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Malli - Stand-By Arrangement

Attached hereto is a letter, with annexed memorandum, dated
September 19, 1983, from the Minister of Finance and Commerce of Mali
requesting a stand-by arrangement and setting forth (a) the objectives
and policies which the Government of Mali intends to pursue for the
period of this arrangement; and (b) understandings of Mali with the
Fund regarding reviews that will be made of progress in realizing the
policies and measurer of the program. To support these objectives and
policies, the International Monetary Fund grants this stand-by arrange-
ment in accordance with the following provisions:

1. For the period from December 9, 1983 to May 31, 1985, Mali
will have the right to make purchasec from the Fund in an amount
equivalent to SDR 40.5 million, subject to paragraphs 2, 3, 4 and 5
below, without further review by the Fund.

2. a. Purchases under this arrangement shall not, without the
congsent of the Fund, exceed the equivalent of SDR 10 million until
December 31, 1983, SDR 16 million until March 31, 1984, SDR 22 million
until June 30, 1984, SDR 28 million until September 30, 1984, and
SDR 34 million until December 31, 1984.

b. None of the limits in (a) above shall apply to a purchase
under this stand-by arrangement that would not increase the Fund's
holdings of Mali's currency in the credit tranches beyond 25 per cent
of quota or increase the Fund's holdings of that currency resulting
from purchases of borrowed resources beyond 12.5 per cent of quota.:

3. Purchases under the stand-by arrangement shall be made from
borrowed resources until purchases under this arrangement reach
the equivalent of SDR 27,560,000 and thereafter from ordinary and
borrowed resources in the ratio of 1 to 1.2, provided that any modifi-
cation by the Fund of the proportions of ordinary and borrowed
resources shall apply to amounts rhat may be purchased after the date
of modification.

4, Mali will not make purchases under this stand-by arrangement
that would increase the Fund's holdings of Mali's currency in the credit
tranches beyond 25 per cent of quota or increase the Fund's holdings of
that currency resulting from purchases of borrowed resources beyond
12.5 per cent of quota:

a. during any period of this arrangement in which the data
for the preceding calendar quarter within the period of the arrangement
indicate that:



(1) the limits on net bank credit to the Government
specified in the table attached to the policy
memorandum (Annex); or

(ii) the performance criteria for the reduction of
payments arrears specified in the table attached to
the policy memorandum; or

(1i1) the ceiling on contracting and guaranteeing new non-
concessional external borrowing with a maturity of
between 1 and 12 years described in paragraph 34
of the same memorandum

are not observed; or

b. during any period until December 31, 1984 in which the
upper limits on bank credit to the economy specified in the table
attached to the policy memorandum are not observed; or

c. during any period after July 1, 1984, until understandings
have been reached with the Fund on appropriate policies as indicated in
paragraph 3(a), (b), (c), (d), and (e), of the attached letter, and a
schedule for the reduction of arrears of Air Mali has been established:
in consultation with the Fund as contemplated by paragraph 3(g), or,
after such performance criteria have been established, while they are
not being observed; or '

d. during any period after December 31, 1984 until suitable
performance criteria for credit to the economy at end-December 1984 have
been established in consultation with the Fund as contemplated by
paragraph 3(f) of the attached letter, or, after such performance
criteria have been established, while they are not being observed; or

e during the entire period of the stand-by arrangement, if
Mali:

(i) 1imposes or intensifies restrictions on payments and
trangfers for current international transactions; or

(11) 1introduces or modifies multiple currency practices;
or

(111) concludes bilateral payments agreements which are
inconsistent with Article VIII; or

(iv) imposes or intens‘'fies import restrictions fou
balance of paymeuts reasons.

When Mali is prevented from purchasing under this arrangement
because of thils paragraph 4, purchases will be resuuved only after



consultation has taken place between the Fund and Mali and understandings
have been reached regarding the circumstances in which such purchases
can be resumed.

5. Mali's right to engage in the transactions covered by this
arrangement can be suspended only with respect to requests received by
the Fund after (a) a formal ineligibility, or (b) a decision of the
Executive Board to suspend transactions, either generally or in order
to consider a proposal, made by an Executive Director or the Managing
Director, formally to suppress or to limit the eligibility of Mali.
When notice of a decision of formal ineligibility or of a decision to
consider a proposal is given pursuant to this paragraph 5, purchases
under this arrangement will be resumed only after consultation has
taken place between the Fuond and Mali and understandings have been
reached regarding the circumstances in which such purchases can be
resumed.

6. Purchases under this arrangement shall be made in the currencies
of other members selected in accordance with the policies and procedures
of the Fund, and may be made in SDRs if, on the request of Mali, the
Fund agrees to provide them at the time of the purchase.

7. The value date of a purchase under this stand-by arrangement
involving borrowed resources will be normally either the 15th day or
the last day of the month, or the next business day if the selected day
is not a business day. Mali will consult the Fund on the timing of
purchases involving borrowed resources.

8. Mali shall pay a charge for this arrangement in accordance
with the decisions of the Fund.

9. a. Mali shall repurchase the amount of 1its currency that
results from a purchase under this arrangement in accordance with the
provisions of the Articles of Agreement and decisions of the Fund,
including those relating to repurchase as Mali's balance of payments
and reserve position improves.

b. Any reductions in Mali's currency held by the Fund shall
reduce the amounts subject to repurchase under (a) above in accordance
with the principles applied by the Fund for this purpose at the time of
the reduction.

c. - The value date of a repurchase in respect of a purchase
financed with borrowed resources under this stand-by arrangement will
be normally either the 6th day or the 22nd day of the month, or the
next business day if the selected day; is not a business day, provided
that repurchase will be completed no later than seven years from the
date of purchase.



10. During the period of the arrangement, Mali shall remain in
close consultation with the Fund. These consultations may include
correspondence and visits of officials of the Fund to Mal{ or of
representatives of Mali to the Fund. Mali shall provide the Fund,
through reports at intervals or dates requested by the Fund, with such
information as the Fund requests in connection with the progress of
Mali in achieving the objectives and policies set forth in the attached
letter and annexed memorandum.

11. In accordance with paragraph 4 of the attached letter, Mali
will consult the Fund on the adoption of any measures that may be
appropriate at the initiative of the Government or whenever the Managing
Director requests consultation because any of the criteria under
paragraph 4 above have not been observed or because he considers that
consultation on the program is desirable. In addition, after the period
of the arrangement and while Mali has outstanding purchases in the
upper credit tranches, the Government will consult with the Fund from
time to time, at the initiative of the Govermment or at the request of
the Managing Director, concerning Mali's balance of payments policies.
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Republic of Mali
Ministry of Finance

The Minister

Bamako, September 19, 1983

Mr. Jacques de Larosiére
Managing Director
International Monetary Fund
Washington, D.C. 20431

Dear Mr. de Larosiédre:

1. I vake pleasure in sending you herewith a memorandum on the main
aspects of the economic and financial program adopted by the Government of
the Republic of Mali for 1983 and 1984. This program constitutes the
second phase in the achievement of the objectives of rehabilitating and
restructuring the Malian economy under the 1981-85 Five-Year Development
Plan. The country's meed to complete this task successfully, and its will
to do so, were solemmly reaffirmed last February at an Extraordinary
National Party Council devoted to economic¢ affairs. It is, therefore, with
the support of all the active forces of the country that the Government of
Mali can assure you that the recovery effort undertaken since 1981--however
hard and long it may appear at times--will be pursued with determination
and that the delays which have occurred in certain areas, especially as
regards certain public enterprises, wlll be corrected. In order to facili-
tate the implementation of this program and attemuate the attendant exter-
nal payments problems, the Government hopes to count on a stand-by
arrangement for an 18-month period in the amount of SDR 40.5 million, the
impact of which will be complemented by the sectoral assistance provided
by the World Bank and the bilateral assistance pledged %o us at the inter-
national donors’ conference held in Bamako in December 1982.

2. As you can see, this second program is wider in scope, more detailed

and more ambitious than the one adoptved for 1982. Firstly, in spite of
sdverse weather and international conditions which remain quite unfa-

vorable, the 1983-85 program aims av an additional and considerable reduc-
tion of financial disequilibria at the government finance, public

enterprise and external payments levels with the prospect of achieving a
satisfactory equilibrium in 1986. Secondly, the program includes the
effective enforcement of the structural reforms in priority areas which

were prepared or begun in 1982 and will have a considerable impact in the
medium term. Among such reforms, I would like to mention in particular the
expansion .{ the role of the private sector, <he restructuring of the main )
public e-erprises and the Office du Niger, the boosting of cotton production,
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and the reform of the educational system and civil service hiring prac-
tices. The Government's resolve to enforce these reforms strictly is
reflected in the recent decisions taken with regard to producer prices tor
the 1983/84 crop year, to the rehabilitation of SUMIEX and Air Mali, to the
cotton sector, to the limitation of civil service recruitment, and to the
reduced intervention on the cereals market. A number of other reforms,
including the reform of rural development operations, require further refine-
ment before they can become operational in 1984.

3. The Government is fully aware that successful implementation of a
program so far-reaching in scope, objectives, and impact requires close
coordination between the various ministr »s and continuous monitoriny.

This will be the responsibility of an Interministerial Program Monitoring
Committee. We also intend to remain in close contact with the Fund and
World Bank staffs and periodically to examine with them the progress made
in the achievement of the program's objectives. A first review will be
held with the Fund staff at mid-January 1984 in order in particular to ensure
that the draft budget for 1984 and its annexes--which are not yet
available-—are in fact consistent with the projections and objectives of
this program, and to provide assurance that the necessary steps for the
restructuring of SOMIEX and Air Mali are well under way. In additionm,
hefore mid-September 1984, the Government will conduct with the Fund a
complete review of the implementation of the program during 1983 and the
first months of 1984. During this review understandings will be reached
with the Fund on (a) the policy on agricultural producer prices for
1984/85; (b) the cereals market intervention policy; (c) additional steps
as necessary to carry out the rehabilitation of SUMIEX and Air Mali;

(d) the progress achieved in rehabilitating the OFT, the Uffice du Niger
and other major public enterprises; (e) the reneygotiation of certain exter-
nal debts. During the review, the authorities will also establish, in con-
sultation with the Fund: (f) the December 1984 ceiling on credit to the
economy in light of the prospective financing requirements for the 1984/85
crop year; and (g) a schedule for the reduction of arrears of Ajr Mali. an
additional review will take place when the precise terms and conditions of
Mali's entry into WAMU will become known and Mali becomes an effective
member of the Union so as to make any adjustments that may be necessary in
the program and the performance criteria. Finally, overall policies and
sectoral measures for 1985 and 1986, which constitute the third and final
phase of the recovery plan, will be discussed with the Fund staff in late
1984.

4. The Government considers the policies and measures described in the
attachment memorandum adequate to ensure achievement of the objectives of
its program, but is prepared to adopt any other measures that may prove
necessary to this end. In accordance with Fund policy in this regard, it
will consult the Fund on the adoption of all measures that may seem

appropriate.
Sincerely yours,
/s/

Drissa Keita
Minister of PFinance
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Memorandum on the Main Aspects of the Economic
and Financial Program of the Government of the
Republic of Mali for 1983 and 1984

Introduction--General Objectives

1. The objectives and economic and financial measures adopted for 1983
and 1984 follow on those that were adopted for 1982, and are part of the
overall objectives and general policies under the 1981-85 Five-Year Plan
recently confirmed by the Extraordinary National Party Council in February
1985. The objectives for this second phase take into account, on the one
hand, the results obtained during 1981-8Z and certain difficulties that
could not be overcome in 1982, and, on the other, updated projectiona for
1963-86. The latter were based in turn on the most receant data on the
international anvironment and the conditions of production in Mali, as well
as the results expected from the vigorous recovery, restructuring and reha-
bilitation measures that are part of this program. The main macroeconomic
targets can be summarized as followa:

2. An average economic growth of 4.5 percent a year in 1984~86 and normal
weather conditions, making it possible to achieve an average annual rate of
3 percent during the period of the Plan as a whole. This forecast takes
into account the drought-induced decline in agricultural, livestock, and -
related production in 1983, the natural recovery effect expected in 1984,
and the anticipated results of the specific measurea taken to improve cot-
ton, rice and sugar production, and to encourage the private sector.

3. Continued moderation of the growth of public and private sector con-
sumption, holding it to a rate below the trend for the growth of the
natioral product so as to re-eatablish, by successive stages, a positive
national savings rate equivalent to at least 5 percent of GDP in 1986.

This moderation of consumption will continue to be ensured through
controlling the growth of wages and of civil service employment, main-
taining a considerable tax effort while improving its distribution, and
more actively encouraging financial savings. It will be accompanied by
further progress toward establishment of true prices and improvement of the
incomes of farmers. These measures will result in a reduction of financial
disequilibria in the government finance sector and in government agercies
and enterprises.

4. The overall investment rate will remain fairly high throughout the
period--around 18 percent of GDP--thanks especially to the size of bi-
lateral and multilateral external assistance on concessional terms, a large
portion of which is already pledged. Nevertheless, the country!s own con-
tribution to the inveustment effort and to the coverage of recurrent costs
will be strengthened by increased participation in basic initiatives, by
the ongoing rehabilitation of public institutions, and by restoring the
balance of the public expenditure structure.
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5. The prograr for rehabilitating the financial sector will be continued
in 1983-85 by eliminating the external and domestic payments arrears of the
public sector, settling the domestic claims ana debts of the public sector
(especially reciprocal government/enterprise claims), consolidating frozen
bank debts, and rescheduling specific externmal debts. Certain consoligation
and rescheduling arrangements, however, cannot become operational until

Mali joins the UMOA.

6. The current balance of payments deficit (after external grants) will
be reduced from 10 percent of GDP in 1982 to & percent in 1983 and to

6 percent in 1984, and it should be possible to limit it to 4 percent

by 1987, a level which appears sustainable in the medium term. Such a
reduction in the current deficit is consistent with realistic projections
for production, investment, national savings and official transfers, and
with the policies envisaged for increasing the efficiency of the productive
sectors. Strict implementation of the proposed program should make it
possible gradually to reduce Mali!s recourse to external resources, even on
concessional terms, and ultimately to maintain debt service at a level
sustainable by the economy.

7. To achieve these macroeconomic objectives, the Government has pre-
pared, in close consultation with Fund and World Bank staff, a package of
policies and specific sectoral measures, both short- and medium-term, which
will be implemented in 1983 and 1984. These measures, explained in detail
in Part 11 of this memorandum, relate to government finance, public
enterprises, the agricultural sector, domestic credit, and external pay-
ments. Specific sectoral measures for 1985 and 1986, which will comstitute
the third and last phase of the recovery plan, will be drawn up before the
end of 1984.

Part I. Conclusicns of the review of the 1982 program

8. In accordance with the provisions of the letter cf intent of March 12,
1982, in April and June 1983 the representatives of the Government of Mali
and the Fund staff carried out a final review of tne implementation of the
economic and financial program during 1982 and the first six months of 1983.
This in-depth review, the subject of the recent Article IV comsultation
report, shows that the Government's main objectives for 1482 were satisfac-
torily attained. The consolidated goveroment finance deticit--as defined
in the program--and the balance of payments disequilibrium were reduced to
the extent envisaged under the program thanks to the implementation of the
fiscal, wage, budgetary ana monetary measures planned. Furthermore, the
performance criteria related to credit, to reducing exvernal ana domestic
payments arrears, and to external borrowing were met throughout the stand-
by period, by a comfortable margin as regards credit. While delays and dif-
ficulties were experienced in 1982 in the implementation of structural
measures at some public enterprises, especially SOMIEX, corrective measures
were taken in order to overcome the lag in part. In view oI the complex
pature of tne functional relationship between tne postal checking system
and the Office des Postes et Télécommunications (OFL) and of tne severe
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financial problems facing that agency, it was not possible to achieve the
target of standardizing the postal system’s financial channels. however,
corrective measures are now being studied and will be implemented shortly.
Finally, in February 1983 the political authorities adopted the guidelines
for a new civil service recruitment policy. Without awaiting development of
a new economic and financial program that might obtain further support from
the Iniernational Monetary Fund, in the first nine months of 1983 the
Government continued its policy on adjustment and restructuring along the
lines of the general policies adopted in 1981. The Government'!s specific
targets for 1983 as a whole, as well as the measures it has introduced, are
described below.

T 1Y~ ara wewn e o
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9. In accordance with the general objective of restoring the soundness of
government finance by 1986 at the latest, this second program provides for
measures to further reduce the consolidated deficit 1/ from Central Govern-
ment financial operations (Lafore grants) in 1983 and 1984, to eliminate
all the payments arrears of the Treasury and the Caisse Autonome d'Amor-
tissement (CAA), to improve the structure of government revenue and expen-
diture, and to improve the Central Government’s financial management
methoda. The consolidated deficit of Central Government financial opera-
tions, which amounted to FM 20 billion on an approved payment basis in 1981
and was reduced to FM 10 billion in 1982 under the first program, will be
limited to FM 8.6 billion in 1983 and FM 5.5 billion in 1984.

10. To achieve this comsoclidated objective, the Central Government budget
deficit will be limited to FM 9.5 billion in 1983 and FM 6.5 billion in
1984 by a package of specific measures summarized in paragraphs 11 and 12
below. In addition, the operations of the annexed budgets and special
funds will continue to yield surpluses 2/ of about FM 1.7 billion and

FM 2.9 billion in 1983 and 1984, respectively. Finally, net extrabudgetary
operations are estimated to amount to about FM 0.8 billion and FM 1.9 bil-
lion in 1983 or 1984, respectively. In aadition, in order to eliminate the
direct payments arrears (domestic and external) of the Cemtral Government,
which smounted to FM 18 billion as at December 31, 1982, including

FM 1 billion on the part of the CAA, the Central Government will make
payments of up to FM 12.3 billion in 1985 and an additional FM 6 billion in
1984. 3/ The deficit of the Central Government’s financial operatioms, the
reduction in Central Government payments arrears and the unfreercing ot some

1/ Includes the Central Government budget, the annexea budgets and spe-
cial funds, and net extrabudgetary operaticns.

2/ Before external debt amortization by the CAA and the highways Fund.
3/ The program for reducing the Central Government s payments arrears
ana the public snterprisee external arrears is shown in Attachment I. 'he
program for reducing domestic arrears included in tnat attachment relates

to the Treasury only.
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correspondents’ deposits with the Treasury will be financed by recourse to
bank credit, the expansion of which will be kept within limits compatible
with the achievement of the balance of payments targets, with the balance
stemming from external assistance that has beer lined up. To the extent
that the external assistance received in 1983 and 1984 exceeds the amount
forecast by the program, one third of the excess will be allocated to
reducing recourse to monetary financing, the second third to accelerating
the reduction in public sector payments arrears, and the balance to opera-
tions consistent with the objectives of the recovery program. These allo-
cations will be examined in the course of the periodic reviews planned with
Fund staff,

11. The Government will energetically continue the actions under way since
1981 to improve the assessment and collection of taxes and levies due, in
particular as regards customs and direct taxes. The various studies
carried out in receant years in cooperation with Fund staff nave in fact
shown that, in view of the high tax rates, revenue increases could stem for
the most part from improvements in tax administration and a reduction in
tax evasion. To keep the growth of revenues in line with price increases
abroad, the Goverament bas decided to adjust, effective September 1, 1983,
the administrative values /valeurs mercuriales/ applied to imports; an
additional increase will be implemented on January t, 1984. In future,
these values will be reviewed every six monthg. In view of their pre-
carious financial positions, public enterprises maske only & modest contri-
bution to Central Government revenues. Nevertheless, to facilitate the
recovery process for these enterprises, the Government has agreed, on a
case~-by-case basis beginning January 1, 1984, to suspend application of the
1 percent turnover tax for the period during which the rehabilitation
programs are being carried out. In addition, to improve the financial
relations between the Central Government and the public enterprises, the
Ministry of Finance has begun to waive previous »verdue tax liabilities ana
to offset tax arrears against overdue payments of invoices. Specific pro-
cedures will be devised with SOMIEX, EDM and OPT in particular. The
Central Government'!s shortfall resulting from implementation of these
measures will be more than offset in 1984 by incorporating into the budget
certain revenues previously earmnarked to the special funds, by increasing
collections of import duties and of the special taxes (Crs--Contributions
pour prestations de services particuliers rendus) payable by the cotton
sector, and by direct payment to the Treasury of the profits from cotton
exports. These profits, previously absorbed by SOMIEX to firance the
losses it sustained in the domestic marketing of comsumer goods, have been
provisionally estimated at FM 2 billion for 1ys4. All told, it is pro-
jected that actual Central Government budget revenue will increase by

7.1 percent in 1983 and 9.5 percent in 1984 to FM 84 hiilion and FM Y2 bil-
lion respectively.,

12. In view of the revenue projections for 198% and 1984 and the neea to
reduce the deficit of Centrsl Government financial operations, Central
Government budgetary expenditur2 will be limited under the program 1o

FM 93.5 billion in 1983 and FM 98.5 billiom in 1984, representing year-
on-year increases of 6 percent and 5 percent, respectively. In addition,
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the rate of increase in personnel expenditure will be limited to & percent
in 1983 and to less than 5 percent in 1984 s0 as to permit better coverage
of the recurrent coats for goods and services of government agencies and
the administration, prompt payment of invoices presented by the public
enterprises, and a modest increase in the relative share of investment
expenditure incorporated into the budget. The required moderation in the
growth of personnel expenditure will be achieved in part by continuing the
reform of the education system initiated in 1981 (the subject of a summary
report prepared by the Ministry of National Education) and in part by
implementing the Central Govermment'!s new policy on recruitment sud person-
nel management, which was adopted by the Extraordinary National Party Coun-
cil in PFebruary 1983. An additional effort will be mage in 1984 to gain
tfurther control over the amount of scholarships and to. contain the increase
in expenditure on national defense.

13. In order to limit the growth of civil service staffing levels and
gradually to reduce the relative share of personnel expenditure in total
budgetary expenditure, the Government has adopted the following moasures:

a. Since June 1983, the Central Government has ceased automatically
hiring graduates of secondary schools and universities, and instead uses
competitive examinations after duly taking into account budget forecasts
and specific requirements expressed by the various agencies. No recruit-
ment can be carried out and no competitive examination can be announced
without authorization from the Ministry of labor and Civil Service and
approval by the Ministry of Finance. Under no circumstances will the
budget ceiling for new hiring exceed FM 3.8 billion in 1983 and FM 35 bil-
lion in 1984. These ceilings are absolute limita and will be enforced with
the greateat possible strictness in accordance with the new procedures
established.

b. The reduction in civil service staffing levels will be achieved
by (i) strictly enforcing the regulaticns on retirement; (ii) increasing
the flexibility of the rules on releasing staff; (iii) entorcing the
disciplinary provisions pertaining to violation of staff rules and
regulations; and (iv) introducing legislation and other incentives to
encourage the voluntary departure of puhlic sector employees and their
taking up productive private activities.

c. Vage payment procedures will be reorganized so as to avoid
payments delays and possible irregularities. To this end, a central pay-
roll office was set up in September 1983 within the Budget Department of
the Ministry of Finance, and a comprehensive computerized management system
will be introduced alongside the curremt procedure not later tham July i,

1984.

d. A reliable census of staff actually employed in the civil service
at end-December 1983 will be completed by March 31, 1984, while simulta-
neously updating the personnel file maintained by the Ministry of Labor and
Civil Service and introducing & new payroll procedure. In future, this
survey will be updated and recruiting and retirement schedules will be
drawn up for Jume 30 of each year, making it possible to draft the budget

for the following year on the basis of more trustworthy data.
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€. A strengthening of the technical and human resources of the of-
fices responsible for Central Government personnel management.

f. Organization charts identifying, by categcry and qualifications,
the staffing required for the operation of the agencies will be drawn up by
the end of 1984.

14. The general and specific measures taken in 1982 as regards the annexea
budgets and special funds have made it possible for the Ministry of Finance
to improve the management and coordination of the Central Government's
overall resources and of their allocation. Thus, for the first time, the
annexed budgets for 1984 will be prepared and submitted together with the
Central Government budget. In addition, the Government has decided to
strepgthen the structures of two public bodies which play a special role in
the Malian economy: the Cuisse Autonome d'Amcrtissement (CAA) and the
Office de Stabilisation et de Régulation des Prix (OSRHP).

a. The financial resources of CAA will be increased so that it can
deal with the increasing servicing of the Central Government 8 external
debt (including guaranteed debts) and pay arrears as scheduled. Its
resources will be increased in particular by broadening the base of the
special vax (CPS) on cotton, by intemsifying collections of receipts in
conjunction with loans taken over by the Central Government, by reducing
the costs relating to the domestic debt (commitments for which no payment
orders are issued by the end of the year which will be covered by the
budget) and, if necessary, by exceptional tinancial assistance trom the
Central Government. CAA may thus be expected to have sufficient resources
to service the external debt as well as to settle external arrears as

planned.

b. In conjunction with the new responsibilities assigned to it as
regarde management of the cotton sector, OSRP will be prcfoundly restruc-
tured in the course of 1984. Beginning January 1, 1984, it will also
transfer to the Ministry of Finance the proceeds of the various TOF levies
(except on cotton and hydrocarbons) as well as collections of the domestic
tax on petroleum products, which combined will total FM 4.6 billion in
1984, In view of the decline in tax revenues accounted for by the dif-
ferences in petroleum product price structures as a result of the suc-
cessive increasses in Dakar and Abidjan ex-refinery prices in terms of CFA
francs, and of the spread of duty- and tax-evading imports, the Government
has taken strict measures to ensure the payment of all duties and taxes
payable on imports of hydrocarbons regardless of their geographic origin.
Furthermore, the Government will see to it that the costs of OSRP interven-
tion in certain sectors, in particular the cereals and groundnuts sectors,
are further reduced. Should these steps prove insufticient, the Government
vill raise :he selling prices of petroleum products. In any case, any
additional increase in import prices will be passed on in sales prices.

15. In addition to the specitic actions in the government finance area
referrea to above, the Government plans in 1983 and 1984 to carry out
various projects which will make it possible in subsequent years to
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strengthen the general management of the Central Government. Noteworthy
among these are a comprehensive survey and mouitoring of all aid received
by Mali; the computerization of management at Customs, Budget and the
Treasury; centralization of the management of all Central Government
accounts; the adoption of Central Government budget settlement laws; and
the preparation of an investment budget for 1985. Mali has already lined

II. Public enterprise sector

16. Despite the delays and difficulties encountered in 1982 in the effort
to restructure the public enterprise sector, the Government is more than
ever convinced both of the need to implement the reforms adopted and of the
appropriateness of the strategy selected. Thanks to the initial measures
implemented in 1982, the complementary studies conducted in cooperation
with the World Bank, and the technical and financial support already lined
up, the Government believes that more substantial progress will be possible -
in 1983 and 1984 even while minimizing the negative social and budgetary
impact of such reforms by means of a package of companion measures., It is
becoming more and more apparent that carrying out these reforms will
require an effory to adjust staffing levels and will give rise to addi-
tional but temporary financial costs in the form of taxes forgone or of
financial assistance obtained in order to promote the return to sound
balance shee. positions, upgrade fixed capital and reconstitute working
capital. These reforms are also aimed at encouraging and assisting the
private snctor as it takes over scme of the tasks previously carried out by
the public sector. In this connection, the Government seeks Malian and
foreign private sector participation in the capital of certain public
enterprises. The plan of action stemming from the decisions taken by the
Government on June 14, 1983 entaila a series of short- and medium-term
measures on the macroeconomic and microeconomic levels, the implementation
of which will be monitored by a standing committee.

17. The package of measures adopted on the macroeconomic level has been
examined in various reports prepared by the Ministry of State in charge of
Economy and the Plan and by a group of comsultants brought in bty the
Government of Mali and financed by the World Bank. The major decisions, aa
well as those adopted or confirmed as part of this financial program, may
be summarized as follows:

a. Disengaging the Central Government from the direct financing of
five enterprises which have no prospect of viability as part of the public
sector. These enterprises will be made self-managing, turned over to the
private sector, or, if necessary, voluntarily closed. These various
options will be reviewed with the World Bank as part of the rehabilitation
project now being prepared.

b. Completely eliminating bank creaits and limiting the budget sub-
sidies to finance the operating deficits of SEPAMA, OPAM and the Office du
Niger, which will receive subsidies from OSRP totaling FM 2.4 billion and
FM 2.3 billion in 1983 and 1984, respectively. This principle does not
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rule cut waivers of back taxes or the consolidation or clearing of bank
detts as part of the financial rehabilitation efforts to be carried out
case by case,

. C. Easing the tax burden by suspending application of the 1 percent
turnover tax on a case-by-case basis, but not taxing the funds set saide to
cover stocks depreciation arnd bad debts, by revising the rules cn distribu-
tion of earnings, and by enhancing the flexibility of the tax collection
procedure by notifying third-party holders.

d. Accelerating the procedures for reviewing and revising sales
prices proposed by the enterprises.

e. Making certain changes in corporate charters and in the duties of
Boards of Directors.

18. To increase the impact of the macroeconomic steps taken, the Ministry
of State Enterprises intends to draw up and implement individual rehabili-
tation programs with the assistance of internationally recruited technical
associates. For a first group of eight enterprises which are profitable in
their present form (Group A), these programs will entail steps to be taken
within each enterprise to improve its short- and medium-term technical and
financial performance. The rehabilitation of some of these enterprises
began in 1982 and, in the case of EDM, ITEMA and SONATAM, has already
yielded excellent results. The Government hopes in particular that the
energy sector studies carried out with the World Bank will make it possi-
ble, before the end of 1984, to identify practical steps that will guaran-
tee the most efficient use of Mali s hydroelectric and thermal power plants
and thereby further improve the financial position of EDM and OERHN., For a
second group of 12 enterprises (Group B), fundamental restructuring is
urgently required. This group includes SOMIEX and Air Mali. The restruc-
turing plan for the former was adopted by the Government in June 1981, and
its key provisions were implemented in 1982 and 1983. The plan'!s financial
impact has not been as favorable as expected, largely because of certain
shortcomings in SOMIEX management and the delays in reducing severe over-
staffing. It was nevertheless possible to finance the resulting losses in
198% without recourse to bank credit by using the profits from cotton
exports and by accumulating tax arrears and domestic and external commer-
cial arrears. In order to restore the balance of the operating account
exclusive of financial costs and exceptional losses from previous financial
years, the company reduced its staff by 121 employees in 1983 and will
carry out a further cut of about 400 employees by June 30, 1984. Also, the
privatization of the supermarket retail activity will be completed before
the end of the year. 7To monitor closely the implementation of the measures
adopted to restore the company!s financial equilibrium, the authorities
will establish an executive committee consisting of the interested cabinet
members and the director general of the development bank. In addition,

the company has been authorized to sign a management assistance contract
with a foreign partner before the end of the year, and the terms of
reference for this arrangement have already been drawn up. The financial
recovery of SOMIEX as presently restructured now appears all the more
urgent in that the Government has decided, beginning November 1, 1483, to
transfer profits from the sale of cotton to the Treasury. After exploring
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various approaches, the Government decided to completely reorganize Air
Mali, whose activities are essential in view of the landlocked position of
the country. To this end, it has decided to concentrate the company's
activities on the financially profitable routes, with priority given to
domestic service, and to reduce personnel. To that effect, the board of
directors of the company will prepare for December 20 of this year specific
measures to be implemented in early 1984. Furthermore, the Government has
decided to seek private and external participation in the capital of the
company to obtain foreign technical and managerial assistance; this may
lead to the establishment of a new company. Negotiations with a view to
finding & foreign partner have already begun. To carry out the succesgive
stages in this company's financial rehabilitation successfully, the super-
visory ministry will be supported by a team of experts financed by the
World Bank whose terms of reference have already been defined. Other reha-
bilitation progxrams, in particular for COMATEX, SEPAMA, and SOCIMA, are now
being prepared with bilateral technical assistance.

19. The Government will also continue rehabilitation efforts for the
public enterprises and agencies supervised by other ministries, in par-
ticular OPAM, the Office du Niger, the Régie des Chemins de Fer (railroad),
and the Office des Postes et Télécommunications. In conjunction with the
deregulation of the cereals market, OPAM has been successfully restructured
and reorganized, as evidenced by tne reduction of operating losses by more
than half from 1981 to 1983, the decrease in subsidies yranted by OSRP,

and the reduction of the distortions between official prices and market
prices. The improvements recently adopted in intervention price policy, in
conjunction with further administrative savings, should make it possible to
reduce the structural deficit attributable to price disparities still
further in fiscal year 1983/84 and to finance it out of counterpart funds
for external food aid without recourse to OSRP subsidies, except as regards
covering the interest charges on past borrowing. As regards the Office du
Niger, whose potential contribution to food self-sufficiency is extremely
important, the Government intends to draw up an emergency rehabilitation
program in the months ahead in cooperation with the World Bank and other
donors. In addition to specific measures already implemented in 1983,

this program will include a functional restructuring of the management of
production units, increased finmancial discipline, and the restoration of
the productive apparatus and the waterworks infrastructure. Finally, in
order to overcome the difficulties encountered in 1982-83 in improving the
postal checlkding system, the Government has decided to stremngthen the admin-
istrative and financial management of the Office des Postes et Télécommuni-
cations. To this end, the financial accounts for 1980-82 will be drawn up
by end-November 1983, a device for financially monitorinyg the current
budget will be introduced, and rehabilitation measures will be applied not
later than end—-March 1984. In the meantime, the provisions of the instruc-
tion of June 12, 1982 governing the reserve fund will be revised to correct
the flaws observed in its operation, and the steps necessary to ensure the
liquidity of postal checking deposits will be taken.
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20. In order to improve the monitoring of progress under the recovery
program, the accounting units of the enterprises will be strengthened, the
financial accounts will be audited by outside experts, and a set of econom-
ic and financial management indicators will be devised for each public
enterprise. The Government has set the objective of gradually reducing,
cver-a three-year period, the aggregate operating deficit (exclusive of the
results from cotton) of the ten largest enterprises under the Ministry of
State Enterprises, which amounted to FM 8.3 billion in 1982, thereby
achieving equilibrium in 1986. Procedures have been established to speed
up the process of collecting receivables from customers and to offset the
reciprocal debts and claims between ome public enterprise and another or
between the Central Government and the public enterprises. The problem of
the external arrears of public enterprises, most of which are accounted for
by Air Malils commercial debts, will be solved in the course of drawing up
that compnny’s restructuring program. Progress made in reorganizing the
company and the procedures for reducing its payments arrears will be
reviewed with the Fund before mid-September 1984. Mali is counting heavily
on external assistance to support the vast restructuring and rehabilitation
program and to permit restoration of the technical and financial resources
of public enterprises. Negotiations have been initiated with the World
Bank for a rehabilitation loan. The Government has also considered setting
up a Social Reconversion Fund intended to facilitate the retraining of the
public enterprises! excess staff.

III. ﬁgricultural sector and other productive sectors

21. During the period of the 1983-85 program, the Government will continue
to take such actions with respect to prices and institutional improvements
as are neceassary to develop the country’/s agricultural potemtial fully.
Following successive price increases between April 1980 and April 1983,
official producer prices overall are now at a level that provides suf-
ficient incentive, even after taking into accourt ths increased cost of
inputs and the subsidy cuts. The Government will nevertheless review the
situation before end-April 1984 so as to ensure that these prices remain
competitive, particularly in view of the additional reductions planned in
the subsidization of inputs for the cotton crop. It will devote particular
attention to reviewing both the purchase price of paddy and supporting
measures designed to stimulate production further in irrigated areas, and
will continue to study the advantages and drawbacks of further deregulating
trade in paddy seed. Although the producer prices for cereals were
increased in April 1983, the Government does not for the time being intend
to raise the range of official sales prices used by OPAM for millet,
sorghum and corn, largely because of the continued wage freeze. However,
with a view to narrowing the gap between these official prices and market
prices and thereby further reduce the structural deficit, OPAM will be
authorized effective November 1, 1983 to sell part of its millet, sorghum
and corn at the intervention price (FM 140 per kilogram). In additiom, an
intervention price will be established for rice at a level at least M 20
per kilogram above official retail prices, and UFAM will be authorized to
transact some of its sales at this price. Furtnermore, OPAM will also be
authorized to standardize retail floor price levels (at FM 125 per kilogram
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for millet, corn and sorghum and at FM 230/250 per kilogram for the various
qualities of rice) and to limit its sales at these prices to the strict
needs of entities serving the public interest. This set of measures should
increase OPAM!s average sales price by about 10 percent for the crop year
as a whole. 3Specific arrangements to this end will be defined in consulta-
tion with the World Bank. Finally, in conjunction with the start-up of a
sizable project to expand the production of cotton and related crops (Mali-
Sud II), the Govermment has decided to establish, effective November 1,
1983, a new financial network for the cotton sector which will include an
income stabilisgation fund for producers, managed by OSRP. The additional
study now under way on rural development operations (ODR) will yield prac-
tical restructuring weasures for end-June 1484.

22, Within the general framework of the restructuring of the Malian econ-
omy and the establishment of mutually beneficial coexistence between the
state sector, the mixed sector and the private sector, the Government has
endeavored to expand the participation of the private sector in all areas
of economic life. Specific outgrowths of this new orientation since 1982
include deregulation o” the marketing of cereals, groundnuts, kenaf and
precious metals; privatization of some public enterprises and transporta-
tion functions previously handled by OPAM and SOMIEX; and expansion of the-
responsibilities of village associations and cooperatives. This restruc-
turing has been reflected in financial terms by an increase in the propor-
tion of total credit absorbed by the private sector, which is sure to
increase again in 1984 and thereafter. To encourage the growth of the pri-
vate sector and expand employment opportunities for Malian school graduates
and technicians, the Government is now completing a package of administra-
tive, institutional and financial measures which will entail in particular
the revision of the customs code, the adoption of a new investment code,
and the activation of lines of credit and endowment funds in favor of small-
and medium-scale enterprises, which will be financed by external assistance
that is already available.

23. The Government intends before the end of 1983 to carry out an in-depth
midterm review of Development Plan execution during the 1981-83 period and
to examine the prospects for the two final years of the Plan. This review
will provide an opportunity to obtain up-to-date information on the tech-
nical and financial aspects of project advancement and to make the necessary
adjustments in the investment program. To ensure that resource allocation
is as effective as possible the Govermment will work with the World Bank to
strengthen project planning and monitoring structures and will draw up a
genuine investment budget for 1985. The Government also intends to main-
tain close cooperation with all the major donors participating in the
financing and execution of the investment and rehabilitation projects.

IV. Monetary policy

24. The monetary and credit policy to be followed during the program
period will be aimed at promoting achievement of the economic development
and financial recovery objectives that have been adopted without exceeding
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limits compatible with the required reduction in the external payments
imbalance and in domestic inflationary pressures. To¢ this end, the
authorities have adopted the following measures:

25. The expansion of net bank credit to the Central Government 1/ will
not exceed FM 11.4 billion in 1983 and FM 14.5 billion in 1984, repre-
senting annual rates of growth of 8.7 percent and 10.2 percent in 1983 and
1984, respectively. The maximum quarterly ceilings on the outstanding
amount of such credit, which shall constitute performance criteria for the
entire program period, are indicated in Attachment I. Only part of the

budget operations. The bulk of the increase will be set aside, in accor-
dance with clearly defined ratios, for nonrecurrent financial rehabilita-
tion operations, such as the reduction of public sector payments arrears
and settling the claims of Treasury correspondents. In addition, should
external budgetary assistance exceed the projections of FM 19.1 billion for
1983 or FM 23.6 billion for 1983 and 1984 taken together, the authorities
will allocate the first third of any excess to reducing the expansion of
bank credit to the Central Government; the remaining two thirds will be
used as indicated at the end of paragraph 10.

26. Outstanding bank credit to the rest of the economy, including regular
credits and crop credits to public and private enterprises, will be subject
to separate quarterly ceilings through end-September 1984, indicated in
Attachment I. These ceilings correspond to an annual increase of 10.6
percent over the 12-month period ending in September 1984. The ceiling for
end~December 1984 will be set in consultation with the Fund, before mid-
September 1984, once the financing requirements for the 1984/85 crop season
are known.

27. The annual rate of growth in bank credit to the economy, exclusive of
crop credit, has been set at a maximum of 11.2 percent in 1983 and 10.3
percent in 1984. The authorities will continue to be rigorous and selec-
tive in granting such credit, so as to channel most of the anticipated
growth under this heading to sound productive activities and to avoid
financing the structural operating deficitas of public enterprises. The
Central Government's settlements of domestic payments arrears will be taken
into account in defining the individual credit ceilings. Credits to
finance exports, industry and private enterprise are projected to expand
more rapidly than commercial credit amnd credit to the major public
enterprises.

1/ Net bank credit to the Central Government, for the purposes of this
program, includes the net claims on Government of the Central Bank and the
deposit money banks. The deposits of the Central Governiient taken into
account for purposes of determining the net claims of the commercial
banking system will also include Central Government funds held in suspense
accounts and the holdings of the ministries and government bodies covered
in the consolidated figures for Central Government financial operations.
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28. Crop credits will continue to be monitored closely to ensure their
repayment at the end of the marketing and processing cycle. In view of
anticipated cotton production and of the increased producer prices, it is
expected that crop credits will increase rapidly between November 1383 and
March 1984, and then gradualiy decline from April to September 1984. In
order to take into account the leads and lags which may occur at various
stages of domestic or foreign marketing, the minimum amount of seasonal
credit outstanding has been increased by a technical margin of FM 3.5 bil-
lion as at end-December 1983, FM 4.5 billion ap at end-March and end-June
1984, and FM 3 billion as at end-September 1984. These margins are
included in the total amounts ocutstanding for the period December 1983~
September 1984 that are shown in the attachment and constitute performance
criteria. The monetary authorities neverthelesa jintend to keep outstanding
credit to the economy within ceilings which exclude the technical margin.
It is understood that the Malian authorities will consult with the Managing
Directer of the Fund in the event the lower limits are exceeded.

29. To enable the banking system to play a more active role in the finan-
cial recovery, the authorities are strengthening the administrative and
financial structures of the deposit money banks. The commercisal banks, in
particular the Mali Development Bank, will thus be able to play a more
active and effective part in the conduct and financial monitoring of the
programs to rehabilitate the public enterprises and to promote private and
parapublic enterprises.

530, The increase in basic credits will result in increases in money and
quasi-money at annual rates of 11.7 perceat in 1983 and 10.9 percent in the
12-month periods ending in September 1983 and September 1984, i.e., at
rates below the projected nominal increase in GDP for these two years. In
view of the expansion of the banking system to cover the entire national
territory and of the efforts to mobilise the savings of Malian workers
abroad, bank deposits are expected to increase more rapidly tham currency
in circulation.

V. External payments

31. The Government intends to maintain an exchange system free of any
restrictions on payments and transfers for current intermational
transactions; furthermore, it does not inteméd to introduce multiple
currency practices, conclude bilateral payments agreements with Fund mem-
bers, or impose restrictions on imports for balance of payments reasons.

32. The exchange rate of the Mali franc is pegged to that of the French
franc (FPM 100 = P 1}, Following the sharp rise of the dollar, the exchange
rate of the Mali franc vis-a-vis the SDR depreciated along with that of

the Prench franc by nearly 35 percent between December 1979 and July 1983.
The effective exchange rate, weighted by the value of trade with manufac-
turing and oil-producing countries, depreciated by 23 percent over the same
period. While this depreciation led to pronounced increases in the cost of
imports from countries outside the franc area, it also bolstered the inter-
national competitiveness of Mali’s exports and agricultural output, thereby
contributing to a short- and medium-term improvement in its balance of

payments position.
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33. The technical negotiations on Mali's admission to the UNMOA were
concluded in December 1981, and Mali is now in a position to meet all the
technical requirements for participation. Malil!s membership has not yet
been approved by the Conference of the Heads of State of the UMOA, however,
pending the resolution of certain political matters. Pending Malils
admission, the bilateral monetary agreements with France have been extended.
In view of the prospects for consolidating the operations account overdratt
and rescheduling the service burden, the interest payable will continue to
be shown in this program as refinanced.

34. To ensure Mali's uninterrupted development and the rehabilitation of
the public enterprises, and to avoid future increases in the external debt
burden, the Government will continue to resort exclusively to official
grants and concessional loans with a grant element of at least 25 percent.
At all events, new loans contractea or guaranteed by the Government with
maturities of more than 1 to lesa than 12 years and on nonconcessional
terms will be limited to SDR 10 millior for the period of the stand-by
arrangement., This new borrowing will be used solely for projects whose pro-
fitability has been fundamentally established, for operations associated
with a clearly defined rehabilitation program, or for financing external
debts which have fallen or are about to fall due.

35. In order to keep the cost of servicing the medium-term external debt
in 1983 and 1984 below 10 percent of the value of exported goods and ser-
vices and transfers, and thereby to ease the financial burdens on the
Central Government and certain public agencies, the Government of Mali has
entered into bilateral negotiations with a view to rescheduling some loans
contracted with the oil-exporting countries, with centrally-planned econo-
mies, and for comstruction of the dam at Selingué. This renegotiation will
also involve some suppliers credits guaranteed by the Central Government.
Agreement in principle on a rescheduling has already been obtained from the
creditor countries and imstitutions. In view of the existence of these
understandings, liabilities due but not paid, including interest on loans,
will not be included among payments arrears. Frogress toward concluding
formal agreements will be examined during the review of the program.

36. In order to ensure their eliminatiun before the end of the stand-by
arrangement, the amount of external payments arrears of the public sector
(Treasury, CAA, OPT postal settlements, and public enterprises excluding
Air Mali), estimated at FM 8.4 billion as at December 31, 1982 1/, will be
reduced by at least FM 4 billion in 1983 and by at least FM 4.4 billion in
1984, The maximum quarterly amount of such outstanding arrears, which
shall constitute a performance criterion, is set forth in Attachment I.
This schedule will make it possible to eliminate all the external arrears
of the Treasury and the CAA by September 30, 1984 at the latest. Arrange-
ments for eliminating the external arrears of Air Mali ana OPT, which will
be done in connection with recovery plans now being drawn up, will be
determined in comsultation witn the Fund during tne review of the program.

1/ Not including the external payments arrears of Air haii, which were
FM 5.6 billion as at end-1982 and FM 6 billion as at June 30, 1483.
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37. The Government will strengthen the administrative and financial
resources of the Caisse Autonome d‘'Amortissement to enable it to monitor
with all due strictness the developments with regara to all the external
liabilities (including guarantees) of the Central Government and public
agencies, and thereby be able to provide a iore rational management of
indebtedness in the short and medium term. To this end, and in accordance
with its new charter, the CAA shall by regulation be kept informed of all
new external financial commitments of the Republic of Mali. In adaition,
before end-March 1984 it will conduct a survey of prior commitments, par-
ticularly of public enterprise debt guaranteed by the Government, in order
to verify the reliability of the statement of paymentsa arrears drawn up as
at June 30, 1983, It will also participate in external debt negotiations
and renegotiations entered into by Mali. Finally, it will prepare a
detailed quarterly achedule of its revenue &zuad expenditure so as to easure
strict observance o: debt service maturities and compliance with the sched-
uled reductions in externsl arrears, which shall constitute one of the
performance criteria of the stand-by arrangement.

38. Despite an unfavorable intermational environment, the projected pro-
duction for 1983 and 1984 and the adjustment measures called for by this
program should make it possible to achieve the following balance of
payments targets:

a. Reduction of the current deficit of the balance of payments
(excluding grants) to SDR 170 million (18.5 percent of GDP) in 1983 and to
SDR 154 million (15.5 percent of GDP) in 1984. Most of this deficit will
be financed by grants and concessional loans tied directly to development
projects and by the financing of some external debt obligations.

0Os Wita public externcl grants taken into account, the current defi-
cit will be reduced from SDR 96 million (10 percemnt of GDP) in 1982 to
SDR 77 million (8 percent of GDP) in 1983 and SDR 62 million (6 percent of
GDP) in 1984.




Quantitative Performance Criteria and Targets Under the Proposed Stand-By Arrangement

(In billions of Mali francas)

1982 1983 1983 1984 1985
Dec. June Dec. March June Sept. Dec. March
Actual (Target for
end of
program)
Bank credit to Central Government 130.6 137.0 142.0 146.5 150.5 153.5 156.5 cos
Bank credit to the economy
Upper limit - -~ 217.5 231.8 223.8 218.5 eeel/ ces
Lower limit 2/ 190.0 188.1 214.0 227.3 219.3 214.5 ver » .o
Maximum outstanding payments arrears 3/ '
N
- N
Domestic arrears 14.5 8.8 4,0 3.0 2.0 1.0 - -— \
External arrears 4/ 8.4 7.0 4.4 3.8 3.1 1.0 -
(In millions of SDRs)
New external borrowing 5/
(cumulated) - - 10.0 10,0 10.0 10.0 10,0 10.0
1/ These limits will be agreed before mid-September 1984, when the financing requirements for crop-year
1984/85 will be known (see paragraph 26).
2/ If the lower limits are not observed, the Malian authorities will consult with the Managing Director of
the Fund (see paragraph 28). Upper limits are performance criteria,
3/ Refers solely to arrears subject to reduction by means of cash payments. AT
4/ Not including the arrears of Air Mali (see paragraph 20). 2
5/ Nonconcessional 1dans contracted or guaranteed by the Central Government with an initial maturity of more SH
than 1 year to less than 12 years (see paragraph 34). é
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