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I. Introduction

In the attached letter to the Managing Director, dated July 14,
1987, the Minister of Finance and Computing Services of Chad requests a
three-year arrangement under the structural adjustment facility (SAF),
together with the first annual SAF arrangement, in support of an
economic and financilal program covering the period July 1, 1987 to
June 30, 1990 (Appendix I). 1/ :

The amounts available to Chad under the SAF are currently estimated
at SDR 19.43 million, or 63.5 percent of quota, with SDR 6.12 million
(20 percent of quota) available to Chad in one disbursement upon the
Executive Board's approval of the requested arrangement for the first
year. Upon approval of the arrangements for the second and third years,
30 percent and 13.5 percent of quota, respectively, would become avail-
able. The first disbursement under the SAF is in support of the
Government's ad justment program for the period July 1987-June 1988. 2/

l/ The discussions on the program were held 1in N'Djaménavduring
July 8-15, 1987. The Chadian representatives included Mr. Mbailemdana,

. Minister of Finance and Computing Services; Mr. Beremadji, Economic

Advisor to the President; Mr. Mawata, Director General of Finance;
Mr. Madji, National Director of the Bank of Central African States
(BEAC); and other senior officials. The staff representatives were
Messrs. McLoughlin (head), Harnack, Dicks-Mireaux, Bourhane, and
Ms. Earll (secretary), all AFR. Mr. Obame, Advisor to the Executive
Director for Chad, attended the meetings during the second half of the
mission. _

zj The Chadian authorities wish to revise the benchmarks for the
period January-June 1988 when the budgetary process for 1988 is more
advanced. In early 1988 a paper will be presented to the Executive
Board with the revised benchmarks.



A Memorandum of Economic and Financial Policies with an attached table
(Annex A) annexed to the Minister's letter details the Government's

ad justment program. The related policy framework paper (PFP), prepared
by the authorities in March, was reviewed by the World Bank and the Fund
on June 2, 1987 and June 19, 1987, respectively. On the latter occa-

. sion, when the 1987 Article IV consultation (EBS/87/98 and SM/87/122)
with Chad was also discussed, Executive Directors expressed the hope
that negotiations would begin in the near future on a possible arrange-
ment under the SAF.

Chad's outstanding use of Fund credit consists of its 1985 purchase
under the compensatory financing facility and as of September 30, 1987
amounted to SDR 7.0 million, or 22.9 percent of quota (Table 1). 1In
addition, there is an outstanding Trust Fund loan amounting to
SDR 0.85 million. After taking into account disbursement of the first
loan under the proposed SAF, Fund credit outstanding by end-September
1988 would be SDR 13.1 million, or 42.9 percent of quota. There are no
scheduled repurchases before December 17, 1988. Chad made a repayment
of SDR 0.54 million in July against the Trust Fund loan and the repay-
ment of the remaining SDR 0.85 million (or 2.78 percent of quota) will
fall due in January and July 1988. :

Chad continues to avail itself of the transitional arrangements of
Article XIV. ‘Summaries of Chad's relations with the Fund and with the
World Bank group are provided in Appendices II and III, respectively.
Basic economic and financial data are presented in Appendix IV.

II. Background and Recent Economic Dévelopments

Recent economic developments in Chad are described in detail in the
staff report for the 1987 Article IV consultation (EBS/87/98, 5/8/87).
Following the end of the civil war in 1982, Chad embarked on the process
of national reconciliation and reconstruction and of creating the condi-
tions needed to tackle the country's serious economic and financial
problems. In recent years, the security situation has continued to be a
major concern, absorbing sizable resources from the budget.

Two other major factors have dominated economic developments in
Chad in recent years. First, in 1984, the recurrence of drought had a
devastating effect on foodstuff production, and real GDP fell sharply.
In 1985, weather conditions returned to normal, and real GDP is esti-
mated to have grown by 29 percent (Table 2). Second, in 1985, world
prices for cotton, Chad's principal export, plummeted, and the financial
position of the public sector, which was already weak, deteriorated fur-
ther. 1In 1986, real GDP fell by an estimated 2.3 percent, reflecting a
slight decline in foodstuff production and a 7 percent drop in manu-
facturing, the latter linked to a fall in purchasing power resulting
from the crisis in the cotton sector. Per capita income in Chad in 1986
was estimated at about SDR 139, one of the lowest levels in the world.
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Table 1. Chad: Fund Position During Period of Arrangement

Outstanding
on 1987 1988
Sept. 30, 1987 Qct. 1~ Jan. 1= Apr. 1- July 1-
Dec. 31 Mar. 31 June 30 Sept. 30

Transactions under tranche
policies (net)

Purchases
Repurchases

Structural adjustment facility loans

Total Fund credit and Trust Fund
loans outstanding

Under compensatory financing facility
Under structural adjustment facility
Trust Fund loans

Total Fund credit and Trust Fund
loans outstanding

Under compensatory financing facility

Under structural adjustment facility
Trust Fund loans '

Memorandum items:

Quota (in millions of SDRs)

(In mi1lions of SDRs; during period)

6. 12 — - -

(In millions of SDRs; end of period)

7.85 13.97 13.43  13.43 13.12
7200 . .00 7.00 7.00 7.00

— 6.12 6.12 6. 12 6.12
0.85 085 a3l 0.3l —

(As percent of quota, unless otherwise
specified; end of period)

25.65 45.65 . 43.90 43.90 42.88
22.88 22.88 22.88 22.88 22.88
- 20.00 20.00 20.00 20.00
2.78 2.78 L@ La2 -
30. 60 30. 60 30. 60 30.60 30. 60

Source: IMF, Treasurer's Department.



Table 2. Chad:

Selected Economic and Financlal Indicators, 1983-88

1983

1984

1985

1987

1986
Prov. Est.

1988 1987/88
Proj. Program

Grogs domestic product and prices
GDP at current prices
GDP at constant prices
GDP deflator

Central goverament finance 1/

- Revenue - ' -
Total expenditure
Of which:. current expenditure

Honey and credit
Domestic credit
Government
Private sector
Money and quasi-money
Interest rate 2/

External sector

Exports, f.o.b. (in SDRs)
Of which: cotton, f.o.b.

Imports, f.o.b. (in SDRs)

Export volume 3/

Import volume &/

Terms of trade 5/ .

Nominal trade-weighted effective -
exchange rate (depreciation =)

4

Overall government deficit (-) 6/
Domestic financing . .
External financing’

Change in arrears (increase +)
Additional financing commitments 7/
Overall government deficit (~) gf‘

External current account balance
Including official transfers .
Excluding officlal transfers

External debt outstanding 9/

Debt service ratio 10/
Including the Fund
Excluding the Fund

Overall balance of payments

Gross official reserves (weeks of
following year's imports, f.o.b.)

Net forelign assets (end of period) _l.l/

External payments arrears (outstanding
at end of period)

GDP at current market prices (in
billions of CFA francs)

(Annual percentage change, unless otherwise specified)

-6.2
-0.2
5.7
0.7

-5.8

214.3

293.1

4.6 33.2 ~5.3 3.6 7.1 5.4
=5.7 29.0 ~2.3 0.5 2.0 1.2
11.0 3.3 ~3.0 3.1 5.0 4.0

115.0 16.8 °~ -21.1 13. 4 12.6 ..

71.6 35.6 38.6 37.2 9.9

(83.8) (6.4) (~3.5) (10.3) (0.9) [}

30.0 21.3 19.6 2.9 ©12.0 ' 14.5

-4.0 -66.9 97.5 11.3 11.5 . 47.7

41.5 41. 4 15.5 2.1 12.0 12.3

59.9 6.1 1.1 -5.4 13.1 8.1
9.0 9.0 8.6 8.0 8.0 .8.0

31.0 ~32.6 1.9 -5.0 18.2 e

(71.4) (-53.7) (-12. 8) (~12. 8) (33.9) Coon

19.8 25.1° 13.% 123..0 7.0

50.0 -37.9 1.6 -1.6 5.7
7.7 29.7 ~1.8 17.6 3.3 .

12.6 -22.7 ~25.6 -15.5 22.6
0.1 2.8 . 2.3

‘(In _percent of GDP, unless otherwise specified)

-8.5 -9.7 ~-18.8 -26.2 -26.8 ~26. 4
0.8 -0.4 0.5 -0.6 - -2.2 '=0.5
7.1 9.6 17.8 24.7 25.5 24.4
0.6 0.5 0.5 -0.6 - =0.5 ~1.1

- -~ - 2.7 4.0 3.6

-8.2 -9.5 ~18.5 -26.5 -27.3 -27.6

2.5 -9.8 -6. 6 -10.3 ~10. 5 -10.4
-12.8 -30.0 -31.1 -36.5 -35.6 -36.1

23. 16.9 18.6 .25.5 303' 4 29.6
7.6 9.9 .3 5.3 5.8
5.0 6.2 .3 4.7 4.8 e

" (In millions of $DRs, unless otherwise specified)

19.0 -23.9 -18.7 ~15.0 ~4.5"  -9.8

15.9 10.2 3.8 1.5 2.7 2.1

53.0 41.1 11.1 -4.7 -6.7 6.4

51.4 54. 6 62.1 - - -

2242 298.7  283.0 3.5 303.3

Sources:

1/ 1Includes consolidated operations of the Treasury and the Autonomous Amortization Fund (CAA) as well

as—foreign-flnanced investment expenditure, but excludes the National Reconstruction Fund,

Data provided by the Chadian authorities;

atabilization funds for cotton, petroleum, and gsugar.
1/ Basic rediscount rate (in percent); period average.
3/ Exports of cotton only; volume data for other exports are not available.

4/ Import value deflated by an fmport price index calculated as a weighted average of partner countries

ex.p_ort prices adjusted for exchange rate variations.
5/ Export price index for cotton divided by import price index.

6/ On a commitment basis,
7/ obtained after June 30,
8/ On a cash basis,
9/ Excluding fnterest arrears.

1987.

10/ Scheduled debt service in percent of exports of goods and nonfactor services.

11/ of banking system.

and staff estimates and projections.

and the

including foreign-financed investment expenditures and before grants.

including foreign-financed investment expenditures and before grants.




Recent economic developments in Chad reflect in large part the
direct and indirect effects of developments in the cotton sector.
Cotton production during the period 1983-85 provided the bulk of mone-
tized income, about 13 percent of budgetary revenue, and 62 percent of
‘export receipts were derived directly from the cotton sector. In .
1984/85 and 1985/86, world cotton prices fell precipitously, and Chad's
average export price was only CFAF 481 per kg compared with an average
export cost of CFAF 912 per kg (Table 3). As a result, COTONTCHAD--the
mixed enterprise engaged in the cotton sector--recorded losses over the
two years totaling CFAF 43 billion, which were financed by the domestic
banking system.

In response to the dramatic¢ deterioration in the cotton sector,
during 1986 the authorities embarked on a comprehensive rehabilitation
program, which is designed to restore profitability by the 1991/92 crop
season. A key assumption underlying the rehabilitation is that there
will be a gradual recovery in world cotton prices to a level of CFAF 650
.per kg by 1991/92. Recent world market developments suggest that prices
may recover more rapidly. During 1986, a number of significant cost-
cutting measures were taken, reducing the average export cost (f.o.b.)
to CFAF 634 per kg or 173 percent of the export price, compared with
205 percent a year ago. As a member of the Central African monetary
area, Chad is unable to use the exchange rate as a means of influencing
the relation between costs and returns.. The rehabilitation program is
being supported financially by a number of foreign donors and creditors,
including the World Bank, and f1nanc1ng for 1986/87 and 1987/88 has -
already been secured.

The overall public finance situation has been very difficult in
recent years. When the Government assumed power in 1982, public admin-
istration had virtually ceased to function and needed to be re-estab-
lished. Reflecting the absence of effective tax administration and a
small tax base, revenues have been insufficient even to finance an
extremely compressed level of expenditures. In the two years 1984 and
1985, the overall fiscal deficit, including foreign~financed investment
outlays, was equivalent to about 9 percent of GDP (Table 4). Excluding
such outlays, the deficits averaged about CFAF 4 billion, or the
equivalent of 1.7 percent of GDP, on a commitment basis. These deficits
were essentially financed by foreign budgetary grants and highly
concessional loans; however, there was also an accumulation of domestic
and external arrears. In 1986, the overall fiscal deficit, including
foreign-financed investment outlays, rose sharply to the equivalent of
19 percent of GDP. Excluding such outlays, the deficit amounted to
CFAF 7.3 billion on a commitment basis, equivalent to 2.6 percent of
GDP, and to CFAF 6.6 billion on a cash basis. Apart from the sharp
‘expansion in investment outlays, a major factor underlying this dete-~ -
rioration was a decline in revenues by 21 percent, largely attributable
to the suspension of taxes on cotton exports. To lessen the impact of
the loss of revenue, several new tax measures were taken in late 1986,
but the additional yield was very small.




Table 3.

.Cotton Production and Related Data,
1982/83 1987/88 1/

1986/87

1982/83 1983/84 1984/85 1985/86 -1987/88
L , » Est. Program
Raw cotton -
Area under cultiva-
tion
(thousand hectares) 137.7 176.7 141.9 148.1 124.1 170.8
Production (thousand. S ' - .
metric tons) 102.1 158.4 - 98.4.. - 99.5 89.5 95.0
Producer price ' ; : . :
‘(CFAF per kg of ' : . Co : '
white cotton) . .60.0 - 70.0 80.0 100.0 100.0 - 100.0
Ginned cotton:
Production (thousand ‘ .
metric tons) - 38.1 59.8 35.4 38.8 33.9 37.0
Exports (thousand. ‘ oo '
metric tons) 37.6 56.3 34.0 37.6 33.0 36.0
(In CFAF per kg of ginned cotton)
Export unit valuehg/ 598 - 752 571 3% 366 402
Export unit cost 2/ 559 ¢ 559 1, 024 799 634 572
Producer price 186 211 276 253 264 256
Ginning cost 240 155 - 442 3/ 241 177 l61
Other 113 137 -~ 218 238 193 155
Export taxes 20 56 . . 88 ‘67 - -
Net profit or loss (=) 39 193 . =453 -409 -268 ~170
In percent of export . ’ o » ’
unit value: 6.5 -104. 9 -73.2

250 7 T "790 3 ‘

Sources: Data proviaed by the Chadian authorities; and staff estimates.

1/ Marketing years starting November 1.

2/ F.o0. b. Douala.:

3/ Ginning costs were adversely affected by noneconomic factors.




Table & Chad: Central Govermment Operations, 1983-88 1/

(In millions of CFA francs)

1986

-3,617

1983 1984 1985 1987 1988 1987/88
Est. Pro} Program
Total revenue 8,495 266 % 341 16,8% 19, 93 49 - 2,981
Tax revenue 6,465 14,814 17,224 14,246 16,608 19,375 18,427
Of which: export taxes (281) (2,739) .(3,365) (106) (132) (138) (135)
Nontax revenue 2,080 3,452 4,117 2,59 2,484 2,123 2,553
Of which: ‘
BEAC profit distribution (445) (581) (1,008) (641) = (540) (567) (540)
exchange rate guarantee :
scheme (L223)  (107)  (,247) ) - - -
Total expenditure 2,701 37,23 50,504 69,986 9,012 105559 100,940
Current 12,763 23,456 24,958 24,086 26,560 26,801 26,773
Of which: interest due (845) (766) (914) (L,129) (L,151) (1,635)  (1,392)
Capital 8938 13,780 25,546 45,900 . 69,452 78,758 74,168
Deficit (-) on a comultment . . :
© basis -13,206 -18,970 -29,163 -53,150 -76,920 -84,060 79,960
Change in payments arrears
(1ncrease +) 802 518 691 Jo0 805 -1, 500 =3,626
External 600 411 =317 165 =157 S — -430
Domestic 20?2 107 1, 008 535 -648 . -1,500 -3,196
Deficit (~) on a cash basis -12,404 -18,452 28,472 -52,450 71,725 85,560  -83,585
Financing 12,404 18,452 28,472 52,450 77,725 85, 560 83, 585
External (net) 12,866 16,616 29,534 Z_oz 977 71,652 79,648 74,176
Grants 1,928 15,047 23,133 3,953 48,555 52,067 49, 582
Of which: nonproject (3,928) (2,971) (4,387) (5,572) (4,600) - (2,100) (2,621)
Loans . 938 L 704 6, 800 8,267 24,997 - 28,416 26,707
Amortization 2/ - -135 =399 -1,243 -2,648" -1,795 -3,340
Debt relief 3/ — - - - 748 960 1,228
Domestic (net) —462 1,83%  -1,062 L473 -1,827° -6, 687 -1, 490
Barking system -1,176 L200 2,016 L631 -1 345 -1,719 664
Central bank } -1, 143 1,359 -2,082 1,592 =205 ~1,719 -664
Of which: net use of ) o . : ’
Fund counterparts (468) (~1,015) (1,185) (-509) (-36) (-341) (=)
Commercial banks -33° -159 2% 39 ~140 - _—
Nonbark sector 714 636 954 - -158 - =482 -4,968 4/ 826
Additional financing commit- -
ments 2/ ) - = = - 7,500 12, 600 1g 900
Nonpro ject budgetary aid - - —_ — - 5,500 6,000 §, 500
SAF counterparts - - - - 2, 400 3,600 2400
IBRD nonproject loan ‘ '
counterparts - - - - - 3,000 -
Memorandun item: )
Overall deficit (-) excluding
capital expenditures, on a
commi treent basis 4,268  -5,190 =7,250 -7,468 -5, 302 -5,792

Sources: Data pravlded{y the Chadian authorities; and staff estimates and projections.

1/ Including the CAA.

Z/ On a cash basis, including change {n arrears.
3/ Projected debt relief on scheduled interest and amortization payments.
4/ Provisions for the payment of interest on the rescheduled arrears of wxmmm

5/ After Jue 30, 1987.



As a result of the adjustment undertaken, total current expenditure <j\>
in 1986, at CFAF 24,1 billion, was 3 percent lower than in 1985. Salary '
payments continued to be made at less than the nominal salary scales
established in 1967, although the rate was increased from 50 percent to
60 percent in 1986. The already low level of expenditure on materials
and supplies was reduced further in 1986. Reflecting continuing secu-
rity problems, military outlays remained high, amounting to 35 percent
of current expenditure. Although budgetary assistance, at CFAF 6.3 bil-
lion, was, together with-foreign financing of investment outlays, the
ma jor source of financing for the fiscal deficit, the margin under the
statutory ceiling on central bank advances to the Government was almost
fully utilized. The Government also drew down its deposits with the
banking system, S

. Developments in the cotton sector have also been the major factor
underlying the evolution of monetary and credit aggregates. Between
end-1984 and end-1986, domestic credit (excluding private sector credits
frozen under a bank moratorium) rose by 122 percent to CFAF 52.3 billion
(Table 5). 1/ This was largely accounted for by crop credits to .
COTONTCHAD, which it has been unable to repay; these credits more than
quadrupled, amounting to CFAF 32.8 billion or 63 percent of active
domestic credit at.end-1986. The private sector credits frozen under
the bank moratorium amounted to CFAF 29.5 billion (CFAF 10 billion on
account of COTONTCHAD) at end-1986. During the twelve months ended
December 1985, net claims on the Government fell by 67 percent, equiva-
lent to 10.4 percent of the beginning period money supply, and active
claims on the noncotton sector doubled, reaching 36 percent of active
domestic credit. However, during the twelve months ended December 1986,
net claims on the Government doubled, representing 4.7 percent of the
beginning period money supply, while active claims on the noncotton
sector remained virtually unchanged. In the two-year period ended
December 1986, the money supply rose by 7 percent to CFAF 72.7 bil-
lion. In the past few years, progress has been made in gradually un-
blocking part of the deposits frozen under the moratorium.

4 In 1984, world cotton prices were very high, and Chad's export
receipts reached a record level. In 1985, with the drop-in cotton
prices, export receipts fell by one third to SDR 86 million (Table 6).
This sharp decline was only marginally offset by other exports, prima-
rily livestock, which recovered from their drought-induced lows of
1984, Import payments rose sharply in 1985, and the current account
deficit, excluding official transfers, was SDR 196 million, equivalent
to 30 percent of GDP. Capital inflows rose sharply in 1985, largely
because of o0il exploration activities and higher drawings on loans, and
the overall balance of payments deficit was SDR 24 million. The deficit

l/~ The moratorium was formally declared in April 1983, the result of
the forced closing of the banking system in March 1980 when civil unrest
prevented further operations; it is scheduled to expire at end-1988. <Tf>
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Table 5. Chad: Monetary Survey, 1984-88

(In m1lions of CFA francs; end of period)

1984 1985 1986 1987 1988
March April June Sept. Dec. March June Dec.
Prov. Projections

Foreign assets (net) 24938 - 17,068 4,288 7,7% 305 100 100 =1, 822 250 2,500 =2,620
Central bank ] 20,312 10,499 2,615 6,135 5,725 B’... 6’... ' 1’... 2'...
Commercial banks 7,42 9,372 4,476 4,458 5,383 e
Pogtal debt -2,80 ~2,80 -2,808 ~2,803 -2,803
Domestic credit 56,428 68, 423 81,862 81, 892 482 455 81,079 §(‘7: 240 685 92,134 94,315
(T.Izunsof “‘»‘c;.n(=h Government (net) 1/ 10, 498 3 , 858 5,69 5 5, ,633 7,428 7,337 8, 508

Claims on Treasury,

and the CAA (net) 2/ (9, 551) (6,713)  (7,095) (6,717) (6,607) (6,030) (5, 976) (7,699) (7,704) (7,613) (8, 906)

Post Office 3/ (3,089) (3,089) (3,016) (3,055) (3,067) (3,067) (3,067) (3,067) (3,067) (3,067) (3,067)
Claims on private sector 4/ 45,930 64, 950 75, 004 76,195 76,939 75,489 75,773 76, 607 87,257 84,797 85,807
New claims 13,083 34,492 45, 457 46, 602 47,346 45,89 46, 180 47,014 57,664 55,204 56, 214

Of which: COTONTCHAD (6,971) (2,9%0) (32,8%0) (33,839) (33,821) (3L, 533) 5/ (30,217)  (29,451) 5/ (38,351) (34 41) 5/ (31,651)
Frozen claims 32,847 30,458 29, 547 29,593 . 29,593 29,593 29,593 29,593 29,593 29,593 29,593

Of which: QUTONTCHAD 9, 957) (9, 957) (9,957) (9,957) (9,957) (9,957) (9,957) 9, 957) (9,957) (9,957) (9,957)

Money and quast-money 67,759 7;.898 7% 714 74,590 77,127 . 74,835 71,619 68, 808 83, 385 80,934 77,817
Currency outside banks 74,925 R , 66 S '5'6.'710 .o ,... ves
Demand deposits 6/ 20, 200 20,9% 22,473 21,945 22,32 ves m ves ‘es
Quasi-money 2,6% 3,554 3,576 3,892 4115

Mediur- and long-term
foreign Habilities 2,29% 1, 628 "1, 140 95 920 920 o o 500 500 318

Other items (net) 11,312 11, 965 12, 289 14,179 12,740 12, 800 12,850 12, 900 13,050 13,200 13, 500

Memorandum items:

Claims on COTONTCHAD 18, @35 31,898 | 42,788 43,7% 43,778 41, 490 40,174 39, 408 48,308 44,008 41, 608
Claims on noncotton

private sector 27,895 33,052 32,216 32,399 33,161 33,99 35, 599 37,19 38, 949 40,699 44,199
Margin under statutory

ceiling on advances to '

the Central Govermment 25 2,39 153 668 . 13 66 360 653 903 1,038 1,380

Sources: Data provided by the BEAC; and staff projections.

1/ Govermment deposits in the monetary survey include deposits of entities which are not included in the treasury balance sheet

2/ Includes SAF counterperts and Trust Pund repayments and therefore does not fully correspond to net domestic bark financing of central govermment
operations shown in Table 3 -

3/ Counterparts of postal debt and private sector and commercial banks' deposits with the postal system

%/ Includes parastatals. .
5/ After repayment of rescheduled arvears: CFAF 2.1 billion by end-June 1987; CFAF 7.7 billion by end-1987; and CFAF 111 billion by end-June 1988.
6/ Includes private sector deposits with the postal checking system.



Table 6. Chad: Balance of Payments, 1983-92

- (In miLlions of SIRs)

1984

1989 . 1990

1983 1985 1987 1991 1992
- - Prov. Bst. Projected
Current account balance, . : : : - :
excluding official transfers 7.5 =643 - -196.2 =229 2742 -2862 -3059 -3249 -37.4 -370.2
Trade balance . 1.5 ~2.8 - =715 -96.8 -143.8 -144.5 -1540 -1626 -173.4  -184.6
Exports, f:oh .. 9.8 1281 84 8§ “Hd TRE 61 157 247 "BLo
Of which: cotton (55.2) (94.6) (43.8) (382) (333) (446) (47.0) (52.5) (56.7) (6L5)
livestock (287) (19.6) (254) (3L2) (326) (350) (37.5) - (40.0) (430) (46.0)
Imports, f.o.b -109.3 -1%.9 -163.8 -185.6 -228.2 -24%2 -260.1 -278.3 .-297.8 . -318.6
Services (net) =49, 8 =59.2 -1255 -125.1 -1236 -1345 -1443 -1543 -1654 -176.4
Credit . 32 -THB 7.1 T4z 44.9 48.1 5L4 556 60.0 64.8
Debit -8L0 - 940 -1626 -167.7 -1686 -182.6- ~-195.7 -209.9 2254 = -24L2
Of which: 1interest due (-68) (-26) (-30). (-33) (39) (-51) (60) (-6.8) (~7.6) (-B.8)
Private transfers (net) - -6 3 -23 . 67 %9 . =67 ~1.2 -7.5 -1 -6 9,2
Official transfers (net) 7.8 77.1 13L9 180. 7 196. 7 20L7 22,5 23L5 243.1 255.2
Capital account, including . :
errors and omissions 9.2 63 4.4 2.5 62 5 80. 0 96. 3 93,2 107. 8 124.6
Mediun- and long—term official capital -7, -L0 13.9 16.0 59.5 76.9 96.3 93.2 107.8 124.6
Drawings 23 8 19.3 L5 641 8LS 100. 4 97.5 2.1 128.9
Anortization due 4.0 -4.8 ~5.4 -55 -4.6 4.6 =41 =43 =43 4.3
Direct investment (net) _— 7.2 52.9 .0 a1 31 —_ - - -
Other (net) -L1 -0.1 -0.3 0.6 - - - - - -—
Short-temm capital 9.4 4.5 =288 -1 - - - - - -
Monetary capital 02 -1L 6 -4.3 12.7 -— - _ - -_ -
Nommonetary capital (including
errors and anissions) 9.6 7.1 =24.5 -29.9 - - — —_ - -
Exchange rate-guarantee scheme 30 47 a7 - - - - - - —
Overall balance w1l 190 -239 87 -150 45 1.0 2 kY] 95
Financing -iLl -19.0 © 239 - 187 150 45  -1L0 02 34 . 95
Change 1n ret officlal reserves 173 229 2.5 11 156 20 -Lo a2 34 45
Of which: net Fund credit (=)  (2.7) (35 (21 (6.1) 8.3) 0.6) (-2.6) () )
purchases : ol (=) (7.0) - (=) (=) - - - )
SAF disburgsements =) =) ) - (6.1) 9.2 (41 - (G )
repurchases ) 27 (<35 (2D =) (09 (35 - (-26) ) ()
Change in arrears (decrease -) 6.1 ‘38 24 26 -2.6" - -— - -_— —_—
Debt telief ' —_ - -_— - L9 T 24 - - - -
Memorandum items:
Debt service ratio
(after change in arrears)
Including the Fund 6.6 52 7.9 4.8 69 58 7.0 6.6 53 54
FExcluding the Fund 53 2.7 42 2.8 6.3 4.8 4.8 5.0 5.1 5.2
Debt service ratio
(before change 1in arrears)
Including the Fund L4 7.6 9.9 6.3 53 58 1.0 6.6 53 54
Bxcluding the Fund 0.1 %0 6.2 4.3 47 4.8 4.8 50 51 52
Current account, including official
transfers 3 12.7 -64.3 —48.2 ~77.6 -84.5 -85. 4 ~93.5 ~104. 3 -115.0
Current account as percent of GDP,
excluding officlal transfers -12.8 -12.8 -30.0 =311 -36.5 =356 ~35.5 -35.3 =353 =351
Current account as percent of GDP,
including official transfers 19 25 -9,8 6.6 -10.3 -10. 5 9.9 -10.2 -10.6 -10.9

Sources: Data provided by the Chadian authorities; and staff estimates and projections.

w
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lity, to compensate for the decline in cotton prices.

Cotton prices continued to decline in 1986, offset somewhat by a
modest recovery in exports of livestock, but an appreciation of the
CFA franc caused total receipts in SDR terms to rise slightly to
SDR 89 million. Imports continued to grow, only partly compensated by
higher net inflows of transfers, and the current account deficit, ex~
cluding official transfers, rose further to SDR 229 million, equivalent
to 31 percent of GDP. The overall deficit of the balance of payments
was SDR 19 million, mainly financed by a further reduction in reserves.

In recent years, Chad has followed a prudent foreign debt policy,
with limited recourse to external borrowing, which has been restricted
to loans on concessional terms. The debt service ratio, at about 9 per-
cent, was also moderate. Nevertheless, Chad has experienced difficul-
ties in servicing its external debt obligations on schedule, primarily
because of the fall in budgetary receipts as a result of the decline in
cotton prices. It is estimated that external arrears amounted to
SDR 62 million at end-1986, or some 70 percent of export receipts during
the year. Between end-1984 and end-1986, the nominal effective exchange
rate appreciated by about 5 percent.

III. Medium-Term Objectives and Policies

Notwithstanding the progress made during the past few years, Chad
is still experiencing serious external and internal imbalances and
continues to face major structural constraints on growth. For these
reasons, the Chadian authorities have decided to pursue their structural
adjustment efforts in the context of a three-year program covering the
period July 1987-June 1990, described in detail in the PFP
(EBS/87/98). 1/ The quantitative objectives of the medium-term
adjustment program are to achieve an annual rate of real economic growth
of 2 percent; to keep the rate of inflation from exceeding 5 percent per
annum; to contain the current account deficit of the balance of payments
(including official transfers) to 10 percent of GDP, compared with
8.2 percent, on average, in 1985-86; and to contain the overall balance
of payments deficits to an average SDR 2 million annually in 1987-90,
compared with average annual deficits of some SDR 21 million in 1985-86.

The growth target of 2 percent per annum, though modest, reflects
the existing constraints on the Chadian economy, and will require deter-
mined adjustment efforts and increased external assistance if it is to
be reached. A major structural constraint facing the Chadian economy is
its dependence on the cotton sector, which, at present, is severely

1/ Figures presented in that paper have been updated, in line with
the rolling character of the PFP.
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depressed. Up to now, relatively weak administrative capacity, an
inadequate transport network and means of transport, and the shortage of
raw materials have hindered efforts to develop, diversify, and promote
import substitution in the Chadian economy. In. the short term, progress
in alleviating these constraints will be ‘only modest. However, for the
medium term, Chad has considerable development potential and the possi-
bilities for expanding agr1cultural output are encouraging. Although :
only 15 percent of the land is arable, this represents nearly ten times
the area now under cultivation. There is also significant potential for
1rr1gat10n. Chad's landlocked position glves locally produced food-
stuffs an inherent advantage over imports, in view of the latter's high
transportation costs. However, interregional marketing is limited,
causing major regional price differences and localized food shortages.
Recognizing this bottleneck, the Government has established self-
sufficiency and regional food security as priority objectives, together
with the creation of better marketing channels, especially to neigh-
boring countries, in order to prov1de increased incentives for food
product1on.

~ In 1985—86, Chad has béen,self-sufficienﬁ in food and can remain so
in the medium term, barring a recurrence of drought. Food aid, an
important €lement in earlier years, may be largely phased out. At the
UNDP-sponsored Round Table in December 1985, the World Bank and the
United Nations agreed to take the lead in coordinating external assist-
ance provided to achieve these objectives and to sponsor meetings for
the productive sectors. Aside from financing the rehabilitation program
of the cotton sector, the World Bank is also aiding the authorities in
deflnlng and executing a sectoral agrlcultural strategy, in particular.
by examining the role of government agencies 1nvolved in the agricul-
tural sector.

Regarding the livestock sector, potential for production and export
are promising, although only slow progress is expected in the near
future. Official exports to ngerla, which were 1nterrupted in late
1986, are p1ck1ng up agaln, and the renewed trade ‘should provide 'incen-
tives to herdsmen to increase the size of their herds in ant1c1pat10n of
future profits. As mentioned in the PFP, the authorities, with the help
of the World Bank, are reviewing the rules and administrative procedures
for marketlng and exports, and are redeflnlng the roles of SOTERA and
MAGAVET, the ‘government agencies involved in the exporting of livestock
and marketing of veterinary products, respectively, with a view to '
eliminating the monopoly on exports of the former and on the prov1s1on
of 1nputs of the latter._ '

Chad has dntapped petroleum resources whose exploitation 'is being
planned over the medium term. An IDA-financed project to develop these
resources started in 1986 in spite of the prevailing low world prices,
because the high cost of importing petroleum products still makes the
prOJect profitable. If the project proceeds on schedule, Chad should be
able to satlsfy ‘80 percent of its demand for petroleum products
beginning in the early 1990s.
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In order to attain the objectives described above, the medium-term
program places emphasis on strengthening the financial performance of
the cotton sector, containing the fiscal deficit within manageable
proportions, and pursuing cautious credit policies. At the same time,
possibilities of diversifying the economy will be identified and pur-
sued, particularly with the assistance of the World Bank, which is
considering a major expansion of its activities in Chad in the period
ahead. The assumptions for the medium term are based on strong adjust-
ment measures) without a strong implementation of adjustment policies
over the medium term, Chad would encounter prolonged external and finan-
cial disequilibria. :

It is assumed that during the period 1988-92, (i) real GDP grows by
2 percent on average; (ii) inflation averages 5 percent; (iii) cotton
export prlces increase by 10 percent a year on average; (iv) the pro-
ducer price for cotton remains at CFAF 100 per kg; (v) 50 percent of
existing domestic arrears are eliminated by end-1992; and (vi) no new
external or domestic arrears are accumulated after June 1987.

Budgetary policies are assumed to contain the following elements:
(i) a limit of 2 percent a year on the growth of all nonmilitary expen-
ditures in real terms; (ii) the maintenance of military outlays at a
constant level in nominal terms; and (iii) an assumption that underlying
capital inflows in the balance of payments increase by 15 percent a
year. :

Under this scenario, which'is in line with the thrust of the poli-
cies discussed in the next section, Chad's economié¢ and financial situa-
tion would remain difficult but manageable. However, the resulting
balance of payments situation would result in cumulative surpluses of
nearly SDR 20 million, provided the anticipated external concessional
assistance materializes (Table 7). Thus, under this scenario, the
external sector position would be sustainable.and Chad could begin the
process of reconstituting reserves. The fiscal deficits would remain
high, averaging 27 percent of GDP, and would require, in addition to
concessional foreign project assistance, external budgetary support of
an average CFAF 11 billion annually, or the equivalent of some 3 percent
of GDP. The need for budgetary support would, however, be declining
during the period. '

1. The cotton sector

The principal area where structural change is occurring is in the
cotton sector; the medium—-term rehabilitation program is described in
detail by a World Bank report (P-4340-CD, 6/3/86). Even over the medium
term, Chad will continue to depend on cotton production as the primary
source of monetized income and of foreign exchange. On the assumption
of a gradual recovery in the world price of cotton, the adjustment
strategy being followed is to reduce costs as much as possible in order
that COTONTCHAD become profitable by 1991/92. 1In the intervening years,
financing from sources other than the government budget is to, be secured
to cover the inevitable losses. '
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Table 7. Chad: External Financing Requirements, 1987-92

(In millions of CFA francs)

1987 1988 1989 1990 1991 1992
Est. Pro jected .
Extemal current accomnt deficit, .
~excluding official transfers -106, 953 -11,620 -119,270 ~126,740 ~135,485 -144,400
Scheduled amortization -1, 80% -1,795 -1, 5% -1, 687 -1, 687 -1,694
Fund repurchases -V =341 -1, 365 -1, 024 - -
Reduction in external arrears ‘ :
through cash settlement -1, 001 - - _ - -
Total financing requirements -109, 758 -113,75% -122,229 -129,451 -137,172 -146,094
Total financing available 109, 758 113,75 122,229 129,451 137,172 146,094
Disbursements: existing
comud tments 87, 457 82,103 74,264 . 72,498 75, 552 79,330
Official transfers 63,364 65, 265 68,528 71,954 75,552 79,330
Mediun and long-tem loans 22,893 15,638 57% 544 - -
INA project loans 4 10,249 8, 662 3,345 - - _
World Bank program loans —-— - —_ - - -
OCCE 8, 500 3,400 - - - —
Other . 4,144 -3,576 2,391 544 —_ -
Direct investment 1,200 1,200 —_ - - —
Disbursements: expected
camd trents 15, 443 29, 554 50,873 55,795 62, 961 70, 485
Official transfers - 13,339 13,395 17,450 18,322 19,241 20, 207
Mediur- and long-term 2,104 16, 159 33,423 37,473 43,720 50, 278
IDA project loans . - - - - - -
World Bank program loans - 3, 050 6, 100 —_ -— —_
OCE ) - - - - - -
Other 2,104 13,109 27,323 37,473 43,720 50, 278
Direct investment — - - - - -
Other financing - 6,858 209  -2,908 158  -1,34 3,721
Debt rescheduling . 748 960 - - - —_
Change in official reserves ’ : :
(increase -) 2/ 6,110 Rk -2, 908 1,158 -1, 341 3,721
Of which: SAF disbursenmts (2,387) (3, 580) (1,610) ) ) )
Memorandum items:
Overall balance of payments
(deficit =) .- -5, 856 -1,759 4,272 -134 1,341 3,721

Sources: Table 6; and staff projections.

1/ Excluding revaluations.
2/ Excluding Fund repurchases, which are shown as part of financing requirements.
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While the prospects for covering the financing gaps that COTONTCHAD
will still face in its current operations in the coming years appear to
be good, the rehabilitation program explicitly assumes that COTONTCHAD
will make no amortization payments on past debt and that no provision
will be required for the accumulated arrears vis-a-vis the banking
system. However, progress has been made toward a formal agreement
between COTONTCHAD, the local commercial banks and the BEAC on a re-
scheduling of these arrears and a down payment on the amounts out-
standing} possible resources for the payment have been identified and a
partial amount, CFAF 2,1 billion, has already been paid.

2. Fiscal policies

The authorities expect that, at least for the next five years,
revenue will grow no faster than nominal GDP, which is expected to rise
by about 7 percent a year. In recognition of this, tight expenditure
policies will be pursued, involving in particular strict vigilance over
the wage bill and tight control over outlays on materials and
supplies. This will be achieved by the new expenditure control system
that has already been put in place together with a revised nomenclature
of the budgetary accounts. It is expected that this would limit the
growth in current expenditure to an average 2 percent per annum. The
authorities also recognize that any major increase in average salaries
could only be accommodated in the context of a substantial reduction in
the size of the civil service. Such policies are needed to ensure that
the deficits are kept to a level that can be financed by available
resources without accumulating arrears.

In 1987, for the first time in 12 years, the authorities prepared
and adopted an investment budget, with Fund and World Bank technical
assistance. It is expected that this and future budgets will contain
only projects financed completely from abroad, thus minimizing the
domestic resource burden on the budget of investment expenditures. The
financing will be mainly in the form of grants, with some highly con-
cessional loans. ' '

Over the medium term, the fiscal deficits, on a commitment basis
and including foreign-financed investment outlays, are projected to
average 26.7 percent of GDP; excluding such outlays, the deficits would
be contained to 2 percent of GDP. After taking account of the gradual
reduction of domestic arrears, the overall deficits on a cash basis,
including foreign-financed investment outlays, would average 27.l1 per-
cent. It is expected that a very substantial part of the projected
financing requirements will be covered by projects financing which will
mainly be in the form of grants. Substantial inflows of budgetary
assistance are also foreseen and it is likely that there will also be
modest amounts of debt relief. In this way, the Government should not
need to have recourse to domestic bank borrowing and should improve its
position vis—-a-vis the banking system in the medium term. '
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3. Exterral sector

The external situation is likely to remain difficult over the
medium term, mainly because of the slow recovery in export receipts,
reflecting the projected gradual recovery in cotton prices and limited
prospects for diversification. The maintenance of tight fiscal and
monetary p011c1es, to help contain the growth in imports, and sustained
increases in inflows of external assistance should make it possible to
limit the current account deficit, including official transfers, to
about 10 percent of GDP on average. Deficits of this dmount are
expected to be financed ptimarily by foreign capital inflows, and thus a
reasonable rate of growth in imports, consistent with Chad s objectives
for real econom1c growth, should be sustalnable.

In order to avoid debt—servicing difficulties in the future, the ‘
authorities intend to make only limited recourse to external borrowing,
and then only on highly concessional terms. This would result in debt
service ratios averaging 6 percent. Furthermore, the authorities are in
the process of strengthening debt management. Since late 1986, Chad has
been approaching its creditors with a view to seeking arrangements on
favorable terms for the liquidation of existing arrears, as well as for
the rescheduling of current amounts due on interest and capital during
1987-88. As a result of these contacts, it is expected that about -

SDR 3.1 million' in debt relief can be obtained during the program
period. At the same time, arrears to multilateral creditors are being.
reduced through cash settlements and are to be eliminated by end-1987.

IV, The Progfém for July 1987~June 1988

The first annual program supported by the SAF covers the period -
July 1987- June 1988 and is set in the context of the medium-term policy
framework descr;bed above. The objectives of the first year program are
to achieve a 1.2 percent growth in real GDP, a rate of inflation limited
to 4 percent, and an external current account deficit (ekcluding
official transfers) equivalent to about 36 percent of GDP. To achieve
these targets, emphasis will be placed on containing the overall central
government deficit (on a commitment basis, including forelgn financed
investment outlays) to about CFAF 80 billion, the equivalent of
26.4 percent of GDP. In addition, emphasis wxll be placed on
rehabllltatlng the cotton sector, as well as on following prudent credlt
and monetary policies. Also, policies to promote the livestock sector,
rehabilitate infrastructure, ‘improve the environment for the private
sector, and redress 'the financial situation of loss-making public
enterprises will be pursued, as described in the PFP. ‘

1. Fiscal policies

Since the fiscal year in Chad coincides with the calendar year, the
1987/88 program spans two fiscal years. In formulating fiscal policy
for 1987, the authorities' major objective was the containment of the

»

~
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financing requirement to a level which could be covered by projected
foreign budgetary assistance. This translates to an overall deficit of
CFAF 76.9 billion, equivalent to 26.2 percent of GDP, on a commitment
basis and excluding foreign grants; excluding foreign-financed
investment outlays, it would amount to CFAF 7.5 billion, equivalent to
about 3 percent of GDP. There will be no recourse to domestic bank
borrowing, and, in fact, the program seeks to improve the Government's
position vis-3-vis the banking system with a view to providing a margin
of liquidity for treasury operations.

As the economic recession in 1987 is more severe than had been
anticipated, revenue projections for the year as a whole are below
budgeted amounts, and during the first half of the year there was a
further accumulation of arrears. In the circumstances, the authorities
are strengthening tax administration, especially with a view to reducing
exonerations on the payment of import taxes, ensuring payment of petro-
leum taxes and of the poll tax, as well as generally improving tax
collection. A major reform of the petroleum tax system is being imple-
mented on an interim basis, pending the establishment of a permanent
system to be introduced with the assistance of the World Bank by the end
of 1987. The reform is expected to result in revenue from petroleum
taxation reaching about CFAF 6 billion on an annual basis. During
calendar year 1987 the yield from the new system, which was introduced
in August, is expected to be about CFAF 2 billion. Nevertheless,
revenue is now forecast to reach only CFAF 19.1 billion, a shortfall of
12 percent compared with the 1987 budget forecasts.

On the expenditure side, the authorities have also taken additional
measures almed at containing total outlays to CFAF 96.0 billion, or
slightly below budgetary estimates. Current expenditure, at
CFAF 26.6 billion, has been reduced by 3 percent from the originally
budgeted level; capital outlays, at CFAF 69.5 billion, are as envisaged
in the budget. Outlays on goods and services are being reduced further
in both nominal and real terms, even though this may have some negative
effects on the efficiency of the administration. Furthermore, strict
vigilance will be kept over the wage bill, as well as military
expenditure included in the budget, by rigorously applying the new
expenditure control system, introduced with the help of Fund techaical
assistance. With respect to wages, the authorities will continue to pay
60 percent of the salary scales established 1n 1967, implying a further,
reduction in real wages.

As the authorities intend to reduce domestic and external arrears
by CFAF 0.8 billion, the deficit on a cash basis in 1987 is estimated at
CFAF 77.7 billion. All domestic arrears accumulated in 1986 and the
first half of 1987 would be eliminated 1in the second half, together with
a small amount of previously accumulated domestic .arrears--the first
step in a process which should result in the elimination of such arrears
by end-1997. Moreover, during 1987 all arrears to multilateral
creditors are being liquidated through cash payments, and the remaining
external arrears are being rescheduled bilaterally.
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Amortization payments, after debt relief. and reduction in arrears, N
on the external debt amount to CFAF 1.9 billion in 1987, while nonbank
financing will be negative in the amount of CFAF 0.5 billion. The
financing need for the .second half of 1987, after taking into account
other below the line items, is estimated at CFAF 7.9 billion. The
authorities have received a commitment from France to .provide an addi-
tional CFAF 5.5 billion in budgetary aid toward meeting this need. The
remaining financing need of CFAF 2.4 billion will be covered by the
counterparts of the SAF, of which CFAF 0.5 billion would be deposited
into a blocked account at the BEAC to be used only for meeting obliga-
tions to the Fund. The program provides that, in 1987 net claims of the
banking system on the Government will be reduced by CFAF 1.3 billion.

. In formulating fiscal policy for 1988, the authorities again intend
. to limit the overall financing requirement to a level that can be
covered by expected flows of external assistance. Because the 1988
budgetary process has only just begun, the fiscal targets in the program
are preliminary. It is projected that the overall deficit on a commit-
ment basis will be limited to CFAF 84.1 billion, equivalent to

26.8 percent of GDP.

Revenue for calendar year 1988 is targeted at CFAF 21.5 billion
(including higher petroleum tax revenue), current expenditure at
CFAF 26.8 billion, and investment expenditures at CFAF 78.8 billion.
Domestic arrears would be reduced by a further CFAF 1.5 billion through
cash settlement, producing an overall deficit on a cash basis. of
CFAF 85.6 billion. Scheduled amortization payments, after debt relief
on the external debt, are estimated at CFAF 0.8 billion and the
Government' is again projected to improve its position vis-a-vis the
banking system by CFAF 1.7 billion. Toward the end of 1988, interest
payments will become due on COTONTCHAD's arrears rescheduled with the
central bank in the amount of some CFAF 5 billion.. Because to date
‘there are no provisions by the enterprise to fulfill these obllgatlons,
the authorltles have committed themselves to set the amount aside in a
reserve fund in the event that special transfers to COTONTCHAD may
become necessary. .

) Given the above projections and already committed project and
nonpro ject financing of CFAF 80.5 billion, including CFAF 2.1 billion
from the United States, the financing need in calendar year 1988 is:
projected at CFAF 12.6 billion. This would again be filled mainly by
French budgetary assistance, while the counterparts of the second annual
SAF disbursement would amount to CFAF 3.6 billion. The remaining
CFAF 3 billion would be filled by the counterparts of nonprOJect 1end1ng
by the World Bank.

For the program period July 1987- June 1988 the above estimates and
projections produce an overall deficit on a cash ba51s of CFAF 83.6 bil-
lion, with a financing need of CFAF 10.9 billion to.be filled from the
sources mentloned above,

e
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The authorities are committed to complete the consolidation of the
Government's financial operations by March 1988, in connection with the
adoption of a new-treasury accounts nomenclature. Furthermore, the
authorities are proceeding with their plans for reducing the size and
improving the efficiency of the parapublic sector in line with the
commitment in the PFP.

2. Cotton sector policies

In line with the medium-term objectives for the cotton sector, the
authorities are concentrating their efforts during the first annual SAF
program on improving the financial and operating position of
COTONTCHAD. The actions contained in the first year SAF progran are
consistent with those of the first phase of the cotton rehabilitation
program, which during the two-year period July 1986-June 1988 emphasizes
remedial measures to permit COTONTCHAD to continue operations pending
the preparation of a comprehensive medium-term rehabilitation program.
The main impact of the first phase is to provide foreign financing to
COTONTCHAD which will allow it, and the economy, to survive the abrupt
and drastic drop in cotton export earnings. The authorities have ex-
pressed their firm commitment to the execution of the rehabilitation
program, realizing that without drastic reform COTONTCHAD would go
bankrupt, and the whole economy would be severely affected.

In June 1987 donors, including the World Bank, expressed their
satisfaction with the progress already made, particularly with respect
to the substantial reductions in production costs and the improvement in
COTONTCHAD's financial position. In particular, although the nominal
producer price is being maintained for the time being at CFAF 100 per
kg, the cost of inputs to producers has been increased gradually by
reducing the subsidy from the 50 percent existing in 1984/85. Beginning
with the 1987/88 crop year, the producer is to pay the full cost of

. inputs, thus taking over a major cost component previously borne by
COTONTCHAD. This ‘policy is also forcing marginal producers to leave the
cotton sector, an effect welcomed by ‘the authorities since it improves
the average efficiency of the cotton sector and frees manpower for other
agricultural activities. It is expected that, even with such a policy,
export volume can initially be maintained at the 1986 level and then be
increased. This and other policies are of particular importance in
cutting the operating and financial costs of COTONTCHAD, because the

\exchange rate cannot at present be used as a tool in the case of Chad,

_given the country's membershlp in a monetary area.

. A number of studies and audits will be completed during the 1987/88
program period, all aimed at further reducing production costs and
restoring profitability to the cotton sector in the medium term. ' These

+ include, in line with the PFP: a management audit and the subsequent
-vadoption of a reform program; development and implementation of a mecha-

..nism to determine producer prices; establishment of a system to adjust
the sale price of cotton oil to ensure the disposal of oil and un-
processed seed stocks; establishment of a system for the-regular
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ad justment of the sale price of staple cotton to the textile company in
accordance with the world price; and redefinition of the-role and objec-
tives of the Cotton Price Stabilization Fund. (CSPC)

<

3. Credlt p011c1es'¢ o ,” j.l ai

The authorities will pursue a cautious credit policy consistent
with the balance of payments and fiscal objectives, while fulfilling the
legitimate financing needs of the economy. Seasonal credit to the
cotton sector will be based on realistic estimates of sales revenues,
and vigilance over the quality of credit to be extended to other.
productive sectors of the economy will be maintained. During 1986, in
order to exercise some control over the growth.of domestic credit, the
monetary authorities, through moral suasion, severely restricted the
availability of domestic credit to the noncotton private sector. In-
deed, the level of -active noncotton private sector credit remained
virtually unchanged between end-1985 and end-1986. ' The incipient re-
covery in private sector activity may have been limited by this re-
strictive policy, and, therefore, .provision has been made in the program
for .an expansion of credit, which should permit the noncotton sector to
develop. Domestic credit expansion in 1987 and 1988 is to be limited to
3.3 percent and 14.6 percent, respectively, of the beginning period
broad money stock. During the 1987/88 program period, domestic credit
would increase by 15.6 percent of the beginning period broad money
stock, This would reflect an increase in the level of seasonal cotton
sector and noncotton sector credit of 3.5 percent and 9.0 percent,
respectively, of beginning  period broad money stock. Net credit to the
Government will rise by 3.2 percent of.beginning period broad. money
stock in 1987/88, reflecting the use of the SAF counterparts and a
rundown in other than central government deposits. :Broad money is
expected to expand by 8.1 percent -during 1987/88.. Given that Chad's
economy has been at a depressed.level with relatively ‘high excess- capa-
city, the increase in broad money would be consistent with a 3 percent
inflation rate target. Real interest rates were positive in 1986, and
the authorities, in consultation with other members of the monetary
area, intend to maintain positive-real.interest. rates’ durlng the program
period. :

4, External sector poiicies P o

Export receipts .in 1987 are forecast to decline by 5. percent to
SDR 84 million, as the continuing decline in cotton export receipts will
more than offset the recovery in other exports. Both the volume and
unit value of cotton exports are estimated to decline in 1987; the
latter because the practice of forward sales contracts has meant that
Chad has not. yet benefited from the current firming of cotton prices on
world markets. Imports are estimated to.rise by 23 percent to
SDR 228 million, in large part attributable to higher project activity,
resulting from increased foreign assistance, Despite the sharp rise in
imports, the debit on the services. account-is .to rise .only to
SDR 169 million - as the virtual cessation of petroleum exploration will
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greatly reduce the outflow under this heading. The current account
deficit, excluding official transfers, will widen sharply to

SDR 274 million, the equivalent of 37 percent of GDP. Net inflows of
official unrequited transfers will reach about SDR 197 million, an
increase of some 9 percent, reflecting both higher project aid and
budgetary assistance. Capital inflows will more than double to nearly
SDR 63 million, consisting largely of the counterparts of the higher
project-related imports as noted above. The borrowing would all be on
highly concessional terms, maintaining the scheduled debt service ratio
at around 5 percent. The overall deficit is forecast to reach

SDR 15 million, 20 percent below the level recorded in 1986. Net
official reserves will decline by SDR 15.6 million, including the utili-
zation of disbursements under the SAF amounting to SDR 6.1 million.
External arrears will be reduced by SDR 2.6 million through cash settle-
ments and it is expected that debt relief amounting to SDR 1.9 million
will be obtained.

The recovery in cotton prices, which began in 1986, will strongly
affect export performance in 1988, and total receipts should rebound by
18 percent to reach SDR 100 million. Import payments are forecast to
rise by 7 percent to SDR 244 million, and, with a similar deterioration
on the services account, the current account deficit is projected to
widen further to SDR 286 million, the equivalent of 36 percent of GDP.
Net inflows of official unrequited transfers will be slightly higher at
SDR 202 million, reflecting additional project and budgetary aid. Capi-
tal inflows are also projected to rise to SDR 80 million, partly as a
result of the expected disbursement of nonproject assistance by the
World Bank. Thus, the overall balance of payments is forecast to regis-
ter an overall deficit of SDR 4.5 million. Throughout the period
1989-92, the balance of payments will record surpluses, except in 1990
when a small deficit is foreseen. These surpluses, which are largely
the result of inflows of foreign assistance for project-related local
expenditures, will enable Chad to reconstitute its seriously depleted
reserve position.

Chad's external debt burden remains relatively low, and the debt
service ratio, over the period 1987-92, is of the order of 6 percent,
reflecting both the small size of the debt stock and its highly con-
cessional nature. At end-1986, the stock of Chad's external debt,
including arrears on interest and capital, stood at SDR 148 million,
equivalent to 21 percent of GDP., Of this amount, SDR 62 million was in
- arrears. Some suppliers' credits have been rescheduled bilaterally
during the first half of 1987, and the authorities are pursuing contacts
with other creditors on a bilateral basis which should allow them to
obtain debt relief totaling some SDR 4.3 million for the two-year period
1987-88. Chad does not anticipate approaching the Paris Club in the
near future.
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""V. Benchmarks - °

-To ‘monitor the implementation of the progranm, quantitative bench—
marks have beén sét for domestic credit and'¢laims on:Government. (net),
the level of éxternal and doméstic-arrears,  and external debt. Quanti-
tative targets ‘have also been-set for the fiscal current account defi-
cit, ylelds from the new petroleum taxation, and the operating deficit
of COTONTCHAD. Structural benchmarks include the standard clause on the
exchange and trade system-and ‘improvements in government - accounting and
budgeting. Because of the preliminary nature of the fiscal target for
1988, ‘the authorities wish to revise the benchmarks for the latter half
of the program 'period in late 1987. A paper containing'the revised:
benchmarks will be presented to the Executive 'Board in early 1988. The
benchmarks are contained in the table in Annex A

VL. Staff Appraisal

Chad continues ‘to face severe structural problems, as well as large
internal and external financial imbalances. The prospects for a signi-
ficant diversification away from cotton even in the medium term are not
very encouraging. 'Economic growth, at least through the rest of the
decade, 1s likely to remain low, and there will be a continued need for
very substantial external assistance to cover gaps in’ the budget and the
balance of payments.

"The, first annual’ program and the three- year program. emphasize
macroeconomic policies which will provide. the basis for structural
change 1in the economy, although the policy instruments at the disposal
of the authorities are constrained by the unavailability of the exchange
rate as an adjustment tool. In the cotton sector, efforts will continue
in order to strengthen the financial position of COTONTCHAD {in.the
context of the current rehabilitation program. Results to date have
been encouraging, with substantial reductions being achieved in produc-
tion costs and a major improvement in the enterprise s financial and
operating position. A more rapid recovery in cotton prices than ex- .
pected will facilitate the task of returning COTONTCHAD to a sound
financial footing, but continued vigilance, particularly in the area of
reduction of production costs, including cost recovery, will be
necessary to ensure that the implementation of the rehabilitation pro-
gram remains_on track.

Commitments: for the development of other productive sectors. need to
be adhered to as described in the PFP.  In the liyestock sector, there
is considerable scope for expanding production and exports, and an IDA-
financed project should yield significant results. Efforts must con-
tinue, with foreign concessional assistance, to restore the country's
war—-torn infrastructure and rehabilitate the transport system. The
operations of the loss-making public enterprises and, in particular,
STEE--the water and electricity company--need major improvement.

o
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Chad's fiscal situation is very difficult, and will remain so over
the medium term. The country faces the urgent need to reconstruct its
economy and to restart the development process that has been neglected
over the last decade. The provision of minimum social services and the
maintenance of an adequate infrastructure, which are prerequisites for
development, will inevitably burden the budget. At the same time, the
. revenue base is limited and has been further reduced by the crisis in
the cotton sector. In these circumstances, the efforts of the Chadian
authorities to mobilize revenues in the context of the three-year pro-
gram will not be sufficient, and considerable external budgetary assist-
ance will be needed for quite some time. However, the authorities
recognize that political resolve to implement strong policies in the
fiscal sector, as well as in other sectors, is important. In
particular, the impact of the drop in commodity prices needs to be
addressed through policies with quick-yielding results, especially as
the CFA franc has been appreciating significantly. Over the medium
term, an urgent objective is to reduce dependence on external
assistance, but, during this time, 1t is vital that creditors and donors
act expeditiously to support the adjustment effort. Given the limited
scope for new taxes, tax enforcement, especially in the case of the
customs administration, needs to be strengthened. The authorities are
cognizant of the need to maximize the yield from the low tax base and
are in the process of improving tax collection procedures. The new
interim system for petroleum taxation constitutes a major advance and
should enhance revenue collections substantially. Nevertheless, there
will be a need to monitor its application carefully, and the staff urges
the authorities to make any required adjustments promptly, with a view
to having a permanent system in place by the end of 1987 at the
latest. After reviewing the 1988 budget with the authorities during the
mission in late 1987, the staff will present a paper to the Executive
Board proposing the revised benchmarks for the January-June 1988 period
of the program. :

Regarding expenditure, it will be essential that the growth of
current outlays be kept under strict control. A more realistic wage
policy should be introduced gradually, but this can only be done if
there is a substantial reduction in the size of the civil service. 1In
the meantime, the size of the wage bill will be reduced in real terms,
and the authorities' policy of paying 60 percent of the 1967 salary
scales will be maintained. Concerning outlays on materials and
supplies, including the maintenance of government property, it would be
desirable to see some increase in their share in total expenditures, as
current levels are not conducive to the efficient operation of the
administration. At present, foreign resources cover all costs asso-
clated with investment outlays: thils situation cannot be expected to
continue indefinitely, and it 1is now time to begin the process of care-
fully assessing the future recurrent budgetary costs of investment
projects. The adoption of an investment budget in 1987, the first in
more than a decade, and the creation of the associated administrative
machinery, represent a major first step in this direction. Further
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progress ‘'will be required in centra11z1ng information on projects to
ensure that the full f1nanc1a1 consequences of 1nvestment dec131ons are
assessed in’ advance.‘

Progress in'the'aeéounting"aapetts of budgetary control has been
madé in 1987 with the introduction of a new budgetary nomenclature. 'The
expected reform of the nomenclature of treasury accounts in the near
future would be a further step in this direction. However, it would be
important that increasing attention be devoted to integrating extra-’
budgetary funds and transact1ons into the budgetary process as ptov1ded
in ‘the PFP,

The program provides for a sharp deceleration ir the growth of
domestic crédit in 1987 and for a modest expansion in '1988. This more
moderate pace of credit ‘expansion is a prerequisite if the severe exter-—
nal sector difficulties of earlier years are not to recur. Furthermore,
since Chad's economy has been depressed and operating at .relatively high
excess capacity, the projected credit expansion in 1988, equivalent to
14.6 percent of beginning period broad money stock, would be consistent
with the inflation target. Within the credit program, and excluding
‘Tocal currency counterparts of SAF disbursements, the net position of
the Government will improve significantly, 'thus permitting a much needed
expansion in’ private sector credit other than for cotton, while contain-
ing the overall rate of growth of domestic credit within reasonable
limits.  The liquidity difficulties of the private sector will be
* furthér alleviated by the reduction which is targeted in the
Government's domestic’ arrears.. - , :

An initial payment has already been made on the COTONTCHAD arrears
and further, larger, payments are expected in the near future. Follow-
ing these payments, the position of -the banking system will improve
considerably, and the lifting of the bank moratorium scheduled for -
end 1988 w1ll be fac111tated.

Chad s external situation remains d1ff1cult, although the recent
recovery in cotton prices has eased the pressures .on the balance of
payments somewhat. With the expected return of profitability to the
cotton sector by the end of the decade, Chad's .external position could
be sustainable, provided demand-management policies remain restrained.
However, the country will continue to depend over the medium term on
substantial inflows of foreign financial assistance, averaging about
30 percent of GDP. Prospects for mobilizing the requiredkresourcea are
favorable, and Chad should not.experience -any financing gap during the
three-year program. . ~

External debt policy remains prudent in Chad, and the debt service
burden is relatively low. Creditors are being contacted for the resche-
duling of eligible debt, and it is hoped that external arrears can be
liquidated by the end of 1987. Arrears to multilateral creditors are
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being reduced through cash settlement and are also to be liquidated by
year-end. Arrangements have been put in place to ensure that financial
obligations to the Fund will be met on schedule during the program
period. .
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1. The Government of Chad has requested a three-year structural

ad justment arrangement, and the first annual arrangement thereunder,

under the structural adjustment facility.

2. The Fund approves the arrangements set forth in EBS/87/209.
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Chad--Structural Ad justment Facility--
Three-Year and First Annual Arrangements

Attached hereto is a letter, with an annexed Memorandum of Economic
and Financial Policies, dated July 14, 1987, from the Minister of
Finance and Computing Services of Chad, requesting from the Fund a
three~year structural adjustment arrangement and the first annual
arrangement thereunder, and setting forth

(1) the objectives and policies of the program to be supported by
the three-year arrangement, and '

(ii) the objectives and policies of the program to be supported by
the first annual arrangement.

To support these objectives and policies, the Intermational
Monetary Fund grants the requested arrangements in accordance with the
following provisions and subject to the Regulations for the
administration of the structural adjustment facility:

1. For a period of three years from , 1987, Chad will
have the right to obtain three successive loans from the Fund under the
structural adjustment facility in a total amount equivalent to
SDR 19.431 million.

2. The first loan, in an amount equivalent to SDR 6.12 million,
is available for disbursement at the request of Chad.

3. The second and third loans will be available upon approval by
the Fund of the corresponding annual arrangements and will be disbursed
at the request of Chad. The amount of the second loan will be
equivalent to SDR 9.18 million, and the amount of the third loan will be
equivalent to SDR 4.131 million.

4. Before approving the second annual arrangement, the Fund will
appraise the progress of Chad in implementing the policiles and reaching
the objectives of the program supported by the first annual arraangement,
taking iato account primarily: (a) the indicators described in
paragraph 17 (1)-(vi) of the annexed Memorandum on Economic and
Financial Policies and in the table annexed thereto, as well as the
indicators to be established or confirmed for the same quantitative
benchmarks for March and June, 1988; (b) progress in implementing the
policies indicated in paragraph 17 (vii)-(viii) of the Memorandum of
Economic and Financial Policies with regard to consolidation of
government financial operations, regular compilation of a treasury
balance sheet, and adoption of a three-year government investment budget
and public investment planning system; (c) introduction or
intensification of restrictions on payments and transfers for current
international transactions; (d) introduction of multiple currency
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practices; (e) conclusion of bilateral payments. agreements which are
inconsistent with Article VIII; (f) introduction or intensification of
import restrictions for balance of payments reasons.

5.. In accordance with paragraph 3 of the .attached letter, Chad
will provide the Fund with such information as the Fund requests in
connection with the progress of Chad in implementing the policies and
reaching the objectives supported by the first annual arrangement. A
Fund mission will visit N'Djaména in late 1987 to review the 1988 budget
and discuss definitive benchmarks for the January-June 1988 period of
the program '

6. In accordance with paragraph 4 of the attached letter, Chad
will discuss with the Fund and reach suitable understandings on the
adoption of any appropriate measures at the initiative of the Government
or whenever the Managing Director requests such discussions because he
considers that discussions on the program are desirable. These
discussions may include correspondence and visits of officials of the
Fund to Chad or of representatives of Chad to the Fund.

/
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Chad - Letter of Transmittal, Request for a Three-Year
Arrangement and the First Annual Arrangement Thereunder

N'Djaména, July 14, 1987

Mr. Michel Camdessus
Managing Director
International Monetary Fund
Washington, D.C. 20431
U. S. A,

Dear Mr. Camdessus:

1. The policy framework paper prepared in collaboration with the
staffs of the International Monetary Fund and the World Bank was
discussed and noted by the Executive Board of the Fund on June 19, -
1987. It describes Chad's major economic problems and the challenges it
faces; the objectives of the three-year program; the priorities and
general framework of macroeconomic and structural adjustment policies;
and the foreseeable external financing requirements together with the
resources available to meet them.

2. The annexed Memorandum on Economic and Financial policies, pursuant
to the policy framework described above, sets out the objectives and
policies that the Government of Chad intends to pursue during the period
July 1987-June 1990, and the objectives and policies for the first year
of this period, for which balance of payments assistance is needed. 1In
support of these objectives and policies, Chad hereby requests from the
Fund a three-year structural adjustment arrangement in the amount that
will be available to Chad under the Fund's structural adjustment faci-
lity, and the first annual arrangement thereunder.

3. The Government of Chad will remain in close contact with Fund staff
regarding any development and progress in the implementation of these
policies, and the policy framework paper will be updated annually to
reflect the progress of the program. The Government of Chad will
provide the Fund with any information it may require concerning the
implementation of policies by Chad and the achievement of the program
objectives. To this end, the Government of Chad requests a Fund mission
in late 1987 to review the draft 1988 budget and assist in revising
benchmarks for the January-June 1988 period of the program.

4. The Government of Chad believes that the policies described in the
annexed memorandum are adequate for the achievement of the program
objectives, but it is prepared to take any additional measure that may
be necessary for this purpose. Chad will discuss with the Fund and
reach suitable understandings on the adoption of any measure which may
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be deemedyappropriate; atethesinitiativesof theysGovernmeptgof Chad or
whenevebathe ManaglnggDinecton tequestsysych dlscugslogshegause he
considers that discussions on the program are desirable.—These
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Fund to Chad or of representatives of Chad to the Fund.
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Memorandum of Economic and Financial Policies

1. In recent years, the economic and financial situation of Chad has
been plagued with problems stemming from a prolonged drought and the
armed conflict, which have had disastrous effects on the economy and on
the social quality of life of the country. The conflict has caused a
marked deterioration in the country's wealth, the destruction of a large
part of its infrastructure, the withdrawal of foreign capital, and the
stagnation of the banking sector. Since 1983, the national reconcilia-
tion policy has enabled political stability to be re-established and the
foundations of a national recovery program to be laid, in spite of
another drought in 1984/85. Nevertheless, major structural problems
persist, such as the need to reform the cotton sector, to diversify the
productive basis, to rehabilitate the road infrastructure, to overhaul
the banking system, to strengthen the administrative structures, and to
improve the management of the public sector.

2. Despite the progress made in recent years, the country is still
experiencing serious problems with its balance of payments and its
public finance position. In the area of agriculture, the sharp fall in
cotton prices on the world market since 1984 has aggravated the finan-
cial position of the cotton company (COTONTCHAD). This situation has
highlighted the need to diversify the agricultural base—--in particular
by intensifying animal husbandry-—and the need to stimulate the private
sector, which has not yet resumed its normal rate of economic

activity. The operating deficits of public enterprises (in particular
of COTONTCHAD) have led to an accumulation of large arrears and weakened
the banks' financial position.

3. In addition, the public finance position remains precarious, and
expenditure greatly exceeds revenue. In the period 1984-85, the overall
deficit of government financial operations, on a commitment basis and
including foreign—-financed investment expenditures, amounted on average
to 9 percent of GDP. The yield of the tax system is low, especially in
the case of taxes on petroleum products and from tax collection in
general. Current expenditure, already greatly reduced, counsiderably
exceeds revenue. Since 1975, Chad has not had an investment budget.
Moreover, the Government does not yet have all the means of evaluating,
monitoring, and controlling the large public investment program financed
by foreign resources.

4. Thus, in view of the major domestic and foreign imbalances, made
more acute by the fact that Chad is a landlocked country and by the fall
in cotton prices, the Government has decided to intensify its adjustment
efforts and to implement a balanced revival of its economy during the
three-year period 1987-90. With the staffs of the Fund and the World
Bank, it has prepared an economic policy framework paper (PFP) for the
period July 1987-June 1990. This paper was examined by the Executive
Directors of the World Bank meeting in the Committee of the Whole on
June 2, 1987 and by those of the Fund on June 19, 1987.
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5. The overall aims of the program:in the medium term are
- (1) - real growth of 2 percent per annumj

‘v'(ii) ~a supply and demand policy -aimed at limiting the rate of
inflation to 5 percent per annum; . o

'(111) contain the overall.fiscal deficits to levels that can be
financed by available resources; and . . -

(iv) a reduction in the current account . deficit of the balance of
payments, excluding official transfers, from 36.5 percent-of GDP in 1987
to 35.3 percent in.1990. This would lead to a viable balance of pay-
ments position without further accumulation of external arrears,. taking
into account, in particular, the anticipated foreign financing for the
parapublic sector and for the cotton sector rehabilitation program.

6. In order to achieve the objectives and implement the policies of
the three-year program, the Chadian authorities, within the framework of
that program, have adopted a first-year program covering the period

July 1987-June 1988. The 1987/88 program essentially aims at containing
the imbalances in public finance and the balance of payments.. For this
purpose, the objectives of this first year of the structural adJustment
facility (SAF) program are '

(1) . a 1.2 percent increase in the.le&el,of GDP in reél terms;

(ii) an inflation rate, measured by the GDP deflétof,.of‘4 per—
cent; and ' . : :

, (iii) a current account deficit (excluding official.transfers) of
36 percent of GDP. During the program period Chad will continue, to
apply a trade and payments system that is virtually free of restrictions
on payments and transfers for current international transactions.

7. A key element of the adjustment planned in 1987/88 is the continua~
tion of efforts is to rehabilitate the cotton sector. Efforts made so
far have been fruitful and the f.o.b. export cost of cotton in the
1986/87 crop year was reduced to CFAF .634 per kg. The donors' meeting
in N'Djaména in June 1987 noted with satisfaction the progress made,
especially in improving COTONTCHAD's financial position. They decided
to continue to finance the rehabilitation program for the 1987/88 crop
‘year. At the same time, efforts will be intensified to promote the
animal husbandry sector, which has a considerable export potential.. The
- process of repairing destroyed infrastructure will be accelerated by the
adoption of an investment budget in 1987, the first in more than tén
years. Finally, the efforts to improve the financial position of loss-
making public enterprises, as described in detail in the PFP, will be
continued in 1987 and 1988, in particular in the case of STEE, which has
a monopoly for the distribution of water and electricity.

.
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8. Throughout the period of the program, the Government will continue
to encourage the private sector by an increased liberalization of the
economy and by an improvement in the economic and financial environment
of the industrial and commercial sectors. For this purpose the
Investment Code, which dates back to 1963, is being revised.  Efforts
will be made to help local businessmen prepare and submit loan applica-
tions to the domestic financial system.

9. The Chadian authorities are aware of the possibility of consider-
ably increasing revenue by reforming the petroleum tax system.
Accordingly, a new provisional system will be introduced on August 1,
1987. It is estimated that the new regime, consisting essentially of a
simplification of the present system and concentrating on more effective
collection, could yield approximately CFAF 6 billion on an annual basis,
compared with estimated receipts from the present system of CFAF 3 bil-
lion during a normal year. In 1987, allowing for the delayed impact of
its implementation, only some CFAF 2 billion are expected to be
collected. By January 1, 1988, with the assistance of the World Bank, a
permanent system will be implemented. This permanent system will
define, inter alia, the institutional framework for the collection of
the new petroleum tax.

10. According to projections, total revenue in 1987, 1nc1uding the
yileld from the new petroleum tax system, will amount to only

CFAF 19.1 billion, an increase of 13.4 percent over 1986, but a

12.0 percent decrease in relation to the 1987 budget forecasts. The
shortfall in revenue 1is, to a large extent, due to the economic stagna-
tion experienced by Chad since the second half of 1986. This economic
slump is attributable to the fall in revenue in the cotton sector and to
the various taxes levied on locally manufactured beer and cigarettes in
the last quarter of 1986. The reduction in domestic demand caused a
decline in imports subject to import duties, which had a negative impact
on revenue from taxes on foreign trade. Revenue also fell on account of
the decision to suspend duties and taxes on the cotton sector under the
COTONTCHAD rehabilitation program.

11. Current expenditure, amounting to approximately CFAF 26.6 billion,
will rise by some 10.3 percent over 1986. 1In spite of this increase,
allocations for goods and services are lower than actual requirements,
which will have a negative impact on the efficiency of the Central
Government. Nevertheless, they cannot exceed this level if the overall
deficit is to be kept within acceptable limits, given available
resources. Investment expenditures in 1987, which are wholly financed
by foreign loans and grants, will amount to CFAF 69.5 billion. Thus,
total expenditure in 1987 will amount to CFAF 96 billion, an increase of
37.2 percent compared with 1986.

12. On the basis of these developments in revenue and expenditure, it
is estimated that the overall budgetary deficit, on a commitment basis
and including foreign-financed investment expenditures, will amount to
approximately CFAF 76.9 billion in 1987, or the equivalent of
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26. 2 'percent of GDP. To a large extent, this deficit will be financed
by grants and loans linked to projects estimated at CFAF 69.0 billion.

- Taking into account' already ‘committed budgetary aid of CFAF 4.6 billion,

scheduled amortization on foreign loans of CFAF 1.8 billion, debt relief
of some CFAF 0.7 billion, the CFAF 1.3 billion improvement of the -
Central Governmént's position vis-3-vis the banking system, the creation
of a CFAF 0.8 billion reserve fund as a margin for a possible shortfall
on revenue, the planned reduction in domestic and external arrears of
CFAF: ‘1.6 billion, and some CFAF 0.4 billion in other nonbank domestic
financing, the residual financing requirement is estimated to be .
CFAF 7.9 billion.' - ‘It is planned to finance this amount by the use of
SAF counterparts in the amount of CFAF 2.4 billion and by additional
budgetary aid in the amount of CFAF 5.5 billion. ‘The Chadian author-
ities have received undertakings as to the amount and disbursement of
the additional budgetary aid. It is the authorities’ intention not to
accumulaté any new domestic arrears during the program period and, in
fact reduce outstanding arrears.

13. Preparations for the 1988 budget have commenced. The aim of the
Chadian’ authorities will be to limit the overall deficit before ‘grants,
including investments financed by foreign resources, 'to some 27 percent
of GDP. Revenue, including the yield from the new petroleum tax system,
is expected to rise by 12.6 percent over 1987 to CFAF 21.5 billion.
Current expenditure will increase by 0.9 percent and will not exceed
CFAF 26.8 billion in"1988. 1In particular, the wage bill and military
expenditureé will be controlled tightly and’ will decrease in reéal terms,
while outlays on" goods and services will actually decline in nominal
terms, mainly theé result of expenditure on conferences held in ‘Chad
during 1987 which will not be repeated in 1988, Investment expenditure

- financed ‘by foreign grants and loans is expected to rise 'to

CFAF-78.8 billion, and thé overall deficit on a commitment basis will

* reach CFAF 84.1 billion in 1988, or the equivalent of 26. 8 percent of

GDP.' At present, it is not possible to identify precisely the sources
of financing for 1988; however, it is expected that’ the sources of
financing in 1987 will be available again ih 1988. On tliis basis, the
overall deficit on a cash basis for the period of the 1987/88 program is
expected to amount to CFAF 83.6 billion, or the equivalent of 28 percent
of GDP. ' The financing required will come largely from investment-linked
loans" and 'grants, debt relief, foreign budgetary ald, SAF counterparts,
and from countérparts of World Bank nornpro ject operations. A Fund °®
mission will visit N'Djaména in late 1987 to study thoroughly the 1988
budget proposaltand to satisfy itself that the financing requirements
for thé budget aré met. "This mission will also examine the implementa-
tion-of the new petroleum tax system and if appropriate, will make >
recommendations in conjunction with the WOrld Bank to improve the yield
of that tax. .
14. Hitherto, the rate of increase in domestic credlt has been very
high, owing in’ particular to’ COTONTCHAD's nonpayment of . its liabilities,
which has weakened ‘the country's: extérnal position. In this connection,
the Chadian authorities undertaké to continue their sélective credit : {f\\
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. policy in the 1987/88 period. This will be done principally by granting
credit to the cotton sector on the basis of a realistic forecast of
export sales, thus ensuring that credit will be fully reimbursed at the
end of the season. At the same time, great care will be taken concern-
ing the allocation of credit to the other productive sectors of the
economy. To improve control over the distribution of credit, benchmarks
have been set for domestic credit and net banking credit to the .
Government for end-September and end-December 1987, and for end-March
and end-June 1988. Accordingly, domestic credit should increase by
2.9 percent in 1987 compared with 19.9 percent in 1986, while net bank-
ing credit to the Government should increase by 11.3 percent in 1987,
compared with an increase of 103.3 percent in 1986. During the program
period of the first SAF year (July 1987-June 1988), domestic credit will
increase by 14.5 percent. COTONTCHAD's arrears vis—-3-vis the banking
sector amounted to approximately CFAF 43 billion at end-May 1987. 1In
1987, COTONTCHAD will pay at least CFAF 7.7 billion of these arrears
through cash settlements, largely through the use of extrabudgetary
exceptional foreign resources; as of June 1987, CFAF 2.1 billion had
been paid. A further amount of CFAF 3.4 billion will likewise be paid
in 1988, through cash settlement and made possible by exceptional extra-
budgetary foreign resources. The remaining balance will be rescheduled,
as provided for by a resolution adopted in November 1986 by the Board of
Directors of the BEAC, over a period of ten years with two years' grace
for interest and five years' grace for principal. Interest rates were
positive in real terms 1in 1985 and in 1986. In conjunction with the
other members of the monetary area of the BEAC, the Government will
endeavor to maintain positive real interest rates in Chad during the
period of the program.

15. The three-year program and this 1987/88 program provide for a
cautious policy regarding external indebtedness. The Government's
policy will be aimed at maintaining the share of grants in the external
financing of public investment. In any case, the Government will
neither contract nor guarantee any nonconcessional foreign loans with
repayment periods of less than twelve years. At the same time, short-
term foreign credits will be limited to normal import-related commercial
credits. Chad's level of indebtedness 1is quite low, as reflected in its
6.3 percent scheduled debt service ratio in 1986 (including obligations
to the Fund). The program does not allow any accumulation of external
arrears.

16. Chad's balance of payments situation will remain difficult at least
untll the end of the decade, despite the expected recovery in world
‘cotton prices. However, it is anticipated that it will be possible to

. mobilize sufficient external resources in the form of grants and con-
cessional loans to sustain the projected levels of imports and other
outflows. For 1987, the current account deficit (excluding official
transfers) will amount to SDR 274.2 million, or the equivalent of

- 36.5 percent of GDP, and the overall deficit will be SDR 15 million, or
"the equivalent of 2 percent of GDP. The overall deficit will be

‘ financed by the use of official international reserves in the amount of
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o . . 5
SDR 15.6 million (including the SDR 6.1 million utilization of disburse- Y
ments under the SAF), taking into account a payment of SDR 2.6 million

of arrears and debt relief of SDR 1.9 million. In 1988 the current

account deficit of the balance of payments (excluding official

transfers) will amount to SDR 286.2 million, or the equivalent of

35.6 percent of GDP. It is expected that the overall balance of pay-

ments will show a deficit of SDR.4.5 million. For the period 1989-92,

‘the balance of payments (except in 1990) should show surpluses

presuming the identified financing is obtained

~17.  As the program is supported by SAF resources, it will be monitored
by the quantitative benchmarks set forth in the ‘attached table. 1/
These benchmarks are

(1) ceilings on domestic credit and net claims on Government at
end-September and end-December 1987, and at end-March and end-June 1988;
these are subject, pari passu, to downward adJustment 1f the receipt of
exceptional external assistance is greater than programmed; the ceilings
for domestic credit will be subject to adjustment to reflect differences
‘between actual and programmed values for the volume of production and
export price of .cotton; ‘

(ii) until end-June 1988, a net quarterly reduction in domestic
" and external arrears; no accumulation of new external or domestic
arrears during the program period; )

(ii11) during the program period; no nonconcessional Borrowing'with
an initial maturity of between one and twelve years; '

(iv) targets for the fiscal current deficits excluding foreign~
financed investment outlays, ) N

(v) minimum CFAF 2 billion petroleum'tax yield in‘l987_and
CFAF 4.5 billion yield between July 1987 and June 1988; and

(vi) ceilings on COTONTCHAD's operating'deficlt in l986[87 and in
1987/88. : . - . o .

The structural benchmarks are
(vii) consolidation of government financial operationms, based on-
the new treasury accounts nomenclature, and the regular compilation of a

treasury balance sheet (by March 1988);

(viii) adoption of a three-year government»investment'program and a
planning system coordinating the decision-making process regarding the

. l/ The benchmarks for the first half of 1988 will bearevised. //\>
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public investment program among the'Ministry of Finance and Computing
Services, the Ministry of Planning, and the Autonomous Amortization Fund
(by June 1988); and

(ix)® during the program period, ‘an intention not to introduce new
or intensify any existing restrictions on payments and transfers for
current international transactions, not to introduce multiple currency
practices, not to conclude bilateral payments agreements which are
inconsistent with Article VIII, nor to introduce new or intensify any
existing restrictions on imports for balance'of‘payments reasons.

18. The Government remains convinced of the need to persevere in its

medium-term ad justment efforts and, in this context, would appreciate
continuing to receive the technical and financial support of the Fund.
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Claims on Govermment (net) 4/ (5 30%)' s‘(“7‘Y 6%:3‘)“ Qj(?%ég)nb?ﬂ?ﬁ?)
(During period)

Reduction of external arrears
through cash settlement by CAA 0.985 0.985 - -—

Reduction of domestic arrears through
cash settlement L.223 1223 0. 375 0375

New foreign borrowing of less than 12 years
without at least a 50 percent grant component

excluding import-related short-term credits - —_ -— -
Accumulation of new external or domestic

payments arrears — — _ —_

1987 1987/88
Jan. 1-Dec. 31 July 1-June 30 1/

Current fiscal deficit on a commitment

basis as percent of GDP 5/ 25 L9
Minimm petroleum tax revenue 2.0 4.5

Maximm operating deficit of COTONTCHAD 9.0 6/ ~6.5 7/

1/ Benchmarks for the period January-June 1988 are to be revised.

2/ To be revised. .

3/ On the basis of a 100,000 ton cotton crop in 1987/88.

4/ These indicators will be lowered if nonprogrammed external resources are received during
the program period

2/ Including yields from the new petroleum tax system and excluding foreign—-financed invest-
ment outlays.

6/ 1986/87 crop year.

7/ 1987/88 crop year.
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CHAD - Relations with the Fund

(As of August 31, 1987)

Membership Status

(a) Date of membership: July 10, 1963
(b) Status: Article XIV

A. Financial Relations

General Department (General Resources Account)

(a) Quota: SDR 30.6 million

(b) Total Fund holdings of currency: SDR 37.34 million
' ' (122.02 percent of quota)

(¢) Fund credit: SDR 7.00 million (22.87 percent of quota)

(d) Reserve tranche position; SDR 0.26 million

(e) Current operational budget (maximum use of currency): None
(f) Lending to the Fund: None

Stand-By Arrangemehts and Special Facilities

(a) Current stand-by arrangement: None

{b) No previous stand-by arrangements; two credit tranche
purchases with ordinary resources amounting to
'SDR 5.23 million

(c) Current special facilities: Compénsétory financing
facility: SDR 7.00 million

SDR Department

(a) Net cumulative allocation: . SDR 9.41 million

(b) Holdingsf SDR 0.47 million (5.0 percent of net cumulative
<allocation)

(¢) Current designation plan (amount of maximum
designation): None



v.

VI.

VII.

VIII.

IX.
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CHAD - Relations with the Fund (continued)

Administered Accounts

(a) Trust Fund loan: (i) Disbursed: SDR 5.39 million
(11) Outstanding: SDR 0.85 million

(b) SFF Subsidy Account: None

Overdue Obligations to the Fund: None

B. Nonfinancial Relations

Exchange Rate Arrangement:

Intervention currency and the rate French franc;
: CFAF 1 = F 0.02

Local currency/SDR equivalent . CFAF 391.00 = SDR 1

Last Article IV-Consultation

The staff report for the 1987 Article IV consultation
(EBS/87/98) was discussed by the Executive Board on June 19,
1987. The following decision was taken:

1. The Fund, takes this decision in concluding the 1987
Article XIV consultation with Chad, in the light of the 1987
Article IV consultation with Chad, conducted under Decision
No. 5392-(77/63), adopted April 29, 1977 (Surveillance over
Exchange Rate.Policies).

2. The Fund notes that Chad continues to maintain an
exchange system that is free of restrictions on payments and
transfers for current international transactions other than the
restrictions on tourism and business travel allowances as
described in SM/87/122 (May 28, 1987).

Fund Actions with Respect to Overdue Obligatiohs-

(a) Complaint‘By Managing Director under Rule K-1 and notice of
failure to settle Trust Fund obligations, July 27,  1984.

(b) Mission on overdue financial obligafions, August 6-15, 1984.
(c) Staff'repert on the Curreﬁt status of ovefdﬁe obligations to
the Fund (EBS/84/193) discussed by the Board on
September 12, September 27, and October 1, 1984.

(d) Settlement of overdue obligations: November 8, 1984.

9
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CHAD - Relations with the.Fund (concluded)

Technical Assistance

'FAD technical assistance for a review of. ‘the tax system,
November 2-20,. 1976.

FAD technical assistance in tax policy, January 30-
February 22, 1984, .

: FAD'technical assistance in tax administration, hovember 12-
December 4, 1984.. - _ .

PP B S
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December 18 1984.
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i FAD LT
November 12

STA technical assistance in the balance<of payments.area,

'November 20-December 6, 1984. .

"STA technical assistance in general economic statistics,
Aptil 26-May 18, 1985. ‘ '

FAD general fiscal advisor for a period of two years

. beginning June 1985, extended through June 1988.

" CBD advisor in the area of domestic and external_debt for a
period of one year beginning August 1985,. extended through March

1987.

FAD - technical assistance in cotton tax policy,

.November 18-26, 1985.

. CBD technical assistance in the area of the bank moratorium,

. January. 5-14, 1987
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Chad - Financial Relations with the World Bank Group

Chad became a member of the Bank on April 2, 1963, with a capital
subscription of SDR 124 million. Since then, seven IDA credits totaling
US$20 million have been fully disbursed to Chad. Three of these credits
were for education (21 percent of total lending); two, for agriculture
(47 percent); one, for highway maintenance (22 percent); and one, for
drought relief (10 percent). 'As a result of the civil unrest, World
Bank activities in Chad were interrupted in 1979, and Chad began to
accumulate sizable payments arrears to the Bank. Following the full
‘payment of overdue obligations in May 1985 and the recent improvement in
the security situation, the Bank has identified priority activities
which have been financed by an acceleration of disbursements under
- existing credits. ‘Amendments to these credits were approved by the
Executive Board on May 24, 1985. 1In October 1985, a Bank mission
vigsited Chad for the purposes of reviewing economic developments and
- prospects and of identifying additional productive projects in key
sectors of the economy. Follow~up appraisal missions took place in
February and March 1986 for an agricultural rehabilitation project and a
highway maintenance project. :

In response to the serious financial implications for Chad of the
sharp fall in cotton prices, the Bank and other donors (EC, USAID, CCCE,
ADF, and UNDP) participated in a meeting to discuss a report by France,
CCCE, and CFDT (a shareholder of COTONTCHAD) on a cost reduction program
" for the cotton sector and its support through an emergency rehabilita-
tion program. An IDA credit of SDR 12.8 million'in support of this
program was approved on June 23, 1986. The Bank is also the executing
agency for a UNDP-financed study of medium—-term prospects for the cotton
sector, which would complement the French study and attempt to propose a
detailed financial ad justment program. The Bank and other donors met in
October 1986 to review progress in the emergency cotton program and give
their initial consideration to the longer-term study. The donors met
again in June 1987 and noted with satisfaction the progress made, in
particular the substantial reductions in production costs and the
improvement in COTONTCHAD's financial position.

An IDA credit of SDR 20.0 million for a highway maintenance project
and a credit of SDR 14.5 million for an agricultural rehabilitation
project were approved on July 29, 1986 and March 9, 1987, respectively.
The Bank is also actively preparing action programs for the development
of domestic petroleum resources and in the education and training
sectors. In November 1986 and March 1987, Bank staff collaborated with
Fund missions in the preparation of a PFP. On December 10, it was
decided to move Chad from list B to list A of countries eligible for
assistance under the Special Facility for Africa (SFA).

The World Bank is poised to play a major role in the development of
Chad's economy over the medium term. During a UNDP-sponsored Round ,/“\
Table in December 1985, the Bank took the lead, together with the UNDP, .
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in coordinating external assistance to Chad. "The Bank has already
provided technical assistance in the elaboration of the 1987 investment
budget, the first since 1975, and, in the context of the PFP elaborated
jointly with the Fund, stands ready to provide large amounts of other
technical assistance. Such assistance will be mainly oriented towards
improving the performance of parastatals, especially in agriculture.
Aside from the rehabilitation of COTONTCHAD, as described above, the
Bank will assist the authorities in the elaboration of a development

~ etrategy for the agricultural sector; in the promotion of crop
production and marketing, primarily through a re-examination of the role
of the National Cereals Office; in the improvement in the operations of
the livestock sector, by redefining the role of SOTERA and MAGAVET with

" a view to eliminating their monopolies on exports of livestock and on
marketing of veterinary products, respectively; in the definition of a
transport sector policy; in the development of the human resource base,
with special emphasis on the training of teachers; and in the reduction
of the size and improvement in the efficiency of the parapublic sector,
with special emphasis on the electricity company, the STEE, and the
Petroleum Products Intervention Fund. Finally, pre-project financing
has already been made available for feasibility studies in the petroleum
sector; the project will be formally signed shortly and should enter the
exploration stage in 1989, with exploitation foreseen by 1993.

The Bank is providing assistance to economic and financial
management by executing a US$3.8 million UNDP-funded project providing
technical assistance to the Ministry of Planning. This assistance
consists of the provision of five experts for three years and 36 man—-
months of short-term assistance. In addition, the Bank will present to
its Board in September 1987 a US$12.8 million Economic and Financial
Management project consisting of four parts: US$4 million to fund a
variety of studies, audits and technical and logistic support to help
the Government comply with commitments under the PFP; US$4.1 million for
new buildings and equipment for the Ministries of Finance and of
Planning; US$0.6 million for training for agencies involved in economic
and financial management; and US$4.1 million for a sample survey of the
population. : .

The Bank recently completed a draft country economic memorandum for
23{ Chad, which provides a broad macroeconomic and sectoral overview; it is
the first such report in over ten years. The memorandum was discussed
¢Jextensively from July 13-18, 1987 between a Bank mission in N'Djaména
racsand a number of interministerial technical committees. Based on these
discussions, a final version of the memorandum, entitled Chad:
‘3:8ituation and Priorities, will be available for distribution in early
September 1987.
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";CHAD'f;Basic Data’
Area, population, and GDP per capita
Area ' 1,284,000 square kilometers
Population (mid-l986 estimates) :
Total : 5.1 million
Growth rate 2.3 percent
GDP per capita SDR 135 (1986)
1983 1984 - 1985 1986 1987 -
: Prov. Est.
Gross domestic product g
(at current prices)
Total -(in billions of : C
CFA francs) - 214.3 "224.2  '298.7  283.0 - 293.1
Annual growth rate (in percent) o ) - .
Nominal . 14.3 4.6 33.2- - -5.3 3.6
Real 5- 6 "'5. 7 .ot 29- 0 ’ _-20 3 00 5
GDP deflator - 8.2 11.0° 3.3 =3.0 3.1
Central government finance lj . (In billions of CFA francs)
Revenue - S 85 183 213 16.8  19.1
Expenditure and net lending 217 37.2 50.5 70.0 96. 0
Overall deficit _ . A : '
(commitment basis) o ~13.2 ~-18.9 ~29.2 ~53.2 -76.9
Change in arrears ' , : : : ’
‘(decrease (-)) 0. 8 0. 5 0. 7 0. 7 -0. 8
Overall deficit S _ :
(cash basis) -12. 4 -18.4 - -28.5 ~52.5 -77.7
External financing : - 12,9 16.6 29. 51.0 71.7
~Gross disbursements : 12.9 "16. 7 29.9 "52.2 73.6
Amortization paid e == '=0.1 -0.4 - =1.2 -2.2
Debt relief on interest S - Toe- - - 0.3
Domestic financing (net) . -0.5 1.8 -1. 1.5 -1.8
" Additional financing commitments - -- - Co— Co—— 7.9
‘(In percent of GDP)
Overall deficit _ o o o - -
(comnitment basis) - =2.0 -8.5 "=-9,8° -18.8 —26.2
Money and credit (end of period) (In billions of CFA francs)
Net foreign assets S 95 249  17.1 43  -L8
Domestic credit 43,4 56.4 68. 4 81.9 84.2
Net claims on Government ' '10. 9 ©'10..5 .35 6.9 7.6
Credit to private sector . - - - 32.5. . 45.9. © 65.0- 75.0 76.6
Money and quasi-money = . T 42,4 - 67.8 72.7 68.8

71.9.
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CHAD -.Basic Data (continued) L/
1983 1984 1985 1986 1987
' ’ Prov. Est.

(In percent of GDP)

Money and credit (continued)

Money and quasi-money 14.6 30.2 24,1 25.7 23.5
Public external debt 2/ . , (In millions of SDRs)
Disbursed and outstanding
(end of period) cee 111.6 121. 4 133.0 191.6
In percent of GDP ' aee 23.4 16.9 18.6 25.5
Interest due 3/ 4.4 3.6 3.0 3.3 3.9
Amortization due 4/ (including
Fund repurchases) 4.0 7.5 . 8.9 7.5 4,6
Debt service ratio in percent of
exports of goods and nonfactor
services 5/ .
Excluding the Fund 10.1 5.0 6.2 4,3 4,7
Including the Fund 11.4 . 7.6 9.9 6.3 5.3
Balance of payments (In millions of SDRs)
Merchandise trade -11.5 -2.8 ~77.4 -96.8 -143.8
Exports, f.o.b. . . 97.8 128.1 86.3 88.8 84,4
Of which: cotton (55.2) (94.6) (43.8) (38.2) (33.3)
Imports, f.o.b. . -109.3 -130.9 -163.8 ~185.6 -228.2
Services (net) -49.8 -59.2 -125.5 -125.1 -123.6
Transfers (net) : ' 81.5 . 74.8 138.6 . 173.8 190.0
Current account balance - » .
Including public transfers 20.3 12.7  -64.3 = -48.2 -77.6
Excluding public transfers -67.5 -64.3 -196.2 -228.9 -274.2
Medium- and long-term capital . =2, 8 6.0 66. 5 46.6 62.5
Disbursements . 2.3 3.8 19.3 - 21.5 64.1
Amortization -4.0 -4.8 =5.4 -5.5 -4.6
Other capital -1.1 7.1 52.5 30.6 3.1
Short~term capital (including
errors and omissions) -9. 4 =4.5 -28.7 -17.1 -
Exchange rate guarantee scheme 3.0 4.7 2.7 - -
Overall balance (deficit =) o111 19.0 =23.9 -18.7 -15.0
External payments arrears
(outstanding, end of period) oo 51. 4 54.6 . 62.1 -
(In percent of GDP)
Merchandise trade -2.2 0.6 -11.8 -13.1 -19.1
Exports, f.o.b. : 18.6 25. 6 13.2 12.1 11.2
Imports, f.o.b. 20.8 26.2 25.0 25.2 30.3 (/\\
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CHAD - Basic Data (concluded)

1983 1984 1985 1986 1987

Prov. Est.
Balance of payments (continued) (In percent of GDP)
Current account balance : _
Including official transfers 3.9 2.5 -9.8 -6. 6 ~10.3
Excluding official transfers -12.8 -12.8 -30.0 -31.1 -36.5
Overall balance » 2.1 3.8 3.7 =2.5 -2.0

(In millions of SDRs; end of period) -

Gross official reserves ' 16.2  48.6 33.8 16. 6 7.2
-Exchange rates (CFA francs per SDR)

End of period 436.97  470.11 - 415.26  394.78 ‘e

Period average 407.35  447.89 . 456.14  406.26 .ee

Social indicators

Population (in millions) 4.8 4.9 5.0 5.1 cee
Infant mortality rate (percent) cos 13.9  13.9 ces ose
Inhabitants per physican ‘ -

(thousands) o cee 38.5 cen cee
Inhabitants per nurse _ : :

(thousands) ' cee eee . 3.4 . oo
Number of schools cos 1,170 1,243 cee oo
Students in primary schools 6/ 38.0 . ces e oo

1/ Includes consolidated operations of the Treasury and the Autonomous
Amortization Fund (CAA) as well as foreign-financed investment expenditure,
but excludes the stabilization funds for cotton, petroleum, and sugar.

2/ Public and publicly guaranteed external debt. Complete reliable records
are not available to make estimates for years prior to 1984.

3/ Accumulation of arrears (net) were SDR 2.5 million in 1983, SDR 0.8 mil-
“1ion in 1984, minus SDR 0.6 million in 1985, and SDR 0.4 million in 1986.

4/ Accumulation of arrears (net) were SDR 3.7 million in 1983, SDR 3.0 mil-
lion in 1984, SDR 3.0 million in 1985, and SDR 2.1 million in 1986. )

5/ Scheduled debt service.

6/ As percent of age group.
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