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EXECUTIVE SUMMARY

Context: President Touadéra was reelected for a second term, despite attempts by
armed groups to prevent the general and presidential elections from being held. While
the security situation has improved since these groups’ attacks on Bangui were repulsed
in January, the prolonged closure of the trade corridor with Cameroon had a substantial
economic and fiscal impact, significantly affecting the growth prospects for this year
and the cash position of the government. The government'’s relations with development
partners have deteriorated causing delays in grants disbursements. The number of
Covid-19 cases and deaths temporarily increased in the Spring but has returned to a
very low level. The three-year ECF arrangement approved in December 2019 is off track,
with most performance criteria and structural benchmarks missed prior to the
intensification of the domestic conflict, and the third review has not been completed.

Program objectives: The proposed 7-month staff-monitored program (SMP) will help
the authorities cope with the immediate financing challenges caused by the security
crisis and the Covid-19 pandemic, provide a roadmap to improve the track record of
policy implementation, and allow the country to benefit from budget support by other
partners. A satisfactory implementation of the SMP would allow for the resumption of
discussions under the ECF-supported program in mid-2022. Fiscal policy will aim in
2021 at ensuring that budget execution stays in line with the supplementary budget law
approved in August and in 2022 at providing for sustainable financing of additional
high-priority social spending and investments, including in the health sector.

Structural fiscal reforms will focus on strengthening tax and customs administration,
improving public finance management and fiscal transparency, and digitalizing
procedures. The authorities will also implement reforms to strengthen governance and
fight corruption and improve the business climate.

Sustained grant financing and technical assistance from the donor community remain
paramount to the authorities’ objectives of macroeconomic stability and inclusive
growth. It will be therefore crucial that the authorities work closely with their
development partners to ensure that the conditions for the disbursement of the
available budget support are met. About two-thirds of the SDR allocation will be

on- lent by the BEAC to sustainably support the budget in 2021 and in 2022, with a view
to finalize the repayment of domestic arrears and to reimburse most of the onerous
bridge financing contracted with commercial banks over the last few months.
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BN CONTEXT

1. President Touadéra was inaugurated for a second term on March 30 after winning

54 percent of the votes cast in the first round of the December 2020 presidential election.
Violence depressed the turnout, with voting possible only in about half of the electoral districts and
only 35 percent of registered voters casting their vote overall. The legislative elections, whose first
round coincided with the presidential election, were completed in May 2021 with the ruling coalition
ending up with a comfortable majority. The seventh session of the National Assembly was
inaugurated on May 3. Mr. Henri-Marie Dondra, Minister of Finance since 2016, was appointed
Prime Minister on June 11. He formed a new government on June 23, outlining three main
objectives: economic recovery; domestic revenue mobilization; and engaging with development
partners.

2. The security situation has gradually improved since the Coalition of Patriots for
Change (CPC) attempted to disrupt the elections and seize power in late 2020-early 2021.
The coalition of six armed groups formed by ex-president Bozizé after being declared ineligible to
contest the presidential election made

quick gains across the country and
reached the outskirts of Bangui.
Government forces and their foreign
allies regained control of most of the
country and secured the trade corridor
with Cameroon, which had been
closed from late December to early
March. The numbers of refugees
increased further, from 630,000 at
end-2020 to 735,000 at end-

Text Figure 1. Internally Displaced Persons (IDPs)
and Refugees, 2013-21
(in thousands)
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Overall, it declined slightly, from

681,000 at end-2020 to 665,000, at Source: UNHCR

end-October (Text Figure 1).

3. Despite this progress, and while peace initiatives are ongoing, recent localized bouts

of violence are a reminder of the fragility of the security situation. Regional leaders have
launched a roadmap for peace endorsed by four of the six armed groups in the CPC. On October 15,
President Touadéra declared a unilateral cease-fire under this initiative. He has also launched a
“republican dialogue”"— involving talks with stakeholders but excluding armed groups “that have
not respected the February 2019 peace agreement"—and commissioned an evaluation of the
February 2019 peace agreement. The main opposition groups have, however, withdrawn from this
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dialogue after the Speaker of the National Assembly initiated (and later suspended) proceedings to
remove the parliament immunity of three opposition MPs for being investigated for links with
armed groups. Last October, a commission of inquiry set up by the government reported that
human rights abuses were committed by all warring parties, including government soldiers and their
foreign allies. Since September, a few attacks on civilians and clashes between rebels and

pro- government forces have been reported, for the most part well outside the capital Bangui, likely
facilitated by the end of the rainy season and the start of the transhumance campaign.

4. The reported number of Covid-19 cases and deaths remains low, so is vaccination.
Reported Covid-19 cases and deaths amounted to 11,127 cumulative infections (0.2 percent of the
total population) and a total of 103 deaths as of mid-November (see text figure 2 and MEFP 1[4]).
They, however, likely widely underestimate the incidence of the pandemic as preventive measures
are not strictly enforced and as vaccination has remained low since the launch of the vaccination
campaign on May 20. While the campaign aims at vaccinating close to 3 million people

(i.e., 52 percent of total population) by end-2022, only 5.9 percent had been fully vaccinated as of
mid- November, reflecting limited vaccine availability, storage capacity, and likely high hesitancy
rates. The campaign will be financed by donors, including the World Bank, which is expected to
provide $25.5 million in grants.

Text Figure 2. Central African Republic: Daily Number
of COVID-19 Cases and Deaths
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5. While end-2020 performance under the ECF arrangement was disappointing, policy
and reform implementation has improved over the last few months (see 19 and 17). During the
first months of 2021, the performance under the ECF arrangement was disappointing and did not
allow for the conclusion of the third review." Some delays were also incurred in the provision of data
and the reporting to staff of economic decisions. Policy and reform implementation has since

" Two of the three end-December performance criteria (PCs), as well as the continuous PC on the non-accumulation
of new external arrears and the end-December and end-April structural benchmarks (SBs), were missed.
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improved, as illustrated by the adoption of the 2021 supplementary budget in line with what had
been agreed with staff, the publication of the independent audit of 2020 Covid-related expenses,
and the long-delayed elimination of public agencies without economic justification (prior actions,
MEFP 1[15]). On October 6, the authorities also announced the suspension of the involvement of
non-traditional foreign actors to the customs department until terms of reference taking into
account donors’ recommendations have been prepared. The authorities’ decision to refrain from
disbursing under the non-concessional BDEAC loan is also critical to protect debt sustainability
(MEFP T[13], 1[23]).

6. The proposed staff-monitored program (SMP) gives the authorities the opportunity to
demonstrate their capacity to implement sound policies and reforms while paving the way for
the resumption of discussions under the Extended Credit Facility (ECF) arrangement. Building
up on the lessons learnt from the existing ECF arrangement over the past 18 months (weak domestic
revenue mobilization, insufficient fiscal discipline, and slow progress in implementing structural
reforms), the 7-month SMP will provide a roadmap to improve the track record of policy
implementation and bring the structural reform agenda back on track. Its satisfactory
implementation would allow for the resumption of discussions under the ECF-supported program in
the second half of 2022.2

N RECENT DEVELOPMENTS

Developments in 2020

7. Reflecting in part higher government spending and the rapid reopening of the
economy following covid-related lockdowns, activity was higher than expected in 2020.

This was notably the case for the food crop, mining, and government sub-sectors. Reflecting
primarily a large increase in food prices, inflation picked up in late 2020 reaching 4.8 percent y-o-y
at end-year. The 2020 current account deficit was revised up to 82 percent of GDP compared to
7% envisaged in the context of the ECF arrangement owing mainly to higher oil imports prices and
lower budget support (Tables [4a and 4b]).

8. Despite substantially higher domestic revenue, the domestic primary fiscal deficit was
higher than targeted in 2020 (Table 2). Domestic revenue reached CFAF 127.5 billion against the
CFAF 115 billion envisaged under the ECF arrangement, on the back of higher economic growth and
higher net revenue from petroleum products. The domestic primary deficit was, however, higher
than targeted (CFAF 90 billion against an adjusted target of CFAF 81.9 billion), owing largely to a
sharp increase in end-year spending amid the challenging security situation that prevailed and the
additional spending needs in the run-up to the elections. Only 72 percent of the budgeted

Covid- related expenditures envisaged in the supplementary budget law had been executed by

2 The macroeconomic framework hypothetically assumes that the ECF arrangement will be extended by one year and
that two reviews will be completed both in 2022 and 2023.
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end- year owing to slow spending procedures, liquidity constraints, and to the postponement to
2021 of transfers to vulnerable enterprises (see MEFP 1[7]).

9. Public debt was lower than projected at end-2020 on the back of debt reduction
operations. It amounted to 44.1 percent of GDP (versus 46.8 percent of GDP projected under the
ECF arrangement), owing mainly to a debt cancellation operation granted by China (0.8 percent of
GDP) and a 90-percent principal reduction and rescheduling of the pre-HIPC debt arrears owed to
Energoprojekt (Serbia) representing 1.7 percent of GDP. The authorities temporarily accumulated
arrears to the International Fund for Agricultural Development (IFAD) caused by coordination
challenges between the Debt Directorate and the Treasury but also by delays in fully setting up the
new BEAC's software for international wires—which are now being addressed thanks to the technical
assistance provided by the BEAC regarding the use of its new software. The authorities also applied
for an extension of debt relief under the DSSI until December 2021 and benefited from assistance in
respect of debt service covering all payments falling due to the IMF from April 14, 2020 to April 13,
2022 under the Catastrophe Containment and Relief Trust (CCRT). Liabilities to commercial banks
amounting to CFAF 15.8 billion (1.2 percent of GDP) were securitized, allowing them to become
tradeable.

Developments in 2021

10. The economy has started recovering from the impact of the sharp deterioration of the
security situation earlier this year. The closure of the trade corridor from end-December 2020 to
March 2021 led to a collapse in activity, with adverse consequences for the supply of goods,
including vital products, and for the agricultural and mining production and trade. As a result,
consumer prices rose sharply averaging 5 percent year-on-year, in the first half of 2022. Available
data appear to indicate that the reopening of the corridor allowed economic activity to start
gradually recovering and inflationary pressures to start abating, with inflation declining to 3.6
percent year-on-year in July.?

11. Lower-than-expected donor disbursements weighed on the current account, while the
new SDR allocation provides a timely cushion. Downward pressures on the current account
balance have resulted from delays in budget support (grants) disbursements—a [334] percent of
GDP reduction in official transfers compared to the projection under the ECF arrangement—which
have more than offset the crisis-induced compression of imports. The SDR allocation would,
however, allow for a significant reserve accumulation this year, as about two-fifth of SDR allocation
will be on-lent this year (CFAF 35 billion), under the May 2021 agreed framework between CEMAC
authorities and BEAC on the on-lending of SDR allocations.#

3 Technical difficulties in implementing the recent change of base year from 1981 to 2019 have made it particularly
challenging to interpret the latest inflation developments.

4 Under CEMAC-level agreements on the use of SDR allocations, individual CEMAC member countries are entitled to
request all or part of their SDR allocations, and their request is granted upon signing an on-lending convention with
BEAC. The on-lending takes the form of a perpetuity loan in CFA francs, with countries assuming the responsibility of
servicing the loan, which bears the CFAF-equivalent of the SDR rate.
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12. The execution of the supplementary budget law appears on track. The supplementary
budget law was approved by the Parliament in August 2021 (met prior action under the SMP) and,
consistent with what had been discussed with staff, provided for higher security-related spending
triggered by the security crisis to be financed through cuts in non-priority spending amid lower
revenue mobilization. Domestic primary spending in the first three quarters of the year reached
CFAF 137 billion, well below the annual projection of CFAF 199 billion. Domestic revenue reached
CFAF 105 billion up to October, mostly on the back of the faster-than-expected reopening of the
corridor, which is offsetting the negative impact of higher international oil prices on tax revenue.

13. Owing to delays in donor budget support and pending the on-lending of the SDR
allocation, the government relied heavily on financing from commercial banks. During the first
months of the year, the authorities faced acute funding needs stemming from the impact of the
security crisis on domestic revenue, large spending carry-overs from the 2020 budget and the
repayment of VAT credits to alleviate the liquidity pressures faced by companies. With donors
suspending (France) or delaying (European Union and World Bank) the disbursement of their budget
support, and the SDR allocation not available before September, the authorities had to rely on
bridge financing from commercial banks to finance the budget. Accordingly, they issued CFAF

44.78 billion (or 3.1 percent of GDP) in treasury bills and bonds between May and October with an
average yield-to-maturity estimated at 12 percent.

14. As the disbursement of the 2021 budget support has now been postponed to 2022,
public debt will increase to 48.2 percent of GDP at end-2021. At the same time, the C.A.R. will
benefit from the rescheduling of the statutory advances owed to the BEAC—representing CFAF
80.5 billion—via the lengthening of the maturity to 20 years with a 3-year grace period. Regarding
external debt, the authorities signed in September a CFAF 15-billion loan agreement with the
regional development bank BDEAC to finance high-priority health expenditures aimed at further
strengthening C.A.R.'s capacity to fight the pandemic and at reducing significantly health
evacuations. Reflecting serious concerns about its impact on debt sustainability—the loan is

non- concessional—the authorities later decided not to disburse under the loan and will instead
seek additional project grants from donors to finance the corresponding expenditures.

15. Reflecting the refinancing with BEAC of its purchases of T-bills and T-bonds, the
banking sector remains overall adequately capitalized and liquid. By end-June, the banking
system short-term liquidity ratio contracted from 202 percent at end-2020 to 133 percent at

end- June 2021 reflecting the substantial purchase of government securities by the banking sector.
To allow for a rebound in this ratio while purchasing more government securities in the third
quarter, banks refinanced these securities with the BEAC.> Consequently, the short-term liquidity
ratio rebounded to 214 percent at end-September 2021 while banks’ sovereign exposure declined
from 19.2 percent of total assets at end-June to 16.9 percent at end-September. Credit to the private
sector increased by 3.3 percent y-o-y in September. Despite a difficult economic environment, the
non-performing loan (NPL) ratio declined from 18.1 percent at end-2020 to 16.4 percent at

> BEAC provided refinancing to two commercial banks which had shortfalls in liquidity and did not respect the
regulatory liquidity ratio of 100 percent.
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end- September and remained adequately provisioned (83.9 percent). This ratio would, however, be
closer to 18-20 percent if not for the easing of prudential regulations implemented by COBAC in
response to the pandemic.®

At 23.8 percent in September, the capital adequacy ratio remained well above the regulatory
minimum (currently of 9.5 percent, following the reduction from 2.5 to 1.5 percent of the capital
conservation buffer), providing a significant cushion.

16. Progress in implementing structural reforms has been uneven, owing in part to the
deterioration of the security situation and to declining ownership:

e The end-December ECF arrangement structural benchmark on the deployment of
e- procedures (tax declaration and payments) for large companies was not met. Since last
year, the e-declaration system has been in an experimental phase, but only 15 of the
24 participating companies have hitherto managed to successfully use the system to
e- declare their tax liabilities. Also, while some improvements have been made in putting in
place the e-payment system, only part of the requirements from the central bank have been
met and the interconnection with Sygma- Systac is not currently operational.

e The publication of the Court of Auditors’ audit of the Covid-related spending executed in
2020 (end-April ECF arrangement structural benchmark) was delayed as the Court decided
to audit the budget expenditures as well as those financed directly by donors, with no
success for the latter. The audit covering budgetary expenditure was finalized and published
online on August 31 (met prior action under the SMP). Still, the audit of COVID-related
expenditure implemented directly by donors will take longer due to the need to obtain the
necessary data (see [MEFP 125]).

e Owing to postponement of the general election, the elimination of the seven remaining
public agencies without economic justification (end-April ECF arrangement structural
benchmark) was also delayed. It has now been implemented (met prior action under the
SMP, [MEFP 115] and MEFP Table [1]).

e With Fund technical assistance, the draft anti-corruption law was revised to reflect
international good practice and is expected to be submitted to the Parliament by
end- January 2022 (end-June 2021 ECF arrangement structural benchmark and proposed
structural benchmark under the SMP).

e The Parliament adopted the asset declaration law on October 28, and it was promulgated by
the Head of State on November 26. On December 13, the Prime Minister approved the
government’s anti-corruption action plan, which takes on board most of the

6 The relief measures are applicable to banks until end-2021 and pertain to the reclassification between sound loans
and NPLs, namely: the removal of existing conditions for the immediate reclassification of restructured loans from the
nonperforming to sound; and the extension of the period since the first payment default from 90 days to 180 days
for the reclassification of sound loans to NPLs.
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recommendations of the IMF's governance assessment and strikes a good balance between
repressive measures against corruption and preventive measures, including through
increased digitization and automation of public finances.

e A decree mandating the online publication of the information pertaining to procurement
contracts above CFAF 10 million, including the disclosure of the beneficial owners of the
companies awarded contracts, entered into force on August 4.

e The General Tax Directorate has identified the importers with at least CFAF 100 million of
import value and beneficiaries of public procurement contracts above CFAF 100 million that
were not compliant with their tax obligations. It audited those that it could contact but
unfortunately was not able to contact many of them as the address/phone numbers they
had provided appeared incorrect.

e Further delays were incurred in ensuring that valuation information provided by service
provider Webb Fontaine is taken into account in customs declarations. A physical connection
has been established and the customs department can now receive Webb Fontaine data and
vice versa. Processes still need to be finalized, especially the automation of the controls of
valuation data entered in ASYCUDA++ in conformity with the expected values provided by
Webb Fontaine’s eDouanes so that Webb Fontaine information can be provided on a
continuous and systematic basis (proposed structural benchmark).

I OUTLOOK AND RISKS

17. Reflecting the security shock, the short-term outlook has worsened since the ECF
arrangement’s 1% and 2" reviews. Growth projections have been revised down from 3%z to 1
percent this year. Growth would rebound to 4 percent next year and to 5 percent over the medium
term, on the back of a full reopening of the trade corridor, as security gains in the provinces
stimulate mining and agriculture production, and demand in the service sector. Helped by the
reopening of the corridor, inflation would decline to 32 percent year-on-year by end-year, and to
less than 3 percent by end-2022, before stabilizing around 2'2 percent over the medium term.

18. The balance of payments will improve in 2021 thanks to the SDR allocation. On the one
hand, the 2021 current account deficit will widen to 10"z percent of GDP owing mainly to
postponement to 2022 of the disbursement of the official transfers for 2021. The capital account
balance is also expected to deteriorate on account of lower project grants. On the other hand, the
financial account will strengthen to 6 percent of GDP, reflecting the disbursement of SDR allocation.
As a result, the overall balance of payment will be close to equilibrium. In the medium term, the
current account deficit will gradually narrow to 5%z of GDP, with the projected recovery in exports
more than compensating for the reduction in official transfers. The financial account excluding the
SDR allocation is also expected to improve, benefiting from a recovery in FDI inflows. Overall, the
balance of payments would show a surplus of around 2 percent of GDP from 2024 onward.
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19. Risks to the outlook remain elevated. Downside risks include: (i) a reversal in security
gains; (i) a worsening of the pandemic situation; (iii) a slow implementation of fiscal and structural
reforms which lowers growth and raises external debt risks in the outer years; (iv) possible lower
donor support in the event of protracted delays in reviving the peace agreement, launching a
republican dialogue, and advancing reforms; (v) persistent global supply chain bottlenecks; and (vi)
higher-than-assumed international oil prices with adverse consequences on public finances. Upside
risks include the acceleration of pro-reform and inclusive policies by the new government, decisive
steps towards a renewed peace process, and lower international oil prices.

20. The December 2020 DSA concluded that C.A.R. remains at high risk of external debt
distress and overall high risk of debt distress. Under the baseline scenario, the present value (PV)
of the external debt-to-GDP ratio remained well below the 30 percent threshold. The PV of debt-to-
exports ratio marginally breached the 150 percent threshold in 2021 before declining over the
projection period. The liquidity indicators for external debt breached their thresholds for about five
years under the baseline scenario (from 2024-28). Total public debt remained well below the
benchmark in PV terms and was declining over the projection period, as was the debt-to-revenue
ratio. Overall, public debt was projected to remain sustainable over the medium term provided that
the envisaged policies and reforms are implemented, and the security situation normalizes.

Yet, stress tests underline the sensitivity of the debt indicators to assumptions: lower export growth
or revisions to real GDP growth would trigger a significant deterioration of debt sustainability
indicators. C.A.R.'s debt sustainability will be reassessed as part of the next Article IV/ECF
discussions.

The authorities broadly concurred with staff on the outlook and risks and recognized the need to
maintain prudent macroeconomic policies and speed up structural reforms. They agreed that basing
the SMP’s macroeconomic framework on prudent projections would enhance its chances of success
and appreciated the additional flexibility provided under the SMP to decisively implement the
structural reforms to which they committed under the ECF arrangement. They also intend to finalize,
in the coming month, an ambitious agenda of fiscal reforms, which was discussed with stakeholders
in mid-November, and which could serve as a basis for the fiscal reform agenda under an ECF
arrangement.

B POLICY ISSUES AND DISCUSSIONS

Policy discussions focused on: (i) the need to ensure that budget execution in 2021 remains consistent
with the objectives of the supplementary budget law, which will notably require that the end-of-year
spending slippages observed during the last two years do not recur; and (ii) the broad parameters of
the 2022 draft budget law, which will aim at accommodating in a sustainable way the additional
high- priority health expenditures identified by the government.

In support of these policies, discussions on structural reforms focused on making further progress
toward the full implementation of the main reforms envisaged under the ECF arrangement. These
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notably include the submission to parliament of a draft anti-corruption law, the deployment of the
electronic tax declaration system for large companies, the digitalization of customs procedures and
controls, and a further consolidation of the Treasury Single Account. Discussions also centered around
the need for more consistent data provision and systematic reporting on economic policy intentions to
sharpen monitoring and policy advice.

A. Fiscal policy

21. The authorities committed to ensure that the execution of the 2021 supplementary
budget law remains on track. Reflecting the quicker-than-anticipated reopening of the trade
corridor, domestic revenue is expected, despite the adverse effect of higher international oil prices,
to exceed the objective discussed with staff when the supplementary budget law was prepared
(CFAF 120 billion). Well aware of the substantial end-of-year spending slippages observed the last
two years, the authorities indicated that they will monitor more closely commitments this year to
avoid a recurrence of these slippages. They expressed confidence that they would be able to meet
the end-2021 fiscal deficit target by some margin, which would provide more fiscal space for next
year.

22. The authorities also intend to use part of the SDR allocation in 2021 to repay domestic
arrears and start repaying the bridge financing they contracted with commercial banks.

They explained that they had hitherto not asked the BEAC to on-lend the SDR allocation as they
were considering how to best use it. As it was now clear that the disbursement of their 2021 budget
support by the World Bank and the European Union will be postponed to early 2022, the authorities
have asked the BEAC to on-lend part (CFAF 35 billion) of the SDR allocation to help finance the
budget, repay domestic arrears, start repaying the bridge financing contracted with commercial
banks, and increase government’s deposits. These will be also financed by the proceeds of the sale
of part of the government'’s stake in the BGFI bank for CFAF 3.6 billion.

23. Fiscal policy in 2022 will aim at accommodating in a sustainable way the additional
high-priority health expenditure. To reduce the need for costly medical evacuations and
strengthen C.AR’s capacity to fight the Covid-19 and other pandemics, the authorities intend to
make one-off investments in medical equipment to make available to the broader population
domestically, basic medical procedures that hitherto required costly medical evacuations and
therefore only benefited a limited number of individuals. While they initially planned to use the loan
contracted with the BDEAC to finance these investments, they agreed with staff not to disburse
under this non-concessional loan, as it would heighten C.AR's already elevated risk of debt distress.
Instead, they will seek additional project grants from donors to finance these expenditures, limit
concessional borrowing to exceptional cases, and eschew completely from non-concessional
external borrowing. Reflecting the delays in fiscal reform implementation and the increase in
international prices, the domestic revenue projection, which had already been impacted by the
security shock, had to be revised downward further to CFAF 138 billon. This revision and the decline
in the budget support provided by the European union (from around euro 30 million a year in
2020- 21 to around euro 17 million in 2022-24) left only limited room for the increase in the
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spending envelop that could have been envisaged when the SDR allocation was made available to
member countries.

Total primary spending will therefore be capped to CFAF 202.5 billion in 2022, as had been
projected under the ECF arrangement, including CFAF 195.5 billion in budgetary expenditures and
CFAF 7 billion in cash expenditures (pension arrearages and reimbursement of VAT credits).
Reflecting the need to return to a more sustainable path over the medium term, the domestic
primary deficit will decline further, from 5.3 percent of GDP in 2021 to 4.2 percent of GDP in 2022.
A draft budget law along these lines will be submitted to parliament by the end of the year
(proposed structural benchmark).

24. The disbursement of the budget support and the on-lending of a second tranche of
the SDR allocation will ensure the sustainable financing of the 2022 budget deficit, while
allowing for the reimbursement of remaining domestic arrears and of most of the bridge
financing from commercial banks. The 2021 budget support from the European Union and the
World Bank is expected to be disbursed in the first quarter of 2022, while their 2022 support would
be disbursed in the second half of 2022.7 The authorities also intend to ask the BEAC to on-lend an
additional part (CFAF 25 billion) of the SDR allocation. These, along with the assumed resumption of
IMF financing in the second half of 2022, should allow the government to finance the budget deficit,
finalize the reimbursement of the verified domestic arrears and reimburse most of the bridge
borrowing mobilized from commercial banks in 2021. The authorities also intend to seek additional
grants from donors to help finance other high priority expenditures.

25. Should some of the downside risks materialize, fiscal policy will have to adjust flexibly.
In particular, should donor disbursements or domestic revenue fall significantly short of expectations
in 2022, a combination of fiscal adjustment through a supplementary budget and higher on-lending
of the SDR allocation beyond the CFAF 25 billion currently envisaged for 2022 could be considered.

B. Structural Reforms
Domestic Revenue Mobilization

26. The timeline for the implementation of key domestic revenue mobilization reforms
had to be adjusted to take into account the delays and limited administrative capacity. While
owing in part to the pandemic and security shocks, these delays also reflected technical difficulties, a
very limited administrative capacity, and in some cases an insufficient focus in this political transition
period. While stressing the need to accelerate fiscal reforms, staff agreed with the authorities on the
importance of setting realistic targets, and better taking into account their technical and

7 The disbursement of their 2021 budget support by the EU and World Bank is conditional on the implementation of
several political and economic reforms and on the adoption of the SMP. Political conditions include the consolidation
of the recent efforts in the areas of political dialogue with the opposition and rebel groups, the recognition of human
right abuses, and more clarity of the budgetary outlays for military expenditures and their associated beneficiaries.
The World Bank has also set benchmarks related to the staffing of health personnel in remote areas, and energy and
budget transparency reforms. The EU’s economic conditions center on public finance reforms.
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administrative capacity. Accordingly, discussions focused on measures that could be realistically
implemented within the SMP's limited timeframe. Hence:

e As the current approach of sending teams of experts to help individual companies transition
to the e-declaration and e-payment of their taxes proved very lengthy and tedious, the
authorities will consider a more global approach, shifting part of the burden on these large
companies. They will therefore issue by the end of the year a ministerial order mandating
the use of the e-declaration by all large enterprises by the end of 2022 (MEFP 1[27],
proposed structural benchmark), while organizing information and training seminars and
providing assistance when needed.

e The tax administration will be more proactive in trying to identify the importer and
beneficiaries of public procurement contracts not up to date with tax obligations. By end-
March 2022, final notifications will be sent to those that could be contacted. By the same
date, the tax directorate will send to the customs directorate and the public procurement
directorate the list of the non-compliant companies they could not contact. To strengthen
compliance, the authorities will issue by the end of the year, a ministerial order suspending
from end-March 2022, import activities by large importers who are not fully compliant with
their tax obligations until they have themselves contacted the tax directorate and paid all
their tax obligations (proposed structural benchmark). Furthermore, the use of an active
taxpayer identification number (TIN) will be compulsory to obtain authorization to import;
failure to comply with these norms will carry a monetary and irreversible penalty (MEFP
1[28]). Finally, the authorities will send a dashboard to the Minister of Finance and the IMF,
covering the results of the audit process month to month (MEFP 1[28]).

27. The customs department will strengthen import valuation procedures and its fight
against fraud. After suffering some technical delays, and with the assistance of UNCTAD, the
connection between the ASYCUDA++ customs processing system and Webb Fontaine's system is
now well underway and is now expected to be fully operational by end-February (MEFP 1[29],
proposed structural benchmark). This will allow for the import value recommended by the external
provider to be captured automatically in the trader’s customs declaration and used by customs as
the tax base. To strengthen enforcement, the authorities will issue by the end of March 2022 a
ministerial decree establishing that: (i) customs declarations are inadmissible if not accompanied by
documentation from the service provider; and (ii) the automated import value declaration procedure
is mandatory. Finally, the transition from the ASYCUDA ++ system to the ASYCUDA World will begin
in the first quarter of 2022 and will take around 18 months to be fully operational. An agreement
with the EU on its financing has already been signed.

Public Financial Management

28. The authorities will continue to report exhaustively on Covid-related expenditures.
The Court of Auditors finalized and published online the findings of the audit of Covid-related
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budget expenditures engaged in 2020 (prior action) and the authorities committed to implement its
recommendations (MEFP, 1[25]). The authorities will continue to publish data on Covid-related
spending and related public contracts and start publishing data on beneficial owners, from January
2022.

29. The authorities will report more extensively and transparently on public procurement
contracts, budget execution, and the financial situation of SOEs. As envisaged under the ECF
arrangement, they adopted a budget execution order that mandates the online publication of all
public procurement contracts above 10 million FCAF within 30 days of their award, including the
disclosure of beneficial owners (see also MEFP, 1[26]). The quarterly budget execution report will
discuss more clearly the transfers, as well as the levels of committed, engaged, and paid
expenditures for each major category of expenditure. The authorities will also publish financial data
on SOEs, including the list of such enterprises, by February 2022. By December 2022, all secondary
legislation necessary for the implementation of the new legal framework for public enterprises will
be adopted (see also MEFP, T[33])

30. The authorities will accelerate the digitalization of PFM processes. The Sygma-Systac
software linking the Treasury and BEAC became fully operational in June. The payment of salaries of
public servants in the provinces through “mobile banking” solutions has been carried out in a
generalized way since October 2021. The new IFMIS system SIMBA was used to prepare the 2022
budget (MEFP, 1[35]). Finally, by the end of the year, the authorities will digitize the administrative
process for the payment of pensions to new retirees, thereby ending the current delays and
arrearages accumulation (MEFP, 1[34]).

31. The authorities will continue their efforts to consolidate the Treasury Single Account
(TSA). An agreement between the Treasury and the BEAC for the management of the TSA will be
prepared and signed by March 2022. All government and public agencies accounts in commercial
banks will be closed by December 2023, after the necessary changes are made to guarantee that the
National Treasury can fulfill its banking function vis-a-vis its correspondents (see MEFP, 1[31]).

Governance

32. The authorities will continue to take steps to strengthen governance and fight
corruption (MEFP, 1[36]). On December 13, the government adopted its anti-corruption action plan,
which takes on board most of the recommendations of the 2019 IMF's governance diagnostic report
and includes both repressive measures against corruption and preventive measures, including
through increased digitization and automation of public finances. The draft anti-corruption law—
prepared in coordination with Fund staff— will be submitted to Parliament before end-January 2022
(MEFP, 1[36], proposed structural benchmark). . For both initiatives, the authorities concurred that
the strict implementation of these laws is key to achieve tangible gains.
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Business Climate and Financial Sector Reforms

33. The authorities reiterated their commitment to implement business climate and
transparency reforms (MEFP, 1[37]). A version of the mining code accommodating the comments
of the AfDB and the World Bank is being discussed and should be submitted to Parliament by June
2022 (see also, MEFP, 1[37]). In addition, the authorities benefited from technical assistance from the
AfDB to assess the parafiscal tax regime levied on the telecommunications sector. The government
will adopt all necessary changes to guarantee the development of the sector and the government's
digitization strategy. They will also adopt the National Economic and Financial Council (CNEF)
recommendations, including creating an arbitration and mediation center and an arbitration
chamber within the commercial court in charge of banking and financial disputes as well as the
creation of a national debt recovery agency.

W TECHNICAL ASSISTANCE AND CAPACITY BUILDING

34. Capacity development priorities cover a wide range of topics. Priorities are consistent
with the main objectives of the SMP, with a particular focus on fiscal and governance reforms.

On the fiscal front, technical assistance (TA) is being provided in the context of the rapid results
action plan for the preparation of the transition to program-based budgeting and accrual
accounting, as of January 1, 2023 and January 1, 2025, respectively. This will help improve fiscal
management and transparency. The authorities are also looking forward to continuing to take full
advantage of additional hands-on focused TA provided by the Fund on revenue administration,
public financial and debt management, national accounts data compilation, government finance and
public debt statistics and external trade data, which are critical for sound policy making. In terms of
governance, TA focuses on helping the authorities strengthen the legal and institutional framework.
The authorities have expressed satisfaction with Fund capacity development support and have
committed to a more consistent data provision and systematic reporting on economic policy
intentions with the view to sharpen monitoring and policy advice.

B PROGRAM MODALITIES

35. Performance under the 7-month (December 1-June 31) SMP will be assessed through
quarterly quantitative and structural benchmarks (MEFP, Tables 2 and 3). The quantitative
benchmarks will cover the same variables as those under the ECF arrangement. Given the
heightened uncertainty surrounding budget support projections, the adjustor applied to the ceiling
on net domestic financing of the government was amended so as to avoid last-minute budget
adjustments. Structural conditionality under the new SMP aims at putting the ECF arrangement'’s
structural reform agenda back on track. Prior actions focus on supporting macroeconomic stability
and ensuring the efficiency of public spending, including Covid-related expenditures. End-December
performance will be reviewed in the first quarter of 2022, and end-March performance in the second
quarter of 2022.
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36. Safeguards Assessment. The BEAC has implemented most recommendations from the
2017 safeguards assessment, and an update assessment has been initiated, under the four-year
cycle for safeguards assessments of regional central banks.

B STAFF APPRAISAL

37. The deterioration of the security situation has deepened further the economic and
financial challenges C.A.R is facing. It interrupted the nascent recovery from the pandemic and
put further pressure on already stretched public finances amid a pause in donor grants support.
These developments highlight the importance of reaching a durable peace agreement to the
government's efforts to sustainably restore economic growth, poverty reduction, and relations with
the broader donor community.

38. The envisaged SMP will help address these short-term challenges while giving the
authorities the opportunity to demonstrate anew their capacity and willingness to implement
sound economic policies and structural reforms. The disappointing performance under the ECF
arrangement can only be partly explained by the deterioration of the security situation in late 2020
and points to an insufficient focus on program implementation in the run-up to the elections.

Now invested with a new mandate, the authorities should do their utmost to deliver strong
performance under the SMP, which will be required to envisage a return to an upper-credit tranche
arrangement in the second half of 2022. In this regard, it is also essential that the authorities provide
more consistently the data listed in the TMU and report more systematically on their economic
policy intentions/decisions and reforms.

39. To help ensure debt sustainability, more needs to be done in terms of domestic
revenue mobilization and expenditure controls. C.A.R.'s domestic revenues remain well below
their potential, thereby limiting the resources available to the authorities to meet the country’s
considerable social and infrastructure needs. It is therefore important to avoid further delays in the
implementation of key tax administration reforms, such as digitalizing tax/customs administration
procedures, broadening the tax base, fighting fraud, and simplifying the tax system. The adoption of
a new mining code should both contribute to the development of the sector and to domestic
revenue mobilization efforts. On the spending side, more needs to be done to strengthen public
financial management and avoid further overruns. While the implementation of the envisaged
reforms should ensure the former, the latter will depend primarily on the authorities’ commitment to
fiscal discipline.

40. Governance reforms need to be stepped up. The elimination of the remaining public
agencies without economic justification is an important step in that direction. The anticorruption
framework is also being strengthened through the recent adoption by the government of its

anti- corruption action plan, the promulgation of the new asset declaration law, and the upcoming
submission to parliament of the anti-corruption law. Even more important than their adoption will
be their strict implementation.
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41. Sustained grant financing and technical assistance from the donor community remain
paramount to the authorities’ objectives of macroeconomic stability and inclusive growth. The
deterioration of the security situation heightened further C.A.R’s debt vulnerabilities (rated at high
risk of debt distress in the December 2020 DSA) while negatively impacting its domestic revenue.

In this context, the authorities should continue to seek additional grants from their development
partners, consider concessional debt financing only in exceptional cases, and eschew completely
non-concessional external borrowing such as the BDEAC loan. It will be also important that the
authorities work closely with their development partners to ensure that the conditions for the
disbursement of the existing budget support are met.

42. Staff supports the authorities’ request for an SMP.
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Figure 1. Central African Republic: Recent Developments
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Figure 2. Central African Republic: Medium-Term Economic Prospects, 2015-25
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Table 1. Central African Republic: Selected Economic and Financial Indicators, 2019-2026

2019 2020 2021 2022 2023 2024 2025 2026

SMP .
Est. ECF Est. ECF ) Proj.
Proj.

(Annual percentage change; unless otherwise indicated)
National income and prices

GDP at constant prices 3.0 0.0 1.0 35 1.0 4.0 5.0 5.0 5.0 49
GDP per capita at constant prices 13 -1.8 -0.8 1.5 -1.0 2.1 3.0 3.0 3.1 2.7
GDP at current prices 5.5 1.9 2.8 6.1 4.0 6.6 7.6 7.6 7.6 7.6
GDP deflator 24 2.0 19 25 3.0 25 2.5 2.5 25 2.5
CPI (annual average) 2.8 2.1 2.2 1.8 3.9 2.6 25 25 25 2.5
CPI (end-of-period) -2.0 3.0 39 25 35 27 25 25 25 25
Money and credit
Broad money 8.9 75 115 103 54 52 34 4.6 74 5.1
Credit to the economy -1.0 -3.0 85 5.0 5.0 8.0 8.0 8.0 8.0 8.0

External sector

Export volume of goods -6.7 -3.1 9.4 8.2 -53 9.8 9.0 52 9.0 54
Import volume of goods 104 -0.8 1.8 0.1 -5.2 9.2 6.8 4.5 64 39
Terms of trade 13.8 -19.6 -22.0 53 8.4 1.7 7.5 4.8 8.2 6.2

(Percent of GDP; unless otherwise indicated)

Gross national savings 9.7 111 103 9.7 52 11.0 9.3 109 123 126
Of which: current official transfers 6.0 57 5.1 37 0.0 5.5 23 2.0 1.8 1.7
Gross domestic savings -3.7 -0.8 -0.9 -1.2 -20 -1.8 -04 1.2 2.8 34
Government -2.5 -4.5 -4.5 -2.3 -34 -2.9 -1.6 -0.7 -0.3 0.1
Private sector -1.2 38 3.6 1.1 14 1.1 1.2 1.9 3.1 33
Consumption 103.7 100.8  100.9 1012 1020 101.8 1004 98.8 97.2 96.6
Government 8.0 9.0 9.6 8.0 89 8.0 7.8 75 7.5 7.5
Private sector 95.6 91.7 91.3 93.2 93.1 93.8 92.6 914 89.7 89.1
Gross investment 147 18.6 189 15.8 15.8 16.6 16.6 174 17.9 18.2
Government 5.6 11.1 11.3 7.5 75 77 71 73 74 71
Private sector 9.0 7.5 75 83 83 89 95 10.0 105 11.1

External current account balance

with grants -4.9 -7.6 -8.6 -6.1 -10.7 -5.6 -73 -6.5 -5.6 -5.6
without grants -12.3 -150 -154 -11.7  -125 -13.1 -11.7  -105 -9.5 -93
Overall balance of payments -1.1 -0.3 -13 -0.2 0.0 0.3 -13 14 23 1.7

Central government finance

Total revenue (including grants) 183 21.8 218 18.0 13.6 20.0 16.6 16.8 17.0 17.0
of which: domestic revenue 8.7 8.5 9.2 93 8.7 9.1 9.7 10.3 10.8 11.2
Total expenditure ' 16.9 243 25.1 19.3 19.7 19.7 185 185 18.6 18.3
of which: capital spending 5.6 11.1 11.3 7.5 75 77 71 73 74 71
Overall balance
Excluding grants -8.2 -15.8 -16.0 -10.0 -11.0 -10.7 -8.8 -8.2 -7.8 -7.2
Including grants 14 -2.5 -34 -1.3 -6.1 03 -1.9 -1.7 -1.5 -1.4
Domestic primary balance * -35 -6.2 -6.6 -4.0 -53 -4.2 -34 -2.8 -2.3 -2.0
Public sector debt 471 46.8 441 441 48.2 44.5 432 415 40.1 38.7
Of which: domestic debt * 11.1 9.5 9.4 71 13.9 1.7 12.3 1.7 114 111
Of which: external debt 36.1 373 347 36.9 344 327 309 29.8 28.8 276

Memorandum items:
GDP per capita (US dollars) 480 481 494 525 539 571 604 638 672 707
Nominal GDP (CFAF billions) 1,335 1,360 1,373 1443 1,428 1523 1639 1,765 1,899 2,043

Sources: CAR. authorities and IMF staff estimates and projections.

" Expenditure is on a cash basis.

2 Excludes grants, interest payments, and externally-financed capital expenditures.

3 The changes in domestic debt estimates reflect a correction of the estimates reported in the RCF’ staff report tables, which had not been
updated. This did not affect the debt sustainability analysis.

* Comprises government debt to BEAC, commercial banks, and government arrears.
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(Billions CFAF)

Table 2a. Central African Republic: Central Government Financial Operations, 2019-2026

2019 2020 2021 2022 2023 2024 2025 2026
Est. ECF Est. ECF SMP Proj.
Proj.
Revenue 244.8 296.2 298.6 2594 193.6 305.2 2726 296.0 3234 346.5
Domestic revenue 116.1 115.7 125.7 133.9 124.0 138.0 159.0 182.0 205.0 2279
Tax revenue 104.1 96.3 103.3 109.6 994 107.9 126.9 147.4 167.8 1879
Income and property tax 235 26.3 28.0 304 277 30.3 347 42.5 46.8 523
Taxes on goods and services 54.3 44.9 48.5 49.9 454 48.1 58.2 67.0 771 86.2
Of which : VAT 344 20.9 21.1 23.2 20.9 22.4 28.1 323 374 41.9
Taxes on international trade 26.2 25.1 26.8 29.3 26.3 29.5 34.0 379 43.9 49.3
Non-tax revenue 12.0 194 22.4 24.4 24.6 30.1 32.1 345 372 40.0
Grants 1287 180.5 172.9 125.4 69.6 167.2 113.6 114.1 1184 118.6
Program 80.2 777 70.1 53.3 0.0 84.4 38.5 35.0 35.0 35.0
Project 48.5 102.8 102.8 721 69.6 82.9 75.1 79.1 83.4 83.6
Expenditure ' 225.8 330.2 344.7 2783 281.3 3004 303.7 326.9 352.8 3746
Current primary expenditure 146.1 1747 184.8 164.8 169.8 175.5 181.3 190.1 204.6 2194
Wages and salaries 65.1 714 80.1 72.1 78.0 79.0 81.7 83.6 90.1 96.0
Transfers and subsidies 389 51.7 53.0 48.8 43.4 53.2 53.0 58.4 63.0 66.2
Goods and services 42.2 51.6 51.7 43.9 48.5 43.2 46.7 48.1 51.5 571
Interest 4.6 4.9 4.2 5.0 39 7.6 6.0 71 8.0 9.1
External 2.0 2.3 1.7 2.3 1.3 1.6 1.6 2.0 2.1 2.1
Domestic 2.7 2.6 2.6 2.7 2.6 59 4.4 5.0 5.8 7.0
Capital expenditure 75.0 150.6 155.7 108.5 107.6 117.4 116.3 129.6 140.2 146.0
Domestically financed 17.1 25.5 31.0 27.5 29.2 27.0 337 40.6 45.0 50.0
Externally financed 58.0 125.1 1247 81.0 78.4 904 82.6 89.1 95.2 96.1
Overall balance
Excluding grants -109.7 -214.6 -219.1 -1443 -157.3 -162.4 -144.7 -144.9 -147.7 -146.7
Of which: domestic primary balance * -47.1 -84.6 -90.1 -58.3 -75.0 -64.5 -56.1 -48.8 -44.6 -41.5
Including grants 19.0 -34.0 -46.1 -18.9 -87.7 4.8 -31.1 -30.8 -29.4 -28.1
Primary balance 81.6 95.9 82.8 67.1 -5.4 102.8 57.5 65.3 73.8 771
Net change in arrears ((-) = reduction) -28.5 -18.8 -14.4 -23.8 -12.0 -14.6 0.0 0.0 0.0 0.0
Domestic -28.5 -18.8 -14.4 -23.8 -12.0 -14.6 0.0 0.0 0.0 0.0
External 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Errors and omissions 0.1 0.0 -1.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Overall balance, cash basis -9.4 -52.9 -61.9 -42.6 -99.7 -9.8 -31.1 -30.8 -29.4 -28.1
Identified financing 9.4 529 61.9 42.6 99.7 9.8 31.1 30.8 29.4 28.1
External, net 3.8 17.7 18.6 3.2 4.9 0.6 3.7 40.2 45.5 46.6
Project loans 9.5 22.3 21.9 8.8 8.8 7.5 7.5 10.0 11.8 12.5
Program loans® 0.0 0.0 0.0 0.0 0.0 0.0 0.0 35.0 40.0 40.0
Amortization -5.7 -6.8 -5.4 -5.6 -5.6 -6.2 -2.8 -3.8 -6.1 -5.6
Exceptional financing (DSSI) 0.0 2.2 2.1 0.0 1.7 -0.7 -1.0 -1.0 -0.3 -0.3
Domestic, net 5.6 35.2 43.4 394 94.8 9.3 27.3 -9.4 -16.1 -18.4
Banking system 5.6 30.5 387 33.9 87.8 7.2 27.3 -13.4 -18.1 -21.2
BEAC 5.1 334 41.8 36.9 42.8 37.2 27.3 -13.4 -28.1 -31.2
Loans 0.5 0.0 -1.7 0.0 0.7 0.0 0.0 0.0 -2.2 -2.2
Use of SDR allocation 0.0 0.0 0.0 0.0 35.0 25.0 24.0 0.0 0.0 0.0
Counterpart to IMF credits (BEAC) 11.1 27.2 27.0 33.2 14.0 10.6 5.0 -20.1 -25.7 -28.9
Deposit withdrawals -6.4 6.2 16.5 3.7 -6.9 1.6 -1.6 6.7 -0.2 -0.1
Commercial banks 04 -3.0 -3.1 -3.1 45.0 -30.0 0.0 0.0 10.0 10.0
Nonbank 0.0 0.0 0.0 0.0 0.0 0.0 0.0 4.0 2.0 2.8
Exceptional financing (CCRT) 4 0.0 4.7 4.7 5.6 3.5 2.0 0.0 0.0 0.0 0.0
Privatization receipts 0.0 0.0 0.0 0.0 3.6 0.0 0.0 0.0 0.0 0.0
Residual financing need 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Memorandum items:
Primary Spending 163.2 200.3 215.8 192.3 199.0 2025 215.0 230.7 2496 2694
Total government debt 6294 636.8 605.6 636.1 689.0 677.1 708.8 7327 7624 7908
Government domestic currency debt ° 147.8 129.8 129.3 103.0 198.0 178.4 2024 206.4 216.2 226.8
Nominal GDP 1,335 1360.0 1,373 1,443 1,428 1,523 1,639 1,765 1,899 2,043

! Expenditure is on a cash basis.

Containment and Relief Trust (CCRT)

Sources: C.AR. authorities and IMF staff estimates and projections.

2 Excludes grants, interest payments, and externally-financed capital expenditure.
® Budget support loans to be identified from 2023 to 2024.
% This covers debt service relief covering all payments falling due to the IMF from April 14, 2020 to April 13, 2022 under the Catastrophe

° Comprises government debt to BEAC, commercial banks, and government arrears.
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Table 2b. Central African Republic: Central Government Financial Operations, 2019-2026
(Percent GDP)

2019 2020 2021 2022 2023 2024 2025 2026
Est. ECF Proj. ECF SM',) Proj.
Proj.
Revenues 18.3 21.8 21.8 18.0 13.6 20.0 16.6 16.8 17.0 17.0
Domestic revenue 8.7 8.5 9.2 9.3 8.7 9.1 9.7 10.3 10.8 11.2
Tax revenue 7.8 7.1 7.5 7.6 7.0 7.1 7.7 8.4 8.8 9.2
Income and property tax 1.8 1.9 2.0 2.1 1.9 2.0 2.1 24 2.5 2.6
Taxes on goods and services 4.1 3.3 3.5 35 3.2 3.2 3.6 3.8 4.1 4.2
Of which: VAT 2.6 1.5 1.5 1.6 1.5 1.5 1.7 1.8 2.0 2.0
Taxes on international trade 2.0 1.8 20 2.0 1.8 1.9 2.1 2.1 2.3 2.4
Non-tax revenue 0.9 1.4 1.6 1.7 1.7 2.0 2.0 2.0 2.0 2.0
Grants 9.6 13.3 12.6 8.7 4.9 11.0 6.9 6.5 6.2 5.8
Program 6.0 57 5.1 3.7 0.0 55 2.3 2.0 1.8 1.7
Project 3.6 7.6 7.5 5.0 4.9 54 4.6 4.5 4.4 4.1
Expenditure ' 16.9 243 25.1 19.3 19.7 19.7 185 185 18.6 18.3
Current primary expenditure 10.9 12.8 13.5 11.4 11.9 11.5 11.1 10.8 10.8 10.7
Wages and salaries 4.9 53 5.8 5.0 55 52 5.0 4.7 4.7 4.7
Transfers and subsidies 2.9 3.8 39 3.4 3.0 3.5 3.2 3.3 3.3 3.2
Goods and services 3.2 3.8 3.8 3.0 34 2.8 2.8 27 27 2.8
Interest 0.3 0.4 0.3 0.3 0.3 0.5 0.4 0.4 0.4 0.4
External 0.1 0.2 0.1 0.2 0.1 0.1 0.1 0.1 0.1 0.1
Domestic 0.2 0.2 0.2 0.2 0.2 0.4 0.3 0.3 0.3 0.3
Capital expenditure 5.6 11.1 11.3 7.5 7.5 7.7 71 7.3 74 71
Domestically financed 1.3 1.9 23 1.9 2.0 1.8 2.1 23 2.4 24
Externally financed 4.3 9.2 9.1 5.6 5.5 5.9 5.0 5.0 5.0 4.7
Overall balance
Excluding grants -8.2 -15.8 -16.0 -10.0 -11.0 -10.7 -8.8 -8.2 -7.8 -7.2
Of which: domestic primary balance ? -3.5 -6.2 -6.6 -4.0 -5.3 -4.2 -34 -2.8 -2.3 -2.0
Including grants 1.4 -2.5 -34 -1.3 -6.1 0.3 -1.9 -1.7 -1.5 -14
Net change in arrears ((-) = reduction) -2.1 -1.4 -1.0 -1.6 -0.8 -1.0 0.0 0.0 0.0 0.0
Domestic -2.1 -1.4 -1.0 -1.6 -0.8 -1.0 0.0 0.0 0.0 0.0
External 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Errors and omissions 0.0 0.0 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Overall balance, cash basis -0.7 -39 -4.5 -3.0 -7.0 -0.6 -1.9 -1.7 -1.5 -1.4
Identified financing 0.7 3.9 4.5 3.0 7.0 0.6 1.9 1.7 1.5 1.4
External, net 0.3 1.3 1.4 0.2 0.3 0.0 0.2 2.3 2.4 2.3
Project loans 0.7 1.6 1.6 0.6 0.6 0.5 0.5 0.6 0.6 0.6
Program loans® 0.0 0.0 0.0 0.0 0.0 0.0 0.0 20 2.1 2.0
Amortization -0.4 -0.5 -0.4 -0.4 -0.4 -0.4 -0.2 -0.2 -0.3 -0.3
Exceptional financing (DSSI) 0.0 0.2 0.1 0.0 0.1 0.0 -0.1 -0.1 0.0 0.0
Domestic, net 04 2.6 3.2 2.7 6.6 0.6 1.7 -0.5 -0.8 -0.9
Banking system 0.4 2.2 2.8 23 6.1 0.5 1.7 -0.8 -1.0 -1.0
BEAC 04 2.5 3.0 2.6 3.0 24 1.7 -0.8 -1.5 -1.5
Loans 0.0 0.0 -0.1 0.0 0.0 0.0 0.0 0.0 -0.1 -0.1
Use of SDR allocation 0.0 0.0 0.0 0.0 2.5 1.6 1.5 0.0 0.0 0.0
Counterpart to IMF credits (BEAC) 0.8 2.0 2.0 2.3 1.0 0.7 0.3 -1.1 -1.4 -1.4
Deposit withdrawals -0.5 0.5 1.2 0.3 -0.5 0.1 -0.1 0.4 0.0 0.0
Commercial banks 0.0 -0.2 -0.2 -0.2 3.1 -2.0 0.0 0.0 0.5 0.5
Nonbank 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.2 0.1 0.1
Exceptional financing (CCRT) 4 0.0 0.3 0.3 0.4 0.2 0.1 0.0 0.0 0.0 0.0
Privatization receipts 0.0 0.0 0.0 0.0 0.2 0.0 0.0 0.0 0.0 0.0
Residual financing need 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Memorandum items:
Primary Spending 12.2 14.7 15.7 13.3 13.9 13.3 13.1 13.1 13.1 13.2
Total government debt 471 46.8 441 441 48.2 44.5 43.2 41.5 40.1 38.7
Government domestic debt® 11.1 9.5 9.4 7.1 13.9 11.7 12.3 11.7 11.4 11.1

Sources: C.A.R. authorities and IMF staff estimates and projections.
" Expenditure is on a cash basis.
? Excludes grants, interest payments, and externally-financed capital expenditure.
3 Budget support loans to be identifed from 2023 to 2024
% This covers debt service relief covering all payments falling due to the IMF from April 14, 2020 to April 13, 2022 under the Catastrophe
Containment and Relief Trust (CCRT)
° Comprises government debt to BEAC, commercial banks, and government arrears.
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Table 2c. Central African Republic: Central Government Financial Operations, Quarterly Fiscal

Projections, 2021
(Billions CFAF)

Source: C.A.R. Authorities

2021 2022
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Est. Est. Est. Proj. Proj.

Revenue 45.0 53.0 48.2 47.4 99.7 55.7 67.5 823
Domestic revenue 276 356 30.8 30.0 330 35.0 35.0 350
Grants 174 174 174 174 66.7 20.7 325 47.3

Budget Support 0.0 0.0 0.0 0.0 46.0 0.0 11.8 26.6
Project Grants 174 174 174 174 20.7 20.7 20.7 20.7

Expenditure 70.8 63.8 70.4 76.3 76.4 76.4 739 739
Primary expenditure 49.7 434 50.0 559 519 519 494 494
Interest 1.5 0.8 08 08 19 19 1.9 1.9
Externally financed capital spending 19.6 19.6 19.6 19.6 226 226 226 226

Overall balance
Excluding grants -433 -28.2 -39.6 -46.2 -434 -414 -38.9 -38.9

Of which: domestic primary balance -222 -7.8 -19.2 -25.8 -18.9 -16.9 -144 -144
Including grants -25.9 -10.8 -22.2 -28.8 23.3 -20.6 -6.3 8.4

Net change in arrears ((-) = reduction) 0.0 0.0 -2.6 -9.5 -37 -37 0.0 -7.3

Overall balance, cash basis -25.9 -10.8 -24.7 -38.3 19.7 -24.3 -6.3 11

External financing, net 2.3 0.2 2.2 0.2 -0.4 0.3 0.3 0.3

Domestic financing, net 23.6 10.7 225 38.1 -19.3 24.0 6.0 -1.4

Of which: use of SDR allation 0.0 0.0 0.0 35.0 0.0 25 0.0 0.0
Privatization receipts 0.0 0.0 1.8 1.8 0.0 0.0 0.0 0.0
Exceptional financing (CCRT) 0.0 13 0.0 2.2 20 0.0 0.0 0.0
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Table 3. Central African Republic: Monetary Survey, 2019-2026

2019 2020 2021 2022 2023 2024 2025 2026
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
. . . SMP . . . SMP . . n .
Est. Est. Proj. Proj. Proj. . Proj. Proj. Proj. . Proj. Proj. Proj. Proj.
Proj. Proj.
(CFAF billions, unless otherwise indicated)
Net foreign assets 895 887 795 739 66.5 18.9 554 473 486 272 87 36.8 84.1 1238
Bank of Central African States (BEAC) 374 49.2 445 2838 210 -27.0 9.5 14 27 217 -44.0 -19.9 231 58.2
Foreign Assets 2144 2425 2568 2419 3113 2615 2959 2955 2943 2774 260.1 264.1 2814 2875
Foreign Liabilities 1770 1933 2123 2131 2903 2885 2864 2941 2916 299.1 304.1 2840 2583 2294
SDR allocation 433 414 416 416 1227 1226 1226 1226 1227 1226 1226 1226 1226 1226
Use of IMF credit 1306 150.2 1722 168.7 167.1 164.2 162.1 1698 1672 1748 1798 159.7 1340 1051
Other foreign liabilities 32 1.7 05 05 05 17 17 17 17 17 17 17 1.7 1.7
Commercial banks 522 395 349 45.1 455 459 459 459 459 489 52.7 56.7 61.0 656
Net domestic assets 2840 3277 3363 3366 3578 419.8 4029 4231 4433 4350 469.1 462.9 4528 4403
Domestic credit 3854 4365 4392 4460  469.1 533.0 5198 5419 5630 5557 599.0 602.8 6033  602.1
Credit to the public sector 2234 260.7 2622 2699 2834 3485 3347 3511 3572 3557 3830 369.6 3515 3302
Credit to central government (net) 2234 260.7 2622 2699 2834 3485 3347 3511 3572 3557 3830 369.6 3515 3302
BEAC 2125 2529 2589  267.1 2653 2957 2894 3134 3244 3329 360.2 346.8 3187 2874
Loans 1164 1147 1118 1153 1153 1153 1153 1153 1153 1153 1153 1153 1132 1110
Use of SDR allocation 0.0 0.0 0.0 0.0 0.0 350 350 600 600 600 84.0 84.0 840 840
IMF credit (net) 1306 150.2 1722 168.7 167.1 164.2 1621 1698 1672 1748 1798 159.7 1340 1051
Deposits -345 -120 -25.1 -17.0 -17.2 -18.8 -231  -318 -182 -173 -18.9 -122 -125 -126
Commercial banks 10.9 7.8 32 28 18.1 528 453 378 328 228 228 228 328 42.8
Credit to the economy 162.0 1758 177.0 176.1 185.7 1846 1852 1908 2059 200.1 216.0 2332 2518 2719
Public enterprises 44 85 85 85 85 85 85 85 85 85 85 85 85 85
Private sector 1576 1673 1685 1676 1772 176.1 1766 1823 1974 1916 207.5 2247 2433 2634
Other items (net) -1014 -108.8 -1029 -1094 -1113 -1132  -1169 -1188 -119.8 -1207  -1299 -1399 -1505 -1619
Money and quasi-money 3735 4164 4190 4142 4243 438.7 4583 4703 4919 4622 4778 499.7 5368  564.0
Currency 1926 2105 2063 2046 2144 2228 2293 2326 2494 2350 2409 2508 2725 2835
Deposits 181.0 2059 2127 2096 2098 2159 2290 2377 2424 2272 2368 2489 2644  280.6
Demand deposits 1185 1379 1426 1383 1420 1515 1646 1733 1780 1586 1629 169.3 1956 2004
Term and savings deposits 62.5 679 70.2 712 67.8 644 644 644 644 687 739 796 68.7 80.2

(Annual percentage change)

Net foreign assets 173 -09 16.3 23 -184 -787 -303  -36.1  -269 441 -68.0 3233 1286 472
Net domestic assets 6.5 154 14.0 133 187 28.1 19.8 25.7 239 36 78 -13 -22 -28
Monetary base 03 20.7 215 114 55 40 1.1 34 17 6.6 76 7.6 76 76
Credit to the economy -1.0 85 28 93 5.1 50 46 83 109 84 8.0 8.0 8.0 8.0
Public enterprises 233 93.8 76.0 70.0 38 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Private sector -15 6.1 07 73 52 52 49 8.8 114 8.8 83 83 83 83

Memorandum items:

NDA of the central bank (CFAF billions) 190.2 2255 2382 2475  260.1 312.8 2763 2844 2831 3265 3720 3730 3569 3505
Monetary base (CFAF billions) 2275 2747 2828 2763 2810 2858 2858 2858 2858 3047 3280 3531 380.0 4087
Nominal GDP (CFAF billions) 1335 1373 1428 .. 1523 1639 1765 1899 2043
Velocity (GDP/broad money)

End of period 36 33 33 33 34 35 35 36

Sources: CAR. authorities and IMF staff estimates and projections.
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Table 4a. Central African Republic: Balance of Payments, 2019-2026 (Billions CFAF)

2019 2020 2021 2022 2023 2024 2025 2026
Est. ECF Proj. ECF SM? Projections
Proj.

Current account -65.7 -102.9 -118.1 -88.1 -152.2 -85.2 -1196 -1147 -106.4 -1134

Balance on goods -206.0 -224.0 -2324 -207.9 -2153 -2353 -240.6 -2472 -245.8 -245.0
Exports, f.o.b. 94.1 76.7 82.7 85.0 85.5 96.4 1126 1254 1463 164.5

of which: Diamonds 2.8 22 38 3.1 6.9 9.6 138 19.7 26.0 314

of which: Wood products 58.0 46.5 50.6 534 49.1 55.1 63.0 67.2 764 837
Imports, f.o.b. -300.1 -300.7 -315.1 -293.0 -300.8 -331.8 -353.2 -3726 -392.1 -409.6

of which: Petroleum products -91.3 -63.6 -67.6 -65.2 =722 -81.5 -90.1 -106.5 -115.1 -119.7
Services (net) -38.7 -39.6 -393 -37.8 -39.2 -453 -393 -389 -41.0 -57.5
Credit 116.1 108.6 108.9 1199 1047 108.9 1253 1297 146.6 1539
Debit -154.8 -148.2 -148.2 -157.7 -143.9 -154.2 -164.6 -168.7 -187.6 -2114
Income (net) -19 -2.2 -16 =21 -1.2 -1.5 -14 -1.8 -0.7 -0.7
Credit 129 129 131 134 132 137 144 15.1 16.1 169
Debit -149 -15.1 -14.7 -154 -14.4 -15.2 -15.8 -17.0 -16.9 -17.6
Transfers (net) 180.9 162.9 155.1 159.7 103.6 196.9 161.8 1732 181.2 189.8
Private 83.1 62.1 62.0 79.6 76.8 819 90.1 1022 1074 1127
Official 97.8 100.7 93.1 80.2 26.9 115.0 7.7 70.9 739 770

of which: Program 80.2 717 70.1 533 0.0 844 385 35.0 35.0 35.0

Capital account 485 102.8 102.8 721 69.6 829 751 791 834 8238
Project grants 485 102.8 102.8 721 69.6 82.9 75.1 79.1 834 8238
Other transfers (debt forgiveness) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Financial account 238 -35 -25 132 823 6.3 232 60.7 66.3 66.0
Direct investment 15.0 6.0 1.0 15.0 3.0 15.0 235 245 255 29.2
Portfolio investment 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other Investment 8.8 -95 -35 -1.8 79.3 -87 -03 36.2 40.8 36.8

Public sector (net) 38 155 16.5 32 843 13 47 412 458 46.8
Project disbursement 95 223 219 838 8.8 75 75 10.0 11.8 125
Program disbursement 0.0 0.0 0.0 0.0 0.0 0.0 0.0 35.0 40.0 40.0
Scheduled amortization -5.7 -6.8 -54 -5.6 -5.6 -6.2 -28 -38 -6.1 -5.6
Monetary authorities (SDR allocation) 0.0 0.0 0.0 0.0 81.2 0.0 0.0 0.0 0.0 0.0

Other short-term flows 5.0 -25.0 -20.0 -5.0 -5.0 -10.0 -5.0 -5.0 -5.0 -10.0

Errors and omissions =212 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Overall balance -147 -3.6 -17.8 =27 -0.2 39 -21.3 25.0 433 354

Identified financing 147 36 178 27 0.2 -39 213 -25.0 -43.2 -36.2

Net IMF credit 111 27.2 27.0 332 14.0 10.6 5.0 -20.1 -25.7 -289
IMF purchase -18.5 -32.1 -31.8 -37.3 -18.6 -185 -18.5 0.0 0.0 0.0
IMF repurchase 74 49 49 4.0 46 79 136 20.1 257 289

Other reserves (increase = -) 36 -30.5 -15.9 -36.1 -19.0 -15.9 17.3 -40 -17.3 -6.2

Exceptional financing 0.0 6.9 6.7 5.6 52 14 -1.0 -1.0 -03 -1.1
Debt rescheduling (DSSI) 0.0 22 2.1 0.0 1.7 -0.7 -1.0 -1.0 -0.3 -0.3
Other exceptional financing (CCRT) ' 0.0 47 47 5.6 35 20 0.0 0.0 0.0 0.0

Debt payment arrears (reduction=-) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Residual financing need 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Memorandum items:

Terms of trade (percent change) 138 -19.6 -22.0 53 84 17 75 48 82 6.2
Unit price of exports 10.7 -18.8 -19.6 25 9.2 27 71 58 7.0 6.7
Unit price of imports -2.8 09 31 =27 0.7 09 -03 0.9 -1.1 05

Current account (percent of GDP) -49 -7.6 -8.6 -6.1 -10.7 -5.6 -7.3 -6.5 -5.6 -5.6

Capital account (percent of GDP) 36 7.6 7.5 5.0 49 54 4.6 45 4.4 4.1

Nominal GDP (CFAF billions) 1,335 1,360 1,373 1,443 1,428 1,523 1,639 1,765 1,899 2,043

Sources: CAR. authorities and IMF staff estimates and projections.
" This covers debt service relief covering all payments falling due to the IMF from April 14, 2020 to April 13, 2022 under the Catastrophe Containment and Relief Trust (CCRT)
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Table 4b. Central African Republic: Balance of Payments, 2019-2026
(Percent GDP)

2019 2020 2021 2022 2023 2024 2025 2026
Est. ECF Proj. ECF SM? Projections
Proj.

Current account -4.9 -7.6 -8.6 -6.1 -10.7 -5.6 -7.3 -6.5 -5.6 -5.6

Balance on goods -154 -16.5 -16.9 -144 -15.1 -15.5 -14.7 -14.0 -12.9 -12.0

Exports, f.o.b. 7.0 5.6 6.0 59 6.0 6.3 6.9 71 7.7 8.1

of which: Diamonds 0.2 02 03 02 0.5 0.6 038 1.1 14 15

of which: Wood products 43 34 37 37 34 36 38 38 4.0 4.1

Imports, f.o.b. -225 -22.1 -23.0 -20.3 -21.1 -218 -215 -21.1 -20.6 -20.1

of which: Petroleum products -6.8 -4.7 -49 -4.5 -5.1 -53 -55 -6.0 -6.1 -59

Services (net) -29 -29 -29 -2.6 -2.7 -3.0 -24 -22 -2.2 -2.8

Credit 8.7 8.0 79 83 73 72 7.6 74 7.7 7.5

Debit -116 -10.9 -10.8 -10.9 -10.1 -10.1 -10.0 -96 -99 -103

Income (net) -0.1 -0.2 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 0.0 0.0

Credit 1.0 1.0 1.0 0.9 0.9 09 0.9 0.9 0.8 0.8

Debit -1.1 -1.1 -1.1 -1.1 -1.0 -1.0 -1.0 -1.0 -09 -09

Transfers (net) 13.6 12.0 1.3 111 73 129 9.9 9.8 9.5 9.3

Private 6.2 46 45 55 54 54 55 5.8 57 55

Official 73 74 6.8 5.6 19 76 44 4.0 39 38

of which: Program 6.0 57 5.1 37 0.0 55 23 20 18 17

Capital account 36 76 7.5 5.0 49 54 4.6 45 44 4.1

Project grants 36 76 7.5 5.0 49 54 46 45 44 4.1

Other transfers (debt forgiveness) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Financial account 18 -03 -0.2 09 5.8 04 14 34 35 32

Direct investment 1.1 04 0.1 1.0 0.2 1.0 14 14 13 14

Portfolio investment 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Other Investment 0.7 -0.7 -0.3 -0.1 5.6 -0.6 0.0 2.1 2.1 1.8

Public sector (net) 0.3 1.1 12 0.2 59 0.1 03 23 24 23

Project disbursement 0.7 16 16 0.6 0.6 0.5 05 0.6 0.6 0.6

Program disbursement 0.0 0.0 0.0 0.0 0.0 0.0 0.0 20 2.1 20

Scheduled amortization -04 -0.5 -04 -04 -04 -04 -0.2 -0.2 -03 -03

Monetary authorities (SDR allocation) 0.0 0.0 0.0 0.0 57 0.0 0.0 0.0 0.0 0.0

Other short-term flows 04 -1.8 -1.5 -0.3 -04 -0.7 -03 -0.3 -0.3 -0.5

Errors and omissions -1.6 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Overall balance -1.1 -03 -13 -0.2 0.0 03 -1.3 14 23 17

Identified financing 1.1 0.3 13 02 0.0 -03 13 -14 -23 -18

Net IMF credit 0.8 2.0 2.0 23 1.0 0.7 03 -1.1 -14 -14

IMF purchase -14 -24 -23 -2.6 -13 -1.2 -1.1 0.0 0.0 0.0

IMF repurchase 0.6 04 04 0.3 03 0.5 0.8 1.1 14 14

Other reserves (increase = -) 03 -2.2 -1.2 -2.5 -13 -1.0 1.1 -0.2 -0.9 -0.3

Exceptional financing 0.0 05 0.5 04 04 0.1 -0.1 -0.1 0.0 -0.1

Debt rescheduling (DSSI) 0.0 0.2 0.1 0.0 0.1 0.0 -0.1 -0.1 0.0 0.0

Other exceptional financing (CCRT) ' 0.0 03 03 04 0.2 0.1 0.0 0.0 0.0 0.0

Debt payment arrears (reduction=-) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Residual financing need 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Memorandum items:

Terms of trade (percent change) 138 -19.6 -220 53 84 17 75 4.8 8.2 6.2

Unit price of exports 0.8 -14 -14 0.2 0.6 0.2 04 03 04 03

Unit price of imports -2.8 0.1 0.2 -0.2 0.0 0.1 0.0 0.1 -0.1 0.0

Nominal GDP (CFAF billions) 1,335 1,360 1373 1,443 1,428 1,523 1,639 1,765 1,899 2,043

Sources: CAR. authorities and IMF staff estimates and projections.

" This covers debt service relief covering all payments falling due to the IMF from April 14, 2020 to April 13, 2022 under the Catastrophe Containment and Relief Trust
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Table 5. Central African Republic: External Financing Requirements, 2020-26

2020 2021 2022 2023 2024 2025 2026
Projections

1. Total financing requirements 2144 1813 1996 1572 1776 1904 189.2
Current account deficit (excl. budget support) 1883 1522 1696 1581 1497 1414 1484
Debt amortization 54 5.6 6.2 2.8 38 6.1 5.6
Repayment to the Fund 49 46 79 13.6 20.1 25.7 289
Change in other reserves 15.9 19.0 159 -173 40 17.3 6.2

2. Total available financing 1057 1576 954 1011 1086 1157 1154
Capital transfers 102.8 69.6 829 75.1 79.1 834 82.8
Foreign direct investment (net) 1.0 3.0 15.0 235 24.5 25.5 29.2
Portfolio investment (net) 0.0 0.0 0.0 0.0 0.0 0.0 1.0
Debt financing 219 8.8 7.5 7.5 10.0 11.8 12.5
Public Sector 219 8.8 7.5 7.5 10.0 11.8 12.5

SDR allocation 00 812 0.0 0.0 0.0 0.0 0.0
Other net capital inflows -20.0 -50 -100 -5.0 -5.0 -50 -100

3. Financing gap 108.7 238 104.2 56.1 69.0 74.7 73.7
4. Expected sources of financing 70.1 0.0 844 385 70.0 75.0 75.0
of which: Budget support (grants) 70.1 0.0 844 385 350 350 350

of which: Budget support (loans)’ 0.0 0.0 0.0 0.0 350 400 400

5. Residual financing gap 385 23.8 19.8 17.6 -1.0 -0.3 -1.3
ECF arrangemen’c2 9.6 18.6 18.5 18.5 0.0 0.0 0.0
RCF 22.3 0.0 0.0 0.0 0.0 0.0 0.0
CCRT® 47 35 2.0 0.0 0.0 0.0 0.0
G20 DSSI* 2.1 17 -07 -10 -10 -03 -03
Unidentified financing 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Source: IMF staff projections.

happened in early January 2020.

4

" Budget support loans to be identified.
% Includes ECF request disbursement, approved by the Executive Board in December 2019, which

from May-December 2021 are postponed to 2022-28.

3 This covers debt service relief covering all payments falling due to the IMF from April 14, 2020 to
April 13,2022 under the Catastrophe Containment and Relief Trust (CCRT)
Under the G20 Debt Service Suspension Initiative (DSSI), debt service payments to G20 creditors due
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Appendix |l. Letter of Intent

Bangui, December 20, 2021

Ms. Kristalina Georgieva
Managing Director
International Monetary Fund
Washington, DC 20431
United States of America

Madam Managing Director:

The end of 2020 and the beginning of 2021 witnessed a significant deterioration in the security
situation, which has exacerbated the negative impact of the COVID-19 pandemic on our economy
and our peoples. The progress achieved in implementing the Political Agreement for Peace and
Reconciliation (Accord politique pour la paix et la réconciliation — APPR) signed in February 2019
was thus momentarily called into question by the attacks made by the Coalition of Patriots for
Change (CPC) in December 2020-January 2021. This coalition of six armed groups sought to prevent
the holding of the December 2020 presidential and legislative elections. With the support of our
partners, we successfully repelled the assaults of the anti-government forces, restored security in
most of the country, and safeguarded the Douala-Bangui trade corridor, which has enabled us
gradually to restore trade flows and economic activity. Following the elections, President Touadéra
was sworn in on March 30, 2021 for a second term, while the seventh legislature convened in the
National Assembly on May 3, 2021.

The tasks in store for us are immense, at a time when the Central African Republic (C.A.R.) confronts
considerable security, humanitarian, health, economic, and environmental challenges. It is our
intention to build on the efforts undertaken since 2016 to promote peace, a prerequisite for the
sustainable and inclusive growth that our populations so badly need. To this end, we have initiated a
republican dialogue with our nation’s stakeholders and the democratic opposition, and we have
begun to assess the APPR with the view to learn lessons from its implementation and revive it.
President Touadéra is participating in the regional efforts to identify a peaceful solution to the
security situation in C. AR, and he accordingly declared a unilateral ceasefire on October 15, 2021.
The establishment of a commission of inquiry tasked with examining possible violations as well as
the publication (in early October) of the report of the commission of inquiry examining human rights
violations, serve to underscore our commitment not to tolerate such abuses, irrespective of the
parties involved.
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Our priority in terms of security is to build on the gains made in recent months, and in particular to
ensure the sustainable security of the trade corridor, in order to allow a sustained recovery in
economic activity. At the same time, we wish to avoid a resurgence of the COVID-19 pandemic.

In the context of the COVAX initiative, and with the support of our partners, we intend to vaccinate
3 million of our fellow citizens through end-2022.

This context did not allow us to fully honor the commitments we had made under the economic
program supported by the IMF Extended Credit Facility (ECF). It is true that our domestic revenues
were significantly higher than the target set in 2020. However, a significant increase in spending
during the final months of the year, partly linked to the need to address the deteriorating security
situation, meant that we were unable to meet the other performance criteria set for end-December
2020. Delays were also recorded in the implementation of structural reforms.

The challenges facing fiscal policy this year and in coming years are considerable. The decline in our
domestic revenues that resulted from the pandemic and the security crisis, coupled with our
considerable needs in terms of priority expenditures (security, social, and infrastructure), call for
rigorous budget execution and a priority use of grants from our development partners. In order to
increase our fiscal space, we intend to implement in the months and years ahead an ambitious
program of fiscal and governance reforms, which, we are convinced, will help reduce the risks of
debt distress.

To help us deal with this situation and pursue the objectives of our National Recovery and
Peacebuilding Plan (Plan de Relevement et de Consolidation de la Paix en Centrafrique-RCPCA), we
are requesting a seven-month (December 1, 2021-June 30, 2022) staff- monitored program (SMP).
This program will enable us to once again show our commitment and capacity to implement
ambitious economic policies and structural reforms (as described in the attached Memorandum of
Economic and Financial Policies (MEFP)), with the aim of resuming the ECF-supported program in
the second half of 2022. The SMP will also provide an adequate macroeconomic framework for the
implementation of these policies and reforms while enabling us to continue to benefit from the
support of our other partners. We are pleased to inform you that we have already implemented the
three prior actions set in the context of this program.

We are convinced that the policies and measures set forth in the MEFP are appropriate for meeting
the SMP objectives. However, we stand ready to take any additional measures that prove necessary
to achieve these objectives. The authorities will consult with the IMF prior to implementing any
revisions to the policies set forth in the MEFP. We will also provide Fund staff with all data and
information needed to assess the policies and measures contained in the Technical Memorandum of
Understanding (TMU).

We intend to publish the IMF staff report, including this letter of intent and the attached MEFP and
TMU. We therefore authorize IMF staff to publish these documents on the IMF website once IMF
management has approved this SMP.
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Very truly yours,
/s/ /s/
Felix Mouloua Henri-Marie Dondra
On behalf of Minister of Finance and Budget Prime Minister
(on mission) Head of Government

Minister of Economy, Planning and
International Cooperation

Attachments:
- Memorandum of Economic and Financial Policies

- Technical Memorandum of Understanding
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Attachment |I. Memorandum of Economic and Financial Policies

This memorandum presents the economic and financial policies that the government of the
Central African Republic (C.A.R.) intends to implement from December 1, 2021 to June 30, 2022
under a Staff-Monitored Program (SMP) agreed with the International Monetary Fund (IMF).
More precisely, this memorandum describes the overall context, the recent macroeconomic
developments, progress to date in implementing the program supported by the Extended Credit
Facility (ECF), the short-term economic outlook and risks, as well as the macroeconomic policies
and structural reforms that we intend to implement over the coming months.

A. Overall Context

1. President Touadéra was re-elected for a second term in the first round of the
presidential election held on December 27, 2020. Despite threats and pressures from various
armed groups to prevent them, the presidential and legislative elections were held as planned on
December 27 in most of the electoral districts, and were pronounced free and transparent by
national and international observers. The second round of the legislative elections, and in certain
cases both rounds, were held in 2021, in a more peaceful environment, thus paving the way for
the opening of the seventh legislature on May 3, 2021. A new government was formed on June
23, 2021. Our task is daunting, as the Central African Republic faces considerable security,
humanitarian, health, economic, and environmental challenges.

2. We fended off the attacks of the Coalition of Patriots for Change (CPC) and
restored government control in the regions. This coalition of six armed groups tried to seize
power by force in January 2021. Having failed in that attempt, the CPC blocked the trade corridor
linking Bangui to the border with Cameroon. We repelled the assaults of anti-government forces,
restored security in most of the country, and secured the corridor, which has allowed us to
gradually resume trade flows and economic activity.

3. We intend to build on the progress made since 2016 toward peacebuilding and
recovery through sustainable economic growth. President Touadéra has already launched a
republican dialogue with all the country’s major stakeholders and the democratic opposition,
expressing his will to work with all his fellow citizens to promote peace and inclusion, regardless
of their political, regional, ethnic, or religious backgrounds. He has also called for an assessment
of the Political Agreement for Peace and Reconciliation (APPR) signed in February 2019 by the
government and 14 armed groups. This assessment has made it possible to draw lessons and to
reinvigorate the Agreement, which we consider the ideal framework for the peace process with
the armed groups, despite the numerous violations of its provisions by some of its signatories.
Lastly, President Touadéra is participating in efforts at the sub-regional level to find a peaceful
solution to the security situation in the C.A.R. Within the framework of the Luanda Roadmap,
which was signed by four out of the six armed groups making up the CPC, he thus declared a
unilateral ceasefire last October 15. We remain committed to protecting the population, with
zero tolerance for human rights violations, regardless of who commits them. The establishment
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of a Commission of Inquiry to examine possible violations, and the publication at the beginning
of October of its report, is a testament to that commitment. Lastly, in the context of the

Staff- Monitored Program with the IMF, we intend to forge ahead with the economic policies and
structural reforms needed to sustainably establish inclusive growth in the Central African
Republic.

4. The number of cases and deaths from Covid-19 remains low, and so is vaccination.
The measured impact of the Covid-19 pandemic is still low, with around 11,127 cumulative
infections (0.2 percent of the total population) and a total of 103 deaths as of mid-November
2021. The real impact of the pandemic is nevertheless probably much greater, since our capacity
to monitor it remains very limited. The vaccination rate remains low since the vaccination
campaign was launched on May 20, 2021, owing to the limited availability of vaccines and the
high reluctance on the part of the population to obtain vaccinations. As of mid-November 2021,
only 5.9 percent of the total population was entirely vaccinated. The C.A.R. benefits from the
worldwide rollout of vaccines through the UN’'s COVAX Initiative, with 372,000 doses now
expected. Supply from the bilateral donors has also increased, including the 150,000 doses
provided by China on July 6, 2021. The World Bank is expected to provide 25.5 million dollars in
grants to fund the vaccination campaign.

B. Recent Macroeconomic Developments

Developments for 2020

5. Growth in 2020 is estimated at 1 per cent, which is higher than the zero percent
projected under the ECF-supported program, owing to the increase in public expenditure
and the lifting of pandemic-related restrictions. The sectors that supported this good
outcome are, in particular, food crops, mining, and the central government. Primarily reflecting a
sharp increase in food prices, inflation accelerated at end-2020 to 4.8 percent on a year-on-year
basis.

6. The external current account balance deteriorated in 2020. The current account
deficit was revised to 82 percent of GDP (compared with the 72 percent projected under the
ECF- supported program), chiefly as a result of an increase in the prices of oil imports and the
non- disbursement of its budget support by the French Development Agency (AFD).

7. Despite significantly higher-than-expected domestic revenue, the domestic primary
budget deficit was larger than anticipated in 2020. Domestic revenue amounted to

CFAF 125.7 billion, compared with CFAF 115 billion under the ECF-supported program, reflecting
stronger economic growth and higher net revenue from petroleum products (as the drop in
international prices was not passed through to domestic prices). The domestic primary deficit,
however, was larger than expected (CFAF 90 billion compared with a projection of CFAF 81.9
billion), owing to the sharp rise in current and investment expenditure at year's end, explained in
part by the deterioration of the security situation and additional expenditures related to the
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presidential and legislative elections. Pandemic-related expenditure was lower than forecast, with
only 72 percent of the appropriations included in the 2020 supplementary budget executed by
year's end. This was also true of social expenditure (CFAF 31.3 billion compared with a target of
CFAF 35 billion) and of the repayment of domestic payment arrears (CFAF 14.4 billion compared
with a target of CFAF 18 billion). Recourse to exceptional expenditure procedures also exceeded
the limits defined by the program objectives (CFAF 7.6 billion compared with a target of CFAF
6.7 billion).

8. Thanks to the debt relief we received at end-2020, public debt contracted more
rapidly than expected, amounting to 44.1 percent of GDP at end-2020, compared with
46.8 percent of GDP projected under the ECF arrangement. This relief consisted primarily of a
debt cancellation operation granted by China roughly equivalent to 0.8 percent of GDP, as well
as a 90-percent principal reduction and a rescheduling of the debt owed to Energoprojekt
(Serbia), for about 1.7 percent of GDP. We also requested an extension to December 2021 of the
suspension of debt service under the G20 Debt Service Suspension Initiative (DSSI), and
continued to benefit from assistance in respect of debt service covering all payments falling due
to the IMF from April 14, 2020 to April 13, 2022 under the Catastrophe Containment and Relief
Trust (CCRT). Poor coordination between the debt unit and the Treasury directorate, but also
delays in fully setting up the new BEAC's software for international wires, led temporarily to
arrears to the International Fund for Agricultural Development (IFAD), as it was only in March
2021 that we paid the US$0.15 million that was due in December 2020. To address these issues,
we have benefited from BEAC's technical assistance on the use of its new software for transfers
and we have strengthened the coordination between the relevant administrative units. As for
domestic debt, liabilities owed to commercial banks in the amount of CFAF 15.8 billion

(1.2 percent of GDP) were securitized in November 2020, rendering them tradable.

Developments during the first months of 2021

9. The closing of the trade corridor between Bangui and Cameroon has had a
substantial social and economic impact in 2021. From end-December to early March, the CPC
completely blocked the corridor, preventing the transport of both imported goods and export
products. As a result, consumer staples became scarce, and their prices soared. The domestic
production of manufactured goods was also affected by insecurity and the lack of inputs, further
reducing the supply of goods. Convoys of freight trucks, escorted by security forces, began to
arrive in Bangui in mid-March, and traffic has since gradually returned to normal. The number of
internally displaced persons increased strongly to reach a peak of 742,000 in February, and has
decreased since then, representing 665,000 at the end of October.

10. The recovery of economic activity continues slowly following the difficulties
encountered in the first half of 2021. The figures available for the first six months show that
manufacturing and services were the hardest hit by the security crisis. Inflation reached

5.2 percent year-on-year during the first quarter of 2021, owing to the supply shortages
triggered by the closing of the trade corridor. Reflecting the gradual reopening of the corridor
and the improved security situation, inflationary pressures began to abate starting in July, during
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which inflation amounted to 3.6 percent year-on-year. The closing of the corridor severely
affected exports and imports in the first quarter, but trade began to recover gradually in March,
on the back of an improved security environment. Overall, during the first half of 2021, exports
decreased by about 2 percent compared with the first half of 2020, mainly driven by the recovery
in the mining sector, while imports decreased by about 25 percent compared with the same
period.

11. Domestic revenue mobilization over the first months of 2021 was slightly better
than expected, whereas primary expenditures remained broadly in line with the
supplementary budget law. This law was passed by Parliament in August and provides for the
increase in security spending that stemmed from the security crisis to be offset by cuts in
nonpriority spending. Domestic primary expenditures are estimated at CFAF 137 billion over the
first nine months, well below the expectations for the year (CFAF 199 billion). Domestic revenues
rose to CFAF 105 billion over the first 10 months, aided by the faster-than-expected stabilization
of the security situation, the reopening of the trade corridor, and the resulting gradual recovery
of economic activity.

12. Nevertheless, owing to the delays in the disbursement of budget support, and
pending the on-lending of the SDR allocation, we had to rely on bridge financing from the
commercial banks in order to fund the budget. In response to the acute funding needs
observed at the beginning of the year as a result of the sharp increase in security and electoral
expenditures at the end of 2020 and beginning of 2021, the delay in budget support from the
donors, and the low tax revenue mobilization stemming from the security crisis, we first drew on
our bank deposits in order to finance the budget. Subsequently, we issued CFAF 48.75 billion in
Treasury bills and bonds between January and October 2021 as bridge financing, pending the
on-lending by the BEAC of the SDR allocation and the disbursement of the CFAF 46 billion in
budget support expected from the European Union and the World Bank during 2021.

13. Public debt is expected to reach 48.2 percent of GDP at the end of 2021, compared
with 44.1 percent at the end of 2020. The bulk of this increase reflects the issuance of

CFAF 48.75 billion in Treasury bills and bonds between January and October 2021. We also
benefited from the rescheduling of the statutory advances owed to the BEAC, in an amount of
CFAF 80.5 billion, which we were supposed to start repaying in 2022, but whose maturity was
extended by 10 to 20 years, with a grace period of three years. With regard to external debt, on
September 13, 2021 we signed a loan agreement with the BDEAC for CFAF 15 billion for the fight
against Covid-19 and the strengthening of the health system. In view of the high risk of debt
distress that our country faces, we decided to not disburse under this loan. We will approach our
technical and financial partners to help us finance the priority health projects through grants or
concessional loans.

14. Owing in part to the recent refinancing operations with BEAC, our banking sector
remains well capitalized and liquid. Reflecting the withdrawals of deposits by the government
and the purchase of government bonds by the commercial banks, the short-term liquidity ratio
contracted sharply during the first half, from 202 percent in December 2020 to 133 percent in
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June 2021, while deposits declined by 6.8 percent over that period. To allow for this ratio to
rebound while continuing purchasing government securities in the third quarter, the commercial
banks refinanced these securities with the BEAC. Consequently, the short-term liquidity ratio
rebounded to 214 percent at end-September 2021 while banks’ sovereign exposure declined
from 19.2 percent of total assets at end-June to 16.9 percent at end-September. Credit to the
private sector increased by 3.3 percent y-o-y in September. Despite a difficult economic
environment, the non-performing loan (NPL) ratio declined from 18.1 percent at end-2020 to
16.4 percent at end-September and is adequately provisioned (83.9 percent). This ratio would,
however, have been significantly higher if not for the measures implemented by the COBAC in
response to the pandemic. The capital adequacy ratio continues to be robust at 23.8 percent in
September, well above the minimum regulatory requirement of 9.5 percent.

Structural reforms

15. While the deterioration of the security situation and the pandemic have entailed delays,
we have made significant progress in the implementation of the structural reforms:

» The system for electronic filing of taxes by large firms is in the process of being
implemented, with a pilot period under way for 24 firms. By contrast, the deployment of
the e-payment system was delayed, in part due to the need to connect this system to
Sygma-Systac, the system used by the BEAC. The latter, at the end of the analysis of
specifications provided by the provider, delivered a favorable opinion and will provide
final approval for the interconnection of SETI to SYSTAC once a certain number of
recommendations have been implemented.

» The Court of Auditors (Cour des Comptes) has undertaken a full audit of Covid-19-
related spending, covering not only the expenditures executed as part of the budget law
but also those financed by our technical and financial partners. The audit of budget
expenditure was finalized and published online on August 31, but the audit of
expenditure executed directly by our partners will take more time, owing to the necessity
of obtaining the relevant data.’

» We have published detailed data for the year 2020 and up to the end of October 2021,
on the execution of Covid-related spending, as well as on the related public procurement
contracts.?

> With the parliamentary calendar having been delayed, the elimination of the government
agencies without economic justification could not be ratified before the end of April as
planned. Nevertheless, on August 26 the Parliament approved the elimination of six out

" The audit is available here.
2 These data may be accessed here, here and here.
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of the seven remaining agencies without economic justification, while the seventh —
COMIGEM - was privatized.

» With the IMF's technical assistance, we have made good progress in drafting an anti-
corruption law, which we intend to submit to the National Assembly by the end of
January 2022. The asset declaration law was adopted by the National Assembly on
October 28, 2021 and promulgated by the Head of State on November 26. On December
13, the Prime Minister approved the government'’s anti-corruption action plan.

» The Directorate General for Taxes and Domains (DGID) identified all of the government
contractors with an annual turnover greater than CFAF 100 million, and the importers
whose imports are greater than CFAF 100 million, that have not fully honored their tax
obligations. By the end of March 2022, final notifications will be sent to all of the
businesses identified.

> Delays were incurred in the efforts to ensure that the valuation information provided by
service provider Webb Fontaine is taken into account in customs declarations. Owing to
technical constraints, the customs system (ASYCUDA) still needs to be fully calibrated to
allow for the automated checking of its information. While we have made some progress,
technical constraints imply that this measure will be fully implemented only by the end of
February 2022.

» We have carried out the online publication of the balance sheets and income statements
as at the end of December 2020 (provisional) and the end of 2019 (audited) of the
companies ENERCA, SODECA, and SOCATEL.?

» In order to accelerate the expansion of payment of salaries by means of mobile banking
to all civil servants posted in the provinces, we issued an order requiring all civil servants
to be paid through this system.

» On August 4, we issued an order making online publication compulsory for all relevant
information related to public procurement contracts of more than CFAF 10 million,
including the disclosure of the beneficial owners of the companies awarded contracts.

» As part of the external debt clearance for fiscal year 2021, we noted the accumulation of
arrears to IFAD. This is explained by the non-appropriation by the agents of the
SYGMA- SYSTAC service of the new BEAC e-transfer application which resulted in delays
in entering transactions until validation and consequently the accumulation of arrears.
However, this problem was solved by technical assistance from the BEAC to the agents of
the concerned service for a better appropriation. To date, there is good coordination

3 These documents are available here, here, here.
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between the Treasury (ACCT) and the Debt Directorate in terms of regular
communication of information on debt maturities, followed by their payment.

C. Economic Outlook and Risks

16. The short-term outlook has deteriorated since the conclusion of the first and
second reviews under the ECF arrangement. Even if we managed to ensure the gradual
reopening of the corridor, thus making possible a gradual resumption of trade over the recent
months, we are expecting economic growth to reach to 1 percent this year, as compared with the
3" percent growth previously envisaged. We anticipate that economic recovery will accelerate
next year as security gains expand to the provinces, thus stimulating food crops, forestry and
mining. The full reopening of the trade corridor will increase the availability of goods and will
contribute to reviving production in certain segments of the industry and the supply of services.
Overall, growth is projected at around 4 percent in the coming year, before settling around 5
percent in the medium term. The stabilization of the security environment should also contribute
to a gradual decline in inflation, which should reach 3.5 percent year-on-year by the end of 2021
and under 3 percent at the end of 2022, before stabilizing around 22 percent over the medium
term.

17. The balance of payments would be close to equilibrium in 2021, as a result of the
general SDR allocation. The trade deficit would remain high—at 15 percent of GDP in 2021—
and so would the current account deficit — which would rise to around 10"z percent of GDP
owing to the 5-percent of GDP fall in official transfers that would result from the postponement
to next year of the disbursement of the budget support anticipated this year. The capital account
balance would also worsen because of a decline in project grants. The financial account would on
the other hand record a strong improvement, with a projected surplus of 6 percent of GDP,
owing primarily to the SDR allocation. Consequently, the overall balance of payments would be
close to equilibrium. The current account deficit is projected to gradually narrow towards 5%
percent of GDP over the medium term, with the increase in exports more than offsetting the
anticipated fall in official transfers. Excluding the SDR allocation, the financial account should
improve on a sustainable basis with the recovery in foreign direct investment and other financial
flows, contributing to a balance of payments surplus in the order of 2 percent of GDP starting
from 2024.

18. This economic outlook remains subject to considerable risks. Downside risks include:
a reversal of recent progress with regard to security, which would aggravate the existing
vulnerabilities; a possible resurgence of the pandemic within a context of very low vaccination
rates; and a lower level of support from the donors if our efforts to initiate a national dialogue,
revive the peace agreement, and implement the reforms were to be deemed insufficient. Owing
to its negative impact on tax revenue, a further rise in international oil prices would significantly
compromise fiscal sustainability. The persistence of bottlenecks in the global supply chains would
pose further difficulties for supply given our status of landlocked country. Upside risks include an
accelerated peacebuilding throughout the country, coupled with sustained implementation of
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the reforms that we are committed to putting in place. A rapid decline in commodity prices such
as oil would strengthen the outlook for government revenues and would increase the fiscal space
needed to support our priority spending.

D. Economic and Financial Policies

In terms of economic policies, our priority objective in the short run is to ensure that the budget
execution over the few months at the end of the year is in line with the supplementary budget law
for 2021. With regard to 2022, we intend to sustainably finance a temporary rise in priority
investments in the health sector, so as to increase our capacity to combat the Covid-19 pandemic
and to limit the particularly costly recourse to medical evacuations.

Over the coming months, we intend as well to press ahead with the structural reforms that we had
initiated under the ECF-supported program and included in our strategy for modernization and
digitalization of public finances, and which aim at strengthening domestic revenue mobilization
and public financial management, and at improving governance and the business climate. These
reforms continue indeed to be essential to enable us to sustainably finance our considerable
security, social, and infrastructure spending needs, while promoting strong and inclusive growth
and containing the risks weighing on our public debt.

E. Fiscal Policy

19. The security crisis is having a serious impact on public finances in 2021. As a result
of the closure of the corridor at the beginning of the year and of the damage inflicted on the
border customs posts, the customs duties and VAT revenue collected in 2021 are expected to be
lower than what were planned in the initial budget law. Moreover, we had to face additional
expenditure to secure the corridor, prevent other attacks, and consolidate the territorial gains
already recorded. Overall, security expenditures are expected to exceed by CFAF 12.2 billion
what was envisaged in the initial budget law. This impact, combined with the budget slippages
recorded at the end of 2020 and the lower budget support, accentuated the deterioration of
government liquidity in 2021.

20. Over the coming weeks, we will ensure that budget execution is in line with the
objectives of the supplementary budget, both in terms of revenues and the domestic
primary deficit. In view of the estimates for the first ten months, domestic revenues are
expected to be higher by CFAF 5 billion than what we had expected under the supplementary
budget, notably as a result of a positive impact on customs revenues of the quicker-than-
expected reopening of the trade corridor, despite high international prices for petroleum
products, which have an adverse impact on government revenues. The execution of budget
spending is also in line with the supplementary budget, which should enable us to limit to CFAF
199 billion the expenditure envelope covered by the Treasury (including the expenditure

carry- over from 2020, the repayment of VAT credits, and the deferred pension payments
(“arriérages”)). We also intend to pursue the repayment of our domestic arrears, whose amount
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would be brought from CFAF 26.6 billion at the end of 2020 to less than CFAF 15 billion by the
end of the year. Given that the principal donors (World bank and European Union) will only
disburse their budget support at the beginning of 2022, we are planning to postpone from 2021
to 2022 most of the anticipated payments of the bridge financing loans contracted with the
commercial banks, while asking the BEAC to on-lend CFAF 35 billion of the SDR allocation.

21. In 2022, the budget law will primarily aim at sustainably financing priority
spending. We will seek the assistance of our technical and financial partners to finance
additional priority spending in the health sector, which will make it possible not only to further
increase our ability to combat the Covid-19 pandemic, but also to limit the recourse to medical
evacuations, which strain our limited budgetary resources. The economic recovery and the
reforms aimed at strengthening the tax administration should contribute to increasing domestic
revenues in 2022 up to CFAF 138 billion — this in spite of the negative impact of higher
international oil prices on revenues from petroleum products. As for expenditure, we will
continue to reduce nonpriority spending, with the aim of devoting more of our resources to
social and infrastructure spending. In 2022, we will also have to finance the sustainable
deployment of our security forces in the regions that we have gained control of, as well as the
organizing of local elections. In total, we intend to cap the level of primary expenditures at CFAF
202.5 billion, corresponding to 195.5 billion in budgetary expenditure and 7 billion in cash
expenditure (payment of deferred pensions and reimbursement of VAT credits). This will be
reflected in the draft budget law that we will submit to the National Assembly by the end of the
year (structural benchmark).

22. In 2022, the on-lending of the SDR allocation by the BEAC and the disbursement of
the budgetary support originally envisaged in 2021 will make it possible to simultaneously
fund the budget, repay a large proportion of the bridge financing loans contracted with
the commercial banks, and complete the repayment of domestic arrears. We intend in
particular to ask the BEAC to on-lend a new tranche of some CFAF 25 billion from the SDR
allocation, with the remainder being saved for the purpose of covering the financing gap
anticipated in 2023. The financing of the budget deficit will also rely in 2022 on budget support
from the European Union and the World Bank for the years 2021 and 2022 (CFAF 84.4 billion).
This support will also allow us to complete repayment of domestic arrears, while reimbursing
most of the higher-cost loans contracted with the commercial banks in 2021.

23. We will continue to work with our technical and financial partners to ensure that
the conditions stipulated for disbursement of the already identified budget support are
fulfilled, and to raise additional grant financing. As a result of our high risk of debt distress,
our priority will be to mobilize additional grant financing, and we will continue not to contract
non-concessional external financing and to only consider concessional borrowing for those
investment projects that are vital for the development of the C.A.R. and for which it will not be
possible to obtain grants. We also commit to not make use of the BDEAC loan and - as indicated
above — we will seek to mobilize additional grants in order to ensure the funding of the related
priority health expenditures. We will work with our partners to ensure that the conditions
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stipulated for disbursement of the budget support that have already been identified are fulfilled
and will consult them with the aim of identifying new financings. We will also ask them to
continue to provide us with their support to help us combat the pandemic, and in particular to
finance our vaccination strategy and the upcoming local elections.

F. Fiscal Reforms

24. With the improvement in the security situation, we intend to speed up the
implementation of the structural budget reforms that we had committed to.

Monitoring of Expenditure to Combat the Pandemic

25. We will implement the recommendations of the audit by the Court of Auditors on Covid-
related budget expenditure executed in 2020. In particular: (i) starting from December 2021, the
committee responsible for monitoring and managing the resources directed to the establishment
of the national plan in the fight against Covid-19 will meet at a minimum once a month; (ii)
competitive bidding processes will be used for the awarding of contracts for construction,
drilling, and refurbishing of roads; (iii) the payment orders will be issued directly on behalf of the
service providers or suppliers — and in no case of a member of the civil service — based on a cost
estimate or invoice. We have also published the names of the firms that received transfers to
help them deal with the pandemic.# Lastly, we will continue to publish data on Covid-related
spending and related public contracts and start publishing data on beneficial owners, from
January 2022.

Strengthening the Transparency of Public Procurement Contracts

26. In line with our commitments, we have mandated by ministerial order the online
publication of all public procurement contracts above the threshold of CFAF 10 million (a
threshold set in the budget law), as well as the information essential to good transparency
(amounts of the contracts and the names of the beneficial owners). This information is
henceforth made available each month on the website of the Ministry of Finance.®

Domestic Revenue Mobilization

27. The deployment of the electronic declaration system for large firms based in Bangui is in
the process of being implemented, with a pilot period under way. Out of a sample of 24 firms in
the test phase, 15 succeeded in completing online filing. Out of the 15 firms, 11 file regularly and
four partially. We are committed to ensuring that all of the firms in this pilot sample make full
use of the e-filing system, at the latest in March 2022. In order to ensure the system’s
deployment and use, we will issue by December 31, 2021, a ministerial order making the

4 Available here and here.

5 Available here and here.
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systematic use of the electronic declaration system mandatory for large taxpayers by December
31, 2022 (structural benchmark).

28. In order to conclude the audits initiated on the 89 largest importers and 28 beneficiaries
of public procurement that were not current with their tax obligations, we commit to sending
final notifications to these firms by the end of March 2022, in order to recover some CFAF 132
million. In parallel, we will initiate off-site controls for all firms not in compliance that have a
turnover of less than CFAF 100 million. To improve the effectiveness of our controls and to
incentivize the taxpayers involved to rectify their situation, we will in addition take the following
actions:

» In order to ensure the collection of the revenues owed by the firms, by the end of 2021
we will issue a ministerial order suspending the import activities of large importers who
are not fully compliant with their tax obligations after end-March 2022 (structural
benchmark). In order to initiate this step, we will sign a memorandum on the exchange of
information with the General Customs Directorate, and every two weeks will transmit to
customs the list of the TINs (tax identification numbers) of the importers to be
suspended.

» In order to facilitate the cooperation between customs and the tax authorities, we will
make it mandatory— through a ministerial order to be published by the end of March
2022—to use solely those TINs that are active at the DGID for getting the authorization
to import.

» In support of this measure, we propose to introduce in the draft 2022 budget law a
financial penalty in percent of the customs value of the imported goods (15 percent) with
a minimum amount (of at least CFAF 1 million) for all taxpayers, individual or legal
persons, who would import without being registered on the list of active companies
established and regularly published by the DGID. This penalty will not be subject to any
graceful discount. The amount of this penalty is high, so as to ensure its deterrent effect.

» As of December 2021, we established a monthly meeting of DGID, DGDDI, and DGMP to
monitor progress in this area. To demonstrate our willingness to be transparent and to
achieve concrete results, a dashboard will be sent after each meeting to the Minister of
Finance and to the IMF, regarding: (i) the amounts recovered since the last meeting; (ii)
the number of taxpayers not current with their tax obligations identified since the last
meeting, and the total number of taxpayers not current with tax obligations; and (iii) the
recovery rate following the controls performed (in order to ensure that the notifications
produce the intended effects). This information will apply equally to the importers and to
the firms that are beneficiaries of public procurement contracts.

29. We will pursue the interconnection between the customs’ ASYCUDA + + system and
the e-Douanes system of the import valuation service provider. We actively participate in bi-
monthly meetings between Customs, the provider, UNCTAD (which is the developer of
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ASYCUDA), the IMF and the World Bank, in order to ensure that the exchange of data through
the interconnection is operational, and that it is accompanied by automated checks of the use of
the valuations recommended by the service provider in the calculation of the duties and taxes.
These measures will be fully implemented by the end of February 2022 (structural benchmark).
To ensure that the import value recommended by the provider is automatically captured in the
importer’s customs declaration and used by the customs as the basis of the tax assessment —
unless valid detailed documentation justifying an alternative customs value is presented and
recorded in the system prior to the release of the goods —we will adopt by the end of March
2022, a ministerial order mandating that: (i) customs declarations are inadmissible if not
accompanied by the service provider's documentation; and (ii) the automated procedure for the
declaration of the value of the imports is henceforth mandatory.

30. With the support of the European Union, we will set up the ASYCUDA World
system. The development of ASYCUDA World, which is a more modern system than
ASYCUDA++, will make it possible to have an even more secure system, and thus will reduce
vulnerabilities to corruption. It will likewise facilitate automated exchanges and data
reconciliation with the domestic tax authority and with the customs services of the ports of entry
of merchandises. Now that the financing of the European Union is in place, we expect that
UNCTAD could put the new system in place by June 2023.

Public Financial Management

31. We will pursue our efforts aimed at consolidating the Treasury Single Account
(TSA). We intend in particular to: (i) prepare and sign by March 2022, an agreement between the
Treasury and the BEAC for the management of the TSA; (ii) by June 2022, carry out an inventory
of the revenues collected directly by the ministries and the institutions related to the services
rendered to users; (iii) by June 2022, perform a census of all of the accounts of the government
and related agencies with commercial banks; (iv) by August 2022, conduct in collaboration with
the BEAC a study of the impact on the banking sector of the closing of all of the accounts of the
government and its agencies with commercial banks; (v) on the basis of the conclusions of the
above-referenced impact assessment, close all of the accounts of the government and its
agencies with commercial banks, while repatriating funds into the TSA by June 2023; and (vi) by
December 2023, ensure that the national Treasury is organized so as to effectively implement its
banking function vis-a-vis its correspondents.

32. To allow for a better monitoring of the execution of budget expenditures, we will
modify the table on the quarterly budget execution situation to show more clearly the
movements of funds that took place each quarter for each major category of expenditure, as well
as the amount of commitments, the amount of payment orders, and the amounts paid by the
treasury. These changes will be reflected in the budget execution reports starting with the one
for the first quarter of 2022.

33. We will implement the new legal framework for state-owned enterprises (SOEs), in
particular by means of: (i) the online publication by February 2022 of the information on the
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respective financial positions of SOEs, including the list of such enterprises; (ii) the adoption by
December 2022 of all of the secondary pieces of legislation necessary for the implementation of
the new legal framework for SOEs; (iii) the preparation by June 2022 of the action plans for
improving the financial position of SOEs with substantial debts; and (iv) beginning in April 2022,
conducting the infra-annual financial monitoring, through quarterly reports, of SOEs according to
their income.

34. We will implement the immediate payment of pensions of new retirees. This system

will ensure a better monitoring of pension rights while ending the accumulation of arrears to new
retirees during the first months of their retirement (deferred pension or “arriérages”). This system
will be operational from January 1, 2022.

35. We are moving forward on the digitalization of public financial management, in
particular by means of: (i) the use of the Sygma-Systac platform (which makes possible the
processing in real time of the transactions on the Treasury account at the BEAC, the monitoring
of the cash balance, and its reconciliation with monetary data), which became fully operational in
December 2020; (ii) the rollout of payment of the salaries of the civil servants in the provinces
through “mobile banking”-type solutions, from October 2021; and (iii) the progressive use of
Sim_Ba, the new software for the budget preparation and execution, as well as for the central
government accounting, which we used for the preparation of the 2022 draft budget; and (iv) the
implementation of the interconnection of the Sygma-Systac and the Sim_Ba softwares, for a
better monitoring of budget execution and an optimized financial and accounting report starting
once Sim_Ba is fully operational.

36. We will continue our efforts aimed at improving governance and fighting
corruption:

» On December 13, and pursuant to our commitments, the Prime Minister approved the
government'’s anti-corruption action plan, which takes on board most of the
recommendations of the IMF's governance assessment.

» On October 28, 2021 the National Assembly approved the asset declaration law and on
November 26, the Head of State promulgated it. This law was passed without
amendment in relation to the draft that had been submitted. The draft had been set out
in full conformity with good international practice.

» The draft anti-corruption law, which is consistent with IMF staff recommendations and
the requirements of the United Nations Convention against Corruption, will be submitted
to the National Assembly by the end of January 2022 (structural benchmark).

37. We likewise intend to continue to improve the business climate:

» By the end of June 2022, we will submit a draft mining code to the National Assembly. In
accordance with our commitments with respect to good governance, this draft mining
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code will be consistent with good international practice. To this end, we will work with
our technical and financial partners to ensure that this project: (i) is in line with the
recommendations of the Financial Action Task Force (FATF) relating to anti-money
laundering/combating the financing of terrorism, and to the CEMAC guidelines in
relation to exchange control regulations; (ii) ensures that the rules governing any new
mining funds are in accordance with the rules of sound public financial management and
governance; (iii) provides that large mining projects shall be awarded in a systematic way
via competitive bidding processes, with the aim of maximizing potential government
revenue; and (iv) does not contain excessively generous tax provisions that might harm
our efforts aimed at strengthening domestic revenue mobilization.

> We have benefited from the technical assistance of the African Development Bank to
help us to assess the scheme for the parafiscal taxes levied on the telecommunications
sector. Based on this assessment, by June 2022 we will take all measures needed to make
sure that they do not constitute a potential barrier to the development of the sector and
to the government’s digitalization strategy.

» The deadline for implementation of the recommendations that include, inter alia, the
creation of an arbitration and mediation center has been set for March 2022 by the
National Economic and Financial Committee (CNEF), during its meeting that took place
on November 22, 2021. Regulation No. 01/20/CEMAC/UMAC/COBAC pursuant to the
protection of the consumers of banking products and services within the Economic and
Monetary Community of Central Africa (CEMAC) establishes procedures governing the
organization, operation, and referral to the mediator, which will be part of CNEF. The
CNEF has also recommended: (i) the creation by the end of March 2022 of an arbitration
division within the commercial court to handle banking and financial disputes; and (ii) the
creation by the end of 2022 of a national debt recovery agency.

» We are committed to implementing the reforms that aim at strengthening financial
inclusion, in particular by the development of mobile and online banking services.

G. Program Monitoring

38. The staff-monitored program (SMP) will extend from December 2021 to June 2022 and
will entail two test dates — end-December 2021 and end-March 2022 — with quantitative
benchmarks, indicative targets, and structural benchmarks, as indicated in the attached tables.
The attached Technical Memorandum of Understanding defines the quantitative benchmarks,
indicative targets, and structural benchmarks. End-December performance will be reviewed in the
first quarter of 2022. End-March performance will be reviewed in the second quarter of 2022. We
will provide IMF staff with the statistical data and information identified in the attached technical
memorandum of understanding, as well as any other information it considers necessary or that
the IMF might request for monitoring purposes.
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Table 1. Central African Republic: Quantitative Performance Criteria and Indicative Targets
under the ECF Arrangement, December 2020
(CFAF billions; cumulative from beginning of the year)

End-December 2020

PC Adjusted PC ° Actual

Quantitative performance criteria

Net domestic government financing (ceiling, cumulative flows for the year) 4.0 71 14.1

Domestic revenue (floor, cumulative for the year) ! 115.0 125.7

Domestic primary fiscal balance (floor, cumulative for the year)? -85.0 -81.9 -90.1
Continuous performance criteria

Contracting or guaranteeing of new external non concessional debt (ceiling) * 0.0 0.0

Non accumulation of external payments arrears (ceiling, cumulative for the year)®* 0.0 0.1
Indicative targets

Social spending (floor, cumulative for the year)® 35.0 31.3

Spending through extraordinary procedures (ceiling, cumulative for the year) 6.7 7.6

Reduction in domestic payments arrears (floor, cumulative for the year) 18.0 14.4
Memorandum items:

New concessional/external debt contracted or guaranteed by the government 25.0 0.0

Budget support 76.3 70.1

Privatization receipts 0.0 0.0

Sources: C.A.R. authorities and IMF staff estimates.
" Domestic revenue, which excludes foreign grants and divestiture receipts.
2 The domestic primary balance is defined as the difference between government domestic revenue and government total
expenditure, less all interest payments and externally-financed capital expenditure.
3 These objectives will be monitored continuously.

4 Contracted or guaranteed by the government.

® Social spending is defined as domestically financed public non-wage spending on primary and secondary eduction, health, social

action, water and sanitation, microfinance, agriculture and rural development.
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Table 2. Central African Republic: Quantitative Benchmarks and Indicative Targets under the SMP
(CFAF billions; cumulative from beginning of the year, unless otherwise specified)

End-December

2021 End-March 2022
Quantitative Quantitative
Benchmarks Benchmarks
Quantitative benchmarks
Net domestic government financing (ceiling, cumulative flows for the year) 79.6 -16.5
Domestic revenue (floor, cumulative for the year) 1 124.0 32.0
Domestic primary fiscal balance (floor, cumulative for the year)? -77.0 -22.0
Continuous benchmarks
Contracting or guaranteeing of new external non concessional debt (ceiling, cumulative from October 1, 2021) >* 0.0 0.0
Disbursement of external non concessional debt (ceiling, cumulative from October 1, 2021) 34 0.0 0.0
Non accumulation of external payments arrears (ceiling, cumulative for the year)>* 0.0 0.0
Indicative targets
Social spending (floor, cumulative for the year)® 24.0 5.0
Spending through extraordinary procedures (ceiling, cumulative for the year) 6.7 1.7
Reduction in domestic payments arrears (floor, cumulative for the year) 12.0 3.0
New concessional/external debt contracted or guaranteed by the government (ceiling, cumulative for the year) 25.0 15.0
Memorandum items:
Budget support 0.0 46.0
Privatization receipts 3.6 0.0

Sources: C.A.R. authorities and IMF staff estimates.
" Domestic revenue, which excludes foreign grants and divestiture receipts.
2 The domestic primary balance is defined as the difference between government domestic revenue and government total
expenditure, less all interest payments and externally-financed capital expenditure.
3 These objectives will be monitored continuously.

4 Contracted or guaranteed by the government.

® Social spending is defined as domestically financed public non-wage spending on primary and secondary education, health,

social action, water and sanitation, microfinance, agriculture and rural development.

Ly ANNd AYVLINOW TVNOILVNYILNI

2MaNd3d NVDId4Y TVYLNID



CENTRAL AFRICAN REPUBLIC

48

Table 3. Central African Republic: Prior actions and structural benchmarks,

December 2021-March 2022

Measures Timeline Macroeconomic Rationale Status
Online publication of independent audit of Covid-related spending executed in _ X »
Prior action Improve accountability Met
2020
N L . . . Improve transparency and revenue
Elimination of agencies without economic justification Prior action . Met
collection
Submission to the National Assembly of a draft supplementary budget law . . Ensure macroeconomic stability, fiscal
Prior action Met

consistent with the SMP's objectives

Submission to the National Assembly of a draft 2022 budget law consistent

with the SMP’s objectives

End-December 2021

Issuance of a ministerial order effective end-March 2022 suspending import

activities by large importers who are not fully compliant with their tax End-December 2021

obligations

Issuance of a ministerial order making the systematic use of the electronic

End-December 2021

declaration system mandatory for large taxpayers by December 31, 2022

Submission to the National Assembly of a new anti-corruption law that is

consistent with IMF staff recommendations and the requirements of the United End-January 2022

Nations Convention against Corruption (UNCAC)

Adjustment of the ASYCUDA++ customs processing system to ensure that the

values recommended by Webb Fontaine are automatically reflected in End-February 2022

importers’ customs declarations

responsibility, and transparency
Ensure macroeconomic stability, fiscal

responsibility, and transparency

Improve revenue collection

Improve transparency and revenue
collection

Improve governance

Reduce corruption and improve revenue
collection
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Attachment Il. Technical Memorandum of Understanding

1. This Technical Memorandum of Understanding (TMU) defines the quantitative
benchmarks, indicative targets, and structural benchmarks that will be used to evaluate
performance under the program for the Central African Republic (C.A.R.) presented in the
Memorandum of Economic and Financial Policies (MEFP). The TMU also establishes the
framework and deadlines for the reporting of data which will enable IMF staff to evaluate the
program’s implementation.

A. Definitions

2. Unless otherwise specified, the government is defined as the central government of
the C.A.R. and does not include any local governments, the central bank, or any public entity
with separate legal personality (i.e., enterprises wholly or partially owned by the government)
that are not included in the government financial operations table (TOFE).

3. Definition of debt. The definition of debt is set out in point 8 of the Attachment to IMF
Executive Board Decision No. 15688-(14/107):

(@) "Debt” is defined as a current, i.e., not contingent, liability, created under a contractual
arrangement through the provision of value in the form of assets (including currency) or services,
and which requires the obligor to make one or more payments in the form of assets (including
currency) or services, according to a specific schedule; these payments will discharge the obligor
of the principal and/or interest liabilities incurred under the contract. Debts can take a number of
forms, the primary ones being as follows:

i. loans, i.e., advances of money to the obligor by the lender made on the basis of an
undertaking that the obligor will repay the funds in the future (including deposits, bonds,
debentures, commercial loans, and buyers’ credits) and temporary exchanges of assets
that are equivalent to fully collateralized loans, under which the obligor is required to
repay the funds, and usually pay interest, by repurchasing the collateral from the buyer in
the future (such as repurchase agreements and official swap arrangements);

ii. suppliers’ credits, i.e., contracts where the supplier permits the obligor to defer
payments until sometime after the date on which the goods are delivered or services are
provided; and

iii. leases, i.e., arrangements under which property is provided that the lessee has the
right to use for one or more specified period(s) of time that are usually shorter than the
total expected service life of the property, while the lessor retains the title to the
property. For the purpose of this guideline, the debt is the present value (at the inception
of the lease) of all lease payments expected to be made during the period of the
agreement, excluding those payments necessary for the operation, repair, or
maintenance of the property.
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(b) Under the definition of debt set out above, arrears, penalties, and judicially awarded
damages arising from the failure to make payment under a contractual obligation that
constitutes debt are debt. Failure to make payment on an obligation that is not considered debt
under this definition (e.g., payment on delivery) will not give rise to debt.

(c) External debt and domestic debt are defined on the basis of the residency of the
subscriber, with the exception of: (i) Treasury bills and bonds and other securitized debt issued
by the government on the CEMAC regional financial market and not held by the local banking
system, which are considered part of the domestic debt; and (ii) any Bank of Central African
States (BEAC) credit to the government, including on-lending of the SDR allocation by the BEAC,
which are considered part of the domestic debt.

4, Guaranteed debt. The guaranteeing of a debt by the government is understood to be
an explicit legal obligation to service a debt in the event of nonpayment by the borrower (by
means of settlements in cash or in kind).

5. Concessional debt. Concessional debt is defined as debt with a grant element of at
least 35 percent. The grant element is the difference between the nominal value of the loan and
its present value, expressed as a percentage of the nominal value. The present value of the debt
on the date on which it is contracted is calculated by discounting the debt service payments on
the date on which the debt is contracted. The discount rate used for this purpose is 5 percent.

6. Total government revenue is tax and nontax revenue, or other revenue recorded on a
cash basis. Proceeds from the sale of financial assets, revenue from privatizations or from the
granting or renewal of licenses, and investment proceeds on government assets and grants are
not considered government revenue for the purposes of the program.

7. Total government expenditure is understood to be the sum of expenditure on wages
and salaries of government employees, goods and services, transfers (including subsidies, grants,
social benefits, and other expenses), interest payments and investment expenditure, recorded on
a settlement basis, unless otherwise stated. Total government expenditure also includes
expenditures executed before payment authorization and not yet regularized.

8. Wages and salaries correspond to the compensation of government employees as
described in paragraphs 6.8-6.18 of GFSM 20174, namely, all employees (permanent and
temporary), including members of the armed and security forces. Compensation is defined as the
sum of wages and salaries, allowances, bonuses, pension fund contributions, and any other form
of monetary or non-monetary payment.

9. For the purposes of this memorandum, the term arrears is defined as any debt (as
defined in paragraph 5 above) that has not been paid in accordance with the conditions specified
in the contract establishing said debt.

10. Domestic payment arrears are the sum of: (i) payment arrears on expenditures; and
(i) payment arrears on domestic debt.

) Payment arrears on expenditures are defined as all payment orders created by the
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entity responsible for authorizing expenditure payments but not yet paid 90 days after
authorization to pay given by the Treasury. Expenditure payment arrears so defined are
part of “balances payable” (or “amounts due”). Balances payable correspond to
government unpaid financial obligations and include the domestic floating debt in
addition to expenditure arrears. They are defined as expenditures incurred, approved by
the financial controller, validated (authorized), and assumed by the public Treasury, but
which have not yet been paid. These obligations include invoices payable but not paid to
public and private companies, but do not include domestic debt financing (principal and
interest). For the program target, domestic payment arrears are “balances payable”
whose maturity goes beyond the 90-day regulatory deadline, while floating debt
represents “balances payable” whose maturity does not go beyond the 90-day deadline.

Payment arrears on domestic debt are defined as the difference between the amount
required to be paid under the contract and the amount actually paid after the payment
deadline specified in the contract.

External payment arrears are defined as arrears on external debt obligations. They

represent the difference between the amount required to be paid under the contract and the
amount actually paid after the payment deadline specified in the contract.

B. Quantitative Targets

12.

The quantitative targets listed below are those specified in Table 2 of the MEFP.

Adjusters of the quantitative targets are specified in Section [C]. Unless otherwise indicated, all
performance criteria and indicative benchmarks are assessed on a cumulative basis from the
beginning of the calendar year in which they are set.

a) Quantitative benchmarks

Ceiling on net domestic financing of the government

Net domestic financing of the government is defined as the sum of (i) net bank credit
to the government, defined below; and (ii) non-bank financing of the government,
including proceeds from the sale of financial assets, proceeds from privatizations or the
granting of licenses, Treasury bills and bonds and other securitized debt issued by the
government in the CEMAC regional financial market, denominated in CFA francs and not
held by the local banking system, and any Bank of Central African States (BEAC) credit to
the government, including any drawings on the CFA franc counterpart of the allocation of
Special Drawing Rights (SDRs).

Net bank credit to the government is defined as the balance between the debts and
claims of the government vis-a-vis the central bank, excluding the use of IMF credit, and
the national commercial banks. The scope of credit to the government is that used by the
BEAC and is in keeping with general IMF practice in this area. It implies a definition of
government that is broader than the one indicated in paragraph 3. Government claims
include the CFA franc cash balance, postal checking accounts, guaranteed tax promissory
notes, and all deposits with the BEAC and commercial banks of government-owned
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entities, with the exception of industrial or commercial public agencies (EPICs) and
government corporations, which are excluded from the calculation. Government debt to
the banking system includes all debt to the central bank and local commercial banks,
including Treasury bills and securities and other securitized debt.

Floor for domestic government revenue
. Domestic government revenue: Only revenue on a cash basis (tax and nontax revenue)
will be taken into account in the TOFE.

Floor for the domestic primary fiscal balance

o The domestic primary fiscal balance (cash basis) is defined as the difference between
government domestic revenue and government expenditure, less all interest payments and
externally financed capital expenditure. Payments on arrears are not included in the
calculation of the domestic primary balance.

Ceilings on new external debt contracted or guaranteed by the government

o The government undertakes not to contract or guarantee nonconcessional debt. This
continuous quantitative benchmark is assessed on a cumulative basis from October 1,
2021.

Ceilings on disbursement of external non concessional debt by the government

o The government undertakes not to disburse nonconcessional debt. This continuous
guantitative benchmark is assessed on a cumulative basis from October 1, 2021.

Non-accumulation of new external payment arrears by the government

o The government undertakes not to accumulate external payments arrears on external
debt contracted or guaranteed by the government, with the exception of arrears relating
to debt that is the subject of renegotiation or rescheduling. This quantitative benchmark is
applied on a continuous basis.

b) Indicative targets

Floor for social spending

o Poverty-reducing social spending comprises non-wage spending on national education
(primary, secondary, and higher education), health, social action (promotion of women and
families, humanitarian actions), water and sanitation, microfinance (small and medium-
sized enterprises and industries), agriculture, livestock, and rural development. Only
domestically financed spending is taken into account. Its execution is monitored on a
payment-order basis during the program.

Ceiling on spending using extraordinary procedures

o This ceiling is set at 5 percent of total non-wage spending, debt service (principal and
interest) and externally financed spending.

Floor for the payment of domestic arrears
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. The government undertakes to settle validated domestic arrears on a priority basis.

Ceiling on new external concessional debt contracted or guaranteed by the government

o This ceiling is set at CFAF 25 billion in 2021 and CFAF 15 billion in the first quarter of 2022.
C. Adjusters of Quantitative Benchmarks

13. To take into account factors or changes that are essentially outside the government’s
control, various quantitative benchmarks will be adjusted as follows:

a. |If total revenue from privatizations, sales of financial assets or renewals of
telecommunications licenses or forestry or oil licenses is greater than the amount
programmed, the following adjustments will be made:

i. The ceiling on net domestic financing of the government will be adjusted upward by an
amount equivalent to 50 percent of these additional receipts;

ii. The floor for the primary domestic fiscal balance will be adjusted downward by an
amount equivalent to 50 percent of these additional receipts.

b. If total budgetary support exceeds the amount programmed, the ceiling on net domestic
financing of the government will be adjusted downward by an amount equivalent to
100 percent of the difference between the programmed and actual disbursements.

c. If total budgetary support is less than the amount programmed, the ceiling on net domestic
financing of the government will be adjusted upward by an amount equivalent to
100 percent of the difference between the programmed and actual disbursements.

D. Structural Benchmarks

a) Prior actions

These measures must be implemented prior to the submission of the staff-monitored program
to IMF management.

Submit to the National Assembly a draft supplementary budget that is in line with the
objectives of the staff-monitored program for 2021.

Eliminate government agencies that have no economic justification.

. The seven government agencies to be eliminated are: the Autonomous Electricity Sector
Regulation Agency (ARSEC), the Minerals and Gems Facility (COMIGEM), the Agency for
the Regulation and Stabilization of Petroleum Product Prices (ASRP), the National
Environment Fund (FNE), the Mining Development Fund (FMN), the Agro-Pastoral
Development Fund (FDAP), and the Special Earmarked Fund for the Development of
Tourism and Crafts (CAS-DTA).
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Publish online an independent audit of COVID-related expenditure executed in 2020.

. This audit will cover all budgetary spending related to COVID-19, including spending in
the supplementary budget for 2020, will be conducted by the Audit Office, and should be
published in its entirety.

b) Structural benchmarks

Submit to the National Assembly a draft supplementary budget for 2022 that is consistent
with the objectives of the staff-monitored program.

. This draft law should be consistent with the commitments made in paragraphs 21 and 22

of the MEFP and will be submitted to the National Assembly by December 31, 2021.
Issue a ministerial order effective end-March 2022 suspending import activities by large
importers who are not fully compliant with their tax obligations.

. The ministerial suspension order should be issued by end-December 2021 to encourage
taxpayers to fulfill their obligations.

Issue a ministerial order making the systematic use of the electronic declaration system
mandatory for large taxpayers by December 31, 2022.

. The ministerial order should be issued by December 31, 2021.

Submit to the National Assembly a new anticorruption law that is consistent with the IMF

staff recommendations and the requirements of the United Nations Convention against
Corruption.

. This new anti-corruption law should be consistent with IMF staff recommendations and
the requirements of the United Nations Convention Against Corruption (UNCAC) and the
Financial Action Task Force, and be submitted to the National Assembly by end-January
2022.

Adjust the ASYCUDA + + customs processing system to ensure that the values recommended
by Webb Fontaine are automatically reflected in importers’ customs declarations.

. This automatic processing and the execution of the related automatic controls should be
operational by end-February 2022.

E. Reporting of Data to the IMF

15. Quantitative data on the government’s indicative targets will be reported to IMF staff
according to the frequency set out in Table Ill. Moreover, all data revisions will be promptly
reported. The authorities undertake to consult Fund staff regarding any and all information or data
not specifically addressed in this TMU, but which is necessary for program implementation, and
inform Fund staff whether the program objectives have been achieved.
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Table 1: Central African Republic - Reporting of Data to the IMF under the Staff-Monitored Program

Description of data to be provided in Excel format

Deadline

Semi-annual evaluation report on qualitative indicators and structural measures
(Tables 1 and 2 in the MEFP), accompanied by supporting documents.

Within four weeks of the end of each
quarter

Monetary survey, monthly central bank and commercial bank accounts

Within four weeks of the end of each
month

Table of the government’s monthly cash flow operations, reconciled with the BEAC

Within 10 days of the end of each month

Government financial operations table (TOFE)

Within four weeks of the end of each
month

Total monthly amount of domestic payments arrears on goods and services and on
wages, including unpaid pensions and bonuses

Within four weeks of the end of each
month

End-of-period stock of external debt

Within four weeks of the end of each
month

Breakdown of expenditures included in the TOFE (goods, services, wages, interest,
etc.)

Within four weeks of the end of each
month

Summary table of actual expenditure in priority sectors, such as health, education and
security

Within four weeks of the end of each
quarter

Breakdown of current and capital expenditure, whether domestically or externally
funded

Within four weeks of the end of each
quarter

Breakdown of revenues by institution and economic classification

Within four weeks of the end of each
quarter

Revenue and expenditures netted out without a cash settlement (by expenditure and
revenue type)

Within four weeks of the end of each
quarter

Breakdown of debt service and external arrears, by principal and interest and by main
creditors

Within four weeks of the end of each
month

Amount of new non-concessional and concessional external debt contracted by the
government

Within four weeks of the end of each
month

Actual disbursements for projects and programs receiving foreign financial assistance
and external debt relief granted by external creditors (including the date, amount and
creditor)

Within four weeks of the end of each
month
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Annex l. Advancing Governance Reforms'

This annex summarizes progress and challenges in implementing recommendations of the 2019
Governance Diagnostic. It also leverages on the complementary domestic revenue mobilization
strategy, outlined in the 2020 Staff report.

l. MOBILIZING DOMESTIC REVENUE

A. The Authorities Made Progress in Several Areas Mentioned in the 2018 Governance

Diagnostic and the 2020 Staff Report.

Strengthening property
income taxation: in
progress

Removing ad-hoc tax
exemptions: progress but
uneven, with greater focus
to be made on the mining
sector

Increasing the number of
taxpayers effectively
administered: significant
progress, and further steps
are needed

Securing imports channeled
through the port of Douala
in Cameroon: some
progress underway on
digitalization

At the authorities’ request, the World Bank is providing TA
to strengthen property taxation.

Potential gains would likely materialize gradually given the
complexity of implementing property taxation, but the gain
could be substantial given the significant increase in real
estate activity since the reduction in violence.

The authorities eliminated most existing ad-hoc tax
exemptions, through a census of those already granted as
of 2019.

However, and despite their commitment, the authorities
granted in at least one case (a mining contract) ad-hoc tax
exemptions going beyond the provisions of the existing
mining code.

The authorities conducted, per their commitment, an audit
of the 300 largest importers and 200 largest beneficiaries of
public procurement contracts, to identify those not current
with their tax obligations. The audit led to the identification
of 117 enterprises.

The authorities are now working on the necessary reforms
to collect the tax arrears due.

The construction of a warehousing area, for goods from/to
C.AR is underway, owing to a public-private partnership
(PPP).

' Prepared by O. Basdevant, G. Montagnat-Rentier, Y. de Santis, and J. Swanepoel.
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e The modalities of clearance of containers is currently under
discussion in the context of the development of an interface
between ASYCUDA++ and e-Douanes (the IT system of the
third-party valuation provider). The Fund advised that
importers pay duty and taxes through C.A.R.'s customs
systems and accounts before their goods leave the
warehouse, while customs administrations would
significantly reduce transit times through Cameroon and
CAR.

B. Short- and Medium-Term Challenges Hover around Digitalization and Automation of
Processes

1. Efforts to increase the number of taxpayers effectively administrated is supported by
Fund technical assistance. As of July 2021, about 931 taxpayers were registered for VAT, while the
list of enterprises registered with the tax administration contains 34,514 taxpayers, of which 8,639 are
subject to VAT. Clearing the taxpayer files will be based on a two-prongs strategy (i) identifying
inactive taxpayers to subsequently remove them from the lists, and (ii) administer those who are
active but currently not administrated. To implement the later, the focus will be to formalize
information sharing between the different directorates and partners of the tax administration, for
example by cross-checking addresses and contact details with those provided to utilities companies
(water, electricity, telephone). Further, the efforts will also be complemented by the digitalization
efforts, partly through the strengthening of the customs system ASYCUDA (see below) but also
strengthening the interface between ASYCUDA, SYSTEMIF (the IF system of the tax administration),
and SIM-BA (the new IT system for public financial management).

2. The digitalization of customs processes has progressed and is articulated with the
future roll out of ASYCUDA World. The steps taken in the context of ASYCUDA++ (Error!
Reference source not found.) will be helpful in any case for the rolling out of the ASYCUDA world.
The authorities have already secured EU funding for the UNCTAD to roll out the project, after
committing to take charge in the budget of the recurrent cost (mainly the salaries of 3 IT developers
to maintain the system and the payment of per diems for missions to assist the different border
posts).
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Table 1. Steps for the Interconnection Between ASYCUDA+ + and e-Douanes

Step Responsibility Timeline  Status

1/ Verification of the web link between Customs End- Verified. Link

Customs (ASYCUDA++) and Webb Webb September operational.

Fontaine (e-Douanes) Fontaine 2021

2/ Agreement on data to be exchanged Customs End- 2021 Data exchange

between ASYCUDA++ and e-Douanes, and Webb operational. Data

verification of the data. Fontaine verification in
UNCTAD course

3/ Bilateral transfer of data between Customs End- The authorities

ASYCUDA++ and e-Douanes (values Webb December requested UNCTAD

transferred from e-Douanes to Fontaine 2021 to lead the work on

ASYCUDA++, customs databases UNCTAD the adjustments

transferred from ASYCUDA++ to e- needed in

Douanes ASYCUDA++ in

e Setup of web servers September 2021,

and a schedule was
e Development of an interface in set up to December

ASYCUDA++ 2021.

e Tests of the bilateral connection

4/ Set-up of controls and automated Webb End- See above.
clearance of containers in ASYCUDA++ Fontaine February

UNCTAD 2022
5/ Rolling out of the system Customs End-

Webb February

Fontaine 2022

UNCTAD

Sources: Staff of the IMF, UNCTAD, C.A.R. Customs and Webb Fontaine.

3. Deeper reforms are needed throughout the medium-term to support a higher and
durable revenue collection level. While many of the steps mentioned above are welcome, previous
experience on C.A.R. suggests that reforms are often not sustained without close monitoring. To
alleviate the lack of sustainability, the authorities need to commit to (i) specific action plans and (ii)
ensure the publication of the action plans and their results so that scrutiny from development
partners and other interested parties is facilitated.
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» In the digitization of processes, once the ASYCUDA World is implemented, the development of
the interfaces between the system of the revenue administration (SYSTEMIF, ASYCUDA world)
with that of the new IT system for the budget (SIMBA) would be ensured.

e At customs, an area of focus, given the landlocked situation of C. AR, should be the
reconciliation of data for consignments leaving Douala, crossing Cameroon-C.A.R. border, and
reported to C.A.R. Customs, and application of duty and sanctions for any goods diverted to
C.AR. domestic market without being cleared at Customs. This requires digitalization of regional

transit of goods.

1. STRENGTHENING TRANSPARENCY AND ACCOUNTABILITY OF C.A.R. MANAGEMENT

OF ITS PUBLIC FINANCES

C. The Authorities Made Progress in Several Areas Mentioned in the 2018 Governance
Diagnostic and the 2020 Staff Report

Digitalization has moved
forward.

The financial oversight of
SOE is now supported by a
new legal framework

Internal controls remain to be
strengthened through
institutional coordination
with external controls
institutions

Fiscal decentralization
remains a challenge for the
long term

The new public financial management IT system SIM-BA is
now used to prepare the 2022 Budget.

In parallel, the system SYSTAC has been developed
between the BEAC and the treasury to enable the
digitalization of payments.

A new law and its main supporting secondary legislations
are now in place. As a first step in implementing the law,
the central government exert now a stronger oversight of
their finances, having obtained the audited financial
statements of the three largest SOE for 2019.

Internal controls in the public administrations (Office of
General Government Inspection and Inspection of
Finances), see the effectiveness of their actions at times
undermined as (i) their reports are usually neither
available to the public nor shared with other institutions in
charge of the control of the State (ii) they rely primarily on
administrative sanctions that are rarely enforced.

In the short term, efforts should focus on deconcentrating
resources to line ministries and other deconcentrated
entities.

Looking forward, a roadmap for the decentralization of
resources could be established. The roadmap would need
to outline the strategy for adequate civil servant support,
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and not just elected official, while preserving fiscal
sustainability.

D. Continued progress is needed in the area of digitalization and oversight of spending
agencies and budget execution

4. Efforts are needed to strengthen the budget process, by enforcing a stricter
compliance with budget ceiling for internal movements of credits. To do so, the authorities
committed to improve quarterly budget execution tables to clearly show credit movements made
during the period for each major category of expenditure, the level of commitments, the level of
payment orders and the level of payment to the treasury. They would use the table below, which
would enable the level of credit movements, the pace of execution at each stage of expenditure and
the level of expenditure paid before commitment (i.e., cash advances) The table will also show the
budget execution rate, both on the commitment and payment order basis, the payment instances
including those constituting arrears.
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Table 2. Template for Quarterly Budget Execution Reports

(1
Credits
in the
Budget
Law

(2)
Credits in
the
Amended
Budget
Law

(3)
Credit

movements

4 =@+
(3)
Total
credits
available

(5)
Total
commitments

(6)

Total
liquidations /
payment
orders

Execution Payment
(7) rate instances
Total Payments (7) - (6)
(5)/(4)|(6)/(4)| Less 3 | More
E:g:::;t Cash months| than 3
advances months
orders

Primary
expenditure

Wage bill

Goods and
services

Financial
expenses

Transfers and
subsidies

Investment
expenditure

On own
resources

On external
resources

Debt
repayment

expenses

Total

Source: IMF staff.
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5. Public procurement would benefit from continued improvement in governance. The
use of noncompetitive procedures (e.g., contracts awarded outside a public tender, criteria applied to
selecting winning bids not disclosed) are still widely used and expose the budget to risks of collusion
between economic operators and public officials making the decision. Improving governance in
procurement should therefore be at the forefront of reforms in public financial management, as it
would be not only critical for the quality of procured spending, but also for the business climate.
There are some avenues that the authorities could consider, building on their recent efforts at
strengthening public procurement. Indeed, they are now publishing procurement contracts,
including information on beneficial owners for public procurement contracts above CFAF 10 million.
To build on these efforts, the authorities could consider further efforts aimed at developing a web-
based portal for public procurement. In particular, the following avenues could be considered.

e The current law on public procurement proven to be outdated against good practice. Therefore,
its upgrading would be of utmost importance;

e Reducing red tape by streamlining procurement procedures, and avoiding lengthy decision
processes. The revision of the procurement management framework could include: (i) a
requirement to perform cost-benefit analyses for government investments above a threshold, (ii)
publication of these assessments, (iii) the statutory requirement — along with penalties for
noncompliance — to publish invitations to bid on the government website; and (iv) publication of
the criteria for selecting businesses. While open tenders may be difficult in some markets in
C.AR., owing to their small size and thus the structural limited competition, efforts should be
made to make open and public tenders the norm.

e The authorities may also want to initiate the development of a web-portal for procurement. Such
portal, organized as a workflow, would trace operations in real time (purchasing units, the DGMP
and the ARMP) and publish contracts from bidding to completion. There are models in Sub-
Saharan Africa, which the authorities could use to reduce the cost of implementing such a
project.

6. To support public investment the authorities could leverage on the law on public-
private partnerships (PPP) to strengthen the management framework of PPP. There is already a
PPP project critical to the country, in the form of building infrastructure at the port of Douala to
facilitate imports and customs clearance of goods to be channeled to C.A.R. To ensure a smooth
operation, and avoiding potential fiscal risks to the budget, there is a need for continued efforts to
strengthen the PPP framework. In particular, the authorities would need to ensure that they build the
capacity to adequately oversee PPP projects.

7. Continue to consolidate the TSA and make the accounting data reliable. The blind spots
and the accounting inaccuracies described above generate major risks for the embezzlement of
funds. In addition, it is important for the authorities to expand the perimeter of the TSA to all legal
entities subject to public law: the government, public administrative establishments and local
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governments. To be successful, all stakeholders must accept this, and work should be done in
advance to raise awareness of the strategic issues it represents. This will also depend especially on
Treasury staff capacities to reform to be able to provide integrated management of government
funds.

1. STRENGTHENING THE INTEGRITY AND QUALITY OF PUBLIC WORKFORCE

8. The new framework for asset declarations of public official provides the foundation for
promoting integrity in the public sector. The drafting of the new asset declaration law benefited
from inputs of the IMF, and was set up in line with international good practice. It has been approved
by Parliament on October 28, and is now awaiting presidential signature. While the new framework
marks a critical step, care will be needed in ensuring that the framework is effectively implemented.
To do, the authorities could consider ensuring adequate publication of assets declarations, as
provided by the law, and hat penalties for missing or inaccurate declarations are enforced.
Additionally, progress in the coming years could also focus on gradually increasing the coverage of
the framework.

9. Beyond asset declarations, the promotion of deontology codes is also critical to the
quality of the public workforce. Public officials, especially those in direct contact with the civil
society, should be subject to a certain code of conducts. Further, public officials could be encouraged
to report unethical conduct. Disseminating professional code of conducts should also take place at
the level of each administration, to better take into account specificities of some activities and
potential vulnerabilities to unethical behaviors. These codes should also be accompanied by training
programs. Finally, users of public administration services should know the rules of professional
conduct that are adopted. Thus, public campaign could also be conducted, to advertise what users
could expect in terms of behaviors. Further, an anonymous reporting system (e.g., via a free
telephone line) could allow citizens to report problems of poor governance or corruption, provided
that legislative provisions exist to protect the persons at the origin of these reports.

10. The quality of the public workforce would also benefit from training programs, and
rules on hiring and compensations. Assessment of civil servants should be conducted, and could
inform training programs, hiring procedures and compensation rules. In particular, hiring should be
based on actual needs from the recruiting agency, and be subject to publicity, including on the skills
required for the job. Compensation and promotions should also be based on defined rules, based on
performance assessments.
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V. STRENGTHENING THE LEGAL FRAMEWORK AND THE JUDICIAL SYSTEM FOR AN
IMPARTIAL JUSTICE

11. In the mining sector, and aside from the revision of the mining code, continued
progress is needed to shorten the time between diamond extraction and sales (supported by
USAID). This work, which is part of the Kimberley process, is supported by audits of diamonds
produced, undertaken by the authorities. However, it has, so far, created relatively large delays
between diamond extractions and sales (about a month). This industry typically relies on much
shorter delays. Thus, the authorities started cooperating with USAID to strengthen their audit
capacity and reduce these delays.

12. Progress was made with two laws designed to strengthen the anti-corruption
architecture (asset declaration law promulgated by the Head of State recently and anti-
corruption law), which should be implemented and complemented by three specific actions.

» Legal provisions to protect whistleblowers. As part of the 2019 governance diagnostic, and the
authorities’ own anti-corruption action plan, care should now be given to drafting a law on the
protection of witnesses, experts, victims, and "whistleblowers" . International good practice in this
area would require, among other things, that such persons when acting in good faith are
protected from reprisals.

* The authorities should ensure full implementation of all laws in the area of anti-corruption
and AML/CFT, including in relation to procurement. In order to demonstrate the authorities’
commitment to addressing corruption, the authorities should conduct an audit of existing laws
and regulations with an anti-corruption focus and which are not currently being applied and take
steps to ensure that such laws are fully and consistently applied. This includes aspects such as
ensuring that provisions on conflicts of interest and anti-fraud measures are operationalized and in
force.

¢ Introduce mechanisms for the recovery of goods and assets misappropriated or illicitly
acquired with regard to (i) monitoring of cases brought in respect to alleged corruption and
related offences (ii) systematically taking steps to ensure the freezing, precautionary seizure and
recovery of assets and goods resulting from corruption related offences, and (jii) strengthening
international cooperation in relation to asset recovery.

13. Strengthen the dissemination of laws and transparency in judicial matters. Steps to
foster and increase transparency in the legal system is essential for a number of reasons. These
include reducing corruption vulnerabilities, improving the rule of law and allowing participants to
more accurately gauge their position. It can also serve a disciplinary role by requiring judges to
provide the reasoning for their decisions. The three steps below would not only help guide the
courts in delivering their rulings, but will also play critical roles in communicating the law of CAR to
all relevant stakeholders.
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e Prepare a listing of all legislative and regulatory texts relating to businesses (forestry, investment,
markets, taxes, customs, mines, labor codes, property laws), and make it available on the website
of the Ministry of Finance.

e Ensure regular publication by the Ministry of Justice, on its website, of data, court by court, with
regard to (i) the number of new cases handled during the year; (ii) the total number of cases
brought to court; and (iii) the average time frame by which a case is handled by the courts.

e Launch the systemic publication on the government website of (i) any legislation coming into force
and regulations and decrees issued(ii) all the decisions of the Court of Cassation; (iii) all decisions
of the court of appeal; and (iv) all decisions in corruption cases.
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