financing
obtained through the enhanced HIPC Initiative. A special treasury account was opened at the
Central Bank of West African States (BCEAQ) to house HIPC Initiative-related resources,
and the allocation of resources in favor of poverty reduction reflects the priorities identified
in the I-PRSP.

0. Credit to the economy increased during the first nine months of the year. During the
same period, the net foreign assets of the BCEAOQO, as well as those of banks, increased. The
quality of banks’ portfolios deteriorated somewhat, as doubtful and disputed claims increased
from 7.9 percent of all credit to the economy as at end-December 2000 to 8.9 percent as at
end-June 2001, reflecting the ripple effects of the cotton sector crisis. However, most banks
complied with the main prudential ratios of the West African Economic and Monetary Union
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(WAEMU). Microcredit institutions (the network of credit unions and other local networks)
continued to grow, mainly as a result of their higher visibility in rural areas, as evidenced by
the rate of increase in deposits, which stood at 21.3 percent as at end-2000.

7.

In spite of the difficulties facing Mali, the Malian authorities have resolutely

pursued the implementation of the program supported by the Poverty Reduction and
Growth Facility (PRGF) for 2001, as described in the memorandum of economic and
financial policies of July 9, 2001. All the quantitative performance criteria and benchmarks
for July 2001 have been met (Appendix I, Table 1). With respect to structural reforms, the
following has been done:

The government implemented a variety of measures during the period Janhuary-

July 2001: (i) the adoption of an action plan for the reform of the cotton sector
{prepared with World Bank assistance); (ii) the preparation of an emergency action
plan to enable the CMDT to resolve its financial crisis; (iii) preparation and validation
of a plan for the repayment, by September 30, 2001, of the CFAF 30 billion owed by
the CMDT and guaranteed by the government to local banks; (1v) an increase of water
rates by 10 percent and electricity rates by 5 percent; and (v) the implementation of
the new taxation mechanism for petroleum products, under which changes in the
import prices are automatically reflected in retail prices.

The plan for the repayment of the CFAF 30 billion owed by the CMDT to local banks
and guaranteed by the government was implemented before end-September 2001,
according to plan. Furthermore, the Malian authorities have discussed the letter of
development policy for the cotton sector with the key players in the sector, and the
document has been translated into local languages in order to ensure that it reaches as
many cotton producers as possible.

The CMDT has begun implementing a set of measures to strengthen the transparency
and effectiveness of its financial management and to reduce production costs. The
company has begun to observe the effect of these measures on its production costs. In
2000, the CMDT reduced its production costs by about CFAF 15 billion, two-thirds
of which on a permanent basis.

However, the studies specified in the action plan for liberalizing the sector have fallen
behind schedule, owing to delays in securing the necessary donor financing. The
action plan in the letter of development policy for the cotton sector of October 3,
2001 includes a major program of audits and studies intended to identify the precise
content of the structural measures in the sector reform program (refocusing the
CMDT, outsourcing some activities, and identifying liberalization options and
sequencing). The terms of reference for most of these studies are available, and the
process of selecting the consultants is already under way.

A plan for the annual allocation of HIPC Initiative resources for the period 2002-05
has been adopted.
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o The draft budget law for fiscal-year (FY) 2002 adopted by the National Assembly
now includes specific budget codes for HIPC Initiative-related expenditures.

¢ In the telecommunications sector, the international call for bids for the granting of the
second cellular telephony license to a private operator was launched on
September 27, 2001. The license is scheduled to be awarded by the first quarter of
2002,

IIT. AMENDED PROGRAM QBJECTIVES FOR THE REMAINDER OF 2001

8. In view of the delays encountered in mobilizing some budget financing (estimated
at CFAF 15.4 billion), the program for the remainder of 2001 will have to be revised.
Privatization revenues (CFAF 8 billion) and a portion of donor resources (CFAF 7.4 billion)
are now expected by the first quarter of 2002. To ensure that the initial program objectives
are fully protected, the government has taken steps to (1) mobilize additional tax revenues
(CFAF 2.6 billion), (ii) carry forward a portion of expenditures (CFAF 10 billion) payable to
the Banque de développement du Mali (BDM)) to 2002, and (iii) temporarily to issue
treasury bills (CFAF 2.8 billion). The government is committed to transferring to the BDM,
during the first half of 2002, the sum of CFAF 10 billion, which was payable to the BDM by
the CMDT. To address the cash-flow needs emerging in the last quarter of 2001 while
waiting for external financing (now expected toward the end of 2001), the authorities have
resorted to central bank financing on an exceptional basis for an amount equivalent to

CFAF 29.1 billion and will issue treasury bills for an amount not exceeding CFAF 3 billion.
The authorities are committed to reimbursing the statutory advances from the BCEAQO and to
redeeming the bonds, as donors’ financing is made available in 2001, and they will redeem
the treasury bills by end-March 2002 at the latest.

9. To reflect the pace of disbursement of budgetary assistance, the overall level of
expenditures not carried forward is expected to catch up during the last quarter of the
year to the programmed level. The wage bill will be kept within the limit of CFAF 82 billion
envisaged in the program. Electoral expenditures will be limited to the CFAF 9 billion
recorded in the program in 2001. The same applies to the costs associated with restructuring
the cotton sector, which will now be capped at CFAF 13 billion, consistent with the revised
programi.

10.  The volume of fiscal revenues should stand at CFAF 290.9 billion in 2001, thereby
exceeding the initially programmed level by CFAF 2.6 billion, owing to the continuing
improvement in the performance of the tax administration, Revenue from the mining sector is
projected to reach CFAF 21.3 billion. In view of the increase in revenues and carryforward of
expenditures, the basic fiscal balance is expected to record a maximum deficit of

CFAF 46.3 billion in 2001, compared with a programmed deficit of CFAF 57.8 billion. The
authorities have requested that the performance criterion for the ceiling on the net
government position be revised upward by CFAF 2.8 billion.
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11.  With regard to structural reforms, the authorities will take all appropriate steps to
ensure the implementation of the revised timetable in the letter of development policy for the
cotton sector, As a direct consequence of the delays in mobilizing the funding for the studies
specified in the letter of development policy, the implementation of the two performance
criteria for end-December 2001—the launch of the call for bids for the sale of the assets of
the Office de 1a Haute Vallée du Niger (OHVN) and the completion of the medium-term
financial restructuring plan for the cotton sector—will be postponed. One of the

two structural benchmarks for the cotton sector will also be delayed—namely, adoption of
the plan for the gradual withdrawal of the CMDT from public service activities and the
associated social plan—now scheduled for end-February 2002 instead of October 31, 2001.
However, the adoption and implementation of 2 mechanism for setting the producer price of
seed cotton (to reflect movements in international cotton fiber prices and to take account of
prices prevailing in neighboring countries) will be completed as planned by end-December
2001.

12. In spite of the delays in reforming the cotton sector, the government reatfirms its
commitment to move forward in this area, particularly in light of the unprecedented
downtrend in cotton prices on world markets. All of the measures planned for 2001 under the
program will be implemented by March 2002. Additional measures for reducing the
production cost of cotton fiber (by lowering the operating costs of the CMDT) will be carried
out. These consist in further reducing the wage bill, overhead, consulting and training
expenses, vehicle operation costs, and, particularly, expenditures related to industrial activity.

IV. MACROECONOMIC FRAMEWORK FOR 2002

13.  To achieve the poverty reduction target that it has set for itself, the government
will continue to gradually reorient its budget in favor of priority expenditures (education,
health, and rural development). For 2002, the macroeconomic objectives of the program are
growth in real GDP of approximately 7 percent; an inflation rate (as measured by the GDP
deflator) of about 3 percent; a basic fiscal balance of —1.7 percent of GDP; and a current
account deficit (excluding grants) of 12.5 percent of GDP. These objectives reflect trends in
cotton prices on the international market, which have fallen about 30 percent in relation to
baseline projections. The government considers that the real GDP growth target of 7 percent
for 2002 remains achievable despite unfavorable international economic conditions,
inasmuch as seed cotton production is projected to surpass the baseline scenario level by
approximately 15 percent.

14. In 2002, when key elections are scheduled, Mali faces a challenging international
environment, fraught with uncertainty, particularly as regards cotton prices. The crisis
in the cotton sector has had a destabilizing effect on the entire Malian economy. The
government is determined to respond effectively to this situation; however, this task 1s
complicated by the uncertain global environment. It is anticipated that in 2002 cotton prices
on world markets will fall about 30 percent short of program projections. However, the
government’s support for producer prices in 2002—a key element of its poverty reduction
program—and the abundant rainfall point to a harvest of approximately 575,000 tons of seed
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cotton for crop-year 2001/02. The fact that production has rebounded to this record level
bears witness to rising confidence among producers and should lead to a substantial increase
in rural incomes. The steady downturn in world cotton fiber prices, combined with the
decline in the dollar, will serve to exacerbate losses in the cotton sector. Reflecting the good
rainfall, cereal production is projected to increase by about 5 percent and inflation to fall
from 4.6 percent in 2001 to approximately 3.0 percent in 2002.

15.  The balance of payments in 2002 will be affected by the unfavorable trends in cotton
prices. Moreover, mining sector output will fall short of the record level achieved in 2001.
Cotton sector exports are expected to increase substantially; however, with the decline in
cofton prices, export revenues will fall short of initial forecasts.! Moreover, nonmining
imports will increase with the rise in disposable income, whereas mining sector imports will
fall slightly. The net effect will be a slight deterioration in the trade balance, which should be
virtually in equilibrium, The current account balance 1s expected to worsen in comparison
with the baseline projections, reflecting the increase in imports of the gold sector and the
outward transfer of this sector’s investment income, This deterioration should, nonetheless,
be offset by continuing substantial capital inflows, especially in the gold sector, and by a
sustained level of foreign aid. In order to finance its investment program, Mali will continue
to rely on concessional debt. As Mali is benefiting from debt relief, as of 2002 there will be
no nonconcessional borrowing either at the central government level or by public enterprises.
The government is committed to pursuing negotiations with the Russian authoerities to
reschedule the service on the debt owed since 1998 and not paid on account of the ongoing
discussions.

V. PROGRAM TARGETS FOR 2002

16. The objective of fiscal policy in 2002 is to achieve a reduction in the basic fiscal
deficit in order to limit government indebtedness. The basic fiscal balance is expected to
record a deficit of 1.7 percent of GDP in 2002. The overall level of expenditures reflects

(1) the additional amounts mobilized under the enhanced HIPC Initiative (CFAF 5.4 billion);
(ii) additional expenditures related to the education and health sectors (CFAF 3 billion);

(1i1) the increase in transfers allotted to the CMDT to cope with the decline in cotton prices
(CFAF 12.2 billion); (iv) the shifting of cotton sector-related expenditure from last year
(CFAF 10 billion); and (v) additional expenditures linked to the social plans associated with
the government’s liberalization policy in the cotton sector and the privatization of public
enterprises (CFAF 9 billion). To cope with these additional expenses, the Malian authorities
will take steps to raise additional revenue (CFAF 11.3 billion) relative to the baseline
projections, and they are determined to keep all nonpriority expenditures to a bare minimum,
particularly transfers and other current expenditures. Furthermore, in order to emphasize the
exceptional nature of this subsidy for the cotton sector, the government will enter into wide-

! In 2002, the initial projections were estimated at CFAF 512.2 billion, as against forecasts of
CFAF 488.1 billion.



-49 - APPENDIX I
ATTACHMENT I

ranging discussions with cotton producers to inform them of trends in prices on world
markets and to familiarize them with the new pricing mechanism, which will establish a link
between producer prices, on the one hand, and international prices and prices observed in
neighboring countries, on the other hand. '

17.  Current expenditures (excluding those related to the HIPC Initiative-related
expenditures) are projected at CFAF 271.8 billion in 2001, representing a slight reduction
relative to GDP in comparison to 2001. The wage bill will remain within the limits
established in accordance with WAEMU criteria, and for 2002, it will be limited to

CFAF 87.1 billion. Scholarships will be capped at CFAF 5.6 billion per year as envisaged in
the ten-year program for education (PRODEC), and transfers and other current expenditures
will be kept to a minimum. Domestically financed capital expenditure in 2002 will increase
by approximately CFAF 3.8 billion over the 2001 level. Within this envelope, investments
related to the African Soccer Cup (CAN) will be limited to CFAF 10 billion. Consistent with
the goals of PRODEC and the ten-year program for health (PRODESS), as well as the basic
infrastructure development program, expenditures of the priority social sectors will increase
by approximately 12 percent in relation to 2001 (including from HIPC Initiative-related
resources). HIPC-related resources in favor of the poverty-reducing outlays are expected to
amount to CFAF 25.5 billion. To cushion the social impact of its policy of liberalizing the
cotton sector and privatizing public enterprises, the government has undertaken an
assessment of the costs associated with the social plans. Pending the results of this
assessment, the government has allotted an estimated sum of CFAF 10 billion in its 2002
budget.

18.  To meet these expenditures, tax revenues will increase by %2 of 1 percentage point in
relation to GDP to reach 15.5. percent of GDP 1n 2002 (CFAF 321.7 billion). The
introduction of the new mechanism for the taxation of petroleum products in July 2001 is
expected to show its full impact in 2002, with projected revenues of CFAF 63.6 billion. To
reach these objectives, the rates for the specific tax on petroleum products (taxe spécifique
sur les produits pétroliers—T1PP) have increased from their July 2001 levels. Furthermore, if
the downward trend in oil and gas prices continues, as reflected in a decrease in Mali’s
import prices, the government plans to increase the TIPP in the course of the year to ensure
that the revenue levels are achieved. The Malian authorities have implemented most of the
reforms required to improve the structure of the tax system with the adoption of the common
external tariff (CET) and a single-rate value-added tax (VAT). Other tax reform measures are
in the pipeline, particularly an increase in a number of excise duties, as well as the
harmonization of the BIC rate with a view to raising tax revenues. Moreover, the
administrative measures being taken will be strengthened. Accordingly, since January 1,
2001, the single taxpayer identification number has been used systematically by all tax
administrations—a practice that has improved communication among the various assessment
and collection agencies. Furthermore, the National Directorate of Taxes (DNI) has launched
a procedure to bring the informal sector into the tax base and has allocated additional
resources to units responsible for tax assessments, which should improve the tax yield. The
government will continue its effort to strengthen the capacities of the various tax
administrations through the use of data processing tools, transport equipment, and
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professional training. The mining sector will contribute to fiscal revenues in the amount of
CFAF 17.3 billion in the form of dividends and other revenues, compared with
CFAF 21.3 billion in 2001, reflecting the downturn in mining production.

19. Given the importance of regional integration to a landlocked economy like Mali’s,
the government will continue to take all necessary steps to ensure expeditious compliance
with all of the WAEMU convergence criteria. To this end, the government will spare no
effort to reduce its financing needs and to implement a vigorous fiscal policy and a cautious
borrowing policy, so as to gradually reduce the debt ratio. With respect to revenues, further
efforts to broaden the tax base and to enhance domestic tax collection are expected to push
the ratio of tax revenues to GDP over 17 percent. To facilitate medium-term efforts to
enhance the efficiency of the civil service and improve control over the wage bill, an action
plan for reforming the civil service will be prepared and discussed with Mali’s partners prior
to March 31, 2002. An organizational audit of the civil service is in progress and is scheduled
for completion in November 2001.

20.  Reflecting the BCEAQ’s monetary policy objectives of strengthening the
WAEMU’s external reserves and maintaining an inflation level compatible with that of the
anchor currency, the expansion of the money supply in 2002 is projected at approximately

9 percent, in line with the growth in nominal GDP. Credit to the government is projected to
increase slightly, while credit to the economy is expected to increase by about 6 percent,
compatible with the outlook for economic activity. With the aim of preserving the soundness
of the banking system, the government issued treasury bills in July 2001 in order to repay the
crop credit, in the amount of CFAF 12 billion. The government is committed to beginning
the redemption of these bills (one half in 2002 and the other half in 2003). The redemption of
treasury bills issued in December will be carried out during the first quarter of 2002, owing
to a revision of the program. By virtue of the implementation of the plan for repayment of the
banking system by the CMDT, the financing of the current crop year now seems to be well in
hand. In order to implement the decision of the WAEMU Council of Ministers to eliminate
statutory advances from the BCEAO and to ensure perfect substitutability between bank
financing and bills or bonds that the Malian Treasury may issue on the national or regional
market, the previous performance criterion on the change in net bank credit to the
government will be replaced beginning in end-June 2002 by a performance criterion on net
domestic financing (bank and nonbank). The indicative ceilings adopted under this new
criterion are a net indebtedness of CFAF 16.5 billion as at end-March 2002, and

CFAF 16.5 billion as at end-June 2002.

21.  Efforts to strengthen the banking system will continue, particularly through
increases in the capital and reserves of banks, which will endeavor to adhere to the new
capital adequacy ratio scheduled to take effect on January 1, 2002, Having due regard for
microfinance sector’s important role in rural development and the informal sector, the
government will continue to promote the sound development of microfinance, particularly by
strengthening supervision capacity.
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YI. STRUCTURAL REFORMS

22.  The structural reform program for 2002 will focus on two key issues: ensuring
continuity in cotton sector reform and improving public expenditure management.

A. Cotton Sector

23.  The government of Mali reaffirms its commitment to pursue the liberalization of the
economy, as reflected in the state’s withdrawal from production, industrial, and commercial
activities in favor of the private sector. At the time of the cotton sector participatory forum
(Etats Généraux) held in April 2001, the government pointed out that, in view of its
importance, the cotton sector had to be included in its liberalization policy. In accordance
with the main conclusions of the participatory forum, the Malian authorities, with World
Bank assistance, have prepared the broad outlines of a cotton sector reform program, as well
as a crisis resolution plan for the CMDT.

24. The reform of the cotton sector has the following main objectives: to lower
production costs; to establish a market-based pricing mechanism based on free negotiations
among economic agents; to strengthen producers’ organization so that they can play a more
important role in the management of the cotton sector; to strengthen the role of the private
sector, producers, and decentralized agencies in developing the sector; and to increase the
sector’s contribution to the national economy, thereby helping the fight against poverty and
improving the standard of living of the population. By 2005, the ultimate goal is to achieve
the total liberalization of the cotton sector by opening it up to competition and by privatizing
the CMDT.

25, As indicated earlier, delays have been encountered in initiating the studies included in
the action plan for liberalizing the cotton sector {see para. 7). The question of the financing
for these studies has been resolved. In spite of these delays, the government remains
committed to pursuing its policy of liberalizing the sector. The government therefore adopted
on October 3, 2001 the amended timetable set forth in the revised letter of development
policy for the cotton sector.

26. The measures contained in the government’s program for 2001, which had been
delayed, have now been rescheduled for the following dates:

* End-March 2002. The completion of the financial restructuring of the CMDT for
the period 2002-05 (performance criterion as at December 31, 2001).

o End-February 2002. The launching of the call for bids for the sale of OHVN
assets, with a view to establishing a new private sector operator (performance
criterion as at December 31, 2001).

¢ End-February 2002. The adoption of a plan for the CMDT to withdraw from its
public service activities (comprising rural roads, infrastructure, and water supply).
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Implementation of these measures will constitute the prior actions for the fourth review.

27.  For the first half of 2002, efforts will be geared toward (1) preparing and
implementing of a plan for the financial restructuring of the CMDT; (i) launching the
program to refocus the CMDT’s efforts around agro-industrial activities; (iii) implementing
measures that have been identified to strengthen producers’ managerial and organizational
capacities; (iv) preparing a study for an autonomous region, and completing the terms of
reference for opening up the OHVN region, enlarged to incorporate adjacent areas, to the
private sector; (v) preparing of a study on steps and options for the complete liberalization of
the cotton sector over time (structural benchmark); (vi) implementing a mechanism for the
determination of the producer price for seed cotton that reflects movements in international
cotton fiber prices and takes account of prices prevailing within the subregion (structural
benchmark); (vii) finalizing a study on the modalities for the transfer of extension services;
and (viii) ensuring that the CMDT implements a more competitive mechanism—and one that
maximize receipts—for marketing cotton fiber for export. Furthermore, an institutional
reform of the cottonseed oil subsector will be implemented with the liberalization of the sale
price for cottonseed. The cottonseed oil public enterprise, HUICOMA, will be privatized by
June 2002 at the latest.

28.  Inthe medium term, the recommendations of the study mentioned in item (v) above
will be validated and implemented, with a view to achieving the total liberalization of the
sector through the introduction of competition and the privatization of the CMDT. With the
support of its development partners, particularly the World Bank, the government will,
during the first half of 2002, prepare a detailed work program on the forthcoming stages in
the cotton sector reform process.

B. Public Expenditure Management

29. The Malian authorities are continuing to improve public expenditure management.
Draft audited budget accounts (Jois de réglement) inclusive through 1999 have been
submitted to the National Assembly. The draft audited budget accounts for 2000 will be
submitted to the National Assembly by June 30, 2002 (structural performance criterion),
The goal pursued by Mali in public expenditure management is to move away from an
approach based on the review of government expenditures to verify their conformity to
regulations, moving instead toward an approach focusing on the effectiveness of
expenditures and, thus, on performance assessment. This shift presupposes that information
is well managed, comprehensive, and readily available.

30.  The Malian authorities’ efforts to improve public expenditure management are being
pursued in the context of the third structural adjustment credit (SAC I1I) agreed with the
World Bank. In July 2001, the Malian authorities hosted an IMF mission to assess the
transparency of government finance, in the context of a Report on the Observance of
Standards and Codes (ROSC) and of a report on the country’s capacity to track poverty-
reducing expenditures. While noting the significant progress achieved in public expenditure
management, the IMF mission made a number of recommendations, both with reference to
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improving budget management and in the context of tracking poverty-reducing expenditures.
These recommendations are reflected as follows in the government’s work program for 2002:

e Inregard to the budgetary classification for the 2003 budget, the government will set
up (1) a coding system for all poverty-reducing expenditures with technical assistance
from Fund staff; and (ii) a coding system for the program budget. The government
will finalize a study that would allow for the introduction in the 2003 budget of a new
budget nomenclature specific to poverty-related expenditures (structural
benchmark).

e In the field of government accounting, the government has expedited the production
of treasury balances.

e The budget nomenclatures and accounting system at the local level and the
accounting system at the central level will be harmonized to facilitate budget
tracking, starting with the 2003 budget.

31.  In addition to the measures taken to enhance the effectiveness of expenditures related
to poverty reduction, the government, in the context of the SAC III agreed with the World
Bank, has decided to embark upon an exercise for the medium-term programming of
government expenditure. In support of this process, and reflecting the need for efficiency in
the use of HIPC Initiative-related resources, the government will design and implement (in
the context of the PRSP) an action plan to enhance governance and transparency in public
management. In addition, in the context of the SAC 111 agreed with the World Bank, the
Malian authorities will undertake a functional and technical study to design an integrated
information system within the Ministry of Economy and Finance.

C. Other Structural Reforms

32.  Inorder to control the civil service wage bill more effectively over the medium term
and improve the efficiency of the civil service, the government will undertake a diagnostic
study of medium-term wage policy in the civil service (as part of the process of modernizing
the service and harmonizing its pay scales). These reforms will be continued on the basis of
the organizational audit of the civil service conducted in November 2001. An action plan for
civil service reform must be prepared and discussed with the government’s partners during
the first half of 2002 (structural benchmark).

33.  The Malian authorities achieved significant progress through the implementation of a
new mechanism for the taxation of petroleum products on July 12, 2001. This system will
allow changes in import prices to be automatically passed through to retail prices. This
petroleum product taxation must be made compatible with applicable WAEMU directives.

34, The Malian authorities are determined to persevere in their efforts undertaken in
recent years to limit the government’s role in the productive sector. Accordingly, the Malian
authorities are engaged in a cotton sector reform program, with a view to liberalizing the
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sector (see paras. 23 to 28). In the transport and telecommunications sector, the main actions
will involve granting a cellular telephony license to a private operator and placing the entire
Mali-Senegal railroad network under a concession arrangement prior to June 2002. Based on
the timetable for completing these tasks, privatization receipts estimated at CFAF 11 billion
are expected to be generated in 2002,

VII. POVERTY REDUCTION

35.  The preparation of the full PRSP is continuing in the context of a wide-ranging
participatory process. The Malian authorities have prepared a report on the status of the
preparation of the full PRSP, which is expected to be completed at end-December 2001,
following regional consultations scheduled for November 2001 and the adoption of the PRSP
by the government.

36.  In the meantime, the execution of the program presented in the July 2000 interim
PRSP is continuing normally, largely because of the implementation of the ten-year
education and health programs (PRODEC and PRODESS) has been successfully accelerated
with the provision of HIPC Initiative-related resources. Even though some delays were
observed in launching PRODESS on account of the late arrival of anticipated funding from
donors and lenders, significant improvements have been recorded in the general public’s
access to health care through the construction of 599 community health care centers—an
outcome that surpassed the PRODESS targets. The Malian authorities will take all necessary
steps to safeguard the availability of human resources, as well as to ensure the proper
functioning of these health centers through an appropriate incentives policy (particularly in
underprivileged areas) and through suitable training and recruitment policies. The share of
current resources allocated to health will continue to increase in line with the goals of
PRODESS, and recruitment in the health sector will continue, as a minimum, at the rate
specified in the context of the program.

37.  The results achieved in the education sector are in line with the objectives of
PRODEC and have been strengthened through the provision of HIPC Initiative-related
resources. To meet the established objectives, particularly through the gradual acceptance of
responsibility for a portion of the operating costs of community schools and the
strengthening of teacher training, the share of public sector current expenditure devoted to
education will increase from 24.9 percent in 2001 to 25.7 percent in 2002 (excluding HIPC
Initiative-related resources). The amount allocated to education in the context of the HIPC
Initiative is estimated at CFAF 11.2 billion, that is, about 44 percent of the resources
expected from debt relief under the HIPC Initiative for 2002.

38.  Inthe wake of the ROSC mission and the ongoing negotiations with the World Bank
in the context of SAC III, the Malian authorities have decided to step up the monitoring of
resources released by the HIPC Initiative. For the 2002 budget, specific codes have been
introduced for current and capital expenditure to ensure that these resources are properly
tracked. With respect to the monitoring of actual execution, in addition to the efforts
undertaken in the context of the regular activities of the National Directorate of Planning, the
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Malian authorities (with assistance from the development partners) will undertake
independent, targeted audits on a regular basis to ensure optimal utilization of the resources
intended for poverty alleviation.

VIII. PERFORMANCE CRITERIA AND BENCHMARKS

39.  Program execution will be monitored on the basis of the quantitative and structural
benchmarks and performance criteria described in detail in Tables 1, 2, and 3 of this
memorandum and the attached technical memorandum of understanding.



Table 1. Mali: Quantitative Performance Criters and Benchmarks

for the Period Aprit | te Tune 30, 2002 and indicative benchmarks for the peried Fanvary | to March 31, 2002
{Tn billions of CFAF)

206 2002
March Tuly September December March June
s, Perfannaice HsL Benchmark Est. Performance  Performance Benchmark  Performance
Critcria Criteria Criteria Ciriteria
revised
Quantitative performance criteria
and benchmarks
Net bank credit the government 1/ 2/ 3/ 5.1 337 399 244 pril
Wet bank credit the govennment 172737
adjusted 313 23.4 375 324
Net donestic finansing 16.5 16.5
Cumulative change in govemment
payments amears 4/ 5/
Domestic 0 0.0 0.0 0.0 0.0 0.0 [13] 0.0 0.0
Fxternal 124} 0.0 .0 0. 0.0 nn [114] 0.0 00
New external borrowing at termis
of one year ar more 3 coptmcted ar
guaranteed by the govermment and publie
enterprises & on nonconcessional
terms 7/ 8/ 83 0.0 0.0 15.0 0.0 3.0 250 00 LiXi]
Ofwhich : public enterprises & 8.5 3 0.0 35 nn g5 8.3 0.0 L]
Qutstanding short-term external
foang {less than one year) 97 (1] 00 00 0.0 &0 0.0 (24 &0 0.0
Financial performance indicators
Cumulative tax revenue 4f 634 153.4 1859 2025 2044 i 2009 709 1555
Cumnulative wage bill 3/ 187 478 454 Gl.5 503 820 §2.0 218 4364
Overall basie fiscal balapce 4 10/ 13.4 L& 13.9 =54 9.4 -44.2 316 -14.5 -43.3
Memorandum itens:
Externul budgetary assistanece during
the year 11/ 0.0 43 41 14.6 43 512 438 98 98
HIPC debireliel 23 4.7 74 80 15.4 143 154 6.4 128
Txpenditure financed with HIPC resaurces 04 45 3.8 0 g4 13.6 147 2.6 2.8
TRaknee of HIPC resources F21 33 1.6 4.4 1.6 T 23 23 a8 0.0

1/ The adjustment factors are described in paragraphs 7 and 8 of the technical memorandum of understanding,

2/ Excluding the cotton sector stabilization fund and changes in the amounts of consolidated deln securities

held outside the Malian banking system,
3/ Maximum.
4/ Minimurm.

%/ These performance criteria will he manitored on a continuous basis,

&/ The public enterprises in question are CMDT, SOTELMA, and RCFM.
7/ Bacluding deist relief obtained in the form of rescheduling or refinancing.

8/ See paragraph 19 oftie technical memorandum of understanding for the donors concerned.

9/ Excluding normal impont credits and deln eelief.

10/ See paragraph 14 of the 1echnical memorandum of understanding for definition.

11/ Bxeluding use of Fund resources.

12/ Atend-December 2000, the balance was CFATF 1.6 Willion.

1 INIWHOVLIYV
I XIANdddV

_,gg-..
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Table 2. Mali: Structural Measures Constituting Prior Actions, Performance Criteria, and
Structural Benchmarks, 2001"

Measures Date of Status
Completion
Prior Actions
Adoption by the authoritics of a statement of development policy Junel5, 20007 Done
for the reform of the cotton sector.
Completion of a short-term financial crisis resolution plan for the June 39, 2001 Done
Compagnie Malienne de Développement et de Textiles (CMDT),
Completion and validation of a plan to repay before September 30,  June 30, 2001 Done
2001 the CFAF 30 billion owed by the CMDT to local banks and
guaranteed by the government.
Increases in water and electricity tariffs of 10 percent and 5 percent,  July 1, 2001 Done
respectively.
Implementation of the new taxation system of petroleum products July 12, 2001 Done
that reflects changes in import prices automatically in retail prices.
Structural Performance Criteria
Completion of a financial restructuring plan for the CMDT for the December 31,
period 2002-05 identifying mecasurcs to lower the company’s 2001
production costs and improve its financial management”
Launching of the call for bids for the sale by CMDT and OHVN of ~ December 31,
the assets (comprising ginneries, trucks and other agricultural 2001
equipments) necessary for the installation of a private operator in
the OHVN zone.’
Structural benchmarks
Adoption of a plan for the annual allecation of HIPC-related September 30, Done
resources for the period 2002-05. 2001
Adoption of a plan for the CMDT to withdraw from its public November 30,
service activities (comprising rural roads, infrastructure and water 2001
supply), along with adoption of & corresponding
staffing/organizational plan.
Completion of an organizational plan for the civil service. November 30,
2001

Introduction in the 2002 drafi budget of specific codes to track November 30, Donge

HIPC-related expenditures.

Adoption and implementation of a mechanism for the determination
of the producer price for seed cotton that reflects movements in the
world market price and takes into account producer prices offered in
neighboring countries in the subregion.

2001

December 31,
2001

! Additional details are provided in the TMU.
% The measure was completed on June 15, 2001.
? Performance criterion for fifth disbursement.
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Table 3. Mali : Structural Performance Criterion and Benchmarks, January-June 2002

Measures

Date

Structural performance criterion

Adoption by the government of the draft audited budget act (Loi de
Reglement) for the year 2000 budget.

Structural benchmarks

Completion of a study on the steps and options necessary for the
liberalization of the cotton sector (through participation of private
operators).

Adoption of an action plan for the reform of the civil service, with a
view to modernizing it and unifying the various salary grids.

Application for the 2002/03 crop season of a mechanism for the
determination of a producer price that reflects movements in
international prices and prices in neighboring countries.

Completion of a study on the modalities to incorporate in the 2003
budget law a budget codification to identify all poverty-related
spending.

June 30, 2002

March 31, 2002

March 31, 2002

April 30, 2002

June 30, 2002
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INTERNATIONAL MONETARY FUND
MALI
Technical Memorandum of Understanding
November 30, 2001
1. This technical memorandum of understanding defines the performance criteria and

benchmarks for the program supported by the Poverty Reduction and Growth Facility
(PRGF). It also sets out the frequency and deadlines for data reporting to the staff of the
International Monetary Fund (IMF) for program-monitoring purposcs.

1. DEFINITIONS

2. Unless otherwise indicated, the government is defined as the central administration of
the Republic of Mali and does not include local administrations, the central bank, or any
other public entity with autonomous legal personality that is not included in the table of
government financial operations (TOFE).

3. The definitions of “debt” and “concessional borrowing™ for the purposes of this
memorandum of understanding are as follows:

e As set out in point 9 of the Guidelines on Performance Criteria with Respect
to Foreign Borrowing (Executive Board Decision No. 6230-(79/140),
amended by Executive Board Decision No. 12274-(00/85) (8/24/00)), debt 1s
understood to mean a current—that is, not contingent—liability created under
a contractual agreement calling for the provision of value in the form of assets
(including currency) or services that requires the obligor to make one or motre
payments in the form of assets (including currency) or services according to
an established repayment schedule; these payments will discharge the
principal and/or interest liabilities incurred under the contract. Debt can take a
number of forms, the primary ones being as follows: (i) loans, that is,
advances of money to the obligor by the lender 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); (i1) suppliers’ credits, that is,
contracts where the supplier permits the obligor to defer payment until some
time after the date on which the goods are delivered or services are provided;
and (iii) leases, that is, arrangements under which property is provided that the
lessee has the right to use for one or more specified period(s) of time, usually
shorter than the total expected service life of the property, while the lessor
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retains title to the property. For the purpose of this guideline, the debt is the
present value (at the inception of the lease) of all lease payments expected to
be made during the period of the arrangement, excluding those payments that
cover the operation, repair, or maintenance of the property. Under this
definition of debt set out above, arrears, penalties, and judicially awarded
damages arising from failure to make payment under a contractual 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.

» A loan is considered concessional if, on the date the contract is signed, the
ratio of the present value of the loan, based on the reference interest rates, to
the nominal value of the loan is less than 65 percent (i.e., a grant element
exceeding 35 percent). The reference interest rates used in this assessment are
the commercial interest reference rates (CIRRs) established by the
Organization for Economic Cooperation and Development (OECD). For debts
with a maturity exceeding 15 years, the ten-year reference interest rate
published by the OECD is used to calculate the grant element. For shorter
maturities, the six-month market reference rate is used.

II. QUANTITATIVE PERFORMANCE CRITERIA
A. Ceiling on the Net Credit to the Government and Net Domestic Financing
Definition—net bank credit to the government

4. The net bank credit to the government is defined as the balance between the debts and
claims of the government vis-3-vis the central bank and commercial banks. The scope of the
net government position is that used by the Central Bank of West African States (BCEAQO)
and 1s consistent with established Fund practice in this area. It implies a broader definition of
government than that specified in paragraph 2. Claims of the government include the

CFA franc cash balance, postal checking accounts, secured liabilities (ebligations
cautionnées), and all deposits with the BCEAO and commercial banks of public entities, with
the exception of industrial or commercial public institutions (EPIC) and public enterprises,
which are excluded from the calculation. Government debt to the banking system includes ali
debt to these same financial institutions. Deposits of the Cotton Stabilization Fund and
government securities held outside the Malian banking system are not included in the
calculation of the net bank credit to the government.

5. At end-July 2001, net bank credit to the government as defined above stood at
CFAF -13.2 billion.

6. The change in the net bank credit to the government at the date indicated is defined as
the difference between the stock on the date indicated and the stock at the end of the previous
year. This change was CFAF 24.3 billion as of July 31, 2001.
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Definition—net domestic financing

7. Starting in June 2002, the key quantitative performance criterion will be net domestic
financing of the government, defined as the sum of (i) net bank credit to the government,
including the amount of net bank credit to the public treasury, as defined above, and other
claims and debts of the government vis-a-vis national banking institutions, and (i1) net
nonbank financing of the government, including, in particular, government bills and bonds
held outside national banking institutions and proceeds from the sale of government assets.

8. Figures on net bank credit to the government calculated by the BCEAO and nonbank
financing is calculated by the public treasury will be used in the context of the program.

Adjustment factor

9. The ceiling on the change in the net bank credit to the government position vis-a-vis
the banking system and net domestic financing will be adjusted if external budgetary
assistance exceeds or falls short of the programmed amount. Budgetary assistance is defined
as grants, loans, and debt relief (excluding project loans and grants, IMF resources, and debt
relief under the Initiative for Heavily Indebted Poor Countries (HIPC Initiative)). The ceiling
will be adjusted downward by the amount by which budgetary assistance exceeds the
programmed amount. Conversely, the ceiling will be adjusted upward by the amount by
which budgetary assistance falls short of the programmed amount. This upward adjustment
may not exceed CFAF 3 billion at end-September 2002, CFAF 10.5 billion at end-
December 2001, 4 billion at end-March 2002, and 6 billion at end-June 2002. In the context
of the program, cumulative external budgetary assistance is expected to reach

CFAF 4.3 billion on September 30, 2001, CFAF 43.8 billion on December 31, 2001,

CFAF 9.8 billion on March 31, 2002, and CFAF 9.8 billion on June 30 2002.

10.  The ceiling on the change in the net domestic credit to the government and net
domestic financing will be adjusted by the difference between the amount of unspent HIPC
Initiative resources programmed and the actual unspent amount. If the actual unspent amount
exceeds (falls short of) the programmed amount, the ceiling will be reduced (increased) by
the difference between the actual amount and the programmed amount.

Performance criteria and benchmarks

I1.  The ceiling on the change in the net credit to the government is established as
follows: CFAF 39.9 billion as at September 30, 2001; and CFAF 27.2 billion as at
December 31, 2001. The ceiling on the cumulative change in net domestic financing is
established as follows: CFAF 16.5 billion as at March 31, 2002; and CFAF 16.5 billion as at
June 30, 2002. The ceiling is a performance criterion at end-December 2001 and end-

June 2002, and a benchmark as at end-September 2001 and end-March 2002.
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Reporting deadline

12. Provisional data on the net government position, including a detailed list of the bank
account balances of other public entities, will be transmitted on a monthly basis within the
four weeks following the end of the month. The definitive data will be provided within an
additional four weeks after the provisional data have been reported.

B. Nonaccumulation of External Public Payments Arrears
Definition

13.  External payments arrears are defined as the sum of external payments due and
unpaid for external liabilities of the government and foreign debt held or guaranteed by the
government. The definition of external debt provided in paragraph 3 applies here.

Performance criterion

14. Under the program, the government will not accumulate external payments arrears,
with the exception of arrears arising from debt under renegotiation or being rescheduled. The
performance criterion on the nonaccumulation of external payments arrears will be
monitored on a continuous basis throughout the program period.

C. Nonaccumulation of Domestic Public Payments Arrears
Definition

15.  Domestic payments arrears are duly certified domestic expenditure commitments for
which a payment authorization (dépenses ordonnancées)has been issued but for which
payment has not been made within 90 days of the date of the payment authorization.
Domestic arrears also include expenditure commitments to public enterprises for which the
payment authorization has been issued but for which payment has not been made within the
same 90-day period.

Performance criterion

16.  Under the program, the government will not accumulate domestic payments arrears.
This performance criterion will be monitored on a continuous basis.

Reporting deadline

17. The government will report to the IMF staff any accumulation of domestic arrears as
soon as the 90-day deadline is reached. Moreover, the government will minimize payment
delays and will provide, at the request of IMF staff, data on expenditure commitments,
payment orders, and payments.
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D. Ceiling on Nonconcessional External Debt with a Maturity of One Year or More
Newly Contracted or Guaranteed by the Government and/or Public Enterprises

Definition

18. This performance criterion applies not only to debt as defined in point 9 of the
Guidelines on Performance Criteria with Respect to Foreign Borrowing (Executive Board
Decision No. 6230-(79/140), amended by Executive Board Decision No. 12274-{00/85)
(8/24/00)) but also to commitments contracted or guaranteed for which no value has yet been
received.

19.  The concept of government for the purposes of this performance criterion includes
government as defined in paragraph 2, public institutions of an administrative nature (EPA),
public institutions of a scientific and/or technical nature, public institutions of a professional
nature, public institutions of an industrial and/or commercial nature (EPIC), and local
governments.

20.  Until end-2001, in addition to the government, the public enterprises authorized to
contract, guarantee or secure nonconcessional borrowing in the context of the program are
the cotton company (CMDT), the telecommunication company (SOTELMA), and RCFM.
Until end-2001, no other public enterprise shall contract, guarantee, or otherwise secure
nonconcessional borrowing,

Performance criterion

21. A ceiling is set for nonconcessional borrowing. It relates only to projected borrowing
from the West African Development Bank (BOAD), Crédit Commercial de France (CCF),
the French Development Agency (AFD), and the Fund of the Economic Community of West
African States (ECOWAS). The government and the above-mentioned public enterprises will
not contract nonconcessional debt with other creditors. Starting in January 2002, a ceiling of
zero is set for nonconcessional borrowing. This performance criterion is monitored on a
continuous basis.

22.  The government undertakes not to contract or guarantee external debt with a maturity
of one year or more and a grant element of less than 35 percent (calculated using the
reference interest rates corresponding to the borrowing currencies provided by the IMF). This
performance criterion applies not only to debt as defined in point 9 of the Guidelines on
Performance Criteria with Respect to Foreign Borrowing (Executive Board Decision

No. 6230-(79/140), amended by Executive Board Decision No. 12274-(00/85) (8/24/00)) but
also to commitments contracted or guaranteed for which no value has yet been received.
However, it does not apply to financing granted by the IMF and treasury bills and bonds
issued in CFA francs on the WAEMU regional market.



- 64 - APPENDIX I
ATTACHMENT II

Reporting deadline

23.  Information on any borrowing (terms and creditors) contracted or guaranteed by the
government and/or the above-mentioned public enterprises shall be transmitted each month
within four wecks following the end of the month.

E. Ceiling on Short-Term External Debt Newly Contracted or Guaranteed by the
Government and/or Public Enterprises

Definition

24.  The definitions in paragraphs 16 and 17 also apply to this performance criterion.

25.  Short-term external debt is debt with a contractual term of less than one year. Import-
related loans and debt-relief operations are excluded from this performance criterion.

Performance criterion

26.  Inthe context of the program, the government and public enterprises will not contract
or guarantee short-term nonconcessional external debt.

27.  As of March 31, 2001, the government of Mali and the public enterprises have no
short-term external debt. This performance criterion is monitored on a continuous basis.

I111. QUANTITATIVE INDICATORS

28.  The program also includes indicators on government tax revenues, the civil service
wage bill, and the basic fiscal balance.

A. Floor for Tax Revenues
Definition

29. Government tax revenues are defined as those that appear in the government financial
operations table (TOFE).

Performance indicators

30.  Quantitative performance indicators for tax revenues are set at CFAF 202.5 billion at
September 30, 2001; CFAF 279.8 billion at December 31, 2001; CFAF 67.5 billion at
March 31, 2002; and CFAF 148.0 billion at June 30, 2002.

Reporting deadline

31.  The government shall report tax revenues to IMF staff each month in the context of
the TOFE.
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B. Ceiling on the Wage Bill
Definition

32, The wage bill includes all public expenditure on wages, bonuses, and other benefits
or allowances granted civil servants employed by the government, the military, and other
security forces, and includes all similar expenditure with respect to special contracts and
other permanent or temporary employment with the government, The wage bill excludes,
however, wages paid under externally funded projects and transfers to local communities for
the payment of teachers' salaries.

Performance indicators

33.  The quantitative performance indicators for the wage bill are set at CFAF 61.5 billion
at September 30, 2001; CFAF 82 billion at December 31, 2001; CFAF 21.8 billion at
March 31, 2002; and CFAF 43.6 billion at June 30, 2002,

Reporting deadline

34.  The government shall report the wage bill to IMF staff each month in the context of
the TOFE.

C. Floor on the Basic Fiscal Balance, Excluding HIPC Initiative-Related Expenditure
Definition

35.  The basic fiscal balance is defined as the difference between total revenues, excluding
grants and privatization receipts, and total expenditure plus net lending, excluding capital
expenditure financed by foreign donors and lenders and HIPC Initiative-related expenditures.

Performance indicators

36.  The floors for the performance indicators for the basic fiscal balance, excluding HIPC
expenditure, are set at CFAF -5.4 billion at September 30, 2001; CFAF 31.6 billion at
December 31, 2001; CFAF -14.6 billion at March 31, 2002; and CFAF -43.3 billion at

June 30, 2002.

Reporting deadline

37.  The authorities will report monthly to IMF staff, in the context of the TOFE,
provisional data on the basic fiscal balance. These data will be taken from the balances of
treasury accounts for the items that are used to calculate this balance. The final data will be
provided as soon as the final balances for these accounts are available, but not later than four
weeks after the reporting of the provisional data.
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IV. STRUCTURAL CRITERIA AND BENCHMARKS
A. Structural Performance Criteria

38. By December 31, 2001 at the latest, the government will prepare a detailed financial
restructuring plan for the CMDT for the period 2002-05 identifying measures to reduce
production costs and improve management.

39, By December 31, 2001 at the latest, the government will launch the call for bids for
the sale by the CMDT and OHVN of the assets (including ginneries, trucks and other
agricultural equipment) for the effective installation of a private sector operator in the zone
currently comprising the OHVN, which will eventually be enlarged to incorporate adjacent
areas.

40.  The government will adopt the audited budget act ({ois de réglement) for the year
2000 budget by June 30, 2002 at the latest.

B. Structural Benchmarks

41. By September 30, 2001 at the latest, the government will adopt a plan for the annual
allocation of HIPC Initiative resources for the period 2002-05. The plan will be prepared in
the context of the poverty reduction strategy.

42. By November 30, 2001 at the latest, a plan will be adopted for the progressive
withdrawal by the CMDT from its public service activities (including rural roads, village
water supply and irrigation systems).

43. By November 30, 2001 at the latest, preparation of an organization audit of the civil
service will be prepared.

44, By November 30, 2001 at the latest, specific codes will be incorporated in the draft
2002 budget (approved by the government) to allow tracking of HIPC Initiative-related
expenditures.

45. By December 31, 2001 at the latest, a mechanism will be adopted and implemented
for the determination of the producer price for seed cotton that reflects movements in
international cotton fiber prices and takes into account producer prices being offered in
neighboring countries.

46. By March 31, 2002 at the latest, a study will be completed on the steps and options
necessary for the liberalization of the cotton sector (through participation of private
operators).

47. By March 31, 2002 at the latest, a plan of action will be adopted for reform of the
civil service with a view to modernizing it and unifying the various salary grids.



-67- APPENDIX I
ATTACHMENT II

48, By April 30, 2002 at the latest, a mechanism will be applied for the 2002/03 crop
season mechanism that will determine a producer price that reflects movements in
international prices and prices in neighboring countries.

49, By June 30, 2002 at the latest, a study will be completed on the modalities to
incorporate in the 2003 budget law a budget codification to identify all poverty-related
spending.

C. Reporting Deadline

50.  Data on the introduction of the structural benchmarks and criteria wiil be sent to Fund
staff within two weeks of the date of their scheduled implementation.

V. ADDITIONAL INFORMATION FOR PROGRAM MONITORING
A. Government Finances

51. The government will provide IMF staff with the following:

e the TOFE and a breakdown of budgetary revenue and expenditure, including pridrity
expenditure (health, education, and basic infrastructure), and distinguishing HIPC
Initiative-related expenditure (these data will be forwarded monthly within six weeks
following the end of the previous month for the TOFE and twelve weeks for the
breakdown of HIPC Initiative-related expenditure);

» quarterly data on the implementation of the public investment program, including a
breakdown of the sources of financing (these data will be transmitted within
eight weeks following the end of the quarter); and

« monthly data on debt service, including a breakdown of principal, interest, and relief
obtained under the HIPC Initiative (these data will be transmitted within four weeks
following the end of the month).

B. Monetary Sector

52,  The government will submit the following each month, within four weeks following
the end of the month, unless otherwise indicated:

o summary accounts of the BCEAO ;

external assets and liabilities of the BCEAO (within eight weeks);

summary accounts of commercial banks;

summary accounts of the banking system;



53.

54.
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lending and deposit interest rates, and the BCEAQ’s intervention rates and reserve
requirement; and

prudential ratios for bank and nonbank financial institutions (within six weeks), and,
if necessary, these same indicators for individual institutions.

C. Balance of Payments

The government will provide IMF staff with the following:

any revisions of the balance of payments data (including services, private transfers,
official transfers, and capital transactions) as soon as the revisions are made; and

preliminary annual balance of payments data within 12 months of the end of the year
concerned.

D. Real Sector

The government will provide IMF staff with the following:

the harmonized monthly consumer price index disaggregated by category of
expenditure every month within two weeks after the end of the month;

the national accounts within nine months after the end of the year; and

any revision of the national accounts.
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Table 1. Mali: Summary of Data to Be Reported

Data Type Tables Frequency Time Frame
Real sector National accounts Annual End of year + 9
months
Revisions of the national accounts  Variable 8 weeks following the
revision
Disaggregated consumer price Monthly End of month + 2
indices weeks
Government  Net position of the government, Monthly End of month + 3
finance including the list of accounts of weeks (provisional);
public entities with the banking end of month + 6
system, and breakdown of weeks (final)
nonbank financing
TOFE End of month + 3
weeks (provisional);
end of month + 6
weeks (final)
Breakdown of budgetary revenue ~ Monthly  End of month + 6
and expenditure in the context of weeks (TOFE)
the TOFE.
Separate report on expenditure Monthly End of month + 6
financed with HIPC Initiative weeks
resources.
Execution of investment budget Quarterly  End of quarter + 8
weeks
Tax revenues in the context of the  Monthly End of month + 6
TOFE weeks
Wage bill in the context of the Monthly End of month + 6
TOFE weeks
Basic fiscal balance in the context Monthly End of month + 6
of the TOFE weeks
Formula for setting prices of Monthly End of month + 4
petroleum products, tax revenues weeks

from petroleum products, and
subsidies paid
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Data Type

Tables

Frequency

Time Frame

Monetary and
financial data

Balance of
payments

External debt

Summary accounts of the BCEAOQ,
summary accounts of banks, and
accounts of the banking system

Foreign assets and liabilities of the

BCEAO

Lending and deposit interest rates,
BCEAO intervention rates, and
BCEAQO required reserve rates

Bank prudential ratios

Balance of payments

Revisions of balance of payments

Breakdown of all new external

borrowing

Debt service, indicating

amortization, interest payments,
and relief obtained under the HIPC

Initiative

Monthly

Monthly

Monthly

Monthly

Annually

Variable

Monthly

Monthly

End of month + 4
weeks (provisional);
end of month + 8
weeks (final)

End of month + 8
weeks

End of month + 4
weeks

End of month + 6
weeks

End of year + 12
months

8 weeks following
each revision

End of month + 4
weeks

End of month + 4
weeks
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Mali: Relations with the Fund
(As of October 31, 2001)
I. Membership Status: Joined September 27,1963; Article VIII
II. General Resources Account: SDR Million % Quota
Quota 93.30 100.0
Fund holdings of currency §4.47 90.5
Reserve Tranche position 8.83 9.5
Holdings Exchange Rate
HI1. SDR Department: SDR Million % Allocation
Net cumulative allocation 15.91 100.0
Holdings 0.39 2.5
IV. Qutstanding Purchases and Loans: SDR Million % Quota
Enhanced Structural
Adjustment Facility (ESAF) arrangements 130.28 1396
V. Latest Financial Arrangements:
Approval Expiration Amount Approved Amount Drawn
Type Date Date (SDR Million) (SDR Million)
ESAF/Poverty
Reduction and Growth
Facility (PRGF) Aug 06, 1999 Aug 05, 2003 51.32 2492
ESAF Apr 10, 1996 Aug 05, 1999 62.01 62.01
ESAF Aug 28,1992  Apr 09, 1996 79.24 79.24
V1. Projected Obligations to Fund (SDR Million; based on
existing use of resources and present holdings of SDRs):
Overdue Forthcoming
Oct 31, 2001 2001 2002 2003 2004 2005
Principal 1.0 21.0 21.1 21.7 182
Charges/interest 0.5 1.0 0.9 0.8 0.7
Total 15 22.0 22.0 225 189
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VII. Implementation of HIPC Initiative:

Original  Enhanced

framework framework Total
Commitment of HIPC assistance
Decision point date 9/15/1998  9/6/2000"
Assistance committed (end-1998 NPV
terms) 2
Total
assistance
(US$
million) 121 401
Of which:
Fund
assistance
(SDR
million) 10.8 33.6
Completion point date 9/6/2000'  floating
Delivery of Fund assistance (SDR million}
Amount disbursed 10.8 6.4 17.2
Interim
assistance . 6.4 6.4
Completion
point 10.8 0.0 10.8
Amount applied against member’s
obligations (cumulative) 1.6 3.7 5.3

VIII. Current Status of Safeguards Assessments

Under the Fund’s safeguards assessment policy, the Central Bank of the West African States
(BCEAO), of which Mali 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 BCEAO’s financial reporting framcwork,
but did not draw conclusions on the bank’s internal audit mechanism or the internal controls
structure. The assessment recommended an on-site mission, which was conducted in

! Decision was approved 1in principle by the Fund.

2NPV terms at the completion point under the original framework; NPV terms at the decision
point under the enhanced framework.
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October 2001. A report is in progress that will provide the findings and recommendations of
the mission.

IX. Exchange Rate Arrangements

Mali is a member of the West African Economic and Monetary Union (WAEMU).
The exchange system, common to all members of the union, is free of restrictions on the
making of payments and transfers for current international transactions. The union's common
currency, the CFA franc, was pegged to the French franc at the rate of CFAF 50 =F 1 from
1948 until early 1994. Effective January 12, 1994, the CFA franc was devalued, and the new
parity set at CFAF 100 =F 1. Effective January 1, 1999, the CFA franc was pegged to the
euro at a rate of CFAF 655.96 = Eur 1. On November 29, 2001, the rate of the CFA franc in
terms of the SDR was SDR 1 = CFAF 935.05. As of June 1, 1996, and in conjunction with its
WAEMU partners, Mali accepted the obligations of Article VIIIL, Sections 2, 3, and 4 of the
Fund's Articles of Agreement.

X. Article IV Consultations

Mali is on the standard 12-month Article IV consultation cycle. The 2000 Article TV
consultation was completed by the Executive Board on September 6, 2000 (EBS/00/162;
8/11/01).

XI. ROSC/AAP

An FAD mission visited Bamako during July 17-31, 2001 to help the authorities
undertake a fiscal module of a Report on the Observance of Standards and Codes (ROSC) and
to prepare a HIPC Assessment and Action Plan (AAP). The ROSC mission found that
important steps had been taken to improve fiscal transparency since the restoration of
democracy in the early 1990s and the withdrawal of the state from many industrial activities,
The Finance Commission of Parliament plays an active role in examining program budgets that
outline the objectives and performance of every government ministry. Interal control and audit
is solid: the reports of the Controller General and the Inspection des Finances have recently
been followed up at the presidential level, leading to arrests and imprisonments of former high-
ranking officials. The main weaknesses relative to the Code of Good Practice on Fiscal
Transparency are: (i) an unclear legislative basis for budget making; (ii) lack of formal
diffusion to the public of quarterly budget reports; (iii) incomplete coverage of the budget;

(1v) lack of a medium-term budget framework, and (v) a weak external audit agency.

Using a HIPC tracking questionnaire, the mission reached agreement with the
authorities on the capacity of the present public expenditure management system to track
poverty-reducing public expenditures. The results were very similar to the preliminary
assessment prepared jointly by Bank/Fund staff in late 2000. Mali shows particular strengths in
budget execution (the internal audit system is effective, there are no expenditure arrears, and
government ledger accounts are reconciled with bank accounts). It was proposed that the main
weaknesses be addressed in a three-year action plan, covering 11 specific areas of public
expenditure management (PEM) including as main points the following:

. integrating the program budgets into the annual budget (Loi de Finances);

. monitoring expenditures by function (immediate) and by program (for 2002);
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identifying poverty-reducing expenditures by line itern (so far, this has been
done only for HIPC-related expenditures);
introducing a medium-term budget framework;
Preparing more timely monthly treasury balances and deriving the consolidated
monthly report of government operations {TOFE) from treasury balances;
improving the timeliness of the preparation of final accounts by the treasury and,
especially, the audit by the Section des Comptes (the external audit agency); and
computerizing further the PEM system.

Technical Assistance

STA

STA

FAD

FAD

FAD

STA

Staff

Expert

Staff and expert

Resident expert

Staff expert

Resident expert

Time of Delivery

Purpose

July 17-29, 1991

May 16-June 19,
1992 and April 30-
May 21, 1993

November 9-26,
1992

September 1993-
September 1994

April 9-13, 1995

May 1995-
August 1996

Assisting through
Multitopic technical
assistance mission

in the elaboration of a
statistical action plan.

Strengthening the
capacity of the national
agency of the BCEAO
to compile balance

of payments statistics,

Improving fiscal per-
formance in the
framework

of the ESAF-supported
program,

Advising the Minister of
Finance and Commerce
on the reform of the tax
department.

Advising the Minister of
Finance and Commerce
on improving tax
administration and
revenue and reviewing
long-term

technical assistance.

Providing assistance and
training to strengthen the
capacity to compile
national accounts.



FAD

FAD

FAD

STA

STA

FAD

FAD

STA

FAD

Staff and Expert

Staff

Staff

Staff

Staff
to BCEAO headquarters

Staff and Expert

Staff and Expert

Staff/BCEAO

Panel Expert
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September 18-
October 2, 1995

April 22-26, 1996

May 26-June 2, 1997

June 16-27, 1997

July 30-
August 11, 1997

March 24-
April 18, 1998

August 11-
November 10, 1998

February 4-17, 1998

July 1999~
July 2000

APPENDIX II

Advising the Minister of
Finance and Commerce on
strengthening tax and
customs administration.

Examining proposals for
the reform of direct
taxation.

Following up on previous
FAD mission's recommen-
dations in the area of tax
administration.

Improving the national
accounts statistics.

Improving quality and
timeliness of monetary
statistics.

Advising on fiscal
implications of the
common external tariff,
and the reform of indirect
taxation, and following

up on earlier recommenda-
tions on the reform of tax
policy and administration,

Following up on previous
FAD mission on direct and
indirect tax reforms,
including the VAT.

Assisting statistical
organization and
management.

Assisting in the
implementation of the
unified VAT.
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FAD Staff July 2001 Assisting in completion
of the fiscal module of
Report on the
Observance of Standards
and Codes (ROSC), and
drafting assessment of an
action plan, the capacity
of the public expenditure
management system to
track and report on the
uses of HIPC Initiative
assistance and all
poverty-reducing
expenditures.

XIII. Resident Representative

Mr. Williams, the current Resident Representative, took up this assignment in September
1998. Previously, a Resident Representative was stationed in Bamako between 1982 and 1991,
from October 1993 until October 1995, and from July 1996 to August 1998.
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Mali: Relations with the World Bank Group
(As of October 31, 2001)
1. Statement of IDA credits as of October 31, 2001
Credit IDA Fiscal

Number Year Purpose Commitments'  Undisbursed

(Tn millions of U.S. dollars)

Number of credits closed: 56 959.5
P001747 1993 Private Sector Assistance 12.0 0.7
P001730 1994 Transport Sector 65.0 6.2
P001751 1994 Agricultural Research 20.0 0.3
P001755 1995 Agro-processing TRD 6.0 0.7
P034617 1996 Sélingué Rehabilitation 273 2.3
P001746 1996 Vocational Education 13.4 1 2.2
P046651 1997 Regional Power 17.1 6.2
P0O01738 1997 Irrigation Promotion 4.2 2.6
P0O01750 1997 Urban Development and Decentralization 80.0 377
P035617 1998 Grassroots Hunger/Poverty 215 8.5
P040652 1999 Integ. Health Sector Investment 40.0 32,5
P05S8770 2000 Improving Learning in Primary Schools 3.8 29
P0O01748 2000 Financial Sector Development 21.0 19.3
P041723 2000 Rural Infrastructure 115.1 108.9
P040650 2001 Education Sector Expenditure Program 45.0 . 43.0

Total® 491.4

Of which: repaid 157.0

Total held by IDA® 994.2
Total undisbursed 274.1

! Less cancellations

2 . .

~ Projects under execution

* Total commitments including closed credits
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Statement of IFC investments as of July 31, 2001

Original Gross Commitments

Fiscal Type of
Year Borrower Business Loan Equity
(In millions of U.S. dollars)
1992 Société Miniére de Syama Mining
(SOMISY) 0.00 0.47
1994 AEF Hotel de Bamako Tourism 0.17 0.00
1995 La Société d’Exploitation Mining
des Mines d'Or de
Sadiola, S.A. 7.00 4.80
1996 African Enterprise Fund "One-stop” on-lending
to small
enterprises 0.53 0.00
1697 SEF 3T 0.14 0.00
1997 SEF Grand Hotel Tourism 1.11 0.00
1998 RANDGOLD Mining 0.00 17.23
1999 PAL Rabelais Tourism 0.20 0.00
2001 SEF Fibromat 0.11 0.00
2001 PAL Graphique Id 0.67 0.00
Total gross commitments 9.92 22.50

Source: The World Bank Group

2. World Bank Group Operations

As of October 31, 2001, IDA had extended 71 credits to Mali (including Africa Facility,
spectal funds and supplementary credits) totaling 1US$1,450.8 million. The current IDA portfolio
in Mali consisted of 15 projects under implementation, in the amount of US$491.4 million of
investment projects. The undisbursed amount totaled US$274.1 million. In addition, as of July 31,
2000, the portfolio held by the International Finance Corporation for Mali had consisted of
ten operations totaling US$9.92 million in loans and US$22.50 million in equity. Mali Joined
MIGA on October 5, 1990,

In support of Mali’s effort to restructure its economy, IDA has approved a structural
adjustment credit, an economic recovery credit, an economic management credit, and sector
adjustment operations in the public enterprise, education, and agriculture sectors. The Bank has
also provided technical assistance to strengthen the Malian institutions responsible for the design
and implementation of economic and financial policies.
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Mali: Statistical Issues

1. Mali's statistical database is broadly comprehensive and sufficient for program
monitoring. However, weaknesses exist in the areas of the national accounts and industrial
production data. The authorities are pursuing their efforts to improve the quality, timeliness,
and availability of economic and financial data. Progress has been achieved in addressing a
number of past weaknesses by implementing the recommendations of various technical
assistance missions. A seminar on the development of metadata for GDDS was conducted
during March-April 2001 in Bamako for all the members of the BCEAOQ. The authorities are
collaborating with the STA to finalize the metadata requirements for the General Data
Dissemination System (GDDS). The plans for improvement that are part of the GDDS can,
when fully implemented, be expected to further strengthen data quality and timeliness.

Real sector

2. The national accounts data present some weaknesses in accuracy, coverage, and
timeliness. Technical assistance needs, including the review of data sources, as well as
training in collection and compilation methods, were addressed through the presence from
May 1995 to August 1996 of a Fund resident expert in national income accounting (a follow-
up mission was conducted during June 16-27, 1997).

3. In collaboration with other West African Economic and Monetary Union (WAEMU)
member countries, the Malian statistical agency has been compiling and publishing a
harmonized consumer price index (CPI) for Bamako on a monthly basis since early 1998,
This index has been consistently available on a timely basis since that date.

Public finances

4. The Ministry of Finance, on the basis of inputs from the customs, tax, and treasury
directorates, compiles comprehensive data on public finances. These data are available on
request with a one- to two-month lag. As part of the economic integration process among the
member countries of the WAEMU, Mali has made progress in bringing its public finance
statistics in line with a common framework that has been developed with technical assistance
from the Fund (harmonized TOFE, or table of government financial operations). However,
efforts need to be made to improve the timeliness of the TOFE.

5. With regard to data on the public investment program, the authorities plan to step up
monitoring of the physical and financial execution of the government’s investment program
through increased training of project managers and the preparation of a semiannual report on
the execution of the special investment budget (BSI).

6. In addition, Mali reports to STA neither annual statistics for publication in the
Government Finance Statistic Yearbook, nor any sub-annual government finance statistics for
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publication in nternational Finance Statistics; data for both of these publications could be
compiled on the basis of the TOFE.

Monetary data

7. Preliminary monetary data for Mali are prepared by the national agency of the Central
Bank of West African States (BCEAQ) and released officially by the headquarters of the
BCEAOQO with a lag of about two months.

8. Joint AFR/STA and STA/BCS missions visited BCEAO headquarters in August 1997
and in February 1998, respectively, and made recommendations to improve the quality and
timeliness of monetary statistics in all WAEMU countries. Although some progress has been
made since then, delays in collecting some monetary information from BCEAQ can last up to
eight weeks.

9. A monetary and financial statistics mission visited the headquarters of the BCEAQO 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 introduction of an area-wide page in the
International Financial Statistics (IFS) for the WAEMU in early 2002. New proposals were
discussed with the authorities for the provision of future technical assistance in monetary
statistics for the region.

Balance of payments data

10. Balance of payments data have improved, and official data are produced with a lag of one
year. During July 1996-July 1999, a STA resident expert was stationed at BCEAQ
headquarters in Dakar to address statistical issues in the area of the balance of payments on a
zone-wide basis. The expert assisted the authorities in implementing the new standards
required by the fifth edition of the Balance of Payments Manual and setting up new
compilation procedures and methodologies utilized in each WAEMU member country, as
well as training newly recruited staff. The Malian national agency of the BCEAQ has now
implemented the standards of the fifth edition of the Balance of Payments Manual.



Date of latest

observation

Date received

Frequency of data

Frequency of

reporting

Source of update

Mode of reporting

Confidentiality

Frequency of
publication

Mali: Core Statistical Indicators

(As of November 7, 2001}

Central
Inter- Bank Reserve Consumer Current Overall
Exchange national Balance Base Broad Interest Price Exports/ Account  Government External
Rates Reserves Sheet Money Money Rates Index Imports Balance Balance  GDP/GNP Debt
Current 08/2001 | 082001 | 08/2001 08/2001 09/2001 09/2001 2000 2000 09/2001 2000 2000
Current 1042001 10/2001 10/2001 10/2001 102001 10/2001 4/2001 4/2001 10/2001 4/2001 4/2001
Daily Monthly Monthly Monthly Monthly Variable Monthly Anmnual Annual Monthly Annual Annual
Monthly Monthly Monthly Monthly Monthly Weekly Monthly Annual Annual Monthly Anmnal Anmual
EIS/TRE i/ { BCEAD 2/ | BCEAQ 2/ | BCEAO 2/ | BCEAO 2/ | BCEAQ 2/ | Ministry | BCEAQ 2/ | BCEAO 2/ | Ministry Ministry Ministry
of of of of
Finance Finance Finance Finance
On-line | Stafffe-mail | Stafffe-mail | Stafffe-mail | Staff/e-mail | Staff/c-mail Staft Staff Staff Staff Staff Staff
No 3 3/ 3/ 3/ No No kH 3 3 3/ 3
Monthly Monthly Monthly Monthly Monthly Monthly Monthly Annually | Annually Annually Semi- Annually
annually

1/ IMF, Economic Information System (EIS).
2/ Central Bank of West African States (BCEAQ).
3/ Prcliminary data for staff use only; actual data unrestricted.
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Statement by the IMF Staff Representative

December 17, 2001
1. This statement updates the status of program financing for 2001since the staff report
was issued (EBS/01/204; 11/30/01).
2. The staff report had indicated that the bulk of the expected external budgetary

assistance would be disbursed at the end of 2001, and that there were reasonable assurances
from donors that the remaining assistance (CFAF 39.5 billion) would be mobilized by end-
December. Recent information obtained by staff confirms these assurances, as follows:

. The Dutch government has disbursed CFAF 6 billion of budgetary assistance.

. The Swedish government has approved on November 22, 2001 the disbursement of
CFAF 2.4 billion for budgetary assistance.

. The World Bank Board approved on December 11, 2001 the disbursement of a loan
of $25 million (CFAF 18 billion) under the third Structural Adjustment Credit

facility.

. The French Development Agency (AFD)’s Executive Board met on
December 13, 2001 to approve the disbursement of CFAF 6 billion for budgetary
assistance.

. The European Union has already approved the financing of the remaining amount

(CFAF 7.1 billion}. In this regard, the administrative procedures for the disbursement
of CFAF 2.3 billion have been completed, and final administrative requirements for
the remaining assistance are expected to be fulfilled in time for the disbursement to
take place before the end of the year.



INTERNATIONAL MONETARY FUND EXTERNAL

RELATIONS
Public Information Notice DEPARTMENT
Public Information Notice (PIN) No. 02/2 International Monetary Fund
FOR IMMEDIATE RELEASE 700 197 Street, NW
January 9, 2002 Washington, D. C. 20431 USA

IMF Concludes 2001 Article IV Consultation with Mali

On December 17, 2001, the Executive Board of the International Monetary Fund (IMF)
concluded the 2001 Article IV consultation with Mali.”

Background

Since the early 1990s, Mali has been implementing reforms supported by the Fund through
successive Enhanced Structural Adjustment Facility (ESAF) and Poverty Reduction and Growth
Facility (PRGF) arrangements.? The current PRGF arrangement with Mali was approved in
August 1999 in support of a program covering the period 1999-2002. In September 2000, the
IMF and World Bank Boards respectively decided that Mali had fulfilled the conditions for

' Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with
members, usually every year. A staff team visits the country, collects economic and financial
information, and discusses with officials the country's economic developments and policies. On
return to headquarters, the staff prepares a report, which forms the basis for discussion by the
Executive Board. At the conclusion of the discussion, the Managing Director, as Chairman of the
Board, summarizes the views of Executive Directors, and this summary is transmitted to the
country's authorities. This PIN summarizes the views of the Executive Board as expressed during
the December 17, 2001 Executive Board discussion based on the staff report.

2 On November 22, 1999, the IMF’s concessional facility for low-income countries, the Enhanced
Structural Adjustment Facility, was renamed the Poverty Reduction and Growth Facility, and its
purposes were redefined. It 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 strateqy paper. This is intended to
ensure that each PRGF-supported program is consistent with a comprehensive framework for
macroeconomic, structural, and social policies to foster growth and reduce poverty. PRGF loans
carry an interest rate of 0.5 percent a year, and are repayable over 10 years with a 5/ year grace
period.
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reaching the completion point under the original Heavily Indebted Poor Countries nitiative
(HIPC) and the decision point under the enhanced HIPC Initiative, and that the interim poverty
reduction strategy paper (I-PRSP) included an appropriate preliminary analysis of poverty in
Mali and strategies to alleviate it.

Mali’s macroeconomic performance has been satisfactory under the ESAF and PRGF-
supported programs. In 1999, real GDP rose by 6.6 percent, while the consumer price index
declined because of abundant food supplies. However, in 2000 the economy was buffeted by a
number of exogenous shocks, including a severe drought, which depressed cereal production,
the hike in oil prices, and adverse developments in the sub-region, which raised transport costs.
In addition, cotton production was halved owing to a producers’ boycott in protest of the low
producer price paid by the Compagnie Malienne de Developeement des Textiles (CMDT), a
state-owned cotton company. The cotton sector crisis was triggered by weaknesses in the
management of the cotton monopsonist , and was compounded by the depressed world price
for cotton fiber.

Real GDP growth slowed to about 4 percent in 2000 from 6% percent in 1999, but inflation
remained subdued. Fiscal revenue was lower than envisaged under the program (mainly owing
to the downturn) and despite total outlays being kept in check, as programmed, the overall fiscal
balance was below the program target. The current account deficit, excluding grants, widened
by about 1 percentage point to 12 percent of GDP in 2000, largely reflecting the drop in export
volume.

Program implementation during 2001 has been satisfactory to date, with all quantitative
performance criteria and benchmarks observed through end-July 2001. Structural measures
have been implemented in the cotton sector, the taxation of petroleum products, the pricing of
public utilities, and the tracking of expenditures from HIPC Initiative resources. Fiscal
developments through September 2001 have been in line with program projections.
Nonetheless, reflecting the cumulative lagged impact of the above-mentioned shocks in 2000,
real GDP is projected to stagnate in 2001. The current account deficit is expected to widen
further in 2001 reflecting a drop in cotton export and a rise in profit transfer from mining
companies. Furthermore, owing to the food shortages, inflation rose sharply to 6.3 percent
(year-on-year) in July 2001, before decelerating due to improved prospects for cereal
production stemming from the good rainfall.

Monetary policy, conducted at the regional level by the Central Bank for West African States,
has remained prudent. While credit to the economy declined in 2000, reflecting the slowdown in
economic activity, it has picked up in 2001 with the satisfactory implementation of a financial
rescue plan in the cotton sector,

With a view to tackling the weaknesses in the management of the cotton sector, the
government, with participatory input from cotton growers, has launched a reform program for
the sector. The satisfactory implementation of the short-term aspects of the program (namely,
the financial crisis resolution plan for the CMDT) to date has restored confidence among cotton
growers, and cotton production is expected to fully recover in 2002. The CMDT is also taking
steps to cut costs.



Executive Board Assessment

Executive Directors noted that, after several years of robust growth and improving poverty
indicators, economic activity stagnated in 2001 as a result of drought and a fall in cotton prices.
Directors commended the authorities for adhering to the program targets in the face of these
adverse exogenous shocks, observing that this revealed a high degree of ownership of the
program and a strong commitment to economic reform by the authorities. They welcomed the
prospect that growth would resume in 2002, based on a recovery in cotton production and
continued sound economic policies. Nevertheless, they underscored Mali's vulnerability to
exogenous shocks and stressed the need to diversify the economic base, especially through the
development of downstream activities in the cotton sector. Therefore, they encouraged the
authorities to push ahead with structural reforms and with efforts to develop the human capital
and physical infrastructure bases and to lower energy costs, and called on the internaticnal
community to provide the necessary financial and technical support of the economic program.

Directors expressed satisfaction that Mali has largely maintained the gains in externa!
competitiveness it achieved after the 1994 devaluation and that this improved competitiveness
has provided the basis for the solid economic growth since then. However, they noted that the
external sector remains fragile, in part because of the depressed prices of cotton and gold
exports, and that this strengthens the case for export diversification and continued firm
adherence to the economic program.

Directors considered that, given the cotton sector’s crucial role in the economy, the reforms in
this sector will be critical to Mali's medium-term economic prospects, as these constitute a key
component of the structural reform. They therefore regretted the delay in undertaking key
reforms in this sector, and urged the authorities to complete these reforms as quickly as
possible in early 2002. In this regard, they were encouraged by the authorities’ efforts to
continue building consensus on the need to liberalize the cotton sector, especially since this
would help ensure that the reform agenda is adopted by the post-election administration in
2002. Some Directors noted that price supports and cotton subsidies in developed countries
have tended to amplify the decline in cotton prices. The view also was held that other factors
such as the decline in global demand and the demand for cotton specifically as a result of
technological change have contributed to the difficulties in the sector, further underscoring the
need for Mali to diversify its economic base.

Directors considered the prudent fiscal stimulus incorporated into the 2002 budget to be
appropriate in view of the need to address the problems in the cotton sector and to minimize the
adverse social impact of the liberalization of the economy. Nonetheless, they encouraged the
authorities to persevere in their efforts to broaden the tax base, to strengthen customs
administration, and to observe a strict limit on current expenditures. Directors welcomed the
initiative to reform the civil service, which would help control public sector wages and attain
fiscal consolidation. They also strongly endorsed the efforts underway to improve governance,
including the strengthening of democratic process, the establishment of a commercial court, the
increase in the transparency of the public expenditure management system, and the
establishment of a new coding system to better track poverty-related spending.
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Directors commended the progress made in strengthening the banking sector, particutarly the
micro finance sector. They welcomed the authorities’ intention to assist in the expansion of the
micro finance sector, as this can play an important role in economic diversification and poverty
alleviation, and stressed the role of donor financing in this area.

Directors commended the authorities emphasis on poverty reduction, and the progress that is
being made in meeting the floating compietion point conditions for debt relief under the
enhanced HIPC Initiative. Continuing efforts are needed, however, to ensure that, remedial
actions are also taken to meet the targets on health indicators set out in the I-PRSP. Directors
welcomed the progress that is being made in the preparation of the PRSP using a participatory
process and urged the authorities o allow sufficient time to produce a high-quality and inclusive
document.

Directors were satisfied that Mali’s statistical base is adequate for surveillance and program
monitoring, but encouraged the authorities to continue to implement the recommendations of
various technical assistance missions.

FPublic 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 survsillance over the economic policies of member
countries by increasing the transparency of the IMF's assessment of these policies; and (ji) following
pelicy discussions in the Executive Board at the decision of the Board. The Staff Report for the 2001
Article IV Consultation with Mali is alsc avaiiable.
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Mali: Selected Economic and Financial Indicators

1997 1998 1999 2000 2001
Proj.
{Annual Percentage change
Real GDP 6.7 49 6.7 4.6 0.1
GDP deflator 1.8 6.7 -1.7 3.6 4.6
Consumer prices (annual average -0.7 4.1 -1.2 -0.7 4.6
Real effective exchange rate 1/ -6.0 -4.1 -7.4
{In percent of GDP)
Gross domestic investment 23.3 21.1 20.0 20.6 20.8
Gross domestic savings 13.6 12.8 8.9 8.6 103
Gross national savings 14.0 13.6 13.7 10.7 89
(In miliion US dollars)
Exports (f.o.b) 561.4 561.7 510.9 533.0 651.1
Imports (f.o.b) 545.8 558.2 605.4 593.5 651.5
Current account balance, excluding official
transters -178.5 -203.0 -292.2 -306.5 -3357
Gross official reserves 425.4 3874 310.8 3774 376.7
{In percent cf GD?P)
Current account balance, excluding official
transfers -9.5 93 -10.8 -12.0 -3.01
Current account balance, including official
transfers -7.3 -7.5 -9.3 2.5 -11.9
External public debt 117.7 111.8 106.2 104.0 103.0
(In percent of GDP)
Financial varfables
Government revenues 15.9 14.6 15.7 14.9 16.7
Domestic primary expenditures and net
fending 2/ 239 24.7 24.1 242 283
Primary balance deficit 1.6 1.0 0.2 2.2 -14
Overall fiscal balance, excluding grants -7.8 -8.1 -8.4 -9.3 -13.0
Overall fiscal balance, including grants -2.1 2.4 -3.6 38 -7.6
Change in broad money (in percent) 8.7 43 1.3 11.9 8.2
Interest rate 3/ 6.0 6.3 58 6.5

1/ (+) = appreciation

2/ Current and capital expenditure excluding interest and foreign financed investment.

3/ Central bank rediscount, end of period.
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IMF competes Review Under Mali’s PRGF Arrangement and
Approves US$9 Million Disbursement

The Executive Board of the International Monetary Fund (IMF) today
completed the third review of Mali's performance under the three-year
Poverty Reduction and Growth Facility (PRGF)' arrangement. As a resuilt,
Mali will be able to draw up to SDR 6.75 million (about US$9 million).

Mali’s program was originally supported under the Enhanced Structural
Adjustment Facility (ESAF), approved on August 6, 1999 (see Press
Release No. 99/39) for SDR 46.65 million (about US$59.24 million). So
far, Mali has drawn SDR 24.92 million {(about US$31.64 million) under the
arrangement.

' On November 22, 1999, the IMF's concessional facility for low-income
countries, the Enhanced Structural Adjustment Facility (ESAF), was renamed the
Poverty Reduction and Growth Facility (PRGF), and its purposes were redefined.
It 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 is intended to ensure that each PRGF-supported
program is consistent with a comprehensive framework of macroeconomic,
structural, and social policies to foster growth and reduce poverty. For Malian
authorities, the poverty reduction objectives remain the top priority and their
implementation is being made along the lines described in the interim PRSP,
PRGF loans carry an annual interest rate of 0.5 percent and are repayable over
10 years with a 5 Yz-year grace period on principal payments.
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After the Executive Board's discussion on Mali, Mr. Eduardo Aninat,
Deputy Managing Director and Acting Chairman, stated:

“‘Notwithstanding several adverse economic shocks, program
implementation to date has been satisfactory, with all quantitative
performance criteria and benchmarks observed through end-July 2001.
Structural measures have been implemented in the cotton sector and with
respect to the taxation of petroleum products, the pricing of public utilities,
and the tracking of expenditures financed by the HIPC Initiative.

‘“With the deterioration in the world cotion price outlook, the
macroeconomic outiook is projected to weaken over the medium term.
Notwithstanding a projected rebound in cotion production in 2002, the
external current account balance is expected to deteriorate relative to
earlier projections owing to a sharp decline in private transfers from
abroad and an increase in net remittances of mining companies. Alsg, the
pace of fiscal consolidation in 2002 and beyond will be slower than
envisaged owing primarily to the lower profitability in the cotton sector.

“The 2002 budget reflects efforts to lower poverty, address the problems
in the cotton sector, foster the democratization process, minimize the
social impact of economic liberalization, and start the fiscal consolidation
process. Addressing these priorities will require additional expenditures,
for which the authorities aim to mobilize additional revenues and minimize
non-essential expenditures.

“The structural reform program focuses on the cotton sector and public
expenditure management. The preparation of an action plan for the reform
of the cotton sector, as well as of a short-term financial rescue plan for the
Compagnie Malienne de Développement des Textiles, is encouraging.
The authorities will need to maintain the momentum of reform in the cotton
sector during the run-up to the upcoming presidential elections. The early
implementation of delayed reforms in this sector will signal the authorities’
resolve to move ahead with the reform program. A key measure in 2002
will be the completion of a study on the liberalization of the cotton sector.
Also, in preparation for the switch to a market-based pricing mechanism,
the sole cotton buyer is expected to deepen its cost-cutting efforts. The
reform of public expenditure management will focus on improving the
external control system and the tracking of poverty-related spending,” Mr.
Aninat said.



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

