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EXECUTIVE SUMMARY

Background

S&o Tomé and Principe reached its decision point under the enhanced HIPC Initiative
in December 2000 at the time of the completion of the first review of its PRGF-
supported program. Policy implementation deteriorated in 2001, and the program
went off track because of fiscal and structural slippages, and the rise of governance
problems in the oil sector. The authorities have requested the staff to monitor a six-
month economic program in 2002, with a view to starting discussions on a new
medium-term program under the PRGF arrangement.

Performance under the PRGF-supported program

Fiscal slippages, delays in structural reforms, and governance problems during the
fourth quarter of 2000 and the first three quarters of 2001 led to the program going off
track. The key quantitative performance criterion on the primary budget balance and
the quantitative benchmark on government spending were not observed at either end-
December 2000 or end-June 2001. Revenue mobilization was stronger than projected
in 2000 and 2001, owing to improved customs and consumption tax collection.
Nevertheless, spending overruns, partly financed out of the receipt of an
unprogrammed signing bonus related to an oil exploration option contract, forced the
2001 primary budget balance (excluding HIPC Initiative-financed social spending)
into a deficit of more than 3 percent of GDP, compared with a targeted surplus of
2.7 percent. Although monetary policy remained tight in 2000-01, the budget deficit
caused net bank credit to the government to exceed its quantitative performance
criterion.

Also, none of the structural performance criteria and benchmarks were observed, with
the exception of the benchmarks on the adjustment of retail prices of petroleum
products and the submission to the Fund of monthly monetary data. In addition, the
negotiation of oil sector contracts in 2001, including the settlement in May 2001 that
awarded a substantial share of potential oil revenue to a private company, lacked
transparency.

Staff-monitored program for 2002

To make up for the delays in the implementation of structural measures, the
authorities implemented three prior actions under the staff-monitored program (SMP):
(a) the adoption of a price adjustment mechanism for the water and electrzicity utility;
(b) the implementation of the civil service reform and downsizing program; and

(c) the adoption of terms of reference for an audit of three government contracts and
bids. In addition, they requested assistance from the World Bank in the area of oil



sector policy, including a cost-benefit analysis of their contract with the
Environmental Remediation Holding Company (ERHC) and a study on the
negotiation procedures for government contracts signed in 2001 in the oil sector.

The SMP is intended to correct the slippages incurred in 2001 and reestablish a track
record of policy implementation. The program’s macroeconomic objectives are: (a) to
reduce end-of-year inflation to 7 percent in 2002; and (b) to narrow the external
current account deficit (including official transfers) to less than 1 percent of GDP in
2002. Real GDP growth is projected to reach 5 percent that year.

In the fiscal area, the program aims to reduce both the overall fiscal deficit (on a
commitment basis, including grants) from 15 percent of GDP in 2001 to 5 percent in
2002, and the primary budget deficit (including HIPC Initiative-financed social
spending) from 7 percent of GDP in 2001 to 3 percent in 2002. Government revenue
is projected to increase by 15 percent in 2002 to the equivalent of 22.5 percent of
GDP, while primary expenditure will be reduced to 25.4 percent of GDP in 2002,
from 27.7 percent in 2001. Combined with the resources freed by the HIPC
Initiative’s interim assistance, these developments will allow increased spending on
health and education.

Monetary policy will remain tight, with broad money projected to increase by

12 percent in 2002, consistent with projected nominal GDP growth, With external
assistance and oil-related bonuses, net bank credit to the government is targeted for a
substantial reduction. The central bank will introduce open market operations by end-
June 2002 while maintaining the flexible exchange rate system. Gross international
reserves of the central bank are expected to increase to the equivalent of more than six
months of imports in 2002.

Key structural reforms proposed under the SMP include the following: (a) an increase
in water and electricity tariffs to cover costs; (b) the submission to the National
Assembly of a draft government budget for 2002; (c) the publication of an audit on
three large government contracts and bids; (d) the application of the mechanism by
which retail prices of petroleum products and water and electricity rates are adjusted
to reflect changes in costs; and (e) continued regular submission of monthly monetary -
statistics.

Issues stressed in the staff appraisal

As a means of reestablishing a track record of good policy implementation, the
authorities need to make every possible effort to enact fully the SMP. Its successful
implementation will pave the way for discussions of a new medium-term program
supported under the PRGF arrangement.



Several problems may hinder the successful implementation of the SMP: Sdo Tomé
and Principe’s administrative capacity is very limited; political instability and the
prospect of an early legislative election in March 2002 could hamper policy
implementation; the possible onset of sizable oil-related receipts in 2002 may weaken
the authorities” resolve to maintain prudent macroeconomic policies; and, finally, the
country remains heavily dependent on external assistance and cocoa prices.

Sao Tomé and Principe’s limited administrative capacity may also impair the efficient
use of its interim HIPC Initiative assistance for poverty reduction purposes. All HIPC

Initiative resources need to be ring-fenced in the special treasury account at the central
bank.

The staff urges the authorities to make good use of the technical assistance they are
receiving.

The central bank needs to monitor closely bank portfolio performance and lending
activities. It also needs to support the restructuring and recapitalization of an insolvent
bank without further exposing financially either itself or the public treasury to this
Process.



I. INTRODUCTION

I. Discussions on the 2001 Article IV consultation and a staff-monitored program were
held in Sdo Tomé during February 416, June 24-July 6, and November 4--16, 2001 L2 In the
attached letter of intent (LOT) dated January 9, 2002 (Appendix I) and its accompanying
memorandum of economic and financial policies (MEFP), the Minister of Planning and
Finance of Sdo Tomé and Principe describes the policies and measures that the government
intends to implement during the six-month period ending June 2002, in the context of a
policy framework covering 2002, to reestablish a track record of policy performance,’
stabilize the macroeconomic situation, and pave the way for new discussions on a medium-
term program that could be supported by a new Poverty Reduction and Growth Facility
(PRGF) arrangement.

! The authorities were represented by Prime Minister Posser da Costa (in February and June-
July), Prime Minister Evaristo Carvalho (in November), the Ministers of Planning and
Finance (Mr. Adelino David in February and June-July, and Mrs. Maria dos Santos Torres in
November), the Governor of the Central Bank of Sio Tomé and Principe (Mrs. Maria do
Carmo Silveira), and other senior government officials, including the Ministers of the
Economy; Education; Foreign Affairs and Cooperation; Health; Infrastructure, Natural
Resources, and Environment; and Justice, Civil Service, and Employment. Meetings were
held also with outgoing President Miguel Trovoada, incoming President Fradique de
Menezes, and National Assembly Speaker Francisco Pires, as well as with representatives of
trade unions, the chamber of commerce, the banks, public enterprises, and the international
community in S8o Tomé.

2 The missions consisted of Mr. Thiam (head), Mr. Bartsch, Ms. Zamora, Ms. Nyankiye
(Research Assistant—all AFR), Ms. Linares, Ms. Perez, and Mrs. Amega (all Administrative
Assistants——-AFR). Mr. Ibrahim-Zadeh, the Fund’s Resident Representative in Sdo Tomé and
Principe, assisted the mission in November. Mr. Kpétigo, Assistant to the Executive Director
for Sido Tomé and Principe, participated in some of the discussions in November. In addition,
three World Bank missions were in the field in November to (i) supervise the public resource
management and technical assistance credits and review progress in the preparation of the
full PRSP; (ii) prepare the completion report for the education and health project and identify
a new social sector development operation; and (iii) review the telecommunications sector.
They also participated in some of the discussions.

3 The medium-term program supported by the three-year arrangement under the Poverty
Reduction and Growth Facility (PRGF) approved on April 28, 2000 (in an amount equivalent
to SDR 6.657 million—90 percent of quota) went off track after one year. Only two
disbursements were made under the arrangement (of SDR 0.951 million each, respectively,
on May 4, 2000 and December 27, 2000). Sfo Tomé and Principe’s outstanding use of Fund
resources amounted to SDR 1.90 million (25.7 percent of quota) at end-December 2001.



2. The most recent Article IV consultation was concluded on April 28, 2000.* On
that occasion Executive Directors commended the authorities on the progress achieved during
the 1998 government policy framework and the 1999 staff-monitored program. They pointed
out, however, that Sdao Tomé and Principe’s economic situation remained fragile and
vulnerable to terms of trade fluctuations and the availability of foreign assistance. Directors
underscored the importance of consolidating gains achieved in macroeconomic adjustment,
accelerating the implementation of structural reforms, and developing a comprehensive
strategy to diversify the economy, promote real growth, and reduce poverty.

3. In December 2000, at the time of the completion of the first review of the PRGF-
supported program, the Fund and the World Bank Executive Boards decided that Sao Tomé
and Principe had reached its decision point under the enhanced Initiative for Heavily Indebted
Poor Countries (HIPC Initiative). The World Bank is also supporting Sdo Tomé and
Principe’s poverty reduction strategy through a public resource management credit (PRMC).>
The authorities have published their interim Poverty Reduction Strategy Paper (PRSP) and
the MEFP. They have also participated in the pilot program on the release of Article IV staff
reports.

4. Sido Tomé and Principe continues to avail itself of the transitional arrangements of
Article XIV, but maintains an exchange system free of restrictions on the making of

- payments and transfers for current international transactions. Summaries of Sao Tomé and
Principe’s relations with the Fund and with the World Bank Group are contained in
Appendices II and III, respectively; statistical issues are described in Appendix IV; and basic
data are included in Appendix V.

5. A newly elected head of state (President Fradique de Menezes) (ook office on
September 3, 2001, following a presidential election on July 29, 2001 that was deemed free,
fair, and transparent by local and foreign observers.® The new President is a member of the
same minority opposition party as outgoing President Miguel Trovoada, who is
constitutionally barred from running for reelection after having served two five-year terms in
office. Negotiations between the President and the parliamentary majority on the composition

4 830 Tomé and Principe is on the standard 12-month consultation cycle.

5 The World Bank Board approved the PRMC on November 2, 2000 in an amount of
US$7.5 million, together with a technical assistance credit in an amount of US$2.5 million.

® The President won 55 percent of the vote, with 38 percent of the vote going to his closest
contender, former President Pinto da Costa (of the majority party in the National Assembly,
the Movement for the Liberation of S0 Tomé and Principe—MLSTP). President Pinto da
Costa led the country to independence in 1975 and was head of state from then untii 1990
under one-party rule.



of the cabinet failed, and a government of presidential initiative, which is not supported by
the majority party in the National Assembly, was appointed at end-September 2001. The
President dissolved the National Assembly and called for an early legislative election for
March 3, 2002.

II. BACKGROUND AND PERFORMANCE UNDER THE
PRGF-SUPPORTED PROGRAM

6. Economic activity continued to recover during 200001 despite higher-than-
targeted inflation, but the program went off track because of fiscal and structural slippages,
and mounting governance problems in the oil sector. With little change in the terms of trade,
economic activity benefited from a strong pickup in foodcrop production, construction,’ trade
and tourism; real GDP growth is estimated to have reached 4 percent in 2001, in line with the
program projection, compared with 3 percent in 2000 (Table 1). However, it is estimated that
higher petroleum product prices, combined with a depreciation of the dobra against the U.S.
dollar (5 percent in 2001), led to a slower-than-targeted reduction in the inflation rate. The
12-month rate of consumer price inflation stabilized at 9-9.5 percent during 2000-01,
compared with a revised program objective of 5 percent for end-2001. The external current
account deficit {including official transfers) is estimated to have narrowed to 11 percent of
GDP in 2001, aimost half the program target, from 21 percent of GDP in 2000 (Table 2).
This improvement in the external current account reflected the interim assistance under the
HIPC Initiative and the mobilization of an unprogrammed, oil-related signature bonus. The
spread between the official exchange rate and the parallel market rate fluctnated between

1 percent and 2 percent in 2001 (Figure 1).

7. In the final gquarter of 2000 and the first three quarters of 2001, fiscal slippages
and continued delays in structural reforms hampered program implementation, and the
authorities agreed with the staff that the program was off track. The key quantitative
performance criteria on the primary budget balance and net bank credit to the government, as
well as the quantitative benchmark on government spending, were not observed at end-
December 2000 and end-June 2001 (Tabie 3).8 In addition, none of the structural

7 Expansion in construction activities stemmed from an increase in the rate of implementation
of the public investment program (PIP) during 2001.

¥ The quantitative performance criteria at end-June and end-December 2001 on net domestic
assets and net international reserves of the central bank were also not observed. Although
performance criteria and benchmarks were not formally agreed for end-September 2001,
Table 3 shows that the indicative targets on the primary balance, net bank credit to the
government, domestic assets of the central bank, international reserves of the central bank,
and primary expenditure were not met. Targets for end-December 2001 are also estimated not

to have been observed.



performance criteria and benchmarks were observed, with the exception of the benchmark on
the adjustments in retail prices of petroleum products and that on the submission of monthly
monetary data (Table 4). The structural performance criterion on the submission to
parliament of a draft budget law for 2001 consistent with the program was implemented with
a four-month delay, and the mechanism to adjust water and electricity rates to reflect
production and distribution costs was adopted in December 2001 with a one-year delay.”
Moreover, concern is growing over governance in the emerging oil sector stemming from the
lack of transparency that surrounded the negotiation of the contract (signed in May 2001)
awarding the U.S.-Nigerian Environmental Remediation Holding Company (ERHC) a
substantial share of S@o Tomé and Principe’s possible oil revenue, including an overriding
royalty of 1.5 percent on oil produced in the joint development zone with Nigeria (see

Box 1).

.8 In the fiscal area, spending overruns exceeded higher-than-projected revenue in
2000 and in 2001. Government revenue shortfalis during the first half of 2000 were more
than offset during the second half of the year, owing to a strong increase in customs and
consumption tax collection during the last quarter, and the mobilization of an unforeseen
amount of fishing royalties (Db 2.3 billion) in December 2000. As a result, government
revenue exceeded the program target by Db 3 billion at end-December 2000 (Table 5)."°
Domestically financed primary expenditure also exceeded the program target by about

Db 3 billion, owing to longer-than-expected maritime border negotiations with Nigeria and
higher energy costs. Corrected for the unscheduled amount of fishing royalties, the primary
budget surplus, at 2.1 percent of GDP (or Db 7.8 billion), fell short of the performance
criterion at end-December 2000 (Figure 2). The wage bill was contained within the revised
targets at end-December because of a strike by education and health workers, which lasted for
nearly three months for the former and one month and a half for the latter. To end the strikes,
the government agreed on a salary increase for education and health workers in 2001(see
footnote 13 below).

? The structural benchmarks on the establishment of a single computerized system for civil
service and payroll management and on the adoption of a three-year public investment
program for 2001-03 were also implemented with delays of five months to one year, while
the publication of the report on the audit of three large government contracts has been
postponed until end-June 2002.

1 Corrected for the unscheduled amount of fishing royalties, government revenue exceeded
the target by only Db 0.7 billion.
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Box 1. Sio Tomé and Principe: The ERHC Settlement and Oil Revenue
Sharing in the Joint Oil Development Zone with Nigeria

In May 2001, a settlement was reached with the ERHC, ending international arhitration proceedings that started in 1999,
The agreement awards to the company an overriding royalty of 1.5 percent of oil produced in the joint development zone
(IJDZ), 10 percent of 840 Tomé and Principe’s share of profit oil from the JDZ, 5 percent of Sdo Tomé and Principe’s share
of signature bonuses, an option to acquire a 13 percent working interest in all oil field developments, an opticn on three
license blocks in 830 Tomé and Principe’s exclusive economic zone, and a waiver of signature bonuses for the production
-sharing agreements to be negotiated for these blocks. The settlement with the ERHC arose because the authorities
contracted the ERHC in May 1997 to be their exclusive representative in oil negotiations, with an overriding royalty of

5 percent awarded on oil produced in Sao Tomé and Principe and a 49 percent stake in S#0 Tomé and Principe’s oil
development company (STPETRQ) in return for a signature bonus of 1US$5 million, which the ERHC paid dering 1998-
99. The contract was in arbitration from 1995 tc May 2001, during which time the government alleged nonperformance by
the ERHC and sought to oppose the overriding royalty claim. Meanwhile, a Nigerian financier acquired a majority position
in the ERHC and brokered the settlement of the dispute with the two governments, which were interested in resolving all
third parties’ claims to make the treaty effective.

The table below, which is a summary of Table 12, shows oil revenue accruing to Nigeria, $8o Tomé and Principe, and the
ERHC for a hypothetical oil development in the JDZ. The assumptions underlying the table are the discovery of a medium-
sized oil reservoir of about 800 million barrels of recoverable reserves, with production start-up in 2006 and abandonment
in 2023, and a production plateau of 240,000 barrels per day, which will be reached in 201 1. The table shows production
and cost data, as well as the different elements of government revenue from the oil development, namely, royalties,
bonuses, profit sharing, and income tax. It indicates that total government oil revenue will average US$200-900 million per
year in the JDZ, with a little over 58 percent for Nigeria, some 37 percent for S#o Tomé and Principe, and 4-5 percent for
the ERHC. Assuming the ERHC takes up the option to acquire a 15 percent working interest in the field, its taxable income
from the participation will amount to US$70 million per year on average (the initial Josses during the investment phase are
included in the average).

0il Revenue Accruing to Nigeria, 530 Tomé and Principe, and the ERHC, 200524
(In millions of 1.8, dollars, unless otherwise indicated)

Average Average Average Tonal Nel Present

per Year per Year per Year {cumulative) Vaine

2005-10 2001-16 2017-24 (NFV)
Productian (barels per day) ' 69,167 240,000 50,000
Price (U).5. dollars per barvel) 0 20 22 wen
Gross expon revenue 459 1,7520 374.1 16,4978 56115
Costs in the current year, except intepest 536 168.0 2.3 44847 2,111.8
Royalty (I0-15 percent of gross prod. velue) 56 235.1 43.4 20943 3.0
Bonuses 5 03 0.0 314 212
Profit cif (16-30 percent of revenue net of costs) 23 435.9 95,2 35175 937.3
Income 1% (40 parcent af net taxable income) 25 19 7.3 24113 684,5
Total JDZ revene 109 9492 2129 30545 2,346.0
Tuotal JOZ revenue {in percent of gross export revenue) 219 54,2 569 48.8 418
Nigerian share (in percent of 10tai JDZ revenue) 55.8 383 584 b1 57.8
Siio Tomé and Principe share (in percent of iotal JDZ revenue) 383 371 372 kb2 369
ERHC share (in percent of total JDZ revenue) 19 4.6 4.4 4.8 5.2
ERHC share (in percent of 530 Tomé and Principe gov. revenue) 21.8 12.4 L9 13.1 14.2
ERHC income from |5 percent working interest 15.0 166.7 4.5 1,446.8 415.3

Sources: Sdo Tomé and Principe authorities; and staff projections.
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9. In 2001, government revenue was 1.2 percentage points of GDP (or Db 5 billion)
higher than the program projections.'' The spending overruns, which amounted to close to 7
percent of GDP, were financed partly out of an unprogrammed signature bonus paid in March
2001 by a Norwegian company (PGS) for an oil exploration option contract, in an amount
equivalent to 4 percent of GDP."? These overruns were explained by (i) sizable
extrabudgetary expenditures, travel expenses, and lawyer-and-consultant fees, in the context
of the protracted maritime border negotiations with Nigeria; (ii) higher costs for the
consumption of petroleurn products (as a result of upward price adjustments); (iii) an
exceptional advance to the national water and electricity utility (EMAE) in an amount of

1 percent of GDP, which became necessary because of continued delays in adjusting rates to
reflect fuel costs; (iv) a larger wage bill, owing to general salary increases’ and delays in
implementing the civil service reform and downsizing program; ** and (v) the cost of the J uly
2001 presidential election.

10.  As aresult of these spending overruns, the primary budget balance (excluding
HIPC Initiative-financed social expenditure) turned into a deficit of more than

3 percent of GDP in 2001, compared with a targeted surplus of 2.7 percent of GDP.
Including HIPC Initiative-financed social spending, the primary budget deficit exceeded the
program target by an even larger margin. The committee to control and monitor HIPC
Initiative-related spending, which was created in January 2001, has met several times to
approve financing of social expenditure, and progress has been more rapid than expected. It is
estimated that HIPC Initiative-related spending amounted to about 4 percent of GDP in 2001,
or double the program projection (2 percent of GDP).

! Refers to program targets from EBS/00/253 (12/5/00).

2 Out of the US$2 million signature bonus received in March 2001, by end-October 2001,
US$0.6 million had been spent on travel expenses, salaries, and fees related mostly but not
exclusively to the oil sector. The government had also implemented infrastructure projects
worth US$ 0.6 million.

'* The government granted a 30 percent salary increase for education and health workers,
effective January 2001. It also paid a one-off bonus of Db 100,000 to each civil servant in
February 2001, and a second one-off bonus equivalent to one month of salary in December
2001.

14 The wage bill is estimated to have increased by 25 percent in 2001, reaching 8.5 percent of
GDP, compared with 7.8 percent of GDP in 2000 and a projection of 7.5 percent in the
-original program.
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11.  Monetary policy continued to be prudent during 2000-01, but net credit to the -
government crowded out the private sector. The central bank maintained the reserve
requirement ratio at 22 percent. Taking account of the lower inflation rate, commercial banks
reduced their lending interest rates by 5 percentage points to 34 percent and their deposit
rates by 10 percentage points to 14 percent in September 2000. In February 2001, the central
bank lowered its reference interest rate (which had remained unchanged at 17 percent since
August 1999) by 1.5 percentage points to 15.5 percent. In this context, broad money is
estimated to have increased by 20 percent in 2001, and credit to the private sector by

6 percent (Tables 6-8). The banking system’s net foreign assets rose by 30 percent in 2001,
mainly reflecting the disbursement of the first tranche of the World Bank public resource
management credit, which was made effective only in February 2001, and the payment of the
1JS$2 million oil bonus. However, the larger primary budget deficit caused net bank credit to
the government to rise by 5 percent of beginning-of-the-year stock of money.

12.  Under the transitional procedures governing safeguards assessments, the central
bank’s accounts for 1999 and 2000 have been certified by an independent international
accounting firm (Box 2). The central bank posted on its website the audit report certifying
its accounts for 1999 and the audit report certifying its accounts for 2000 in August 2000 and
in April 2001, respectively. In addition, the 1999 certified accounts were published in the
national gazetie (Didrio da Repiiblica) on August 9, 2001.

13. " In the area of structural reforms, the new government undertook several
measures at end-December 2001 to make up for the nonobservance of structural
performance criteria and benchmarks, as well as for the delays incurred earlier (see
Box 3). Following a World Bank-financed study on utility pricing, the government adopted
an automatic mechanism to adjust prices for water and electricity to production and
distribution costs; it intends to implement this mechanism in the first quarter of 2002, The
authorities also implemented the new organizational and staffing plans, resulting in the
downsizing of the civil service by 320 public employees (MEFP, para. 12)."> The
implementation of the civil service reform and downsizing program was a-prior action of the
staff-monitored program, taken to contain the government’s wage bill for 2002 within the
program targets. In addition, the government established a single computerized system of
civil service and payroll management and prepared the terms of reference for two studies, one
on the introduction of new categories in the civil service statutes, and the other on the
implementation of a new wage scale.

14.  Regarding governance issues, at end-December 2001, the autherities adopted the
terms of reference for consultation with reputable international firms, with a view to carrying
out an independent external andit of three large government contracts and bids for investment

1> The water and electricity utility (EMAE) also retrenched 158 employees in December
2001.
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Box 2. Sdo Tomé and Principe: Safeguards Assessment—
Summary of Conclusions

Under its corrent arrangement with the Fund under the PRGF, Sio Tomé and Principe is subject to the
transitional procedures governing safeguards assessments. These procedures require the Central Bank of
S&do Tomé and Principe (CBSTP) to demonstrate, by providing certain documentation to Fund staff, that it
publishes annual financial statements that are independently audited in accordance with internationally
accepted standards (the “external andit mecharism™). The CBSTP has cooperated fully in providing Fund
staff with the required documentation.

The staff has reviewed the documentation provided and noted that the external audit of the CBSTP's annual
financial statements is conducted by an international accounting firm in accordance with generally accepted
auditing principles, which are materially consistent with international avditing standards. However, the
1999 aundited financial statements and related audit opinion were not published until August 2000 (although
they were made available to the government and to Fund staff earlier) and the reliability and relevance of
the financial staternents are impaired, according 1o the gqualified opinion rendered by the external auditors.
For these reasons, the staff concluded that the CBSTP’s present external audit mechanism may not
be adequate in certain respects and made the following recommendations:

. The external audit mechanism should continue to be monitored for the duration of the current
PRGF arrangement; therefore, the CBSTP is expected to provide Fund staff with its 2000, 2001,
and 2002 financial statements and related audit reports as soon as they become available:

. Future audited financial statements should be published in & timely manner; and

. The authorities should request, for a certain period of time, that future andited financial statements
and related audit reports be reviewed, prior to issuance, by an office of the same audit firm with
experience in central bank activities.

The staff also notes that the financial statements are not prepared according to international accounting
standards, the benchmark against which the CBSTP would be assessed under a Stage One assessment,
which would be conducted if S50 Tomé and Principe songht a new arrangement from the Fond upon
expiration or cancellation of the present one.
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Box 3. 530 Tomé and Principe: Structural Conditionality
Coverage of structural conditionality in the staff-monitored program

*  Public sector management. Given the predominance of the public sector in the economy, the
government budget for 2002 is the most important instrument for regulating cconomic activity. Also,
personnel management, including civil service reform, is covered in the staff-monitored program; a
reduction in the overall number of staff and a better allocation of remaining staff will make room for wage
increases and improvements in efficiency.

»  Energy pricing. Price adjustment mechanisms have been introduced for electricity, water, and

petreleum products to cover costs. The failure (o adjust these prices to cover production and distribution
costs has led to large arrears in tax paymenis by the distribution companies and the need for subsidies to
cover operaling costs, and this situation has jeopardized the orderly execution of the government budget.

*  Governance. Contracts in the oil sector will be reviewed and large government contracts will be
audited. The oil sector is likely to become the dominant sector in $ac Tomé and Principe in the medivm
term, and transparency and accountability should be ensured in oil sector contract negotiations. The
foreign-financed public investment program constituies a large share of GDP; audits will help improve the
efficiency in the use of donor and domestic funds.

Status of structural conditionality in the PRGF-supported program

Prior actions and benchmarks under the staff-monitored program were already performance criteria or
benchmarks under the PRGF-supported program, with the exception of the budget law, which was referring
to 2001 in the PRGF-supported program. None of the structural targets were met under the PRGF-
supported program, except for the adjustment of retail prices of petroleum products and the publication of
monetary statistics.

Structural areas covered by World Bank lending and conditionality

Linked to disbursements of the public resource management credit (PRMC), World Bank conditionality
covers ilprovements in revenue collection at customs (elimination of ad hoc exemptions and the
implementation of the customs computerization system—SYDONIA), direct taxation (ilrough the
introduction of taxpayer identification nnmbers), and indirect taxation {through the implementation of a
general sales tax); public expenditure reviews for the education and health sectors; and the privatization of
public enterprises. In addition, the World Bank is supporting the following reform measures throngh
technical assistance: the preparation of an action plan to improve incentives for private investment, the
review of the investment code {together with the Fareign Investment Advisory Service—FIAS), the
restructiring of the water and electricity utility (EMAE), the adjustment mechanism for water and
electricity rates, the liberalization of the telecommunications sector, the forrmulation of an educational
strategy, the preparation of a public expenditure review and costing of the health and education strategies,
the three-year public investioent programming, and the civil service reform.

Structural areas covered by HIPC Inifiative completion point conditionality

*  The following public sector management areas are covered by the enhanced HIPC Initiative
completion point conditionality: sectoral strategies for health and education in the context of a medium-
term expenditure framework; control and monitoring of budgetary operations, including the use of HIPC
Initiative interim assistance; programming and execution of foreign-financed capital expenditure in the
Ministry of Planning and Finance; and creation of institutions to manage oil revenue.
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projects. '° In the area of oil exploration, Séio Tomé and Principe’s authorities concluded
several contracival arrangements in 2001. In February 2001, they signed an international
treaty with the Nigerian government establishing a joint oil development zone.!” The treaty,
which grants 60 percent of oil revenue to Nigeria and 40 percent to Sdo Tomé and Principe,
also recognizes Nigeria’'s exclusive rights over a special regime area (of the joint
development zone). With respect to this special regime area, the treaty provides for
compensation, which is still under discussion, to be paid by Nigeria to Sdo Tomé and
Principe.

15.  The authorities also signed two contracts with PGS, in February 2001, giving the
company (i) exclusive rights to produce and market seismic surveys of Séio Tomé and
Principe’s exclusive economic zone (EEZ) and the joint development zone, and (i) the
option of first choice on three oil license blocks. In May 2001, as indicated above, the
government reached a settlement with the ERHC, awarding a substantial share of Sio
Tomé and Principe’s possible oil revenue to the company. The authorities agreed with the
staff that oil sector negotiations in 2001 had lacked transparency and that the ERHC
settlement diverted Sao Tomé and Principe’s potential oil revenue, raising serious
governance problems. Subsequently, in early December 2001, the authorities requested
assistance from the World Bank in the area of oil sector policy, including a cost-benefit
analysis of the contract signed with the ERHC and a detailed study of the negotiation
procedures for government contracts signed in 2001 in the oil sector.

III. REPORT ON THE DISCUSSIONS AND THE STAFF-MONITORED PROGRAM

16. Against the backdrop of fiscal and structural slippages, as well as the rise of new
governance problems regarding oil sector management, the policy discussions centered on the
measures and policies needed to reverse the slippages, re-establish the credibility of
economic policy implementation, and keep Séio Tomé and Principe on a path of sustained
growth and macroeconomic stability. In this context, and with a view to ensuring that Sdo
Tomé and Principe could soon reach the completion point under the enhanced HIPC
Initiative, the authorities reiterated their commitment to the medium-term policies spelled out
in their interim PRSP. They also indicated their intention to minimize the deviations from the
goals of the initial PRGE-supported program and concurred with the staff that strong policy
performance under a staff-monitored program would be needed before discussions on a new
PRGF-supported program could begin.

18 The three contracts are for (i) the rehabilitation of an 18-kilometer road (Neves-Santa
Catarina); (ii) the construction of 66 apartments in Sio Tomé; and (jii) the rehabilitation of
urban roads and of the drainage and sewage system in Sdo Tomé.

'7 The treaty was ratified by the parliament of S$3o Tomé and Principe in Fuly 2001.
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17.  Sio Tomé and Principe’s medium- and long-term prospects are critically
dependent on the expected development of offshore oil resources, including in the joint
development zone with Nigeria. In the medium-term macroeconomic framework prepared
by the staff, an oil field is projected to come onstream in 2006, with investments in
exploration increasing from 10 percent of projected GDP in 2003 to 46 percent of GDP by
2005. Investments for development, construction, and equipment of the oil field, which are
tentatively expected for the period 2005-06, could reach about 380 percent of the projected
GDP for each of these years. Under these assumptions, real GDP growth is projected to
remain strong at 5 percent during 2002-05. In 2006, real GDP would more than double, with
the projected coming onstream of the oil field, and non-oil GDP would grow by 10 percent
(Table 11). Licensing rounds for oil exploration acreage are likely to result in sizable oil-
related signature bonuses for the government, in addition to possible compensation payments
from Nigeria in accordance with the joint development zone treaty. This revenue would be
refiected in the buildup of substantial foreign assets. Assuming that a new PRGF-supported
program could be adopted by mid-2002 and that oil-related bonuses could become available
during 2002-04, financing requirements would be fully covered during the projection period,
and external debt would remain sustainable. In the long run, the real effective appreciation of
the currency that could result from the development of the oil sector would reduce the
competitiveness of the rest of the economy and hamper S3o Tomé and Principe’s
diversification efforts.

18.  Given the country’s heavy reliance on foreign assistance and the relative uncertainty
surrounding the development of oil resources, the alternative scenario exploring the downside
risks assumes a lowering of external grants of 25 percent, starting in 2003, and prolonged
delays in licensing rounds for oil exploration. Under this alternative scenario, real GDP
growth could drop to 4 percent in 2003 and 2 percent thereafter. Similarly, the fiscal position
would deteriorate to an unsustainable position, as would the balance of payments, with large,
uncovered financing gaps. Whether or not this negative scenario comes about, the authorities
will need to continue their efforts to diversify the economy, including the development of
noncocoa agricultural exports and tourism, and guard against external shocks through prudent
macroeconomic policies and the strengthening of international reserves.

19.  The aunthorities agreed to implement a six-month staff-monitored program in the
context of a policy framework for 2002. Their revised macroeconomic objectives are (i) a
reduction of inflation to 7 percent in 2002, on an end-of-year basis, from 9 percent in 2001;
and (ii) a narrowing of the external current account deficit (including official transfers) to less
than 1 percent of GDP in 2002 from 11 percent of GDP in 2001, reflecting the projected
mobilization of nonproject grants and oil-related signature bonuses during the second half of
the year, as well as continued interim assistance under the HIPC Initiative. Real GDP growth
is projected to reach 5 percent in 2002, compared with 4 percent in 2001. To reach the staff-
monitored program’s objectives, the government will pursue prudent fiscal, monetary, and
foreign exchange policies, ensure transparency in oil operations, and implement a number of
structural reforms.
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A. Fiscal Policy

20.  The authorities indicated that their fiscal program for 2002 called for a
significant correction of the slippages incurred in 2001 through continued strong
revenue mobilization efforts and a containment of primary expenditures, while
increasing budgetary outlays for education and health. They aim at reducing the overall fiscal
deficit (on a commitment basis, including official grants) to 5 percent of GDP in 2002, from
15 percent of GDP in 2001, and the primary budget deficit (including HIPC Initiative-
financed social spending) to 3 percent of GDP from 7 percent of GDP in 2001. Excluding
HIPC Initiative-financed social spending, the primary budget balance is projected to turn
around from a deficit of more than 3 percent of GDP in 2001 to a surplus of about 2 percent
of GDP in 2002. Assuming that these targets could be achieved and that a new PRGF
arrangement could be approved by the second half of the year—which would allow
continuing interim assistance under the enhanced HIPC Initiative—the authorities would aim
at avoiding an accumulation of external and domestic payments arrears during 2002, as
indicated in the letter of intent (MEFP, para. 10).'8

21.  The staff urged the authorities to consolidate all government financial
operations, including HIPC Initiative-financed social spending, into a single budget in
2002. It stressed that all government projects should be included in the budget and the public
investment program (PIP). The authorities indicated their intention to submit to parliament,
by end-April 2002, a draft budget for 2002 that would be in line with the objectives spelled
out above (this is a structural benchmark under the staff-monitored program) (MEFP, para.
10). They also agreed to prepare the social spending program to be funded in 2002 out of the
resources freed under the enhanced HIPC Initiative, in consultation with Fund and World
Bank staffs.!

18 All external payments arrears were regularized at the May 2000 Paris Club debt
rescheduling, assuming comparable treatment by non-Paris Club bilateral creditors. However,
the Paris Club rescheduling has become inoperative, pending the approval of a new PRGF
arrangement.

1 The resources freed up under the enhanced HIPC Initiative will be used to finance poverty-
reducing expenditures, especially in the health and education sectors. To ensure control and
monitoring of the use of resources, the government has opened a special account at the
central bank, where the HIPC Initiative resources are deposited. A committee was set up in
January 2001 to monitor and control expenditures financed out of the account. These
expenditures and the special account will be subject to annual independent external audits,
starting in March 2002.



-18-

22.  In addition, under the policy framework for 2002, a single oil-related signature bonus
of US$5 million is projected to be disbursed during the fourth quarter of 2002. However, in
spite of the considerable uncertainty surrounding oil sector discussions, the authorities
indicated that the proceeds of oil-related compensation from Nigeria (see para. 14 above),
the bonuses from the oil-licensing rounds, and external financial assistance could be much
larger than currently projected. They have been planning to use the proceeds to increase
spending, as some pressing needs—mainly for infrastructure improvement, equipment in
schools, health districts, and public administration—could not be accommodated in the
government budget for 2002. The staff agreed that fiscal targets should be flexible and could
be adjusted, depending on the availability of resources to the country. However, it expressed
concern over the authorities’ plan and recommended caution, noting that the mobilization of
the unprogrammed signature bonus in February 2001 (see para. 9 above) had helped finance
extrabudgetary spending overruns, which, in turn, had caused the large fiscat slippages that
threw the PRGF-supported program off track. On the staff’s suggestion, the authorities
agreed to keep as government deposits in the central bank any additional oil revenue,
signature bonuses, or nonproject grants until a spending program could be discussed with the
staffs of the Fund and the World Bank and a revised government budget submitted to
parliament.

23.  Government revenue is projected to increase by 15 percent in 2002 to the
equivalent of 22.5 percent of GDP. In line with the recommendations of a study on
streamlining the domestic indirect taxation system (completed at end-December 2000), the
authorities will simplify the general sales tax in late April 2002 and extend it (at a single rate
of 2 percent) to domestic goods and services (such as hotels, restaurants, telecommu-
nications, water and electricity, and maintenance and repair services) (MEFP, para. 11). In
addition, following discussions initiated by the government in February 2001, all enterprises
previously benefiting from legal exemptions have now been subjected to the minimum

5 percent customs tariff, with the exception of the national telecommunications company of
Sao Tomé and Principe (CST). Finally, the government will continue to strengthen the tax
inspection and audit departments of the tax and customs administrations to further broaden
the tax base; it will also apply the automatic mechanism by which retail prices of petroleum
products are adjusted to reflect import prices and distribution costs.

24.  Domestically financed primary expenditure (including HIPC Initiative-related
social spending) is projected at 25.5 percent of GDP in 2002, compared with

29.6 percent of GDP in 2001 (MEFP, para. 12). The cuts are being made in domestically
financed investment, which more than tripled in 2001. The implementation of the civil
service reform and downsizing program at end-2001 will allow a general salary increase of
10 percent, starting on January 1, 2002 (MEFP, para. 13), while maintaining the wage bill
within a limit of 8 percent of GDP in 2002 (compared with 8.5 percent of GDP in 2001). The
authorities explained that, under heightened social pressure, and in view of the low nominal
civil service salaries in Sdo Tomé and Principe, compared with neighboring countries, they
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had to grant the two one-off bonuses in 2001, as well as the salary increases of 2001 and
2002, to avoid social unrest and 1o attract qualified personnel.20

25, The authorities indicated that additional salary increases would be needed in the
future. To grant these increases in an orderly manner, they will conduct studies on the civil
service statutes and salary scale by end-March 2002, with a view to introducing during the
second half of 2002 new categories in the civil service statutes, as well as a new, uniform,
and simplified wage grid and a compensation and promotion system based on performance
appraisals. The staff stressed that the authorities should strictly limit future wage increases in
order to preserve competitiveness over the medium term, It explained that the tradables sector
would be adversely affected by the real exchange rate appreciation that was likely to result
from the expected large inflow of external grants and oil-related bonuses, and the continued
expansion in government spending, including the wage bill. The authorities responded that
they were committed to tightening control over spending, including investments and the wage
bill, while providing adequately for the priority social sectors of education and health.

26.  Spending priority will continue to be given to social sectors, and, in that context,
resources freed up by the interim assistance under the enhanced HIPC Initiative will
allow an increase in education and health sector spending. Spending on education is
projected to increase to 9.6 percent of GDP in 2002, (from 5 percent of GDP in 2000); in the
health sector, government spending will increase to 9.1 percent of GDP (from 2.4 percent of
GDP in 2000).%! Sectoral development strategies were prepared with donor support and
adopted by the government in October 1999 for agriculture and in June 2000 for health.
‘Those for education, infrastructure maintenance, and tourism, which are at an advanced stage
of preparation, will be adopted by end-March 2002. By the same date, the government will
also conclude consultations with the World Bank staff on a public expenditure review
focusing on costing health and education strategies in the context of a new World Bank-
financed social development project.

27.  In addition, the government reiterated its commitment to improve planning and
control over the public investment program (95 percent of which is foreign financed). It
will adopt, in consultation with the World Bank staff, a three-year PIP for 2002-04,
consistent with the interim PRSP, by end-March 2002. By giving priority to the human
resource development and infrastructure maintenance sectors, the PIP should be a major
contributor to poverty reduction efforts. In addition, the PIP should help to enhance national

20 The average annual salary in the civil service is projected to increase from Db 4.4 million,
or US$560, in 2000 to Db 6.7 million, or US$766, in 2002. In comparison, the average
annual civil service salary was equivalent to US5$2,600 in Cameroon in 1999,

2! There was a substantial fall in the ratio of social spending to GDP in 2000, owing partly to
the closing of a Portuguese-financed health project for the general hospital.
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control over project selection by allowing the government to present its priorities to donors in
a coherent way. To ensure a timely dialogue with the international community and to enhance
project monitoring, the government will continue to hold quarterly steering meetings on the
PIP, with the participation of Sdo Tomé and Principe’s main donors.

28.  The government will also carry out, by end-April 2002, with donor assistance, a study
on the procedures for public investment. By end-June, it will publish the report on the audit
of three large government contracts and bids, for which the terms of reference were finalized
in December 2001. The aundit and study will help streamline the procurement system, develop
a mechanism to control and monitor the execution of foreign-financed investment, and place
all project implementation accounts under the financial control of the treasury (MEFP,

para. 15).

B. Monetary and Exchange Rate Policy

29.  With the continued implementation of the central bank’s prudent monetary
policy, broad money is projected to increase by 12 percent in 2002, in line with nominal
GDP growth. Reflecting the mobilization of projected World Bank and African
Development Bank (AfDB) nonproject financing, continued interim assistance under the
enhanced HIPC Initiative, and an expected payment of oil-related bonuses, net bank credit to
the government is targeted to fall substantially, allowing for a significant increase in credit to
the private sector in real terms. The central bank will keep its reference interest rate positive
in real terms and introduce open market operations by end-June 2002. On this basis, central
bank gross international reserves are projected to increase to more than the equivalent of six
months of imports in 2002.

30. The central bank will continue to strengthen bank supervision in order to ensure
that private banks comply with prudential norms. The authorities will closely monitor the
recapitalization and restructuring of the Banco Comercial do Equador (BCE) by Angolan
investors.” In November 2001, private investors from Angola agreed to recapitalize and take
over the management of the BCE. The bank has been experiencing difficulties and has not
been observing the prudential and solvency ratios since mid-1999. % The authorities agreed

22 The BCE is the second of the two commercial banks of Sio Tomé and Principe, with a
little more than one half of bank credit distributed in the country and about 40 percent of
deposits at end-2000.

> The BCE reported a loss of about 50 percent of its capital at end-December 2000 and is
now insolvent, owing to large underprovisioning of its loan portfolio. It has breached the
prudential norms on credit concentration and related lending, and is deeply illiquid, as
reflected in persistent shortfalls in its required reserves at the central bank. The central bank
took the BCE under administration in early May 2001 before suspending its banking license
(continued...)
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that the bank should be liquidated if the recapitalization and restructuring did not materialize,
and that neither the treasury nor the central bank should be financially involved in the
restructuring or liquidation operations. With technical assistance from the Fund, the central
bank will also strengthen internal operations control. It will have its accounts for 2001
audited by an internationally reputable accounting firm and will publish the audit report and
the certified accounts by end-April 2002. The central bank remains committed to performing
and publishing annual external audits.

31.  The authorities will continue to pursue implementation of their flexible exchange
rate regime.” The central bank indicated that the market-based policy had served the country
well and that, since 1997, exchange rate fluctuations had generally reflected Sio Tomé and
Principe’s economic situation, terms of trade movements, and capital flows. However, in
2000--01, the central bank deviated on a number of occasions from the current rule for
computing the daily official exchange rate. On the staff suggestion, it agreed not to interfere
administratively in commercial banks’ exchange operations and to adhere to the flexible
exchange rate regime during the period of the program, thereby allowing for a continued
containment of the spread between the official rate and the parallel rate below 1 percent. In
view of the absence of restrictions on the making of payments and transfers for current
account transactions, the authorities reiterated their readiness to accept the obligations under
Article VIII, Sections 2, 3, and 4 of the Fund’s Articles of Agreement. The staff indicated that
it will conduct a review of S&o Tomé and Principe’s exchange system with a view to
identifying the steps to be taken by the authorities before accepting the obligations of

Article VIII. For the medium term, and in view of the introduction of the euro notes on
January 1, 2002, the authorities would like to explore alternative exchange rate arrangements,
with assistance from the Fund, including accession to a monetary union with a currency
pegged to the euro. The staff cautioned against a fixed peg for the dobra, as such a peg would
not be credible in view of the uncertainties surrounding Sao Tomé and Principe’s economy.
With this caveat, the staff indicated its support for the authorities’ review of possible
exchange rate arrangements.

in June 2001. An MAE technical assistance mission that visited Sdo Tomé and Principe in
June 2001 assisted the authorities in their handling of the banking crisis.

* Since December 1994, the official exchange rate of the local currency (the dobra) to the
U.S. dollar has been calculated as the simple average of the rates of commercial banks,
exchange bureaus, and the parallel market. The exchange and payments system is free of
restrictions on current account transactions.
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C. Governance Issues

32.  The government has indicated its determination to promote transparency,
accountability and good governance, and to fight fraud and corruption. In the oil sector,
the authorities have undertaken to improve transparency in all future operations. By end-
March 2002, they will review the conclusions of the cost-benefit analysis of the ERHC
contract and the detailed study of the procedures for negotiation of contracts in the petroleum
sector. If needed, they will also reopen discussions on the EHRC contract. The review of the
staff-monitored program will assess the handling of these two studies, as well as the actual
disbursement and use of bonuses paid by oil companies in 2001, The government will also
issue the implementing decrees and regulations of the oil sector law by end-March 2002,
request technical assistance from the Fund staff in the area of petroleum sector taxation and
from the World Bank in the area of oil resource and contract management.

33.  Regarding other governance issues, the authorities indicated that the treasury bond
fraud attempt uncovered in February 1999 is awaiting a Supreme Court ruling, The handling
of this case will be reassessed at the time of the review of the staff-monitored program, With
respect to the judiciary, the government intends fo strengthen and modernize the courts and
tribunals, to train magistrates, and to prepare criminal, civil, and business laws and codes by
end-2002, with assistance from Portugal. Subsequently, it will make the Auditor General’s
Office operational and help establish an arbitration court for commercial disputes.
Independent external audits of the central bank, public enterprises, and government
operations, as well as generalized trade and price liberalization, will help enhance
transparency and accountability during the program period.

D. Structural Reforms

34.  The authorities indicated their commitment to implementing structural reforms
under the proposed staff-monitored program, with assistance from the World Bank and
the United Nations Development Program (UNDP). The following structural benchmarks
were agreed: (i) an increase in water and electricity rates by 16 percent on average to cover
costs, by end-March 2002; (ii) the submission to the National Assembly of a draft '
government budget for 2002 in line with the program, by end-April 2002; (iii) the publication
of the report on an external independent audit of three large government contracts and bids
from the period 1998-2000, by end-JTune 2002; (iv) the continued application of the
mechanism by which retail prices of petroleum products are adjusted to reflect import prices
and distribution costs; and {v) the submission of monthly monetary statistics within four
weeks following the end of each month (see Box 3 and MEFP, Table 2).
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35. Other structural reforms will be carried out by the authorities, with assistance
from the World Bank, to enhance the role of the private sector in the economic
development of the country. Following the elimination of nontariff external trade barriers,
the reduction in import tariffs, and the elimination of export taxes,” the government will
submit to parliament before end-March 2002 a draft law for a major revision of the
investment code, with a view to eliminating preferential tax regimes, with the exception of
the free trade zone. The authorities will also review the report provided by the Foreign
Investment Advisory Service (FIAS) of the World Bank Group, which was completed in
April 2001, with a view to adopting by end-March 2002 an action plan aimed at improving
incentives for investment, including a strengthening of the regulatory framework and the
judiciary. By the same date, the government intends to finalize its telecommunications sector
policy, with assistance from the World Bank, adopt a legal and regulatory framework for the
sector, establish a regulatory authority, and renegotiate the concession given to the national
telecommunications company (CST), with a view to opening the sector to competition.

36.  Regarding public enterprises, the government will continue its reform and
privatization program in 2002, with assistance from the World Bank. For the water and
electricity utility company (EMAE), the new management appointed in August 2001 will
implement the financial restructuring plan adopted in December 2000, including the
introduction of an appropriate accounting and budget system, a strengthening of revenue
collection procedures, and the formulation of a medium-term strategy and investment plan.
The authorities will submit the company’s accounts for the years 1995-98 to independent
external auditors before end-February 2002. The accounts of the petroleum distribution
company (ENCO) have been certified by external auditors through 1999,

25 In August 1999, Sso Tomé and Principe removed all nontariff import barriers and
liberalized external current account transactions. In February 2000, it eliminated all export
taxes and implemented a new customs tariff with three rates (5 percent, 10 percent, and

20 percent) and no zero-rate band. With these reforms, the unweighted average customs tariff
rate was lowered to 12 percent in 2000 (from 27 percent in 1999) and the index of trade
policy restrictiveness compiled by Fund staff was reduced to 5 in 1999 and 3 in 2000 (from

10 in 1998).



E. Poverty and Social Issues, and HIPC Initiative-Related Spending

37.-  The full PRSP was initially intended to be completed by end-December 2001.%
The authorities are aiming to prepare a poverty reduction strategy by end-June 2002
with donor support and in consultation with civil society, in order to supplement and
update the interim PRSP dated April 6, 2000. The authorities will prepare a progress
report on the implementation of the interim PRSP by end-June 2002 if there is a further delay
in the compietion of the full PRSP. This strategy should include measures to ratse school
enrollment and literacy rates, and improve primary health care. With the establishment of an
interministerial commiitee to formulate the poverty reduction strategy in November 2000 and
that of the committee to monitor HIPC Initiative-related spending in January 2001 (with the
participation of civil society and foreign donors), the government made significant progress
during 2001 in increasing social spending. The government budget for 2002 will include
larger budget appropriations (including on account of the enhanced HIPC Initiative-related
spending plan) for the education and health sectors. In addition, the results of the household
survey, which was launched in October 2000 with assistance from the AfDB and the UNDP,
were made available at end-May 2001, and a social database is scheduled to be developed at
the National Institute for Statistics by end-March 2002 (with support from the World Bank
and the UNDP), together with the social and poverty indicators. These results will help to
ensure effective monitoring of the progress made in reaching the social and poverty reduction
objectives, although no poverty and social impact analysis has been undertaken, so far, in Sio
Tomé and Principe. The authorities have indicated their intention to conduct such analyses,
particularly in view of their plans to use potential oil revenue to reduce poverty (MEFP,

para. 22).

F. External Sector Policies

38.  Sdo Tomé and Principe has fully liberalized its external trade and its exchange and
payments system since 1999. The country’s debt burden remains unsustainable {(see

Tables 9-10) and the authorities should continue to rely on grants and highly concessional
external loans (with a grant element of at least 50 percent). The May 2000 rescheduling of the
Paris Club debt on Naples terms has become inoperative, pending the approval of a new
PRGF arrangement. The financing requirements for 2002, after private capital inflows, are

% Preparation of the full PRSP has been slower-than-projected, mainly because of limited
administrative capacity, which has delayed the completion of key sectoral strategies,
including that for education. In addition, the start of the household survey suffered from
delays in making the AfDB financing effective. Finally, consultations with local communities
and with civil society, which resumed in April 2001 on the formulation of the full PRSP
{MEFP, para. 24), were interrupted again in the midst of preparations for the July presidential

elections.
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expected to be partially covered by concessional assistance from multilateral and bilateral
creditors and donors, including the World Bank and the AfDB. There would remain a
residual financing gap in 2002. This gap could be covered under the assumption that a new
PRGF arrangement would be approved during the second half of the year, that Paris Club
rescheduling would resume, and that interim assistance from multilateral creditors under the
enhanced HIPC Initiative would not be discontinued.

(. Statistical Issues

39.  Progress has been made in recent years in the areas of monetary, fiscal, and price
statistics, following the provision of technical assistance by the Fund and bilateral donors.
Siao Tomé and Principe now regularly provides the core minimum data to the Fund for the
purposes of surveillance and program monitoring. However, weaknesses remain in the
statistical apparatus, including deficiencies in the compilation of real sector and balance of
payments statistics. The authorities will continue to ensure that monthly monetary survey,
fiscal, and price data are available within four weeks after the end of the month concemned.

H. Program Monitoring and Review

40.  The authorities have requested the staff to monitor the six-month economic
program described in the MEFP attached to the letter of intent (Appendix I,
Attachment I). The three prior actions agreed upon and subsequently taken to ensure the
success of the staff-monitored program, are the following: (i) the adoption of a mechanism by
which water and electricity rates are adjusted to reflect production and distribution costs;

(ii) the implementation of the civil service reform and downsizing program; and (iii) the
adoption of the terms of reference for the independent exernal audit of three large
government contracts and bids from the period 1998-2000.

41.  To monitor progress in program implementation, the government has
established quantitative benchmarks for end-March and end-June 2002 (MEFP,

Table 1), as well as structural benchmarks (MEFP, Table 2). The government will also
communicate to the Fund the data and information listed in Table 3 of the MEFP on a
monthly basis, as well as any information that the Fund may request to monitor progress in
the implementation of economic and financial policies and the measures required to achieve
the program objectives. The review of policy performance under the staff-monitored program
is scheduled to be conducted with the staff in April 2002.
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IV. STAFF APPRAISAL

42.  During 2001, the PRGF-supported program went off track, with large fiscal
spending overruns, the emergence of governance issues related to petroleum sector
contracts, and delays in the implementation of several structural measures.
Nevertheless, economic activity continued to recover, and, by end-2001, inflation had
stabilized at the end-2000 level. Improvements in tax collection and customs reform led to a
large increase in government revenue.

43.  The new authorities agreed to implement strong corrective measures during a
six-month program, ending in June 2002, that would be monitored by the staff, within a
policy framework covering 2002. They have expressed their commitment to the economic
reforms laid out in their interim PRSP of April 6, 2000. It is crucial for the authorities to
pursue vigorously the implementation of the staff-monitored program, in order to
reestablish a track record of good policy implementation, which will, in turn, pave the
way for discussions on a new PRGF arrangement. Achieving an adequate policy performance
will require continued determination on the part of the authorities to carry out the measures
agreed in the letter of intent.

44,  The authorities and civil society at large perceive the need to firmly implement
vigorous macroeconomic and structural policies to improve prospects for growth and
reduce poverty. They have reiterated their commitment to resume implementation of a new
PRGF-supported program, with a view to reaching the completion point under the enhanced
HIPC Initiative and alleviating the country’s unsustainable external debt burden. In addition,
the authorities are committed to taking the necessary steps to ensure an orderly and
transparent use of potential oil revenue.

45.  The staff recognizes that there are substantial risks to the successful
implementation of the SMP. First, Sdo Tomé and Principe’s economic, financial, and social
situation remains fragile and difficult. The country, one of the smallest and poorest in the
world, continues to depend heavily on external assistance and the monoculture of cocoa. As a
result, the economy remains very vulnerable to changes in the availability of foreign aid and
terms of trade fluctuations. Second, political instability and the prospects of a legislative
election in March and of a subsequent government reshuffle have increased the difficulties
encountered in the implementation of socially challenging reforms. Third, the very limited
administrative capacity in the country could hamper program implementation. Finally, the
onset of disbursements of sizable oil-related compensation payments and bonuses could
weaken the authorities’ resolve to maintain prudent macroeconomic policies. '

46.  The staff notes that the authorities’ limited administrative capacity could also
constrain the efficient use of the interim HIPC Initiative assistance for poverty
reduction purposes. The staff underscores the importance of ring-fencing HIPC Initiative
resources in the special treasury account opened at the central bank and the need to establish
control and monitoring mechanisms to ensure an efficient and transparent use of these and
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other budgetary resources. The staff urges the authorities to make good use of the technical
assistance they are receiving from the World Bank, the European Union, and France in the
area of public resource management. The authorities should adhere to the priorities and
policies outlined in the interim PRSP and stand ready to take any additional measures that
may be required by changing circumstances, such as terms of trade shocks.

47.  The central bank remains committed to maintaining the flexible exchange rate
policy and to refraining from interfering in the commercial banks' exchange operations.
The central bank will continue to compute the official rate as an average of the rates of the
parallel, exchange bureau, and commercial bank markets. Following a review of the
exchange system, the staff will urge the authorities to accept the obligations of Article VIII as
soon as possible.

48.  Itis crucial that the central bank closely monitor bank lending activities and
portfolio performance. Regarding the insolvent BCE, the central bank should support an
orderly recapitalization and takeover by a financial institution of good standing. In case
suitable interest is not forthcoming, neither the central bank nor the public treasury should
become financially exposed beyond their current deposits in the liquidation of the bank.

49.  The staff-monitored program is intended to correct the slippages incurred in
2001 and reestablish a track record of policy implementation. The staff recommends
that, if implementation of the staff-monitored program is successful, discussions be
started on a medium-term program that could be supported under the PRGF
arrangement. The authorities’ commitment to further reform will be evidenced by (i) strict
adherence to the fiscal policy stance agreed for 2002 under the proposed staff-monitored
program; (ii) observance of agreed structural benchmarks; and (iii) the actions taken
following the resuits of a critical review of the contract signed with the ERHC and of the
procedures followed in the negotiations of oil sector contracts in 2001.

50.  Itis recommended that the next Article I'V consultation with Sdo Tomé and Principe
be held on the standard 12-month cycle. '
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Figure 1. Sdo Tomé and Principe: Exchange Rates and Terms of Trade

Effective Exchange Rate and Terms of Trade, January 1990-September 2001
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Figure 2. S30 Tomé and Principe: Economic and Financial Indicators
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Table 1. 530 Tomé and Principe: Selected Economic Indicators, 1999-2004

1999 2000 2001 2002 2003 2004
Est, Prog. Est. Prog. Est. Prog. SMP Proj.
(I units indicated)
Production
Cocoa export volume (in thousands of metric tans) 33 3.8 38 38 38 38 3.8 3.8 38
Cocoa export unit value {in U.5, dollars per kilogram) 09 1.0 09 1.1 1.1 12 1.1 1.2 1.3
Gross domestic product (m billiens of dobras) 334.1 369.5 369.5 408.2 422.0 4550 482.1 5339 581.)
At constant prices {petcentage change) 25 o 3.0 4.0 4.0 5.0 50 5.0 54
Gross domestic produet deflator {per hanpe) 16.0 74 7.4 6.3 2.8 62 8.3 5.5 317
Consumer prices (perceatage change; end of period) 12.6 9.6 9.6 5.0 920 3.0 7.0 5.0 e
Consumer prices (percentage change; averape) 163 10.7 11.0 6.3 8.3 40 2.0 40 50
(Annual percentage change, imless otherwise specified)
External sector
Exports, f.o.b. -173 11.2 -187 332 21.0 16.6 4.5 9.1 58
Imparts, ¢i.f. 30.3 -1.7 t4 188 5.1 79 127 15.6 351
Exchange rate (in dobras per U.S. dollar; period average) 7093 7.909
Exchange rate (in dobras per U.S, dollar; end of petiod) 7,250 - 8,568 -
Real effective exchange rate 12.3 16.7 .
Terms of trade -50.0 -1.5 1.5 &1 10.83 L6 15 2.6 6.5
Money and aredit {end of period)
Net domestic assets 1/ -153 =236 15.0 2.5 9.8 -44.3
Credit 1o government (oet) 1/ -17.8 -19.5 97 -129 51 -49.9
Credit to the economy i/ 75 3 1.4 a2 1.4 4.1
Broad money 28 16.8 IR.8 10.7 19.8 12.3
Velocity (ratio of GDP to average broad money) 3R 35 37 a7 35 35
Central bank discount rate (in percent; end of period) 17.0 17.0 17.0
Cotmnercial bank lending rate (in p end of perind) 33.0 1 44.0 34.0 0 39.0 o 340390
Commercial bank deposit rate (in percent; end of peried) 24010 280 14010 16.0 . DI 160
{In percent of GDP, uniess otherwise specified)
National accounts
Consumption 109.3 105.1 103.6 1059 93.4 105.3 98.0 el 935
Gross investment 4040 393 43.5 44.1 45.9 45.1 453 534 88.7
Public investment 26.0 2.8 26.0 24.1 3.0 24.1 84 28.1 28.8
Private investrent 140 16.5 17.5 20.0 16.9 2.0 16.9 253 59.9
Of which: oil sector a.0 0.0 9.0 0.0 0.0 0.0 2.0 5.6 46.5
Gross domestic savings -9.3 5.1 3.6 5.9 1.6 -4.8 2.0 6.9 (%]
Puhlic savings ~11.9 -10.3 «B.4 -2.3 -11.0 -9.4 -13.1 -8.7 -10.6
Prvate savings 6 5.2 48 39 126 46 15.0 155 17.1
Gross national savings 13.8 14.5 23.0 2.4 393 22,7 4.9 44.7 422
Government budget
Total revenus and grants 439 4318 49.6 536 61.4 529 68.0 614 624
Of which : prants 24.6 230 28.0 e 392 309 455 a0.4 kLA
Total expenditure 69.8 6240 66,1 66.7 764 68.4 7.5 66.4 68.2
Of which : noninterest currens expenditure 158 16.8 17.6 16.6 19.9 209 18.3 17.3 170
Owverall balance (commitment basis) -25.9 -182 -16.5 -13.0 =150 -15.5 16 -3.0 -5.9
Primary balance {commitmeant basis; incl. HIPC Initiative spending) 2/ 13 2.1 2.1 0.8 -14 -1.3 3.0 2,7 -55
Primary balance (commitment basis; excl. HIFC Initiative spending) 2/ 1.3 2.1 21 27 -34 34 1.7 33 3.2
External secior
Cutrent account bal (excluding oificial fers) 514 ~49.4 -52.4 -56.5 -54.6 -35.8 -49.1 -51.7 7.1
Cutrent account balance {including official mansfers) -26.2 248 -20.5 -21.8 «10.6 «22.4 -0.4 -8.7 -46.5
Net present value of totz] external debt outstanding 3/ 4/ 404.3 3063 306.3 2620 2527 56.8 515
Net present value of total debt 3/ 4/ 5/ 1,394.6 920.8 020.8 7082 646.4 1328 1255
et present value of total debt 3/ 4/ €/ 2,151.9 1,383.2 1,353.2 1,023.6 973.8 218.8 2215
(In millions of LL.E. dollars, unless otherwise specified)
Exfernal sectar
Export earnings 39 4.4 32 5.8 9 6.8 4.0 4.4 4.7
OF which : cocod 29 33 29 4.0 34 4.6 36 is 4.5
Overali balance -2.7 1] <25 2.4 i7 -7.0 4.6 1.0 -0.9
Outstanding public extesnat debt (before debt refief) 2940 2834 286.7 2830 285.3 283.0
Of which ; arrears 740° 0.0
Gross foreign reserves (in months of following year's
imports of gonds and services) 31 42 3.6 4.8 39 53 6.1 6.8 6.7
External debt service
Before debt reficf 5/ 49.8 336 36.2 30.6 314 B2 34 30.7 285
Actuai debt service paid 5/ 238 26.1 i0.8

Spurces: 530 Tomé and Principe anthorities; and staff estimates and projections.

1/In percent of broad money at beginning of period.
2/ Excluding mterest obligations, grants, and foretgn-fi d capital outlays.
3/ Inchades arrears to Italy on a Ioan that remains in dispute.

4 Assumes the completion point under the enhanced HIPC Initiative is reached in 2003,

5f [n percent of experis of goods and services.
& bn percent of government revenue.
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Table 2. 580 Fomé and Principe: Balance of Payments, 1999-2004

(In millions of L1.S. doliars, unless otherwise specified)

1598 2000 2001 2002 2003 2004
Prop. Est. Prog. EsL Prog. SMP Proj.
Trade balance -18.0 -172 -19.1 -19.8 -19.5 -20.9 ~22.3 -28.0 -36.3
Exports, i-0.b, 39 4.4 3z 58 39 6.8 4.0 . 4.4 4.7
Cocoa 29 33 29 40 14 4.6 3.6 39 4.1
Other ' 1.0 1t a3 1.8 0.4 22 0.5 0.5 0.5
Imports, {o.b. -21.9 216 223 -25.6 -234 296 -26.4 -30.5 -41.2
Food -4.8 4.3 -4.5 -5.1 -4.8 -5.4 &5 -6.2 -6.4
invesiment goods -10.8 -$3 ~-11.8 -12.3 ~128 -132 -13.5 -14.3 -15.4
Petroleun-tefated investment 0.0 .0 0.0 0.0 o0 121] 6.0 214 -1l
Fewrolenm products -8 6.2 4.0 -6.2 -36 -5.8 -3.4 3.6 -4.0
Other 2.6 1.7 -9 -2.0 -22 32 -3.0 3.0 -43
Services and income (net) 6.7 -6.3 -5 -1.6 <18 D2 -4,6 .52 =203
Exports of services 157 134 133 14.4 158 154 218 238 258
Travel and rourism 92 9.9 87 14.6 913 il4 119 i34 151
Concessians and royaltics iz 1.0 23 . 53 53 53
Other services 34 36 36 iR 42 40 4.5 5.0 53
Impors of services =117 -16.8 -16.3 -182 -20.0 2140 227 2254 423
Freight and insurance 4.4 4.3 49 - -5.0 -4.6 5.4 =59 -6.4 8.6
Technical assistance 7.4 -64 -5.0 -1.4 -10.5 -1 -6 ~10.8 -11.6
Pemroleurn-velated services 0.0 0.0 0.0 0.0 0.0 0.0 0.0 -3.0 -16.5
Other -58 -6.1 -53 -58 -49 4.5 532 -5.2 -5.6
Interest due 47 -3.0 -3.0 37 -A7 3.7 -3.7 a7 3R
Private transfers (net) 06 06 0.5 0.6 (1] 04 0.6 0.6 06
Current account, excluding offtcial transfers -24.1 -229 -24.5 -26.8 -26.8 -29.5 -26.3 -30.7 -56.2
(ficial ransfers (net) 1LE 1.4 14.9 16.5 216 17.7 26.1 255 262
Public investment projects 8.3 ) 12.0 12.2 142 13.% 171 18.56 202
Aid in kind 2.4 1] 1.9 1.5 0.8 1.5 2.1 L5 1.5
HIPC Inidative-related grants 29 42 g 19
European Union budget support 0o 0.¢ 0.0 1.4 14 L1 1.0 0.0 0.0
Other 0z 1.0 190 14 24 1.3 1.7 15 a5
Cunrrent acgount, inciuding official transfers -122 -115 -9.4 -163 -52 «11.B -0.2 -532 -30.0
Medium- and Jong-term capital (net) 95 115 71 19 5% 48 4.8 62 292
Project loans 96 8.1 6.6 4.8 48 3.8 18 1.8 1.8
Nanproject loans 0.0 3.0 0.0 33 3.0 33 4.3 2.3 o
Direct foreign investment 30 EN) as 4.3 s 4.0 3.0 8.5 337
Of whick: petrolenm related 2.0 0.0 0.0 0.0 0.0 o.q 0.0 37 w00
Amortization -3.1 -3.3 =33 -4.4 -4.4 6.2 6.2 5.4 5.4
Shaort-term capital and ¢rrors and omissions . 00 0.e 0.0 [1X4] 60 8.0 .0 0.0 0.0
Crverall balance 26 0.e -5 -2.4 17 -7.9 46 1.0 -0.9
Financing 27 0.1 2.4 -183 -1.7 0.2 -4.6 -1.0 0.9
Change in reserves {increase -) .12 4.5 2.0 4.3 -9 -2.8 -9.0 =10 -4.1
Medium- and long-term arrears (net, decrease -) =15 =325 325 0.¢ 0o a.0 0.0 [15H] 0.0
Short term arrcars {net, decrease -) 0.0 223 223 -16.6 -l166 0.0 0.0 0 0.0
Poverty Reduction ané Growth Facility (net) 0.1 26 25 16 1)) 26 1.3 2.6 1.3
Other 032 03 0.3 0.0 0.0 0.0 0.0 0.0 0.0
Debt relicf 718 571 571 0.0 17.8 0.0 31 33 7
O which: HIPC Initiative . 0.0 0.8 0.8 0.8
Financing gap 0.0 0.0 0.0 20.7 0.0 12 @0 0.0 0.0
Memorandurn items:
Exchange rale (in dobras per U.S. dolfar, average) 7,093 7,909
GDP (in billions of dobras} 2555 150.5 369.5 408.2 422.0 455.0 4821 5338 5814
Debt-service rario {before debt relief) 172/ 49.8 2432 36.2 311 314 389 334 307 28.5
Debt-service rario {after debt relief, including HIPC Initiative assistance) 17 2/ 455 24.2 261 0.9 10.8 6.1 53 5.1 32
Debt service actually patd 1/ 3/ k] 242 26.1 0.9 10.8 6.1 33 al 32
Current account, excluding official transfers (in percent of GDP) -66.8 -40.4 -52.4 -56.5 -54.6 -55.3 -49.1 -57 311
Current account, including official ransfers (in percent of GDP} -26.2 248 ~20.5 -21.8 -10.6 -22.4 0.4 8.7 -46.5
Gross reserves (in millions of U.5. dollars) 109 15.4 129 19.7 158 225 4.8 318 ERE
Gresa reserves (in months of following year's imports) 33 42 36 4.8 kR 53 6.1 4.8 6.7

Sources: 530 Tomé and Principe authorities; and seaff estimates and projections.

1/ In percent of exports of goods and services.
2/ Tncludes amortization to the IMF; excludes arrears.
3/ Includes obligations to the TMF and net chanpss in arrears
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umulative from beginning of year) 3 170 2040 00 10 2.4 N 08 130 472 00 294 218 N &6 12 172 i 26 07 N
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(Fumalative From beginning of year) 3 T3 0.0 (1) 23 29 N 0.0 3.0 172 00 263 .93 M A6 4.2 72 [ 270 -135 N
4. Floar on changes in Fe net iniemalional reserves position of the
gentral bank foomulative om beginning of vear, ln millises of 1.8, dollars) 24 36 24 0.0 12 38 M .2 15 1.9 o0 12 40 M LR o1 20 og 57 ER N
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7. Ceiling oo chinge In the central govomment's oulstanding siock of
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{cumulatlve [rom beginning o yean) 6 ¥ on 2.0 Lkl 0o o0 M o0 op L] 44 09 o M 00 0o o0 o0 LX) 0.0 M
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1. Finter na todal cedital govesnment revenue (eemulative from
beginning ol year) 3/ 768 o0 0.4 6.5 1873 N k] 00 ug 0.0 TR 44.E M 627 00 00 04 627 0.0 M
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beginniog of yeas) 2/ 651 Do 0.0 0.1 R M 6 0.0 20 00 369 490 N 363 o0 oe (] 563 ars N
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Qi coeeession sights procesds o 00 0.0 00 17.2 - 172 t72 (2] 17.2 1”72 172
Frogram financing 258 258 5.8 [ 140 128 e 270 258 1z 12 270
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Table 4. S3o Tomé and Principe: Structural Performance Criteria and
Benchmarks Under the 200001 Program

Measures Timetable Status
1. Submission to the National Assembly of a draft budget End- Not observed;
law for 2001 in accordance with the program.” December implemented in
2600 April 2001
2. Establishment of a single computerized system for civil End- Not observed;
service management and payroll. December implemented at
2000 end-December

2001

3. Adoption of an automatic mechanism by which “End- Not observed:;

adjustments in water and electricity rates reflect changes in December implemented at

production and distribution costs. 2000 end-December
2001

4. Adoption of a three-year public investment program for ~ End-February NOt observed;_

2001-03 in accordance with the program. 2001 implemented in
May 2001

5. Publication of the report on the audit by an external End-March Not observed;

independent firm of three large contracts and tenders for 2001 adoption of

investment projects from the period 1998--2000. terms of
reference at
end-December
2001

6. Implementation of the mechanism by which adjustments  Continuous Observed

in the retail prices of petroleum products reflect changes in

import prices and distribution costs.

7. Submission of monthly monetary data within six weeks Continuous Observed

of the end of each month.

1/ Performance criterion,
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Table 5. Sio Tomé and Primipe: Finaseisl Cpertions of the Centod] Govormment, 1399-200¢

1959 2000 201 2002 2003 ulil]
Frop Ea Jaslum Tan Bep. Tan D, Jan-Mar Dw-jun  JanDe. | Ag
Prog Proi. B, Frog. Est iy
(In billines ol dobras)
‘Teral yevenue and granis L] 1548 1834 615 Bl 18k.0 1510 8.5 351 470 S48 3Ty 3385 3624
Totsl tevenue 8.6 T8 8.9 Tk A48 hi:1} T 83.3 539 AR} 474 w08.4 1228 1313
Tax revenue 5.1 8.5 564 e 354 367 560 67.5 751 171 B3 w7 2G4 (%
Congumption trxars tid 154 2040 73 120 19.3 01 195 262 55 130 N2 kLX) a4
Tt taoees 3.3 LY 1.9 .6 8.2 15.2 i3} 264 2wl 4.5 &0 4 a1 26K
Enpart thxes £ 0.2 0.1 o 00 uo 0o pixH [-11) no .0 0 no g
Frofil tazey 11 1.0 a7 38 52 68 16 79 94 2 5.7 1.2 124 135
Fersonz] incame taxes 48 a4 104 ir 73 1.1 114 It 14.1 32 6.7 18.7 1B.% 200
Cnher laxes .5 19 a6 1l 21 43 ak 55 53 17 43 6.3 6.9 EX]
Nootax revenue (117 183 .5 10 2.4 7 “o 213 183 4% oL 9.3 26.1 25k
@ which : Irnshiers lrom emerprises 45 56 5.4 24 6.t 71 7t &2 &4 2 LA LX) e 128
fizhing royetiss LY 55 4.1 19 0.2 -1z 17 6.0 21 [ a4l 17 Ll 3.1
Granie 322 B4.9 103.5 2R 3.5 38.8 H) 130l 1653 250 475 2194 21589 L
Gf which : horproject grits 7 131 15 65 53 11 s 53 a4 54 16.9 6 135 (KX
HIPC Inilintive-refated gramis &5 54 e 24 247 8.2 0.2 TR 353 350
Tola] expandilure and net kending 291 pLIE ) 0.2 105.4 2042 1859 poraB | 56,3 102.% 349.9 3547 3964
Currenl expendilure 858 827 467 433 367 794 10104 54 579 1246 1263 1337
G whick . noninleresi curmenl expenditure 621 5652 320 kA 633 613 618 M4 4c.! BH.4 {123 3R
fersauned codis L] 2R 54 176 740 2467 308 .3 19.4 388 ang [N}
Coods mikd services 121 153 a0 6.3 18 na 133 56 9.4 wy e 3.9
Interest un pxtcrmal deb die ns 3.4 [Lh) by 1l 17.6 33 28 177 3.1 e ) 33N
Injarost om intwrea) debi dus 1 11 00 0.0 [ 0.4 11 an 0z L1 i 1
Translon: T4 23 18 33 1.5 i0.5 21 ue 40 2.3 .99 107
Other 11k s 48 s 124 HE 133 31 10 [X] 1.3 205
G which: defopn 1.8 11 03 04 - .
Redeploymam hind 10 a3 Ll 03 0.9 14 LI 16 0.2 0.6 15 16
Capiiaf ¢xpanditurn: 1429 1553 244 SLE 7.1 7 1357 187.5 171 s 1527 196.5 1z
Finanged hy tha trmasury 74 69 iz 33 12e 193 2.8 244 31 47 e 124 139
Financod by exterul sources 1350 lags ms 426 782 BA 1459 L63.2 144 s 1817 183.7 1983
HIFC -financed sociel expendilure . 1l 14 124 (X 7.9 165 4.9 10.6 s e 50.5
Public servics myimeluring 1/ - a0 a0 B a0 | 2] 17 30 50 EAH e
et fending 7 0.2 4.6 £.5 [L] 00 08 Lo L] [1X] uy 04 (1] L) 0.0
Owerall fiscal bulancs
(commilonesl basik, including grants) -86.5 674 FiN| 132 A%z 363 40 511 534 04 81 ma 162 340
Chenge in smears (not, reduction -) 4.7 |72 367 =184 =28.6 =28.6 -2R.6 286 226 .0 a4 0.0 a0 on
Exicemal memears [nef, reduction - ) 247 -£7.2 -ER.7 -126 5.6 <186 B8 -B4 256 [ au o0 o0 a0
Domestic mrears (net; Tecuction - ) a0 ol a0 aa 0.0 a0 [Ad] (] (1) [0 LX) 2] oo [ite]
Ovurull fistol balatier (cadh busizh 618 ~154.6 -1478 469 56,7 645 534 S8 =510 94 EAl -Ir1 162 340
Finanging GEB 1546 147.8 40,9 457 [ 634 =561 padi] 94 B.1 n: 162 340
Exiernad {nat} 56.3 1622 1383 463 5.0 354 56 -2 6.0 vs L 4.3 26 126
Excegiianal graats (oil relatsd) 040 2.0 0.0 80 LY o6 op 0. 00 Lo 0.0 L] wi
Disbursemenis {projects) 154 (2%} 501 30 168 197 35 ail 4.l EX) a5 3R 165 165
Pragram fGoimoing {losa) 00 =8 0.0 (L1 a5 74 58 86 paki} 00 o nml .} kS
Arniization |Det) -i33 a9 3720 -1320 «i31.6 -l4g8 1406 =513 +1523 -15.1 <254 -53.4 57 AT
Seheduled =24.8 25.9 =257 11 173 =26.5 <263 379 -39 -15.1 258 -55.4 =572 -57.8
Mot change i aroars {reduction - ) «48.0 -348.4 =346.3 «114.3 «114.3 -H43 -114.3 1143 -H42 a0 4o a0 on no
Debt relief 37 133 454.2 4512 1613 B 149.6 148, no 152.2 Erali) 4 7.7 ELL] 35
Uomnesic (ma) 55 -i4.6 LK ns -l a4 63 130 ng -0.1 7l 222 06 5.8
Bk it exedit 160 L] B 2.5 -I75 -1H -7 Bk 37 41 T 472 334 L35
Gf whick: HIPC [niviative accoum - 34 4.0 3.0 -5.6 -23B 32 A% -L.5 -3.8 +10.7 an
(%] conoession righty procceds 2R3 4 an L] 17.2 172 172 oo 173 L] 0.0 45.0 454 450
Fioancing pup (L] a0 20 L) 0.0 LX) og 1760 0.0 0o (L) @i (L) 0o
Memarapdum items:
Damwaiically [Enanced primary axpenditure 4/ 57 6.3 621 m 6.9 50 M 874 £5.5 1250 234 553 1222 136.0 163.2
Primary balance {commitment bawis, inct HIPC Initiative-related spemding) 4/ 43 T 7B 12} 4.2 -15.% -178 33 -4 4.5 -1% -ld.6 -144 3an
Primary balance {commitment basis, excl HIFC Initiativeselated spending) 47 4.3 e 7.8 e 23 28 -10.7 nz -5 1.8 X RO 115 w5
Qruagi- fizeal balance of the cenral bank 0,3 .
Exterast dant-gervice cash payments 3.2 35 308 1 165 .5 264 W4 3.4 zL aa (%] 86,1 SE.0
(i pescent of GDP, nnless otherwiss indicated)
Total revems 153 WE 2.6 7 fexk] 215 20 6
O which: tax revenue 162 158 161 165 178 [EE] 181 1.2
Total expenditios and pol ieoding 69.3 620 661 66.6 764 - TS5 564 &R
Of which: education B.5 50 B35 0.5 9.6 °.7 sy
haslth X 24 - 20 20 21 83 wsz
defense 08 - - . .
Cogrent expenditure i72 o5 345 e 13 254 N )
Of which: persanse] costs 15 TR e - 75 8.3 4.0 13 7.3
Cupital axpunditore 413 M7 420 - 31 445 4i4 368 365
Dernamically financed primary expenditure 4f 5/ 130 187 195 - ik 3.3 - " 55 5.6 P
O which:  curom| sxpenditors 158 168 176 i, . 16.6 190 . 113 173 17.0
Frinoary babames 4 1.2 21 21 - 0% 1A 30 27 5.5
Frimuary balance {excluding HIFGC Tnitiativefinsnced exp.) 4/ 1 E3 k! 21 3.4 . L7 33 12
Cuai-licca! balance of the antral bank [133 oo oo - [0 [ o0 o o0
Overall blanca {cammitment basis, inchuding graats) 5 as.g L 165 . 130 15 34 X ET
Overall balancs {commitment basis, axciuding grats) 5/ -50.5 412 TR - 449 542 9.3 415 5.6
Cromm doerestic product {in bifiions of dobras) a1 ok 3605 - 403.2 420 4821 3339 SEit
Sourtes: Sho Tomé end Principe ities, and sts T esti and

1/ Severance packagey loling Db 6.7 billian arc being Ananeed by a Stractural Adinewment Facility gt from ihe Europesn Thion

% Invludes net procecds from the liquidaiion of the formir Calxa Nacionn! d Ponpena o Crdito.

3 Fer 1999, reschedaling of urenrs on debt serviee to Amb Bank for Economic Development in Africs in Fobngary 1999, For 200, Paris Club debt rescheduling of May 16, 2000
4 Excluding intercst obligations, grats, and foreign.fnanced capital outlay.

5/ Inchules HIFC Initistive-slated socizl cxpenditare.



Table 6. $3v Tomé and Principe: Monetary Survey, 1999-2002

1999 2000 2001 2002
Prop. Est Mar. June Sep. Dec. tar. June Sep. Dec.
Frog. Est. Prog. Est Peqj. Est Prog. Est. SMP
{In billions of dobras; end of period)

Net foreign assets 124.3 159.5 1362 1592 1809 1626 §778 1739 176.7 180.1 160.5 £66.3 i62.8 2009 2439
Central bank 9.4 1101 89.3 106.4 1295 108.5 i25.5 1216 120.1 1234 1151 tit4 106 4 1425 1845
Comtrereial banks 44,8 49.4 46.9 529 51.5 541 52.0 523 56.6 56.7 544 554 64 584 59.4

et domestic assets -31a -57.6 -23.9 =535 -63.3 -55.3 -61.7 49,0 -A25 673 -350 -283 -23.6 -56.2 946
Net domestic credit -12.5 =216 223 236 -A51 =254 -26.5 -16.4 124 =378 5t 64 144 179 -56.5

Net credid o povernment =360 -53.0 215 498 -63.6 -52.2 -55.0 ~43.8 -382 662 <218 AR -148 489 -89.4
Clzims a5 56.9 4.0 572 339 68.7 54.6 539 554 3L.0 551 551 551 66.7 66,7
Of which: use of SDR allocation 57 281 1.7 283 226 e9 282 45 287 522 27 287 287 403 40.3
bank liquidation {net) 0.6 -14 0.0 02 0.0 -0.2 0.0 0.0 09 -0.2 0o 0.0 0.0 0.0 0.0

Depasils -7 -109.9 -§1.6 -106.9 -117.5 ~120.9 -109.7 977 -93.3 -i472 -76.9 <769 -69.8 -115.6 -155.6
Budgetary deposits -357 -75.0 446 =720 -49.6 -B5.9 <507 -52.2 -50.3 1120 -39.7 2358 3.6 -78.4 -1185
Countergart funds -28.3 <278 <135 278 -23.0 -218 -22.8 -210 233 2R 230 -230 -0 -23.0 =230
Foreign currency depasils <11 TR -13.5 -12 -44.9 272 2352 B rX -19.7 =73 BEN -14.1 -i4.i 141 -14.1

Net claims on other pubiic institulions -1.13 -1.5 0.7 -1.5 0.7 «1.5 -0.7 -0.7 0% -1.5 -0.7 -0.7 07 07 -0.7
Credit io the economny 2438 268 26.0 217 29.1 28.2 26.2 28.2 267 o0 276 150 299 3.7 331
Other items (net} -24.5 -30.0 -21.8 -29.9 -28.2 -29.9 -322 2327 -30.1 ~28.7 40,1 <57 288 -38.3 380
Of witich: tevaluation accounts -13 35 -18.5 3.8 32 5 -73 -15.0 6.7 313 6.7 -6.7 6.7 6.7 6.7
Other -21.3 -£1.5 «3.2 -61.4 250 614 -249 =17 233 -61.2 -333 289 -3l -31.6 =383

Broad money (M2} 22 e 1123 1057 1176 107.3 1137 1265 1342 112k 1346 1383 1409 146.5 1511

Local currency 500 58.6 65.5 62.2 nz2 63.% 69.8 835 79.4 £9.4 80.7 85.2 851 8294 930

Money 455 52% R 55,7 63.9 570 G621 75.3 7.9 61.4 726 763 759 744 B3D

Currency outside banks 205 205 251 206 235 piok:d 252 52 217 211 306 g 327 338 3438

Demand deposils 24.6 320 333 54 40.4 6.2 369 401 43.3 40.3 4720 44.7 432 45.7 482

Time deposils 4.5 .1 71 8.5 13 69 17 B.2 81 RO g1 89 0.3 9.6 0.0

Foreign curency deposils LY 433 46.7 43.6 46.4 434 459 4313 540 43.4 519 4.1 558 574 58.1
(Changes Feom the begiuning of the year in millions of dobras}

Net forsign asgets 11.2 352 120 0.3 447 il 41.2 36 40.5 207 k] 30.6 26.5 54.6 107.6

Net domestic asscts -13.7 -20.6 13.1 4.1 -394 23 <378 -25.1 -18.5 -8.7 -0 57 iL3 212 -59.6
Met domestic credit b4 -15.1 103 4.1 =329 2.2 <273 <142 -10.2 -10.0 13 13 9.3 230 -61.6

Net credit ko government 160 -17.0 84 32 -36.0 0.8 =215 -16.3 -10.7 -132 57 -0.1 74 <271 -G7.2
Credit 10 the econamy 6.7 0 12 G9 31 1.4 1%} 2. 0.6 32 1.6 1.4 13 4.1 55
Other items (net} 4.3 5.4 28 0.1 -65 ot -10.4 -[0y -£.3 03 -18.3 4.4 20 18 2.0
Broad meney (M2} 25 t4.7 25.1 As 53 55 34 14.6 219 109 222 48 6.3 119 16.5
(Change in pescent of beginning-cf-pericd meney stock, untess otherwise specified)
Nel foreign assels 125 40.4 138 0.2 51.2 LR 40.5 o 360 ani 28.6 227 127 48,0 800
et domestic asgels -[5.3 -236 15.0 40 -452 23 =371 -24.6 -16.5 -8.5 -9.8 4.3 84 -15.7 -44.3
Nel credit fo government -17.8 -18.5 9.7 31 -41.3 0.8 2.0 -16.6 8.5 -129 31 0o 53 <201 -49.9
Counterpard funds 4.5 Q6 5.5 0.0 0.5 0.0 0.7 04 8.2 0.0 0.4 oo .0 0.0 0.0
Credit to the econamy 1.5 23 14 0.9 35 14 ol 2] 0.8 a2 14 10 3l 4.1
Credit to the economy (annual perceniage change} XS] 8.6 4.9 33 17.3 53 -24 5.1 24 12.0 6.0 50 B2 15.0 0.0
Broad money (W2} -28 16.8 288 iR 6.0 54 33 143 19.3 10.7 128 35 4.7 89 123
Local currency 21 98 178 15 6.4 52 11.0 17.6 185 10.6 134 34 33 6.1 9.2
road money (net of valuation adjusiment} 90 0.5 0y 136 123 205 21.6 357 173 235 56 58 11.0 145
Foreign curmency deposits (et of valuation adiustment) -0.8 27 I 72 6.7 B8 27 16.0 6.0 1.z 21 34 46 5.1

Memorandum itens:

Mbase money multiplier Z1 18 1.0 19 19 p2i] 18 L8 1R 20 1.8 1.8 18 1.8 18
Velocity (ratio of GOP tg average broad money) 38 R 37 . 4.1 35 " . . 35
Fareign currency deposits (in percemt of Lotal deposils) 56.8 532 536 5).2 49.3 50.2 50.7 473 515 474 51.8 502 51.5 51.0 50.0

Sources: 530 Tomé and Principe authorities, and niaf¥ estimaies and projections.



Table 7. 330 Tomé and Frincipe: Summary Accounts of the Central Bank, 19982002 1/
{In billions of debras; ¢ng of period)

1999 2000 2001 2002
Prog. Est Mar, Jung Sep. Dec. March June Sep. Dec.
Prog. Esl. Prog. Fst. Proj. Est. Prag. Bsl. SMP
Net foreign asssts 794 1148 833 1083 1205 108.5 1255 121.6 t2a.i 123.0 1151 tirg 106.4 142.5 184.5
Gross official reserves 9.4 1325 1107 1287 1509 1423 146.8 143.0 141.8 162.6 1364 1327 1278 175.4 2174
Liabilitics 0.0 224 -21.4 -22.4 214 2338 -4 =254 Eraird -45.6 21.2 2212 -21.2 329 -329
Net domestic assels -17.2 -54.5 =333 -51.2 8.3 -53.5 -616 =512 -46.8 -67.3 -1B.9 -33.2 -26.0 -60.2 -100.3
Net dotnestic cradit -A5.0 S <238 -47.9 -57.7 -50.3 -52.5 -39.5 374 -£13 -21.5 -85 -12.8 -46.9 -§7.0
Net credil 1o government -3286 -49.7 231 -46.5 504 -4R.9 -52.6 -38.7 -35.6 -62.8 -19.2 192 -121 -46.3 -86.3
Claims M5 56.9 4.0 512 539 8.7 546 539 551 aLo 351 55.F 551 667 66.7
Of which : use of SDRs/Foverty Reduction and Growth Facility 5.7 281 277 283 276 199 23 276 27 522 287 287 287 403 403
bank liquidation (CNPC) 0.6 07 0.0 06 0.0 o6 0o o6 0.0 06 80 0.0 0.6 00 . ne
Deposits -67.1 -106.6 -77.2 -103.6 -1§3.3 -117.6 -107.2 9135 -90.6 -1439 -74.2 -M4.3 -67.2 -112.9 -153.0
Ordinary -113 BER -44.1 <701 -19.3 -34.0 -53.2 -51.9 «51.6 -110.2 -41.0 -41.0 -319 =197 -E107
Bank liquidation (CNPC; net of claims} -6 0.7 LB 18 1.8 8.7 18 1.8 1.5 -07 1.8 i& 18 ig 1.8
Counterpart funds -26.2 -25.6 -21.3 -23.6 209 -25.6 206 =209 211 256 209 =209 -209 -20.9 -20.9
Fortign currency Eri| L -13.5 -1.2 -44.9 1.2 =352 -22.6 -18.7 =13 -14.1 QEN] -t4.d -14.1 -14.1
Net claims on other public institutions 13 -1.5 -07 -13 07 -15 -07 07 0o -1.5 Rk -07 0.7 07 0.7
Certificate of deposit <L} 0.0 0.0 0.8 0.0 0.0 00 G0 -1.7 0.0 -7 o.e 9.0 t.0 00
Other fems {nel) -22 234 9.5 -33 -1 6 -2 -10.1 -11.6 9.4 A1 -174 -13.3 -133 -13.3 -133
Revaluation accounts -33 35 -185 A5 232 315 <13 =250 -6.7 s 6.3 -6.7 57 -6.7 6.7
Other -2 -44.6 -39.0 -44.6 556 -44.6 =520 =38 =330 -44.6 -61.1 -51.9 -57.0 -57.0 -570
Bilateral paymenl agreements a2 98 480 98 48.2 99 462 482 505 1001 505 §0.5 505 505 5035
Base money 42.2 556 6.0 551 6l.1 55.0 628 7.3 733 56.1 6.2 783 80.4 g2.3 B4.2
Currency outside banks 209 204 250 206 214 20.8 251 331 276 211 305 36 26 337 34.8
Bank reserves %/ 213 352 3o 345 7 M2 37 36.2 45.7 B8 45.7 46,7 417 48.6 49.5
Memprandum ilem:
Change in nel official reserves {curmulative from beginning of year} 128 307 29 -318 40,1 -L6 36.1 323 308 129 258 33 87 274 69.4

Saurces: 3o Tomé and Principe sulhoritics; and stafl estimates and projections.

1/ With reclassifications. includi )

of the bank in liguidation (CNPC) with Lhe central govemnment and identification of the sorial seeurity administraiion as "ather public administration.”
2/ Net of deposits constituted by short-lesm credit from the central baak.

..-9{.:_.



Tahle 8. Sio Tomé and Principe: Summary Accounts of Banking Institutions, 1999-2002 1/

(I billioas of dobras; end of period)

19593 2000 2001 2002
Prog. Bst. Mar. June Sep. Dec. Mas. June Sep. Dec.
Prog. Est. Prog. Est. Praj. Est. Prog. Est. SMP
Net foreign assets 44.8 49.4 46.9 529 515 4.1 52.0 523 56.8 56.7 544 55.4 56.4 534 $9.4
Foreign assets 44 8 494 46.9 529 5135 541 320 52.3 366 567 544 554 56.4 584 9.4
Foreign liahilities [} 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 o0 6.0 0.0
Met domestic assets 215 Ao 40.3 322 42.6 324 38.6 40.0 499 350 49.6 52.3 518 543 56.8
Reserves 283 352 E1E!] 345 376 342 37.7 36.1 456 350 45.7 46.7 47.7 426 49.5
Cash holdings 12 23 3.4 1.8 4.4 1.8 32 3.3 4.8 1.8 4.8 4.8 4.8 4.8 4.8
Dobra deposits in the central bank 19.5 30.3 24.3 302 0. 208 0.0 284 351 306 354 36.1 312 380 19
Forcign exchange deposits in the central bauk 0.5 16 27 2.6 EX] 2.6 44 44 53 2.7 5.8 58 58 58 58
Other 0.0 0.0 0.0 0.0 K] [IRH 0.0 0.0 0.0 0 0.0 2.0 0.0 0.0 o0
Short-tem credit from the central bank 0.0 [ 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.8 0.0 0.0 6.0 a0 0.0
Net domestic credit 225 235 216 244 2246 24.9 230 249 25.0 26.7 26.6 230 289 30.8 321
Net credit {0 govemment =34 -33 -44 =33 -4.2 -3.2 -2.4 -4.2 -2.6 -3.3 -2.6 -2.6 2.6 -26 -26
Claims 9.0 0.0 00 &40 oo 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Deposits -1.3 -b2 -2 -1.2 -2 -1.2 -0.3 -2t -0.5 -12 0.5 -0.5 -0.5 -0.5 -0.5
Counterpart funds 2f -2.1 -2t «2.1 -2.1 -2.1 -2.1 -2.1 =21 -2.1 -2 -2.1 2.1 ~2.4 -2.1 -24
Deposits of bank in liquidation (CNPC) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 e8] 0.0 0.0 0.0 0.0
Certificate of deposits from the central bank 1.1 0.0 (X H 0.0 0.0 0.0 0.0 1.7 1.7 0.0 17 1.7 1.7 1.7 1.7
Credit to the economy 4R 263 26.0 277 26.8 28.2 254 274 259 30.0 2ie 289 29.8 31.7 -33.1
Other items (net) <223 -26.6 %2 =266 -17.6 -26.6 -221 -21.0 -20.7 -26.6 -2 -22.4 -24.8 250 -24.83
Deposits 66.3 814 8§72 85.1 94.1 86.5 50.6 91.7 106.5 9.7 104.0 1077 108.2 1127 116.2
Local currency 2%.1 3.1 40.5 415 47.7 431 44.7 483 517 483 50.1 336 524 55.3 58.1
Dremand deposits 240 113 331 34.9 40.2 36.0 6.7 %9 43.1 40.1 41.8 44.5 43.0 454 479
Time deposits 4.5 6.1 7.1 6.5 7.3 69 1.7 82 B3 &80 8.1 8.9 9.3 9.6 100
Nonresidents' deposits 6.6 0.2 02 0.2 0.2 0.2 0.2 0.2 0.2 a2 02 0.2 0.2 0.2 0.2
Foreign curmency 372 433 46.7 41.6 46.4 43.4 45.9 433 54.9 43.4 53.% 54.1 558 574 £8.1
Demand deposits 34.8 k] ) 41.9 389 42.0 389 42.3 399 514 38.8 50.4 50.6 523 539 4.6
Time deposits 0.4 1.1 1.3 12 1.4 10 1.5 1.4 18 1.1 13 13 13 1.3 1.3
Nonresidents’ deposits 19 34 33 3.5 31 as 2.1 2.1 1.7 3.6 Z1 21 21 21 21
Memorandum item:
Met position vis-d-vis the central bank 224 352 31.0 345 7.6 34,2 7.7 37.8 47.3 5.0 474 48.4 49.4 503 51.2

Sources: 520 Tomé and Principe authorities: and staff estimates and projections.

1/ With reclassifications, including amalgamation of the bank in Hguidaticn (CNPC) with the central goverament and identification of the social security administration as "other pubiic sdministration.”
2/ In March 1998, in order o satisfy reserve requirements, deposits of public institutions and counterpart funds were trznsferved 1o the centra) bank.



Tahle 9. 530 Tomé and Principe: Stock of Public Extema) Debt, 2000-04

(In millions of U.S. dollar, uniess otherwise indicated)

2000 2001 1/ 2002 2003 2004
Total Of which: Total Cf which: Total Of which: Totad  Of which: Total Of which:
arrears arrears arrears artears arrears
Total cutstandiog debit 2/ 300.1 16.6 303.3 0.0 3058 0.0 3020 0.0 299.6 0.0
Medinm- snd tong-term debt 2/ 2834 0.0 286.7 0.0 2891 0.0 2853 0.0 283.0 0.0
Multilateral 175.1 0.0 18L.0 0.0 186.1 00 1853 0.0 186.0 .0
IMF 25 0.0 2.5 0.0 25 0.0 25 0.0 25 a0
DA 62.3 0.0 66.6 0.0 69.3 0.0 7.1 0.0 73.0 0o
African Development Fund 89.1 0.0 911 0.0 92.5 0.0 92.2 (1] 9.7 0.0
Arab Bank for Econommnic Development in Africa 74 0.0 6.7 0.0 T4 0.0 5.2 0.0 44 0.6
Others 13.8 0.0 il 0.0 14.3 0.0 14.3 0.0 14.3 0.0
Eurgpean Investment Bank 33 0.0 3.5 0.0 a7 0.0 3.7 0.0 36 0o
Ipternational Fuad for Agrienltural Development 6.1 0.0 6.4 0.0 6.7 0.0 7.0 0.0 7.2 0.e
Organization of Petroleum Exporting Countries 43 0.0 4.1 0.0 39 0.0 3.7 0.0 35 0.0
Olficiat bilateral 108.3 0.0 105.7 0.0 163.0 (i} 100.0 0.0 97.0 8.0
Paris Club 633 0.0 60.8 0.6 58.4 0.0 559 0.0 534 0.0
Portugal 28.7 0.0 258 0.6 24.9 0.6 230 0.0 21.2 0.0
Genmany 133 0.0 13.3 0.0 13.3 0.0 13.3 0.0 13.3 0.0
France 6.4 0.6 a4 [iAH) 57 0.0 53 0.0 5.0 0.0
Spain 3.1 .0 2.9 X1 23 0. 2.6 0.0 2.4 0.0
Russia 3/ 0.9 05 10.9 0.8 10.9 0.0 16.9 0.0 10.5 0.0
Belgium 0.9 0.0 0.9 0.0 0.8 0.0 0.8 0.0 0.7 0.0
Non-Paris Ciub 45.0 00 44 8 1) 447 0o 44.1 0.0 43.5 0.0
China 16.6 0.0 6.5 0.0 6.3 0.0 15.8 0.0 15.2 0.0
Others 283 [iX 4] 283 o 283 0.0 23.3 0.0 28.3 040
Angola 223 0.0 223 0.0 23 0.0 223 0.0 223 0.0
Cape Verde 4.0 0.6 0.0 0.0 0.0 0.0 0.8 0.0 0.0 Q2.0
Algeria 13 0.0 13 a.0 1.3 0.0 13 0.0 1.3 0.0
Yugoslavia, Fed. Rep. of 43 0.0 4.8 0.0 4.8 0.0 48 0.0 4.8 0.0
Shori-term debt 4/ 16.6 16.6 16.6 00 6.6 0.0 6.6 0.0 16.6 6.0
Of which: Tialy 16.6 16.6 16.6 0.0 16.6 0.0 16.6 0.0 i6.6 0.0
Memorandum items:
Net Present Value (NPV) of total debi (before debt relief) 195.0 200.2 2024 203.2 264.0
NPV of total debt (after application of traditional mechanisms of debt rel 122.7 1272 1313 134.2 137.1
NPV of total debt (after enhanced HIPC Initiative debt relief) 142.2 124.4 ©o133F 327 354
NPV of total debs (after HIPC Initiative, in percent of GDP}) 306.3 262.0 2527 55.8 51.5
NPV of total debt (after HIPC Initiative, in percent of exports of goods & 920.8 708.2 646.4 132.8 - 125.5
NPV of tota] debt {after HIPC Initiative, in percent of government revem  1,353.2 10236 9738 218.8 2255

Sources: $#o Fomé and Principe authorities; and staff estimates.

1/ Projected; debt to Paris Club creditors was rescheduied on Maples terms on May 16, 2000.

% Including the 1MFT,

3¢ Arrears to Russia were reduced by 70 percent before Paris Club rescheduling on Naples terms in 2000.
44 All short-tenm debt is debt in dispute with [ealy.
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Table 10. S&o Tomé and Principe: Public External Debt Service, 2000-C4
{1 miltions af 11.8. dollars, unless otherwise indicated)

2000 2001 2002 2003 2004

Principal  Interest Debt Principal  Interest Debt Principal Interest Debt Principal Interest Debt Principal  Interest Dbt

serviee service service service service
Total debt service 33 a0 6.3 4.4 37 8.1 62 37 99 &4 a7 149.0 64 38 6.2
Medium- and long-term debt service 33 3.0 6.3 44 3.7 8.1 6.2 37 29 6.4 37 16.0 64 38 102
Mnititateral 24 1.3 36 a0 1.3 4.3 35 i.2 4.7 3.3 i.2 45 a3 13 46
IMF 0.0 6.0 [+ ] 0.0 0.0 0.0 5.0 0.0 0.0 0.0 (LX) 40 00 oD 0.0
LHEY 9.5 05 1.0 07 0.5 1.1 11 0.4 1.5 IR 0.4 1.5 1.1 0.5 15
African Devetopment Fund o8 07 1.4 1.0 0.7 16 1.1 0.6 1.7 1.1 K3 1.7 1.} 0.6 .7
Ayab Bank for Economic Development in Africa 0.6 0.0 0.6 07 [1X1] 8.7 0.7 0.0 0.7 0.7 0.4 0.? 0.7 0.0 0.7
Qthers 0.5 0.1 0.6 [+X] 0z 0.8 06 0.1 07 a.4 0.1 .5 &4 0.1 0.5
European Investment Bank 02 0.0 0.2 6.2 0.1 0.3 0.2 0.0 0.2 0.9 0.0 00 co 0.0 0.0
Intemationai Fund for Agricultural Development 1R r.i 0.2 0.t 0.1 0.2 -0l 0.1 0.2 a.f 0.1 0.2 [} 2.1 02
Organization of Petroleum Exporting Countries ol el 02 02 0.1 0.3 0.2 0.1 0.3 a2 0. 03 0.2 0.0 03
Official bilatera 1.0 127 2.7 14 24 33 27 2.5 5.1 3.1 25 5.5 ER| 26 5.6
Paris Club 0.6 13 19 1.0 1.4 5 2.5 1.6 4.0 25 1.5 4.0 2.5 1.6 4.1
Portugal 0.0 0.3 0.9 0.0 6.9 4.9 1.9 D.§ 27 1.9 0.8 27 1.8 0.7 2.6
Germany 40 e.0 [ 0.0 0.0 0.0 0.9 0.0 0.0 0.0 6.0 0.0 0.0 0.0 o0
France 0.4 0.1 6.5 04 0.1 &5 0.4 0.1 0.5 0.4 0.1 0.5 04 0.1 0.5
Spain 4.2 1 0.3 02 0.1 9.2 0.2 0] 0.2 0z 0.0 0.2 0.2 0.0 0.2
Ruossia 0.0 [1X1] 0.G 00 iR} 0.0 0.0 0.0 0.0 0.0 0.9 6.0 80 9.0 0.
Belgium 0.0 3 1] or a0 00 0.0 0.0 0o 0.0 0.0 0.0 6.0 8.0 0.0 00
2000 Rescheduling 0.0 0.2 0.2 04 05 89 00 0.5 0.5 0.0 0.4 [+K] 0.0 0.7 0.7
Non-Paris Club 0.4 0.4 08 0.4 0.8 1.3 0.2 0% i1 0.6 0.9 1.5 a6 1.0 1.5
China o 0.0 0.1 0.t 0.3 ad 0.2 0.0 0.2 0.6 [1Ri] 0.5 0.6 0.0 0.6
Others 0.2 o.r 0.2 o0 0.p 5.9 0.0 0.0 0.0 2.0 00 [H1] 0.0 0.0 00
Angola 0.0 1] 0.0 00 0.0 a0 6.0 0.0 6.0 0.0 4.0 2.0 00 0.4 4.0
Cape Venle 0.2 o 0.2 00 0.4 8.0 0.0 0.0 0o 0.0 0.9 0.0 00 a.0 Ui
Algeria 0.0 0.0 0.0 0.0 0.8 0.0 0.0 0.0 2.0 0.0 0.0 4.0 0.0 0.0 04
Yugoslavia, Fed. Rep. of 0.0 ©.0 o0 0.0 0.0 a.0 0.0 8.0 9.0 0.0 a.0 6.0 a.0 0.0 0.8
2004 Rescheduiing 0.0 03 0.3 0.3 0.7 1.0 L] 0.7 a7 0.0 a7 4,7 0.0 07 0.7
New borrowing 0.0 Q.1 &1 0.0 0z 0.2 0.0 22 0.2 0.0 2.3 a3 0.0 0.3 0.3
Short-term debt service 0.0 Q0.0 a0 0.0 0.9 9.0 0.0 0.0 2.0 0.0 6.0 0.0 00 0.0 0.6
Of which: Ttaly 0.0 2.0 0.0 0.0 6.0 0.0 0.0 2.0 ®0 0.0 0.0 a0 0.6 0.0 9.0

Sowrces: Sin Tomé and Principe authorities; and staff estimates and prejections,
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Table 11, 530 Tome and Principe: Medium-Term Scenarios, Selected Economic [ndicators, 1999-2010

1599 2000 2008 2002 2003 2004 2005 26 2007 2008 2009 2010
EsL Prog. Est. Prog, Est. Prog, SMP Proj. i
(In units indicated)
Bastline scenarle
Production
il production ¢in barrets per day) 10,000 30,000 30,000 48000 48,000
OH price {U.5. dollars per barrel) 181 - 282 242 18.5 120 19.0 19.0 9.0 19.0 200 20,0 200
Gross domestic product (in billions of dobras) 33491 3695 360.5 40B.2 4220 455.0 4331 5339 5311 6291 1,212.0 24952 2649 38635 13,9793
At constant prices {percenlage change) 25 a0 30 4.0 40 5.0 59 50 5.0 50 104.0 803 6.5 40.6 1.8
Gross domestie product (ron-oit; in billions of dobras) 3341 3269.5 3695 408.2 422.0 455.0 4321 5339 S8 6291 653.6 8198 9110  1,0253 L1416
At constant prices (percentage change) 25 30 ERY 4.0 4.0 50 5.0 50 5.0 3.0 164 106 5.0 10.0 0.0
Gross domeshic product deflator {percentage change) 16.0 74 74 6.3 98 6.2 8B 55 37 31 5.5 146 1.0 23 12
Consumer prices {percentage change; end of pesiod) 126 2.0 9.6 50 9.0 g 74 50 30 30 a0 3.0 .0 0 3.0
(In ptreent of non-oil GDP, unless otherwise specified)
Natienal accounts
Consumption 1023 FLZR 1036 1059 984 105.3 980 231 915 46 97.5 954 1035 137 1t4.1
Gross investment 40,0 393 435 44.1 49.9 451 453 534 88.7 416.0 4026 149.9 2974 1198 173.4
Public investinent 26.0 228 26.0 41 33.0 241 284 281 238 271 2756 231 184 135 176
Private investment 14.0 16.5 YA 200 i69 210 16.9 253 599 zee 3750 126.8 2790 104.3 155.3
Of whick: oil sector a0 [i41] 00 0.0 40 0.0 0.0 .6 46.5 3719 358.0 109.8 258.0 43 1388
Gross demestic $avings 9.3 =5.1 =36 -5.9 16 4.8 20 6.9 6.5 g4 ET.9 204.9 191.2 263.1 2345
Public savings -i1.9 -103 B4 2.8 -11.0 9.4 -13.1 -B.7 -10.6 -12.4 -14.8 -15.5% -20.3 -20.6 -20.0
Private savings 26 52 43 39 1256 46 15.0 155 171 W0E jitrh ) 2204 16 2837 2545
Gross natiopal savings 138 145 230 224 93 227 449 44.7 422 46.1 123.4 2340 219.4 2B9.8 260.9
Government budgel
Total revenue and grants {in percens of GDP, including oil) 439 4318 42.6 516 61.4 519 6R.0 634 624 64.2 421 25 06 326 3240
Toial non-oil revere and grants 439 438 426 51.6 614 529 68.0 634 624 4.2 s1.5 30.6 45.0 431 391
Of which : granta 24.6 2390 2840 s 391 309 455 40.4 398 414 397 322 222 263 3
Total expenditure 69.8 62.0 £6.1 667 76.4 684 7L5 66.4 682 €80 0.2 62.8 66.8 617 64.6
Of which: noninterest carrent Expenditure 158 16.8 176 16.6 19.9 208 18.3 173 17.0 17t 124 124 57 27.0 253
Overall balance (commitment basis) 259 -18.2 165 -13.0 -15.0 -15.5 -3.6 -340 5.9 -3R 80 269 114 553 47.G
Primary balance (commitment basis; inel. HIPC Initiative spending) 1/ 13 2.1 2t 08 -74 1.3 -10 27 5.5 -5.0 -8.0 -12.0 <21.0 -24.8 -25.9
Ovegall balance (commimment basis; in percens of GDF, including ofi} =259 -18.2 -165 -13.0 -15.0 -15.5 4.6 -3.0 -59 -18 4.3 8.8 7.9 4.7 135
External sector
Current account balance {excluding official iransfers} -58.0 -19.4 -52.4 -56.3 -54.6 -55.8 -48.1 -5L.7 -B7.1 -412.0 -387.1 -111.% -138.3 -539 -i1152
Current account balance (including official transfers) -26.2 -24.8 -20.5 -2t -0 -22.4 -0.4 -8.7 -46.5 -350.9 -347.8 Bri ) -236.1 276 929
Net present value of total external debt outstanding 2/ 3/ 4043 3063 306.3 262.0 2527 568 575 380 6§24 64.0 54.0 637 636
Net preseni value of total debt 2/ 3/ 1,394.6 920.8 $20.8 HE.2 646.4 §3ze 125.5 1180 194 1259 135.2 144.7 (LK)
Net present value of total debt 2/ 3/ 44 2,151.9 1,3532 1,3532 1,021.8 9718 2t8.8 2215 2252 2391 2403 2371 2378 2393
Lower externai resources scensario {In units indicated)
Production
Ciross domestic product {in biilions of dobrag) 1341 3695 3695 408.2 4220 4550 482.1 526.8 5557 5859 6ll.6 644.0 £70.3 &99.4 7292
At constant prices {perceatage change) 25 30 o 44 4.0 50 5.0 4.0 20 20 20 20 20 2.0 240
Gross domestic product deHasor {percenlzge change) 16.0 74 74 6.3 98 [: % . %4 5.1 34 1.4 2.3 32 Z1 23 22
Consumer prices (percentage change, end of period) 126 2.0 8.6 50 2.0 ip 7.0 50 kX0 LR 3.0 3.0 10 30 30
{Tn pereent of GDP, unless otkerwise specified)
Government budgel
Total revenue and granis 439 4318 496 53.6 614 529 &8.0 416 46.3 46.5 453 444 439 428 419
Of whick : granls 4.6 230 280 19 w2 0.9 45,5 258 2.5 247 238 229 24 213 204
Total expenditure 69,8 62.0 56.1 657 5.4 684 Hs 54.4 558 54.2 529 51.2 50.1 9.0 48.0
Of which : noninterest current expenditure 158 16.2 176 16.6 199 209 183 17.3 17.0 171 17.0 17.0 17.1 1.2 17.4
Overall balance (commilment basiz) =259 -182 165 -13.0 -15.0 -15.5 -6 6.8 4.5 337 -7.8 65 -632 6.1 -6.0
Primary balunce {commitment basis; incl. HIPC Tnitiative spendingy 1/ 13 21 2.1 0.8 <74 -3 -0 38 5.5 -6.5 -6.7 -63 -6.0 -5.8 57
Overail balznce (commilment basis; in percent of GDP, including oil) 259 +18.2 -85 -13.0 -15.0 -15.5 46 A8 0.5 -1 -16 5.8 62 6.1 5.0
Financing gap {-=surplus} 0.0 0.0 0.0 0.0 0.0 0.0 0.0 24 37 4.0 56 56 6.9 7.8 6.9
External sector
Carrent account balance (excluding official transfers) -58.0 -49.4 -524d -56.5 -54.6 558 -49.4 453 6.3 -26.7 -25.7 233 -23.0 -22.% =213
Cuwrrent account balance (inchuding official trans fers) =262 -24.8 <205 -118 -10.6 224 -0.4 180 -20.4 -0.8 -1.4 0.4 06 BE 0.2

Sourees: S$&c Tomé and Principe autheritics; and stafT estimates and prajections.

1/ Excluding inleres1 ebligations, grants, and foreign-Ginanced capital ouilays.

2 Includes arrears Lo Italy on a loan that remaing in dispule,

3 Assumes the completion point under the cnkenced HIPC Initiative is reached in 2002,

4f Tn percent of exporis of goods and services.
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Table 12. S30 Tome and Principe: Ol Assumptions for the Joint Development Zone and Revenue Payments Accruing to Nigeria, Sio Tomé and Principe, and the ERHC, 2005-24

(In millions of U.8. dollar, unless otherwise statod)

2005 2006 2007 2008 2009 0 201t 2016 2020 2024 Average Average Total Net Present
per Year per Year  {Cumulative} Value
20011-16 2017-24 {(NPV)
Production (barrels per day) 0 25,000 75,000 75,000 120,000 129,000 240,000 244,000 30,000 10,000 240,000 50,000
Price {U.8. dollar per barref} 19 1% 19 20 20 a0 20 20 20 26 20 22
Gross export revenue 0 173.4 520.1 5475 3876.0 876.0 1,752.0 1,752.0 2190 919 1,752.0 3741 16,497.8 5,611.5
Production and invesiment cosis
Qperating costs 2.0 18.3 54.8 54.8 876 876 175.2 148.9 18.6 6.2 157.7 310 1,497.2 528.2
Capital cost 500.0 £00.0 2000 600.0 200.0 400.0 00 0.0 0.0 o a.0 0.4 2,690.0 1,380.7
Exploration costs 50.0 50.0 50.0 555 40.0 40.0 10.0 10.0 0.0 00 16.0 i3 3555 1812
Total joint developnient zone (JDZ) revenue
Reyalty {10-15 percent of gross prod. value) 0.0 17.3 52.0 59.9 103.7 103.7 2354 2350 21.9 94 1351 434 2,004.3 3.0
Bonuses 4.0 125 119 G0 i9 0.0 1.0 0.0 0.0 00 0.3 0.0 314 212
Profit aif (10-30 percent of revenue net of costs) 0.0 0.0 234 244 46.3 46.3 151.7 679.0 0.0 0.0 4358 952 3,517.5 9373
Income tax (40 percent of net taxable inc.) 0o G0 03 224 67.9 595 222.1 3203 44.6 126 mse 743 24113 684.5
Total revenue 4.0 28 816 106.4 2189 209.5 609.9 1,2344 66.5 290 949.2 229 8,054.5% 2,346.0
Total revenue (in percent of gross export revenue) 172 16.8 19.4 5.0 39 3438 0.5 304 30.8 542 56.9 488 48
Nigeria share
Royalty 0.0 32 265 310 54.3 54.3 1253 125.3 11.2 4.8 1253 22.7 1,108.1 3713
Bonuses 23 72 6.8 0.0 0.6 0.0 06 0.0 0.0 0.0 0.2 0.0 8.0 122
Profit oil 0.0 0.0 140 14.6 278 278 910 407.4 0.0 0.0 261.6 571 2,110.5 562.4
Income tax X1 0.0 0.2 13.3 40.7 57 1333 192.2 26.8 1.7 166.7 A4.6 1,446.8 410.7
Niperia government revenue 23 16.0 476 589 1234 117.8 350.1 7249 79 16.5 5537 1244 4,683.4 1,356.6
Nigeria share {in percent of total JDZ revenue) 57.5 53.7 543 554 564 562 57.4 187 510 574 58.3 58.4 58.1 57.8
S%o Tomé and Principe share
Royalty 0.0 59 i7.7 07 362 36.2 83.5 815 7.4 3.2 83.5 15.1 7388 2415
Bonnses 1.5 47 45 0.4 04 0.0 0.4 ol 0.0 0.0 a1 0.0 113 80
Profit il 0.0 0.0 24 8.8 16.7 t6.7 54.6 244.4 0.9 0.0 1569 343 1,266.3 1374
Income tax 0.0 0.0 ol 89 271 23.8 888 123.1 178 78 t11.1 29.7 964.5 2738
530 Tomé and Principe government revenus LS 0.6 li ) 383 B04 76.7 2273 456.1 25.3 1.0 351.7 79.1 29813 &866.7
S0 Tomé and Principe share {in percent of total JDZ revenue) 315 355 350 36.0 36,7 6.6 373 %9 38.0 k1A 37.1 37.2 318 359
Envirotmental Remediation Holding Company (ERHC) share
Royalty (1.5 percent of gross prod. value} 0.0 26 78 B2 13.1 121 26.5 26.3 33 14 263 56 247.5 24.2
Bonuses (5 percent) a2 [ ns 0.0 @l Q.0 21 a0 0.0 0.0 0.0 0.0 £6 1.1
Profit oil (10 percent of S50 Tomé and Principe share) 0.0 0.0 09 1.0 19 1.9 6.1 72 0.0 0.0 174 38 140.7 37.5
ERHC revenve 02 32 53 9.2 15.0 15.0 124 534 33 14 437 94 3807 1227
ERHC share (in pereent of tatal IDZ, revenue) 5.0 108 10.7 &6 6.9 12 5.3 43 4.5 49 4.5 4.4 4.8 52
ERHC share (in percent of S3o Tomé and Principe gov, revenu 13.3 30.5 0.4 4.0 18.7 19.5 14.3 11.7 13.0 12.8 t2.4 R 13.0 14.2

Sources: S3¢ Totué and Principe authorities; and staff estimates and projections,
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Sao Tomé, January 9, 2002

Mr. Horst Kohler

Managing Director
International Monetary Fund
700 19th Street, N.W.
Washington, D.C. 20431
US.A.

Dear Mr, Kéhler:

1. The implementation of the program supported by the International Monetary Fund
(IMF) under the Poverty Reduction and Growth Facility (PRGF) was marked, during the first
three quarters of 2001, by important fiscal and structural slippages, as well as by the rise of
governance problems regarding oil sector management. The quantitative performance criteria
on the primary fiscal surplus for end-December 2000 and end-June 2001 were not observed,
as well as several structural performance critera and benchmarks, notably those regarding the
adoption of a rate-adjustment mechanism for water and electricity, the publication of an
independent external audit report on the government’s large contracts, and the establishment
of 4 single computerized file for civil service and payroll management.

2, To reverse the observed slippages, resolve governance problems, and reestablish the
credibility of economic policy implementation, the new government adopted a six-month
staff-monitored program, which it is determined to implement in the context of a
macroeconomic framework covering 2002. The attached memorandum of economic and
financial policies (Attachment I) takes stock of program implementation during 2000 and the
first three quarters of 2001; it aiso describes the prior corrective measures implemented
during the fourth quarter of 2001, as well as those planned for the first half of 2002.

The government will communicate to the Fund staff any information that the staff may
request to monitor progress in the implementation of the economic and financial policies and
measures required to achieve the objectives of the staff-monitored program. A technical
memorandum of understanding describing the staff-monitored program'’s quantitative
benchmarks is also attached (Attachment II).

3. The government is convinced that the policies described in the attached memorandum
of economic and financial policies will enable it to achieve the objectives of its program, but
it is ready to take any additional measures that may be necessary toward this end. During the
period of the staff-monitored program, the authorities will consult the Managing Director on
any measures that may be appropriate for adoption, either at their own initiative or at the
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request of the Managing Director. In any event, the anthorities of Sio Tomé and Principe will
review the staff-monitored program with the Fund staff no later than end-April 2002, On that
occasion, they would like to begin discussions with the Fund on a medium-term program that
could be supported under the Poverty Reduction and Growth Facility (PRGF).

Sincerely yours,

/s/
Maria dos Santos Tebus Torres
Minister of Planning and Finance

Attachments: Memorandum of economic and financial policies for 2002
Technical memorandum of understanding
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SAO TOME AND PRINCIPE
MEMORANDUM OF ECONOMIC AND FINANCIAY. POLICIES FOR 2002

January 9, 2002

I. INTRODUCTION

1. The anthorities of S0 Tomé and Principe embarked on a program of economic
reforms for the period 2000-02, in support of which the International Monetary Fund (IMF),
on April 28, 2000, approved a three-year arrangement under the Poverty Reduction and
Growth Facility (PRGF) in a total amount equivalent to SDR 6.657 million (90 percent of
quota). This program was also supported by bilateral and multilateral donors, and Sio Tomé
and Principe reached its decision point under the enhanced Initiative for Heavily Indebted
Poor Countries (enhanced HIPC Initiative) on December 20, 2000. However, program
implementation during the first three quarters of 2001 was marked by important fiscal and
structural slippages, as well as by the rise of new governance problems regarding oil sector
management.

2. The new government of presidential initiative implemented several measures to
reverse the observed slippages, and is determined to take several other actions in 2002 to
consolidate the fiscal position, resolve governance problems, and reestablish the credibility
of economic policy implementation.

II. PROGRAM IMPLEMENTATION DURING 2000
AND THE FIrRsT NINE MONTHS OF 2001

3. Economic activity continued to recover during 2000 and the first nine months of
2001, owing to an increase in food production, construction, and tourism; real GDP growth is
estimated at 3 percent in 2000 and 4 percent in 2001, in line with initial program projections.
Despite the sharp upsurge in the prices of petroleum products, infiation declined from the
12.6 percent recorded at end-December 1999 to 9.6 percent at end-December 2000 (on a
year-on-year basis) and stabilized at this level during 2001. Also, the dobra depreciated
against the U.S. dollar by 17 percent in 2000, and by 5 percent in 2001; the external current
account deficit {including official transfers) reached 21 percent of GDP in 2000, compared
with an initial projection of 25 percent of GDP, and may have narrowed further to 11 percent
of GDP in 2001, reflecting the interim enhanced HIPC Initiative assistance and the signature
bonus paid by the Norwegian company, Petroleam Geo-Services (PGS), for the oil
exploration and production option agreement.

4, In the fiscal area, the nonobservance of the performance criteria and benchmarks on
the primary budget surplus for end-December 2000, end-March, end-June, and end-
September 2001 was explained by expenditure overruns, which were themselves attributed to
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(a) the lengthy negotiations with Nigeria on maritime border issues and the financing of
sizable extrabudgetary expenditures, mainly for the commission in charge of petroleum
issues; (b} higher costs for the consumption of petroleum products, water and electricity
(owing to price increases); (c) an exceptional advance to the water and electricity utility
(EMAE) to alleviate the financial difficulties it has encountered because of its failure to
adjust tariffs to cover higher fuel costs; (d) a larger wage bill (because of delays in
implementing the civil service staff reduction program); and (e) the financing of the
presidential election.

5. In the petroleum sector, the government concluded negotiations with Nigeria on the
implementation of a joint development zone in February 2001. At the same time, it also
signed an agreement for seismic services and an option agreement for petroleum exploration
and production with the company PGS. In March, the PGS paid a signature bonus of US$2
million, which allowed the government to finance the extrabudgetary expenditures
mentioned in paragraph 4 above. Finally, in May 2001, the government signed a contract
with a U.S.-Nigerian company (Environmental Remediation Holdings Company—ERHC)
giving the company, inter alia, overriding royalties on petroleum produced in the joint
development zone, as well as a percentage of signature bonuses and Sdo Tomé and Principe’s
share of production. The new authorities acknowledge that this contract could divert the
government’s potential petroleum revenue, and that oil contract negotiations had lacked
transparency, thus raising serious governance issues.

6. To correct the fiscal slippage registered in 2000 and the first three quarters of 2001,
the government continued to strengthen the administration and collection of tax and customs
revenue and to strictly control government expenditure commitments (including the wage
bill) during the fourth quarter of 2001. In early December 2001, it requested assistance from
the World Bank in the oil sector, including the launching of a cost-benefit analysis of the
contract signed with the ERHC in May 2001, as well as a detailed study of the negotiation
procedures for government contracts signed in 2001 in the oil sector, At end-December, the
government adopted an automatic mechanism for the adjustment of water and electricity.
prices to production and distribution costs (which it intends to implement during the first
quarter of 2002). It also adopted the terms of reference for the consultation of firms of
international reputation that are interested in carrying out an external independent audit of
three government contracts and tenders of over US$500,000." In addition, the government
implemented the civil service reform and retrenchment program, with a view to containing
the wage bill, and it established the single computerized system of civil service and payroll
management. It also prepared the terms of reference for two studies on, respectively, new
civil service statutes and the introduction of a new wage scale, The government finally
adopted new tax measures (see para. 11 below).

' The projects are (a) the rehabilitation of a road between Neves and Santa Catarina; (b) the
construction of 66 apartments in Sao Tomé; and (c) the rehabilitation of urban roads and of
the drainage and sewage system in Sdo Tomé.
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7. Monetary developments included increases in the money supply of 29 percent in 2000
and 20 percent in 2001, and a rise in credit to the private sector of 5 percent in 2000 and 6
percent in 2001. The central bank maintained required reserves at 22 percent and its

reference interest rate at 17 percent, while the commercial banks in September 2000 reduced
their deposit rates by 10 points to about 14 percent and their lending rates by 5 points to
about 34 percent. With the easing of the inflation rate to 10 percent at end-December 2000,
the central bank lowered its reference interest rate by 1.5 percentage points to 15.5 percent on
February 5, 2001. Net bank credit to the government increased in 2000 by 10 percent of the
beginning-of-the-year stock of money, largely reflecting the failure to mobilize the first
tranche of the World Bank public resource management credit, which was not approved by
end-December 2000 as expected. Despite the disbursement of this tranche and the payment
of oil bonuses, net credit to the government rose again by 5 percent of the beginning-of-the-
year stock of money in 2001, while the banking system’s net foreign assests rose by

30 percent.

8. The financial situation of one of the two private banks {(Banco Comercial do
Equador—BCE) deteriorated considerably in 2001. The bank has not respected prudential
and liquidity ratios since mid-1999, with growing liquidity problems, a concentration of its
credit in a small number of enterprises, and an excessive level of credit linked to
stockholders. At the beginning of May 2001, the central bank took over the administration of
the BCE, but this intervention was suspended by a decision by the Supreme Court on

May 17. Nevertheless, the BCE has since only opened its doors sporadically, as it is insolvent
and can no longer carry out its clients’ operations. On May 18, 2001, the central bank
introduced bankruptcy proceedings against the BCE in court, and at the end of June the
central bank suspended the BCE’s banking license.

I, SIX-MONTH STAFF-MONITORED PROGRAM AND MACROECONOMIC
FRAMEWORK FOR 2002

9. The main macroeconomic objectives of the government in the context of the staff-
monitored program and the framework of economic policies for 2002 are as follows: (a) to
reduce the rate of inflation to 7 percent; and (b) to limit the external current account deficit
(including official transfers) to 0.4 percent of GDP. The improvement in the current account
balance reflects the continued mobilization of interim enhanced HIPC Initiative assistance.
Real GDP growth is projected to be 5 percent in 2002. To reach these objectives and
especially to further reduce inflation, the government will pursue prudent fiscal, monetary,
and exchange policies. It will also implement a set of structural reforms.

A. Fiscal Policy

10.  In the fiscal area, the objectives are to narrow the government’s financial operations
deficit (on a commitment basis and including grants) from 15 percent of GDP in 2001 to

5 percent of GDP in 2002, and te turn around the primary budget balance (excluding foreign-
financed investment and expenditure financed by the resources freed by the enhanced HIPC-
Initiative assistance) from a deficit of 3.4 percent of GDP in 2001 to a surplus of 1.7 percent
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of GDP in 2002. Including the expenditure program funded with resources from the
enhanced HIPC Initiative, which will be prepared in consultation with IMF and World Bank
staff by end-April 2002, the primary budget deficit should amount to 3.0 percent of GDP in
2002 (compared with a deficit of 7.4 percent of GDP in 2001). By end-April 2002, the
government will submit to the National Assembly a draft budget for 2002 consistent with the
objectives mentioned above and in line with the other fiscal data described in paras. 10-14.
The budget is based on a continued broadening of the tax base and control over the growth of
expenditure. All external payment arrears were settled in May 2000 with the Paris Club’s
rescheduling. Domestic payment arrears were also settled. The government will not
accumulate any new domestic or external payment arrears during the period of the staff-
monitored program.

11.  Government revenue is projected to increase by 15 percent in 2002 (to Db 108 billion
in 2002, or 22.5 percent of GDP). In line with the recommendations of a study on
streamlining the domestic indirect taxation system, which was completed at end-December
2000, the authorities will simplify the general sales tax and extend it (at the single rate of

2 percent) to domestic goods and services (such as hotels, restavrants, telecommu-nications,
water and electricity, and maintenance and repair services) starting at end-April 2002. In
February 2001, the government initiated discussions with investors benefiting from legal
exemptions, with a view to subjecting all imports to the 5 percent customs tariff. The
government will continue to strengthen the tax mspection and audit departments of the tax
directorate and the customs administration, and will apply the automatic adjustment
mechanism to the retail prices of petrolenm products, in order to reflect import prices and
distribution costs.

12.  Primary expenditure will be contained within 25 percent of GDP in 2002, compared
with 30 percent of GDP in 2001. The wage bill will be capped at 8 percent of GDP in 2002
(compared with 8.5 percent of GDP in 2001), given the implementation of the civil service
reform and retrenchment program at end-2001. The reduction in civil service staffing
stemming from the implementation of the administrative reform program is estimated at
about 320 employees. In addition, 158 employees were retrenched from EMAE in December
2001 as part of the restructuring of the utility company. The severance benefits to be paid in
connection with the civil service downsizing program and EMAE’s personnel retrenchment
are estimated at Db 6.7 billion (or US$0.7 million). Out of these benefits, which are being
financed under the European Union structural adjustment facility, Db 1.7 billion were paid at
end-December 2001. The remainder will be paid during the first quarter of 2002.

13.  The government granted an exceptional bonus equivalent to an extra month’s salary
to all civil servants in December 2001, as well as a general salary increase of 13.5 percent
starting April 1, 2002. In light of the reduction in civil service staffing, these wage
adjustments will limit wage bill growth to 8 percent in 2002, compared with growth in
nominal GDP of 14 percent and an increase in government revenue of 15 percent. The
studies on the civil service statutes and the salary scale will be completed by end-March
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2002, and the govcmmént will introduce the new civil service statutes and the new uniform
and simplified wage grid, as well as a compensation and promotion system based on
performance appraisals, during the second half of 2002.

14,  The government will ensure that spending on education is increased to 16 percent of
primary budget expenditure in 2002 (9.6 percent of GDP), and that spending on health care is
. stabilized at 14 percent of primary expenditure (or 9.1 percent of GDP). The government
prepared its sectoral development strategies for agriculture (October 1999) and health

(Tune 2000} with assistance from donors. By end-March 2002, it will also finalize its sectoral
strategies for education, infrastructure maintenance, and tourism, and adopt, in consultation
with the World Bank, a three-year public investment program (PIP) for 2002-04 that will
give priority to human resource development and the infrastructure maintenance sectors. The
government will also consult with the World Bank, by end-March 2002, regarding a social
development project and a public expenditure review that will evaluate the costs of sectoral
strategies in education and health.

15.  In general, the government will continue holding quarterly meetings on monitoring
public investment, with the participation of the main donors in Sio Tomé and Principe, to
improve the selection and monitoring of PIP projects. It will also conduct and publish a
detailed study of public investment expenditure execution procedures by end-April 2002. 1t
will publish by end-June 2002 the report on the external independent audit by an
internationatly recognized firm of three government contracts and tenders of over
1US$500,000 from the period 1998-2000, with a view to improving government procurement;
it will prepare a mechanism to control and monitor the execution of foreign-financed
investment projects; and it will place all project accounts under the central financial control
of the treasury.

B. Monetary and Exchange Rate Policy

16.  The central bank will pursue a prudent monetary policy aimed at reducing inflation to
7 percent by December 2002 (year-on-year basis). The resumption of disbursements of
nonproject external assistance, the granting of additional debt relief, including interim
assistance under the enhanced HIPC Initiative, and the primary budget surplus should make 1t
possible to reduce net bank credit to the government by 50 percent of the beginning-of-year
money stock during 2002, Credit to the private sector should increase by 20 percent and
broad money by 12 percent (less than the nominal GDP growth). Gross international reserves
of the central bank should increase to US$25 million, or six months of imports, by end-2002.

17.  The monetary authorities will keep the central bank’s reference interest rate above the
observed inflation rate during the program period. By end-March 2002, the government will
adopt a decree law authorizing the central bank to issue monetary regulation bills that banks
and other economic agents will be able to acquire and sell at freely negotiated interest rates.
The authorities will organize a2 money market beginning at end-June 2002.
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18.  The central bank will confinue to strengthen bank supervision and will survey the
banking system, with a view to ensuring smooth financial intermediation, the profitability of
the banks, the quality of their lending portfolios, and the continued compliance of the banks
with prudential and solvency ratios. The central bank will observe closely the ongoing efforts
to reestablish the normal functioning of the BCE through a restructuring and recapitalization
by foreign private investors inferested in taking a stake in the bank. Failing this, the central
bank will organize the liquidation of the BCE by end-April 2002 without further financial
support from the central bank or the treasury. The central bank has also decided to strengthen
its inspection services and establish effective internal control over its operations, with
technical assistance from the Fund. In April 2001, the central bank published for the second
consecutive year and posted on its website a report on the audit conducted by an independent,
internationally recognized firm, certifying its 2000 accounts. The bank has decided to have
its accounts certified every year by external auditors.

19.  Regarding the exchange rate, the authorities will make every effort to ensure that their
flexible exchange regime, based on signals from the market, operates effectively, thereby
allowing them to reduce the gap between the official exchange rate and the parallel market
rate to a very low level. In these conditions, the central bank will not attempt to influence the
commercial bank rate and will limit its intervention on the exchange markets strictly to
reaching its international reserves objective. The gap between the official rate and the paratlel
market rate continued to remain below 1 percent during the period from July 2000 to
September 2001. Also, the central bank will prepare a foreign exchange auvction mechanism
that will include banks and exchange bureaus, with assistance from the Fund. Finally, the
government will take all necessary steps to accept the obligations under Article VIII,
Sections 2, 3, and 4 of the Fund’s Articles of Agreement as soon as possible.

C. Structural and Sectoral Policies

20.  Regarding structural measures, the government will raise water and electricity tanffs
by an average of 16 percent by end-March 2002 to eliminate the operational deficit of
EMAE. During the program period, it will apply the new mechanism for adjusting water and
electricity rates to reflect production and distribution costs, which it adopted in December
2001. Having already liberalized trade and reduced the customs tariff, the government
intends to submit to parliament, before end-March 2002, a new law revising fundamentally
the investment code, specifically by eliminating all preferential tax regimes, with the
exception of the regime applicable to the free trade area. By the same date, the government
will complete its statement on telecommunications sector policy, with assistance from the
World Bank; it will also approve a legal and regulatory framework for the sector, introduce a
regulatory authority, and renegotiate the concession agreement with the Telecommunications
Company of Sdo Tomé and Principe (CST), with a view to eventually opening the sector to
competition. Concerning the business climate, the government will examine the report of the
Foreign Investment Advisory Committee (FIAS), part of the World Bank Group, with the
goal of developing, by end-March 2002, an action plan to strengthen incentives for private
sector activity and investment, particularly by strengthening the legal, regulatory, and judicial
systems.
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21.  With regard to public enterprises, the government will pursue implementation of its
reform and privatization program during 2002. In December 2000, the government decided
to privatize EMAE and adopted a financial restructuring plan for the company, including the
downsizing of the company’s personnel (see para. 12 above), the introduction of an
appropriate accounting and budgeting system, and the strengthening of revenue collection
procedures, as well as a medium-term investment program and strategy. The authorities will
begin consultations before end-February 2002 with a view to engaging independent external
auditors to audit the accounts of EMAE for the period from 1995 to 1998. The accounts of
the petroleum products distribution company (ENCOQO) up to 1999 have been certified by
independent auditors.

22.  Regarding the outlook for petroleum expioration, the government will continue to
ensure transparency in conducting future operations, It wilt review the conclusions of the
cost-benefit analysis of the contract signed with the ERHC in May 2001, as well as those of
the detailed study of the procedures for negotiation of contracts in the petroleum sector,
before the end of March 2002; it will ensure greater transparency in the handling of oil
operations; and, if needed, it will reopen discussions on the contract signed with the ERHC.
The government will also issue the implementing decrees and regulations of the oil sector
law by end-March 2002 and request technical assistance from the Fund staff in the area of
petroleum sector taxation and from the World Bank in the area of oil resource and contract
management. With the support of this technical assistance, the government wiil implement
and make operational by end-June 2002 an administrative unit responsible for the
management of petroleum resources; it will also submit a bill to the national assembly that
will organize the management of petroleum resources and institute a reserve fund for future
generations, as well as a petroleum fund for social development and poverty reduction. The
review of the staff-monitored program will examine the cost-benefit analysis and the study
on negotiation procedures mentioned above, as well as the actual collection and use of the
bonuses paid by oil companies in 2001.

23.  With respect to other governance tssues, the government will combat and take strong
action against any acts of fraud and corruption that come to its attention. As for the attempted
treasury bill fraud uncovered by the authorities in February 1999, the government has
dismissed and taken legal action against the parties involved; the matter is still under judicial
review and pending trial. The review of the staff-monitored program will include, inter alia,
an assessment of the handling of this case of fraud. In the judicial arena, the government
intends to strengthen and modernize the courts and tribunals, to train magistrates, and to
prepare criminal, civil, and business laws and codes by end-2002, with assistance from
Portugal. In the long term, it will activate the Auditor General’s office and set up an
arbitration court for commercial disputes.

24, With the support of the donor community, and in consultation with civil society, the
government will, by end-June 2002, prepare a poverty reduction strategy to supplement and
update the interim report of April 6, 2000. This strategy is expected to include measures
designed, inter alia, to further increase school attendance and literacy rates and improve
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primary health care. In November 2000, the government established an interministerial
committee to monitor its poverty reduction strategy, headed by the Prime Minister and
including representatives of civil society, as well as an administrative budget for preparing
the poverty reduction strategy paper (PRSP). This strategy should mobilize larger budget
appropriations to benefit the education and health sectors. To ensure effective monitoring of
the progress in reaching social and poverty reduction objectives, the results of the survey on
household living conditions, financed by the African Development Bank (AfDB) and the
United Nations Development Program (UNDP), were produced in May 2001, and by end-
March 2002 guidelines will be adopted, with the support of the World Bank and UNDP, for
the development of a social database, as well as a system of indicators, within the National
Statistics Institute. The authorities also reinitiated consuitations with decentralized
communities in April 2001 on the interim PRSP, as well as on the preparation of the poverty
reduction strategy with the participation of civil society. More recently, in October 2001, the
authorities created three committees: a committee for consultation among the state, civil
society, and private sector, a committee for consultation between the state and donors, and a
commitiee for the preparation of the PRSP, including a permanent secretariat for
coordination.

25.  The resources freed under the enhanced HIPC Initiative will be used to fund
expenditures on poverty reduction, particularly in the priority sectors of education and health.
To guarantee a transparent and effective mechanism for controlling and monitoring these
expenditures, the government established in November 2000 a special subaccount in the
treasurer’s department of the central bank to lodge interim assistance under the enhanced
HIPC Initiative. Furthermore, a monitoring and control committee responsible for ensuring
transparent and effective expenditure of resources provided by the enhanced HIPC Initiative
assistance was established in January 2001 with the participation of civil society and donors.
The government will publish by end-March 2002 an independent external audit of
expenditures during 2001 that were financed by the special HIPC Initiative subaccount of the
treasury in the central bank.

26.  The government will intensify efforts to improve the quality and timely production of
statistical data, it will provide the Fund with the basic data required in connection with
Article IV consultations, and it will strengthen program control and monitoring. As indicated
above, it conducted a statistical survey of households, and it will prepare a series of social
welfare and poverty indicators to be monitored in the context of its poverty reduction policy.
The authorities will continue to ensure that the monthly monetary survey is available within
four weeks after the end of the month in question.

D. External Sector, Debt Sustainability, and Financing Assurances

27.  Inthe external sector, the government will pursue its objective of reducing the
external current account deficit by applying the macroeconomic and structural adjustment
policies described in this letter, and without imposing restrictions on current transactions.
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28. Overall, the external current account deficit (excluding official transfers) is projected
at US$25.7 million in 2002, or 48 percent of GDP (as against 56 percent in 2001). Taking
into account the amortization of external public debt (US$6.2 million) and the target for
improving the central bank’s international reserves position (US$9.0 mitlion), the gross
external financing requirement for 2002 rises to US$40.9 million.” This financing
requirement will be partially covered with grants and concessional project loans

(US$20.9 million), food aid and other grants (US$3.2 million), flows of private capital
(US$3.0 million), the second tranche of the public resource management credit tranche from
the World Bank (US$2.5 million), the first tranche of the structural adjustment credit from
the AfDB (US$1.8 million) and the structural adjustment grant from the Buropean Union
(US$1.0 million). There will remain a residual financing gap of US$8.5 million that the
authorities wish to close by the use of Fund resources (US$1.3 million), the rescheduling of
the bilateral debt service (US$3.1 million), and interim assistance from multilateral creditors
under the enhanced HIPC Initiative (US$4.2 million), assuming the approval of a new Fund
arrangement under the PRGF in 2002. The authorities will complete all bilateral agreements
under the Paris Club’s May 2000 rescheduling before the end of February and seek
comparable treatment from other bilateral creditors.

29,  To cover its financing needs, the government will continue to seek grants and loans
on highly concessional terms only. In this respect, it will neither contract nor guarantee any
new external nonconcessional borrowing (with a grant element of less than 50 percent,
excluding Fund resources) having a maturity of more than one year. Furthermore, the
government will neither contract nor guarantee external borrowing with an initial maturity of
less than one year. With a view to normalizing its relations with its major external creditors
and donors, S3o Tomé and Principe will remain current on its debt-service obligations during
the program period. The government recognizes that the nonaccumulation of new external
payments arrears is a continuous benchmark.

IV. PrROGRAM MONITORING

30.  To ensure the success of the staff-monitored program, the government has taken the
following prior actions: (a) the adoption of a mechanism by which water and electricity rates
are adjusted to reflect production and distribution costs; (b) the implementation of the civil
reform and retrenchment program; and (c) the adoption of the terms of reference for the
independent exernal audit of three large government contracts and tenders for the period
1998-2000.

31.  To monitor the progress of program implementation, the government has established
monthly quantitative benchmarks for the period January-Tune 2002 (Table 1), as well as
structural benchmarks (Table 2). The government will also communicate to the Fund on a
monthly basis the data and information listed in the attached Table 3, as well as any

? Sio Tomé and Principe has no outstanding external payments arrears.
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information that the Fund may request to monitor progress on the implementation of
economic and financial policies and the measures required to achieve the program objectives.
During the program period, the government will neither introduce nor expand restrictions on
payments or fransfers in current international transactions, without Fund approval; it will
neither introduce multiple exchange rate practices nor enter into any bilateral payments
agreements incompatible with Article VIII of the Fund’s Articles of Agreement; and, lastly,
it will not introduce or expand import restrictions for balance of payments reasons.

32.  In any event, the authorities of Sao Tomé and Principe will conduct a review of the
staff-monitored program with the staff no later than end-April 2002.

33.  The Economic Coungcil, chaired by the Prime Minister and including the Minister of
Planning and Finance; the Minister of Economy; the Minister of Infrastructure, Natural
Resources, and Environment; the Minister of Foreign Affairs and Cooperation; and the
Governor of the Central Bank, will continue to coordinate the program.

Attachments



- 54 = . APPENDIX I
ATTACHMENT I

Table 1. S0 Tomé and Principe: Quantitative Benchmarks for the Proposed 2001-02 Staff-Moritored Program
(In billions of dobras, unless otherwise specified)

2001 2002
end-Sep. end-Dec, end-Mar. end-June
Est. SMP

1. Ficor on primary balance of the central government's financial

operations, excluding foreign-financed investments (cumulative from

beginning of year) 1/.2/ -17.5 310 6.5 7.9
2. Ceiling on changes in net bank credit to the central government

(cumulanve from beginning of year) 1/ -10.7 5.7 -0.1 7.1
3. Ceiling on changes in net domestic assets of the central bank :
{cumulative from beginning of year) 1/ -13.5 -5.6 0.1 73
4. Floor on changes in the net international reserves position of the

central bank (cumuolative from beginning of year; in millions of U.S. dollars} 1/ 35 2.9 24 19
5. Ceiling on central government's stock of outstanding

external payments atrears (in millions of U.S. dollars) 3/ 4/ 5/ 0.0 0.0 0.0 0.0
6. Ceiling on contracting and guaranteeing of new nonconcessional

debt by the central government with a maturity of more

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

of 1.5, dollars) 4/ 5/ 6/ 0.0 0.0 0.0 0.0
7. Ceiling on change in the central government's stock of outstanding
short-term external debt with a maturity of less than one year

(cumulative from beginning of year) 0.0 0.0 0.0 0.0
8. Floor on total central government revenue (cumulative from

beginning of year) 1/ 700 93.9 21.9 474
9. Ceiling on primary spending of the ceniral government,

excluding foreign-financed investments (comulative from

beginning of year) 2/ ’ B7.5 125.0 28.4 55.3

Memorandum items:

Qil concession rights proceeds S 172 17.2 0.0 0.0
Program fizancing 27.0 27.0 0.0 40
Exchange rate (in dobras per U.S. doilar; period average) 8,805.1

Sources: Sio Tomeé and Principe authorities; and staff estimates and projections.

1/ The ceiling or the floor will be adjusted downward (or upward) to accommodate the positive deviation
of actval from projected disbursements of oil related bonuses and program financing.
2/ Based on a definition of expenditure excluding all interest paymenis and foreign-financed investment.
3/ Nonaccumulation of new external payments arrears is a continuous performance criterion.
4/ This benchmark applies not only to the debts defined in point 9 of the Directives Regarding External Debt Perfermance Criteria
adopted on August 24, 2000, but also to debt contracted or guaranteed that has not yet been disbursed.
5/ The term “debt” is defined in accordance with point ¢ of the Directives Regarding External Debt Performance Criteria adopted on August 24, 2000.
6/ With a grant element of less than 50 percent.
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Table 2. Sdo Tomé and Principe: Prior Actions and Structural Benchmarks for the

Staff-Monitored Program, January-June 2002

Measures

Timetable

Prior actions

1. Adoption of a mechanism for the adjustment of public prices for water and electricity
according to the costs of production and distribution, as indicated in paragraph 6.

2. Implementation of the civil service reform and retrenchment program, as specified in
paragraph 6.

3. Adoption of the terms of reference for the external independent audit of three large
government contracts and tenders for the period 1998-2000, as described in paragraph 6.

Structural benchmarks

1. Implementation of an upward adjustment in water and electricity tariffs of 16 percent, as
indicated in paragraph 20.

2. Submission to the National Assembly of the draft budget for 2002, as indicated in
paragraph 10.

3. Publication of a report on the external independent audit of three large government
contracts and tenders for the period 1998-2000, as described in paragraph 15.

4. Application of a mechanism for the adjustment of retail petroleum product prices to
reflect import prices and distribution costs, as indicated in paragraph 11.

5. Submission of monthly monetary data within four weeks of the end of each month, as
indicated in paragraph 26,

End-March 2002

End-April 2002

End-June 2002

Continuous

Continuous
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Table 3. 830 Tomé and Principe: Data and Information To Be Provided Monthly for
the Monitoring of the Program
Data and Information Source

1. The monetary survey, the central bank accounts, and the consolidated accounts of Central bank
commercial banks (including balance sheels-—balancete contabilisticos).
2. Exchange rate and interest rates, including the central bank reference interest rate, Central bank
bank lending rates, and deposits rates.
3, Central government financial operations table, based on government budget Ministry of Planning and

execution, including a breakdown of revenune and expenditure.
4. External public debt, stock outstanding, contractual service, and actual payments,
broken down by creditor,

5. Stock of extemal public debt arrears, including a breakdown into interest and
principal, as well as by major creditor.

6. The amount of new nonconcessional external debt contracted or guaranteed by the
government with original maturity of more than one year, as well as any disbursements
made in connection with external debt of the government with original maturity of up
to and including one year, excluding normal import financing.

7. Actual disbursements of project and nonproject external assistance, broken down by
donor,

8. Domestic debt and arrcars, by major creditor.

9. Consumer price index for §50 Tomé households.

10. Status of observance of guantitative and structural benchmarks in accordance with
Tables 1 and 2 of the letter of intent.

11. Status of implementation of the structural measures of the program.

12. Any changes made in the external trade and payments system,

13. Any changes made in the price system and in the prices of petrolenm products,
water, and electricity.

14. Any information on development in external trade.

15. Any information on agricultural production, industrial production, and tourism.

Finance, Directorates of Budget
and Treasury

Central bank and Directorates of
Budget and Treasury

Central bank and Directorates of
Budget and Treasury

Central bank and Directorates of
Budget and Treasury

Central bank and Directorates of
Budget and Treasory

Directorates of Budget and
Treasory

Ministry of Planning and
Finance, Directorate of Statistics

Central bank and Directorates of
Budget and Treasury

Ministry of Planning and
Finance

Ministry of Economy and the
central bank

Ministry of Planning and
Finance, and Ministry of
Economy

Ministry of Planning and
Finance, Directorates of
Customs and Statistics

Ministry of Economy
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SAO TOME AND PRINCIPE
Technical memorandum of Understanding on the Staff-Monitored Program

January 9, 2002

1. The purpose of this memorandum is to describe the quantitative and structural
benchmarks adopted for monitoring execution of the staff-monitored program and to
establish the list of data and information to be submitted to Fund staff for program
monitoring purposes. This staff-monitored program is outlined in the memorandum on
economic and financial policies (MEFP) for 2002, attached to the letter of January 9, 2002
from the Minister of Planning and Finance to the Managing Director of the International
Monetary Fund. The benchmarks for the staff-monitored program are listed in Tables 1
(quantitative benchmarks) and 2 (structural benchmarks) of the aforementioned MEFP.
These definitions may be reexamined in the next review of the staff-monitored program.

A. Quantitative Benchmarks

2, The quantitative benchmarks are based on the following variables at end-March and
end-June 2002:

(a)  afloor on the primary balance of government financial operations, excluding foreign-
financed investments (cumulative from January 1); '

(b)  aceiling on changes in net banking system credit to the government (cumulative from
January 1);

(¢)  aceiling on changes in the net domestic assets of the central bank (comulative from
January 1};

(d) afloor on changes in the net international reserves position of the central bank

: (cumulative from January 1, in millions of U.S, dollars);

(e)  aceiling on the stock of external payments arrears of the government (in millions of
U.S. dollars);

6§ a ceiling on new nonconcessional borrowing (with a grant element of less than
50 percent) contracted or guaranteed by the government with a maturity of more than
one year (cumulative from January 1, in millions of U.S. dollars);

(g)  aceiling on new external borrowings coniracted or guaranteed by the government
with a maturity of less than one year {cumulative from January 1, in millions of U.S.
dollars);

(h) a floor on total government revenue (cumulative from Januaryl); and

(i) a ceiling on government primary spending, excluding foreign-financed investment
(cumulative from January 1, on a commitment basis).

3. The primary balance of government financial operations is defined as the difference
between total government revenue and primary spending, excluding foreign-financed
investment. It is assessed in light of the state budget execution statement prepared every
month by the Directorate of Budget and Directorate of Treasury in the Ministry of Planning
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and Finance. At end-September 2001, this balance was assessed at Db -17.5 billion, broken
down as follows:

Primary balance, excluding foreign-financed investment -17.5
Total revenue 70.0
Less: Primary expenditure, excluding foreign-financed investment 81.5
4. Total government revenue is assessed on a cash basis in the table of government

financial operations prepared by the Directorate of Budget and Directorate of Treasury. Total
revenue at end-September 2001 was estimated at Db 70.0 billion, broken down as follows:

Total revenue 70.0
Tax revenue {Customs, Tax Directorate) 56.0
Nontax revenue 14.0
5. Primary spending (excluding interest payments) by the government, excluding

foreign-financed investment, is assessed on a commitment basis. Primary spending,
excepting foreign-financed investment at end-September 2001, was estimated at
Db 87.5 billion, broken down as foliows:

Primary government spending, exciuding

foreign-financed investment 87.5
Current spending (excluding interest payments) 61.3
Personnel expenses 26.7
Goods and services 11.3
Transfers 10.5
Staff redeployment 14
Other 11.4
Capital spending financed by the treasury 193
Spending financed by HIPC Initiative resources 6.8
6. Changes in net banking system credit to the government are assessed according to the

monetary survey prepared by the central bank. At end-September 2001, outstanding net
credit to the government was assessed at Db -38.2 billion, broken down as follows:

Net banking system credit to the government -38.2
Central bank advances, including use of Fund resources 55.1
Commercial bank advances 0.0

- Less: deposits to the BCSTP 90.6
Less: deposits in comrercial banks 0.5

Less: counterpart funds in commercial banks 2.1



- 59 - APPENDIX I
ATTACHMENT I

7. Changes in the net domestic assets of the central bank are assessed according 1o the
monetary survey prepared by the central bank. At end-September 2001, the net domestic
assets of the central bank were assessed at Db —46.8 billion, broken down as follows:

Net domestic assets of the central bank -46.8
Base money 733
Currency in circulation 27.6
Bank reserves 457
Less: net external assets of the central bank 120.1
8. Changes in the net international reserves position of the central bank are assessed

- according to the monetary survey prepared by the central bank. Reserve assets are central
bank liquid assets in convertible foreign currencies held by nonresidents, and which are
immediately available, Assets that are pledged or otherwise not available, including (but not
limited to) the assets used as collateral (or security for third-party liabilities), are excluded
from the reserve assets. Reserve liabilities are defined as short-term central bank claims on
nonresidents, including use of Fund resources. At end-September 2001, the net international
reserves of the central bank were assessed at US$ 13.6 million, broken down as follows:

Net intermational reserves of the central bank (in millions of
13.6
U.S. dollars)

Gross international reserves of the central bank (in billions of dobras) 141.8
Less: external liabilities of the central bank (in billions of dobras) 21.7

Divided by the dollar exchange rate on September 30, 2001 (average
rate, in dobras per U.S. dollar) 8,805.1
9. The nonaccumulation of new external payment arrears is a continuous performance

criterion. Government external payment arrears are defined as all unpaid external public debt
obligations, according to the data established by the central bank's foreign debt division, with
the exception of arrears pending rescheduling arrangements. During the first nine months of
2001, the net reduction in external debt service arrears was estimated at US$16.6 million, and
at end-September 2001, the stock of external debt arrears was estimated at zero.

10.  Therelative benchmarks for external debt are: (a) ceilings on new nonconcessional
borrowing contracted or guaranteed by the government with an initial maturity of more than
one year, 'and (b) the ceilings set for changes in the stock of amounts due but not paid on
external debt confracted or guaranteed by the government with an initial maturity of less than
one year.” The concessionality of loans is assessed according to the reference interest rate by

! This benchmark applies not only to the debts defined in point 9 of the Directives Regarding
External Debt Performance Criteria adopted on August 24, 2000, but also to debt contracted
or gnaranteed that has not yet been disbursed.

2 The term “debt” is defined in accordance with point 9 of the Directives Regarding External
Debt Performance Criteria™ adopted on August 24, 2000.
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currency published by the Development Assistance Committee of the Organization for
Economic Cooperation and Development (OECD). For loans of terms of no less than

15 years, the ten-year average of commercial interest reference rates (CIRR) for the currency
in which the loan is denominated will be used. For loans of shorter terms, the six-month
average will apply. A loan is deemed to be on concessional terms if, on the initial date of
disbursement, the ratio of the present value of the loan, calculated on the basis of the
reference interest rate, to the nominal valoe of the loan is less than 50 percent (in other
words, a grant element of at least 50 percent, excluding Fund resources). By way of example,
the reference interest rates at mid-August 2001 were as follows (six-month average):

{Rate in percent)
U.S. dollar 6.09
Euro 5.73
SDR 5.31

For currencies with no available reference interest rates, the SDR rate will be used. Debt
reschedulings and restructurings are excluded from the ceilings set on nonconcessional
lending. The government of Sao Tomé and Principe will consult with Fund staff before
contracting obligations if it is uncertain as to whether said obligations are included in the
performance limits.

11. - The antomatic benchmark adjustment mechanism mentioned in footnote 1 of Table 1
concems (a) the floor on the primary balance of government financial operations; (b) the
floor on total government revenue; (c) the ceiling on changes in net banking system credit to
the government; (d) the ceiling on changes in net domestic assets of the central bank; and
(e} the floor on changes in the net international reserves of the central bank, Discrepancies
will be assessed by comparison with the data on disbursements for (i) government oil
revenue, including concession rights and bonuses; and (ii) program assistance, which are
shown in a memorandum item at the bottom of Table 1. If a discrepancy is positive
(disbursements greater than estimated), the ceilings will be revised downward and the floors
revised upward. I a discrepancy is negative (disbursements smaller than estimated), the
ceilings will be revised upward and the floor revised downward.

B. Structural Benchmarks
12. The structural benchmarks are as follows:

(a)  implementation of an upward adjustment of water and electricity tariffs of 16 percent,
as indicated in paragraph 20 of the MEFP;

(b} submission to the National Assembly of a draft budget for 2002, as indicated in
paragraph 10 of the MEFP;

(c) publication of a report on the external independent audit report by an internationally
recognized firm on three large government contracts and tenders for the permd
1998-2000, as described in paragraph 15 of the MEFP.
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(d)  application of a mechanism for the adjustment of retail prices of petrolenm products
to reflect import prices and distribution costs, in accordance with paragraph 11 of the
MEFP; and

(e) submission of monthly monetary data within four weeks after the end of each month,
as indicated in paragraph 26 of the MEFP.

13.  Itis agreed that the retail prices of petroleum products will be adjusted upon the
arrival of each shipment to reflect the import prices and the distribution costs of the
petroleum products distribution company (ENCO), using the astomatic adjustment
mechanism adopted in 1997.

14, Monthly monetary data will be e-mailed to the African Department within four weeks
after the end of each month.

C. Program Monitoring

15.  Within two weeks after the end of each month, a monthly evaluation report will be
prepared on the monitoring of quantitative and structural program benchmarks. This report
will be used to assess the progress of program execution.

16.  The technical committee charged with monitoring the program will regularly fax or
e-mail the data necessary for program monitoring o the IMF African Department. These data
are included in the list in Table 3 of the MEFP dated Januvary 9, 2002.

17.  The technical monitoring committee will also provide the IMF African Department
with any information it deems necessary or that Fund staff may request for program-
monitoring purposes.
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SA0 ToME AND PRINCIPE: RELATIONS WITH THE FUND
As of December 31, 2001
Membership Status: Joined 09/30/1977; Article XIV
(eneral Resources Account: SDR million %Quota
Quota 7.40 100.0
Fund holdings of currency 7.40 100.0
SDR Department: SDR miliion %Allocation
Net cumulative allocation 0.62 100.0
Holdings 0.00 0.20
Outstanding Purchases and Loans: SDR million %Quota
Poverty Reduction and Growth Facility
(PRGF) arrangements 1.90 257
Financial Arrangements:
Approval Expiration  Amount approved Amount drawn
Type date date (SDR million) (SDR million)
PRGF 04/28/2000  04/28/2003 - 6.66 1.90
Structural
Adjustment
Facility (SAF)  06/02/1989  06/01/1992 2.80 0.80
Projected Obligations to Fund:
Overdue Forthcoming
11/30/01 2001 2002 2003 2004 2005

Principal 0.00 0.00 0.00 0.00 0.00 0.10
Charges/interest 0.00 0.01 0.03 0.03 0.03 0.03
Total 0.00 0.01 0.03 0.03 0.03 0.13
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VII. Implementation of HIPC Initiative:

Original Enhanced
framework framework Total
Commitment of HIPC assistance

Decision point date N/A 12/20/00
Assistance committed (NPV terms) !
Total assistance (US$ million) N/A 97 97
Of which: Fund assistance (SDR million) N/A 0.00 0.00
Completion point date (expected) N/A 06/03

Delivery of Fund assistance (SDR million)

Amount disbursed N/A (.00 0.00
Interim assistance 0.00 0.00
Completion point > N/A 0.00 0.00

Amount applied against membesr’s obligations
(cumulative) N/A 0.00 0.00

VIII. Safeguards Assessments:

Under the Fund’s safeguards assessment policy, the Central Bank of Sio Tomé and Principe
(CBSTP) is subject to the transitional procedures with respect to the PRGF arrangement
(approved on April 28, 2000}, which is scheduled to expire on April 27, 2003. The
transitional procedures require a review of only the CBSTP’s external audit mechanism. This
assessment determines whether the CBSTP publishes annual financial statements that are
independently audited in accordance with internationally accepted standards.

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

2 Under the enhanced Initiative for Heavily Indebted Poor Countries (HIPC Initiative), the
nominal amount of assistance disbursed will include an additional amount corresponding to
interest on amounts committed but not disbursed during the interim period, calculated using the
average return {during the interim period) on the investment of resources held by, or for, the
benefit of the PRGF-HIPC Trust.



- 64 - APPENDIX II

The external audit assessment was completed on March 13, 2001. The assessment concluded
that CBSTP’s external audit mechanisin may not be adequate in certain respects, and
appropriate recommendations have been made to the authorities, as reported in the current
staff report (EBS/02/3, 01/11/02).

IX. Exchange Arrangements:

Between July 22, 1987 and August 1991, Sao Tomé and Principe’s currency, the dobra, was
pegged to a basket of currencies of the country’s seven major trading partners. Between
August 1991 and December 1994, the exchange rate of the dobra was determined on the
basis of a crawling peg, with the objective of progressively depreciating the dobra in real
effective terms. Since December 2, 1994, the official exchange rate has been market
determined. The intervention currency for the dobra is the U.S. dollar. The exchange rate of
the dobra was 7,250 per U.S. dollar on December 31, 1999, 8,567.6 on December 29, 2000
and 9,003 on December 31, 2001.

X. Article IV Consultation:

The last article IV consultation with Sao Tomé and Principe was concluded by the Executive
Board on April 28, 2000. As Sdo Tomé€ and Principe no longer maintains restrictions on the
making of payments and transfers for current international wransactions subject to Fund
approval under Article VIII, Section 2(a), no decision was taken. SZo Tomé and Principe
reduced the spread between the official exchange rate and the free market rate to 1.0 percent
during 2000-01 from 6.7 percent in 1996.

X1.  Participation in the Financial Sector Assessment Program (FSAP), Reports on
Observance of Standards and Codes (ROSCs), and Offshore Financial Center
(OFC) Assessments:

None.
XII. Technical Assistance (since 1991):

From January to December 1991, a member of the Monetary and Exchange Affairs
Department (MAE) panel was assigned to the nationai bank to assist with the implementation
of the new system of accounts. In 1992, another MAE panel expert provided assistance in the
area of banking operations. During 1993, two advisors were assigned to the Central Bank of
Sao Tomé and Principe to assist in banking supervision and foreign exchange management.
From July 1994 to November 1995, an expert in banking supervision was assigned to the
central bank. Another expert was assigned as advisor to the central bank for the period July
1995-December 1996. In March 1997, a diagnostic mission visited Sdo Tomé and Principe
in order to assess the need for future technical assistance. Starting in January 1998, an
advisor has been assigned to the central bank. In March and in June 1999, a MAE mission
visited Séo Tomé and Principe to help the central bank establish procedures for effective
internal control and inspection, and in January 2000 another MAE mission heiped strengthen
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bank supervision. Finally, an MAE mission visited Sao Tomé and Principe in June 2001,
assisted the authorities in their handling of the banking crisis, and made recommendations
regarding the foreign exchange market.

From January to June 1995, an expert from the Statistics Department (STA) was assigned to
the central bank to help improve the presentation of monetary accounts and provide
assistance in the compilation of balance of payments statistics. During the period April 23-
May 6, 1997, a money and banking statistics mission reviewed the procedures for gathering
and compiling monetary statistics at the central bank and advised on the establishment of a
system for regularly reporting data to the Fund.

A member of the Fiscal Affairs Department (FAD) panel was assigned to the Ministry of
Planning and Finance from July 1991 to January 1994 to assist in the implementation of tax
reforms.

XIII. Resident Representative:
A Fund Resident Representative has been assigned to Sdo Tomé and Principe since

November 1999, Mr. Zia Ebrahim-zadeh, who also covers Gabon and resides in Libreville,
took up his position in November 2001.
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Séo Tomé and Principe: Relations with the World Bank Group
IDA operations

1. Sao Tomé and Principe joined the World Bank and IDA in 1977, and became a
borrower in 1985 when a line of credit of SDR 5.3 million (US$5.0 million equivalent) for an
econoimic rehabilitation and modernization project was approved. The credit supported a
series of institutional reforms and covered the foreign exchange cost of small investments in
agriculture, transport, and energy.

2. In support of the government's structural adjustment program (1988-89) and reforms
in the agricultural sector, IDA approved in 1987 a loan of SDR 6.1 million (US$7.9 million
equivalent) for a cocoa rehabilitation project. In 1989, IDA approved a structural adjustment
credit of SDR 3.1 million (US$4.0 million equivalent), together with SDR 2.3 million
(US$3.0 million equivalent) from the Special African Facility and cofinancing of

US$8.5 million from the African Development Fund.

3. A second structural adjustment credit was approved on June 26, 1990. This IDA
credit provided SDR 7.5 million (US$9.8 million equivalent), with cofinancing of

US$14.4 million from the African Development Fund and the government of Sweden, to
maintain support for the government's structural adjustment program. A technical assistance
component supported institutional reforms. The first tranche was disbursed in September
1991, and the second in November 1992, The third and final tranche was approved and
disbursed in January 1996.

4. To mitigate the effects of the adjustment program on the most vulnerable population
groups, mainly the poor and the redundant civil servants, IDA approved in June 1989 a
multisector loan of SDR 3.9 million (US$5.0 million equivalent). The loan financed projects
in infrastructure, health and education, environmental protection, and private sector activities.
A second multisector loan of SDR 4.6 million (US$6.0 million equivalent) was approved in
June 1991, focusing on water supply and road rehabilitation.

5. In 1991, IDA approved a loan of SDR 7.4 million (US$9.8 million equivalent) to
assist the agricultural development strategy. The main objectives of this project are (a) to
support the distribution and leasing of about 20,000 hectares of land from public estates to
smallholders and medium-sized private enterprises; (b) to assist financially the laborers
leaving the estates; {¢) to assist technically and financially the privatization of the cocoa
estates; (d) to finance ongoing investments in the cocoa plantations; and (e) to strengthen
agricultural sector administration and support services. This project came to a close at end-
December 2000.

6. In order to improve social conditions, IDA approved in March 1992 a multisector
loan (with emphasis on health and education) of SDR 8.2 million (US$11.4 million
equivalent), which financed a malaria control program (including infrastructure building) and
provided essential drugs, education supplies, and textbooks. This project closed in June 2001
and a project completion report is being finalized.
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7. On November 2, 2000, to support the government’s three-year program (2000-02),
IDA approved a public resource management credit in an amount of SDR 5.8 million
(US$7.5 million equivalent) and a technical assistance credit of SDR 1,95 million

(US$2.5 million equivalent). On the same date, the Bank Board discussed a Country
Assistance Strategy for Sio Tomé and Principe. The fiscal-year (FY) 2000 Business Plan
focused on the government’s capacity to identify and implement growth strategies, using
more effectively the large amounts of aid the country already receives. IDA’s strategy for the
period 2000-05 is to support the government in the pursuit of its objectives as set out in the
interim poverty reduction strategy paper (PRSP): (a} to sustain strong economic growth to
raise income and reduce poverty; and (b} to broaden access to services and improve their
quality. IDA also aims to help strengthen public resource management through periodic

public finance reviews.

Statement of IDA Credits as of November 30, 2001
(In millions of U.S. dollars)

Credit Fiscal IDA
Number Year Purpose Commitment’ Undisbursed
1590 1985 Economic rehabilitation 5.0 0.0
AD29 1987 Special African Facility 30 0.0
1825 1987 Structural adjustment credit 4.0 0.0
1830 1987 Cocoa rehabilitation credit 7.9 0.0
2038 1989 Multisector credit 5.0 .0
2165 1990 Second structural adjustment
credit 9.8 0.0
- 2280 1991 Multisector IT credit 6.0 0.0
2325 1991 Agricultural sector 9.8 03
2343 1992 Health and education 114 0.5
3428 2000 Puablic resource management 7.5 5.0
3429 2000 Technical assistance 2.5 2.1
Total: 71.8 79
Of which: repaid 1.0

'Less cancellation.

I¥C operations

8. Sdo Tomé and Principe is not a member of the IFC.
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Sdo Tomé and Principe: Statistical Issues

Introduction

1. The March 1998 edition of International Financial Statistics (IFS) introduced a page
for Sido Tomé and Principe, but substantial deficiencies remain in economic statistics. The
authorities prepare data for Fund missions but publish only some statistics on a regular basis.

National accounts

2. Statistics on GDP/GNP are compiled on a yearly basis and provided at the time of the
Article IV consultation. In 1995, the official series on GDP since 1990 was revised upward in
order to include value added in the construction and financial sectors, and domestic
consumption and investment were raised to take account of foreign-financed outlays. In

July 1996, the World Bank and French Cooperation provided technical assistance in this area
and recommended the following: (a) a simplification and revision of the methodology for
surveying the formal sector; (b) the implementation of a survey on the informal sector and
nongovernmental organizations (NGOs); and (¢} improved communication with customs, so
that more detailed and timely statistics on international trade can be obtained. The recent
adoption of the following measures should also lead to improvement in GDP statistics:

{a) implementation of a homogeneous accounting system by all enterprises; (b) updating of
the list of enterprises; and (c) revision of the consumer price index (CPI) methodology. In
April 1998, the National Institute of Statistics published revised GDP statistics for 1995-97,
based on enterprise surveys carried out during 1995 and 1996 with technical and financial
assistance from the United Nations Development Program (UNDP).

Consumer prices

3. The CPI is calculated monthly and reported to the Fund with a lag of one month. In
1995, the UNDP assisted the authorities in conducting a new household survey, which has
been used as the basis for the compilation of the official CPI since 1997. The data submitted
in the last two years have been more regular and provide a statistical base that constitutes a
major improvement over the past.

Government finance statistics

4. Fiscal data are compiled on a monthly basis, with a lag of two weeks to one month.
The quality of data on expenditure and revenue has improved significantly. Moreover, since
1996, each category of expenditure has been recorded separately by ministry. However, there
is no Sao Tomé and Principe country page in the Government Finance Statistics (GFS)
Yearbook and a number of problems remain:

. Expenditures on projects financed and directly managed by donors (¢.g., medical
personnel directly paid overseas) are not adequately monitored by the Directorate of
Finance.
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. Discrepancies remain between debt-service payments as recorded by the treasury
and by the central bank’s debt-management office.

Monetary statistics

5. A money and banking statistics mission that visited Séo Tomé and Principe in 1997
found that the avthorities had made considerable progress in improving the money and
banking statistics in accordance with STA’s recommendations. The IFS page includes
sections on exchange rates and interest rates, international liquidity, monetary accounts for
the monetary authorities and the deposit money banks, and the monetary survey. Data on the
net foreign assets of the monetary system are still not considered reliable because of a
number of factors, including problems in revaluing the central bank’s foreign assets and
liabilities.

External sector

6. Exchange rates. The authorities record data on five exchange rates: the official rate,
the exchange bureau rate, the Banco Internacional do S0 Tomé e Principe (BISTP) rate, the
Banco Comercial do Equador (BCE) rate, and the parallel rate. These rates are reported to the
Fund with a lag of one month. The rates are recorded on a daily basis in order to compute the
official rate as an average of the market rates for the previous day.

7. Exports and imports. Monthly data on the main exports and imports are reported to
the Fund irregularly, and occasionally include unit prices and volumes of exports. Progress in
data reporting was realized in 1995-97 with the introduction of a computerized customs
system {SYDONIA). However, data produced with the new system—which records,

according to a standardized code, the value of imports or exports, as well as the taxes paid for
each transaction—still contain large reporting errors.

8. Balance of payments. In 1995, the central bank began compiling balance of
payments statistics and initiated surveys to collect information on services and current and
capital transfers. However, transmission of balance of payments data has proved to be
irregular. A number of other important problems pertaining to the quality of data remain,
including uncertainty about the composition of project grants as recorded by the central bank.
The reporting of external debt and private transfers also appears to be weak.
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Sdo Tomé and Principe: Core Statistical Indicators

(As of November 30, 2001)

Central Overall External
Interna- Bank Reserve/ Consumer Current  Govern- Debt/
Exchange tional Balance Base Broad Interest Price Exports/  Account ment GDP/ Debt
Rates  Reserves Sheet money Money Rates Index Imports Balance  Balance GNP Service
Sep. 2001 |Sep. 2001 |Sep. 2001 |Sep. 2001 {Sep. 2001 |Sep. 2001 (Sep. 2000 |Sep. 2001 2000}Sep. 2001 2000{Sep. 2001
Nov. 2001 |[Nov. 2001 {Nov. 2001 {Nov. 2001 |Nov. 2001 {Nov. 2001 |Nov. 2601 |Nov. 2001 {Nov. 2001 [Nov. 2001 [Nov. 2001 |Nov. 2061
b M M M M M M M A A A Q
Vv M M M M A M v v M v v
A A A A A A A A A A A A
ENV E/V E/V C/EIV E/V E/V E/V v A4 E/V v v
C C C C C C C C C C C C
M M M M M M M Q A A A Q

1/ D=daily ; M=monthly ; Q=quarterly ; A=annually ; V=irregularly.
2/ A=direct reporting by the authorities.
3/ C=cable or fax simile ; T=telephone ; E=e-mail ; M=mail ; V=staff visits.
4/ C=publicly released information.
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Area {square kilometets) 1.001
Population (2000)
Tatal : 141,700
Annual growth rate {in percent) 25
GIP per capita (in U.S. dollars; 2004} 304
1994 1995 1996 1997 1998 1999 2000
{In units indicated)
Production and prices
GDP at market prices (in bitlions of dobras) 36.3 64.6 98.9 200.0 2810 3341 3469.5
Cocoa production (in metric tons) 3392 3,845 3,500 3138 3928 4,000 3,800
Cocoa exports {in metric tons) 3716 3.400 3,170 2.840 3,800 3,898 3,768
Consumer price index (annual average; 1996=100) 530 727 100.0 168.2 253.1 2852 320.1
(In billions of dobras)
Government fiscal operations
Revenue and grants 112 258 36.5 86.8 81.7 146.8 1834
Current expenditure 11L.3 15.5 26.8 55.7 80.7 209 89.7
Of which: interest obligations 4.0 7.8 99 25 34.8 38.0 24.5
Capital expenditure 155 346 416 845 8713 141.4 1553
Net lending 0.0 <01 1XH] 0.0 035 05 .6
Qverall fiscal balance (commitment basis) =158 =242 -31.8 =534 -85.8 -86.5 61.1
Net change in arrears (decrease -) 4.0 54 49 210 21.1 247 -86.7
Overall fiscal balance (cash basis) -11.6 ~18.8 -26.9 324 -64.7 -61.8 -147.8
Financing 11.6 188 269 324 547 61.8 1478
Net foreign financing 8.0 18.6 180 334 149 56.3 139.3
Net domestic financing 36 01 11.0 =209 498 5.5 8.4
Monetary survey (end of period) 1/
Net foreign assets 3.6 12.9 235 1082 1131 1243 136.2
Net domestic assets 92 10.1 15.8 -36.1 -233 -37.0 =219
Net domestic credit 12.3 114 177 2257 =31 -12.5 2.2
Claimis on the government (net) 6.8 73 186 -12.5 43 373 -28.2
Credit to the economy 14.6 14.5 8.8 74 i8.1 248 26.0
Of which: public enterpriscs -12 -13 0.7
Other items (net} -3.1 -13 -1.9 -104 -20.3 -24.5 -21.8
Money and quasi money 14.7 23.0 392 721 897 37.2 1123
{In milliens of U.S. dollars)
Balance of payments
Exports, f.0.b. 58 5.1 49 53 47 39 32
Of which: cocoa 50 47 4.8 46 4.6 28 29
Imports, fo.b. -24.3 -23.4 -15.8 -16.2 =168 21,9 <223
Trade balance -18.5 -183 -14.9 -13.9 -12.1 -18.0 -19.1
Services and income (net} -16.3 -23.3 212 -19.8 -103 -6.8 -59
Transfers {net} 18.1 232 221 321 13.8 12.4 154
Current acceunt deficit, excluding official transfers 313 411 356 =329 -21.8 =241 245
Current account deficit, including official transfers -16.6 -184 . -140 -1.6 -3.5 -12.2 86
Medium- and long-tertn capital {net} 1.0 10.8 118 2.7 35 3.6 7.1
Short-term capital and errors and omissions 1.9 02 228 0.0 -3.2 0.0 0.0
Overall balance 1.7 -1.4 4.3 1.1 -6.3 26 2.5
Financing 7.7 74 4.8 -1 6.3 27 24
Change i net foreign assets (increase -) =21 0.4 0.1 =74 27 .12 -2.0
Change in arrears {reduction -) 2.0 21.9 5.0 6.5 37 3.5 -54.8
Structurai Adjustment Facility (net) 0.1 02 -0.2 02 -0.2 0.1 25
Debt relief 119 29.9 0.0 0.0 00 78 571



- 72 -

Sfo Tomé and Principe: Basic Data (conciuded)

AFPENDIX V

1694 1995 1956 1998 1559 2000
{In millions of U.8. doflars, unless otherwise specified)
(Gross foreign reserves
End of period 48 51 5.0 97 109 12.9
In months of foliowing year's imports, c.i.f. 1.3 1.5 1.5 29 33 16
External public debt
Medium- and long-term debt (disbursed and outstanding) 214.1 2268 2340 2398 2940 2834
Debt-service ratio before debt relief
{as percent of exports of geods and services) 101.0 1103 73.5 83.1 498 336
Effective exchange rate indices
(trade weighted; end of period; 1992=100)
Nominal 40.2 243 16.4 6.7 6.4 6.6
Real 56.2 359 424 359 395 46.6

Social indicators
Life expectancy at birth (in years, 1595)

Population {in thousands; 2000)
Rural
Urban

Women
Men

Crude birth rate (per thousand, 1997)
Crude death rate (per thousand, 1997)
infant mortality rate {under 1, per thousand; 1998}
infant morality rate (under 3, per thousand; 1998)

Population per physician (1995)

Grass primary school enroliment ratio (in percent of school-age population; 1998)

Literacy rate for ages 15 and above (in percent; 1938)

64

141,700
77.652
64,048

71,700
70,000

33.8
83
4.0
123.0
3272
ns

780

Sources: $%0 Tomé and Principe authorities; World Bank; and staff estimates.

1/ Owing to corrections and improvements to the accounts of the central bank, thete is a break in the series starting in 1995.
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IMF Concludes 2001 Article IV Consultation with Sdo Tomé and Principe

On January 30, 2002, the Executive Board of the International Monetary Fund (IMF) concluded
the Article IV consultation with Sdo0 Tomé and Principe.’

Background

During the fourth quarter of 2000 and the first three quarters of 2001, fiscal slippages, delays
in structural reforms, and governance problems tocok S8o0 Tomé and Principe’'s PRGF-
supported program off track. Key quantitative performance criteria and benchmarks on
government financial operations were not observed at end-December 2000 or end-December
2001. Despite strong revenue mobilization, spending overruns, partly financed out of an
unprogrammed signing bonus related to an oil expleration option contract, resulted in a
primary budget deficit of 3 percent of GDP in 2001, compared with a targeted surplus of

2.7 percent of GDP under the program. Although monetary policy remained tight in 2000-01,
the budget deficit caused net bank credit to the government to exceed its quantitative
performance criteria in December 2000 and June 2001. Also, none of the structural
performance criteria and benchmarks were observed, with the exception of the benchmarks on
retail prices of petroleum products and the submission to the Fund of monthly monetary data.
In addition, the negotiation of oil sector contracts in 2001 lacked transparency, including a

" 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 January 30, 2002 Executive Board discussion based on the staff report.
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contract with the Environmental Remediation Holding Company (ERHC) in May 2001 that
awarded a substantial share of potential oil revenue to the private company.

The authorities have requested the staff to monitor an economic program covering the six
months ending on June 30, 2002. The staff-monitored program (SMP) is intended to correct
the slippages incurred in 2001 and reestablish a good track record of policy implementation.
To make up for the delays in the implementation of structural measures, the authorities have
implemented three prior actions for the SMP; (1) the adoption of a rate adjustment mechanism
for water and electricity; (2) the implementation of the civil service reform and downsizing
program; and (3) the adoption of terms of reference for an audit of three large government
contracts and bids. In addition, the authorities requested assistance from the World Bank in
the area of oil sector policy, including a cost-benefit analysis of their settlement with the ERHC
and a study on the negotiation procedures for government contracts signed in 2001 in the oil
sector.

Under the SMP, the authorities’ macroeconomic objectives are to reduce end-of-year inflation
to 7 percent in 2002, and to narrow the external current account deficit (including official
transfers) to less than 1 percent of GDP in 2002. Real GDP growth is projected to reach

2 percent in 2002. In the fiscal area, the program aims at turning around the primary budget
balance (excluding HIPC Initiative-financed social spending) from a deficit in 2001 to a small
surplus in 2002, while safeguarding spending on health and education. Monetary policy will
remain tight, with broad money projected to increase by 12 percent in 2002, consistent with
projected neminal GDP growth. Net bank credit to the government is targeted for a substantial
reduction.

Key structural reforms propesed under the SMP include (1) the submission to the National
Assembly of a draft government budget for 2002; (2) the publication of an audit report on three
large government contracts and bids; and (3) the application of mechanisms by which retail
prices of petroleum products and water and electricity rates are adjusted to reflect changes in
costs.

Executive Board Assessment

Executive Directors regretted that during 2001, the PRGF-supported program went off frack,
with large government spending overruns, the emergence of governance issues related to
cil-sector contracts, and delays in the implementation of several structural measures.
Nevertheless, economic activity continued to recover thanks to a strong pickup in food crop
production, construction, trade, and tourism; inflation stabilized; and improvements in tax
collection and customs reform led to a large increase in government revenue.

Directors welcomed the authorities’ commitment to implementing strong corrective measures
during a six-month staff-monitored program, and urged them to implement the program
vigorously, in order to correct the slippages which occurred in 2001, and reestablish a track
record of good policy implementation. More generally, it will be crucial to work with renewed
commitment toward the sustained implementation of the economic reforms laid out in their
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interim PRSP, to achieve lasting poverty reduction and reduce the substantial risks that
S&o Tomé and Principe faces, in view of its fragile economic and social situation, its heavy
reliance on external assistance, and the monoculture of cocoa, and its limited administrative
capacity.

Against this background, Directors urged the authorities to maintain their resolve to strengthen
fiscal discipline, particularly in view of the possible onset of disbursements of sizable oil-related
compensation payments. The commitment to continued strong revenue mobilization efforts
and to expenditure restraint, while increasing outlays for education and health, is welcome, but
Directors noted that achieving the fiscal targets will require a prudent management of any
oil-related revenue, as well as continued wage moderation following the recent civil service
reform.

Directors expressed concern about administrative capacity constraints on the efficient use of
the interim HIPC Initiative assistance for poverty reduction purposes. They underscored the
need to establish control and monitoring mechanisms of public spending, with a view to
ensuring an efficient and transparent use of HIPC assistance and other budgetary resources.
They also urged the authorities to make good use of the technical assistance they are
receiving from the World Bank, the European Union, and France in the area of public resource
management.

Directors welcomed the central bank’s commitment to maintain a prudent monetary policy and
a flexible exchange rate regime and to refrain from interfering in the commercial banks’
exchange operations. They urged the central bank to closely monitor bank lending activities
and portfolio performance, and to work toward an orderly recapitalization and takeover by a
financial institution of good standing of the insolvent Banco Comercial do Equador (BCE).
The authorities were also urged to step up legal efforts aimed at combaling terrorist financing.

Subject to successful implementation of the staff-monitored program, Directors noted that the
authorities’ renewed commitment to undertaking vigorous macroeconomic and structural
policies is an encouraging basis to start early discussions on a medium-term program that
could be supported under the PRGF arrangement, with a view to reaching the HIPC
completion point. Directors highlighted, in particular, the importance of ensuring an orderly and
transparent use of potential oil revenue, and, in this connection, they urged the authorities to
take adequate actions following the results of a critical review of the contract signed with the
Environmental Remediation Holdings Company (ERHC) and of the procedures followed in the
negotiation of oil-sector contracts in 2001. The authorities should also ensure cost coverage of
water and electricity tariffs and of the prices of petroleum products. More broadly, Directors
looked forward to a consistent implementation of reforms aimed at economic diversification
and at enhancing the role of the private sector in the economic development of Sao Tomé and

Principe.

Directors noted that S&o Tomé and Principe now regularly provides the core minimum data to
the Fund for the purposes of surveillance and pregram monitoring. They encouraged the
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authorities to address remaining weaknesses in the compilation of real sector and balance of
payments statistics, with the help of technical assistance.

Directors encouraged the authorities to cooperate closely with Bank and Fund staff in the
months ahead in maximizing the prospects for an early resumption of the PRGF-supported
program and for access to interim assistance under the enhanced HIPC Initiative. In view of
the country’s limited administrative capacity, this collaborative effort should aim, in particular,
at minimizing the risks of slippages in policy implementation by taking timely and proactive
measures if needed.

Public Information Notices (PINs) are issued (i) at the request of a member country, following the
conclusion of the Article IV consultation for countries seeking to make known the views of the IMF to the
public. This action is intended to strengthen IMF surveillance over the economic policies of member
countries by increasing the transparency of the IMF's assessment of these policies; and (ii) following
policy discussions in the Executive Board at the decision of the Board. The Staff Report for the 2001
Article IV Consultation with S840 Tomé and Principe is also available.




Sao Tomé and Principe: Selected Economic Indicators

1999 2000 2001
Proj.
Domestic economy )
Gross domestic product (in billions of dobras) 3341 369.5 422.0
At constant prices (percentage change) 25 3.0 4.0
Consumer prices (percentage change; average) 16.3 11.0 6.3
(In percent of GDP,

unless otherwise specified)
Financial variables

Consumption 109.3 103.6 99.9
Gross investment 40.0 43.5 49.9
Gross domestic savings 93 -3.6 0.1
Gross national savings 13.8 23.0 393
Overall balance (commitment basis) -25.9 -16.5 -15.0
Primary balance (commitment basis; incl. HIPC Initiative

spending) 1/ 1.3 2.1 -7.4
Priumary balance (commitment basis; excl. HIPC Initiative

spending) 1/ 13 2.1 3.4

External economy

Current account balance (excluding official transfers) -51.1 -52.4 -56.1
Cuwrrent account balance (including official transfers) -26.2 -20.5 -10.6
Net present value of total external debt outstanding 2/ 3/ 404.3 306.3 262.0
Net present value of total debt 2/ 3/ 4/ 1,394.6 920.8 708.2
Net present value of total debt 2/ 3/ 5/ 2,1519 1,353.2 1,023.6

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

Export earnings 3.9 3.2 39

Of which: cocoa 29 29 34
Overall balance =27 -2.5 1.7
Outstanding medium- and long-term debt 294.0 2834 286.7

Of which: arrears 74.0 0.0
Gross foreign reserves (in months of following year's

imports of goeds and services) 31 35 39
External debt service (before debt relief ) 4/ 49.8 36.2 314
External debt service (actual debt service paid) 4/ 218 26.1 10.8

Sources: SAo Tomé and Principe authorities; and IMF staff estimates and projections.

1/ Excluding interest obligations, grants, and foreign-financed capital outlays.

2/ Includes arrears to Ttaly on a loan that remains in dispute.

3/ Assumes the completion point under the enhanced HIPC Initiative is reached in 2003,
4/ In percent of exports of goods and services.

5/ In percent of government revenue.



Statement by Alexandre Barro Chambrier, Executive Director for
Séo Tomé and Principe
January 30, 2002

Background and Recent Developments

In 1998, following several years of macroeconomic imbalances, Sac Tome &
Principe, with Fund assistance, put in place an ambitious program of economic and structural
adjustment. The program which placed strong emphasis on fiscal consolidation and which
also included a broad agenda of structural reforms, led to a significant turn around in the
economic and financial situation. Real GDP growth which had averaged 1.2 percent in 1996-
97, doubled to 2.5 percent in 1998-99, and inflation which had reached 80 percent at end-97
was reduced drastically to 13 percent by December 1999. The primary budget deficit had
shifted to a surplus, and the current account deficit had been reduced. Progress on the
structural front was also noteworthy. Among others, price controls were eliminated, the
exchange and trade system liberalized, a privatization program and the reform of the civil
service were initiated. Important steps were also taken as regards governance, as legal actions
were taken against officials responsible for fraudulent operations.

Building on this progress, the authorities strengthened their reform program for which
they received Fund support under the PRGF in early 2000. Good progress was achieved in
the first ten months of 2000, and at the time of the completion of the first review, in
December 2000, the Board decided that Sao Tome & Principe had reached the decision point
under the enhanced HIPC Initiative. Economic activity continued to recover, and it is
estimated that real GDP grew by 3 percent in 2000, and by 4 percent in 2001. Despite the
sharp increase in the prices of petroleum products and the depreciation of the dobra, inflation
remained on a downward trend and was below 10 percent in 2001. The current account
position also improved, reflecting assistance from the interim HIPC Initiative, and revenue
related to oil exploration. Developments in the fiscal area was, however, less favorable, and
there were delays in the implementation of several structural measures.

In the fiscal area, while the authorities missed the performance criteria and
benchmarks at end-2000 and during 2001, it is to be noted that revenue in 2000 and 2001
were higher than programmed, reflecting to a large extent the strengthening of tax and
customs administration, as well as revenue from fishing royalties in December 2000.
Although government expenditure was strictly controlled, a number of factors, in 2001, some
of which unexpected led to expenditure overruns and contributed to the program going off-
track: Maritime border negotiations with Nigeria took longer than expected and led to
sizable extra budgetary expenditure related to lawyer and consultant fees, among others;
higher costs for the consumption of petroleum products, due to upward price adjustments;
advances to the water and ¢lectricity utility company as rate increases were delayed; the
larger wage bill ( following months of strikes of health and education workers), and the
bonuses to the civil service(wages are still quite low compared to other countries in the
region); and, the financing of the presidential election. As a result the primary budget
balance turned into a deficit of more than 3 percent of GDP in 2001, instead of recording a



surplus of 2.7 percent of GDP. As regards HIPC Initiative-related expenditure, progress has
been better than expected as spending is estimated to have amounted to about 4 percent of
GDP in 2001.

Monetary policy remained generally prudent in 2001, although credit to the
government was on the high side. In February 2001, following the decrease in inflationary
pressure, the central bank lowered its reference interest rate by 1.5 percentage points.
Responding to this action, credit to the private sector saw a modest increase. The financial
situation of one of the two private banks deteriorated considerably in 2001. In May the
central bank introduced bankruptcy proceedings against the bank, and in June its banking
license was suspended. Under the transitional procedures governing safeguards assessments,
the central bank’s accounts for 1999 and 2000 have been certified by an independent
international accounting firm, as noted by the staff. The authorities have also taken account
of staff’s recommendations and will act accordingly.

With regard to petroleum exploration, several contractual arrangements were
concluded in 200. More importantly, a settlement was reached with the Environmental
Remediation Holding Company (ERHC), through international arbitration, regarding
royalties and other fees, and this should pave the way for more exploration contracts to be
signed. Box 1 also gives an indication of the expected oil output, costs and revenues, as well
as the government’s share of the revenue expected from the exploitation of the oil fields to
start in 2006.

Staff-Monitored Program and Macroeconomic Framework for 2002

In assessing Sac Tome & Principe’s recent performance, it is worth recognizing the
progress made since 1998, and also the conditions under which these efforts are being
undertaken. Sao Tome & Principe, which is made up of 2 main islands, has a population of
about 140 thousand, and a per capita GDP of about U.S.$300. Iis administrative capacity is
very limited, and it has few qualified personnel. Moreover, it is still in the process of
building democratic institutions, and the decision-making process is still centralized. Despite
these constraints, the authorities have shown a strong determination to improve the economic
and financial situation of the country. While economic and financial performance have been
unever, it is not so much for a lack of commitment but more due to the lack of proper
institutions and capacity. Thus, following the transparent and internationally-recognized free
presidential election in July, the new government that has come into office has renewed its
commitment to the adjustment program and to the medium-term policies described in the
Interim-PRSP. In this regard a number of important measures have already been taken. The
authorities concur with the staff that the medium- and long-term prospects will be critically
dependent on development in the offshore cil sector, and on the policies that are put in place.
They also share the staff’s views regarding the need for transparency in the oil sector. This
commitment to reform is also shared by the population which views it as critical to keep the
country on a path of sustained growth and macroeconomic stability.



It is in this context, that the new government has agreed with the staff on a Staff-
Monitored Program which will focus on measures that will help to reverse the slippages. The
policy measures envisaged under the SMP are expected to contribute to the achievement of
the following objectives in 2002, notably, real GDP growth of 5 percent, a reduction in
inflation to 7 percent in 2002, on an end-of-year basis, a narrowing of the external current
account deficit (including official transfers) to less than 1 percent of GDP, mainly due to
projected mobilization of nonproject grants and oil-related signature bonuses, as well as
assistance under the HIPC Initiative.

Soon after taking office the authorities have moved quickly to take a number of
critical measures deemed critical to the success of the program. Thus, following a World
Bank financed study on utility pricing, the government has adopted an automatic mechanism
to adjust prices for water and electricity to production and distribution costs. The new
system will be implemented in the first quarter of 2002. The new organizational and staffing
plans which have resulted in the downsizing of the civil service by 320 employees have been
implemented. Moreover, the government has established a single computerized system of
civil service and payroll management and prepared the terms of reference for two studies
related to civil service reform. On governance issues, the authorities have asked World
Bank’s assistance in the oil sector, including the launching of a cost-benefit analysis of
previously signed contract, as well as a detailed study of the negotiation procedures for
government contracts signed in 2001. The government has also adopted the terms of
reference for the consultation of firms of international reputation to carry out audits of large
government contracts and investment projects. Some of these measures which have already
been implemented were conditions under the new SMP.

In the fiscal area, the objective is to lower the government’s financial operations
deficit (on a commitment basis and including grants) from 15 percent of GDP in 2001 to 5
percent in 2002, and to turn around the primary budget balance from a deficit of 3.4 percent
of GDP to a surplus of 1.7 percent of GDP. This will be achieved through strong revenue
mobilization efforts and a containment of expenditures. Government revenue is projected to
increase to about 22.5 percent of GDP in 2001, on the basis of the simplification of the
general sales tax and its extension to domestic goods and services. In addition, all enterprises
that benefited from exemptions will now be subjected to a minimum of 5 percent customs
tariff, except for the national telecommunications company. The automatic price mechanism
for petroleum products will be implemented and the efforts to strengthen tax and customs
administrations and to broaden the tax base will be pursued.

Government expenditure is projected to decrease to 25.5 percent of GDP in 2002,
compared to 29.6 percent in 2001. This performance will result from cuts in investment
which showed a large increase in 2001, and the implementation of the civil service reform
and downsizing. While the Budget allows for a 10 percent general salary increase in 2002,
the wage bill will actually decline to 8 percent of GDP compared to 8.5 percent of GDP in
2001. The authorities will maintain the priority given to the social sectors, and resources
freed up under the interim HIPC Initiative will be used to increase education and health
spending, Efforts aimed at improving fiscal discipline will be pursued.



Monetary and credit policies will be implemented in accordance with the program
and will remain prudent. In this context the program envisages a reduction in net credit to
the government and an increase in net credit to the private sector. It is the intention of the
authorities to introduce open market operations in 2002, and to continue the efforts to
strengthen bank supervision. With Fund assistance, the central bank will strengthen its
internal operations contrel, and will have its accounts audited by an internationally reputable
accounting firm, and publish the report and the certified accounts by end-April 2002. On
exchange rate policy, while the authorities will continue to pursue a flexible exchange rate
policy, they have also indicated their interest in exploring alternative exchange rate
arrangements, with Fund assistance, including accession to a monetary union with a currency
pegged to the euro.

Structural reforms will continue to be an important part of the adjustment efforts, and
in this context, besides the measures outlined above, a number of additional measures are
envisaged in 2002. These include the increase in the water and electricity rates; submission
of the draft budget for 2002, in line with the program; publication of the audits of the
government contracts; and implementation of the petroleum price mechanism. A number of
measures aimed at improving governance will be taken, and the authorities will take steps to
strengthen and modernize the courts and tribunals and to improve the functioning of the
judiciary system, in general. The authorities will also revise the investment code, and intend
to adopt the Foreign Investment Advisory Service prepared by the World Bank. A new
telecommunications policy which is aimed at opening the sector to competition will be
adopted this year. The government will continue its reform and privatization program in the
public enterprise sector, as described in its memorandum.

The government is working on the preparation of the full PRSP, with a large
participatory process, and expect to have it ready by mid-2002. However, should there be
delays in this schedule, it intends to submit an interim report. The full PRSP will address the
issues that have been raised by the Board and staff of the Fund and World Bank. Improving
education and health care will receive priority.

In conclusion, while it is true that there have been slippages in the implementation of
the program, it should also be recognized that the momentum of adjustment was never lost.
The authorities, especially after the presidential election, have taken a number of strong
measures which bode well for the continuation of the program. I would like to reiterate the
strong commitment of the authorities to the adjustment process, and of their determination to
ensure that future resources from oil will be used in an efficient and transparent manner. The
authorities are thankful to the staff for their continned advice and guidance, which have been
helpful to bring the program back on track. My authorities hope that the SMP will be of a
short duration, and that it will be possible to return to the PRGF soon.



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

