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I. Introduction

The 1982 Article IV consultation discussions with the People's Republic
of the Congo were held in Brazzaville during the period June 18-Juiy 1, 1982.
The Congo continues to avail itself of the transitional arrangements of
Article XIV. The representatives of the Congo included Mr. I.0. Lekoundzou,
Minister of Finance; Mr. C. Oye Mba, Governor of the Bank of Central African
States (BEAC), Mr. G. Bokilo, National Director of the BEAC; Mr. A. 1kantsi,
Secretary General of the Ministry of Planning; and other senior officials of
ministries and agencles concerned with economic and finc * 1 matters. The
staff team consisted of Messrs. M. Sidib& (head-AFR), "ronqulst (AFR),
J. Harnack (AFR), A. Abisourour (ETR), Ms. A. Mullor-- n (INST), and
Miss Y. Georges (secretary—-AFR).

II. The Economic Background

The Congo has a population of about 1.6 million, some 40O per cent of
whom live in the two main urban areas. Educational enrollment and adult
literacy in the Congo are among the highest In sub—-Saharan Africa. Over the
last decade the public sector's role in the economy has expanded rapidly,
with its share currently estimated at about threz quarters of non-oil and one
half of total gross domestic product (GDP). Foreign private participation
remains important in key sectors such as petroleum, rorestry, construction,
and commerce. Meanwhile, the economy has become increasingly dependent on
the petroleum sector, whose share in GDP grew from less chan 2 per cent in
1970 to 33 per cent in 1980 and an estimated 36 per cent in 1981 (Table 1

and Chart 1). Consequently, developments in the economy parallel movements
in o0il production and prices.

In the early 1970s crude oil production, which expanded rapidly follow-
ing the coming on stream of the first offshore field, fostered economic
growth. The economic boom, however, was short-lived, as oil output declined
due to geological and technical factors; in 1975-77 oil producti-1 averaged
only 82 per cent of its 1973-74 level. With the recession in industrial



Table 1 People's Republic of the Congo Selected Economic
and kinancial Indicgtors, 1979-82

1979 1980 1981 1982

(Annual percentage changes)

Production and prices

Real GDP 9.8 15.8 14.5 11.0
Of which: mining sactor (13.0) (21.0) (24.8) (11.9)
GDF deflator 13.7 22 B 22.4 18.2
Consumer prices 7.4 7.6 16.7
Goverament filnance
Revenue -8.3 127 5 78.5 15 2
oil (73.3) (159.0) (114 5) (7 0)
Nen-o1il (=33 1) (102.8) (42 5) (27 5)
Grants ~-76 4 -100.0 - .e
Expenditure and net lending ~16.9 106.0 46 7 23 2
Current (~29.2) (106.7) (16.9) (28.1)
Capical (121 6) (143.4) (157.8) (15 0)
het lending (214.3) (-100 0O) (~=) -=>
Money and credit
Domestic credit 10.1 17 2 25 8 .o
Central Government (net) (—0.2) (5 3) (-80 2) (.
Other (15 6) (22.8) (68 2) (4 )
Broad money (M3) 21 8 6 7 50 13
Velocity (GDP relative to M3) 6.4 6.5 6.2 .
Intetrest rate (one—-year savings
deposits, end of period) 6.5 6 5 6.5 6 5
External sector
Exports, f o.d 1/ 55 8 82.3 31 7 6.7
0f which petroleum (56 6) (109 7) (44 4) (6 8)
Importe, f o b 1/ 31.4 49 1 64 O 6 3
Export volume 18.7 9 5 19 8 6 4
Of which petroleum (7 6) (24 5) €23 5) (8 6)
Impore volume 20.8 31 5 73.7 2.5
Terms of trade (deterioration -) 15.0 44 9 14.0 -4 4

Nominal effecclive exchange

rate (depreciatic ) 1.9 3 8 -0 5 -0 6 2/

Real effectives exchange rate
{depreciation =) -1 1 -4 1 0 4 -4 7

(In per cent of GDP)

Central government savings 3/ O 8 4 1 17 7 13 2
Central government balance

{(deficit =) _‘:/ -4 2 -3 5 37 1 6

External financing (net) -0 4 2 5 -0 4

Domestic bank financing (net) -— o 3 -3 5
Gross domestic investment 30 3 32 8 40 9 39 6
Gross domestic savings 19 2 3z 2 24 0O 26 5
External current account

deficie 5/ B 3 10 1 23 3 18 2
External debt, inclusive of

use of Fund credit 64 8 56 O 52 0 45 4
Debt service ratioc 6/ 14 6 & 8 9 2 12 0
Incerest payments &/ 58 3.4 3o 36

(In millions of SDRs)

Overall balance of payments 8 4 64 3 54 1 57 2
Gross official reserves (weeks

of imports, c¢c 1 f ) 55 73 6 8 9 4
External payments arrears 26 7 4.1 1.7 -

Sources Data provided by the Congolese authorities, and staff estimates.

1/ Based on SDRs.
2/ Firsct half.
A/ Excluding grants.
4/ Commitment basis
%/ 1Including public transfers.
6/ 8Scheduled, as per cent of exports of goods and nonfactor services,
including the Fund
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countries also adversely affecting the forestry sector, the Congo's economic
situation deteriorated markedly during that period. Real GDP declined at

an average annual rate of 3 per cent in the three years 1975-77. Since 1978
petroleum output has recovered dramatically. Following a 35 per cent in-
crease 1n that year to 2.42 million tons, it rose steadily to 4.10 million
tons in 1981. Despite the continued stagnation of agriculture and forestry,
real GDP growth averaged an estimated 13 per cent during 1979-81.

The recovery in oil production, together with favorable world prices,
resulted in increasingly large external and budgetary receipts. Crude oil
exports, which rose by 57 per cent in 1979 and more than doubled in 1980,
rose further by 44 per cent in 1981 to SDR 807 million. Thus, although
import payments increased rapidly, the trade balance has been in surplus
since 1978. However, owing to large and increasing net services and trans-
fer payments related to the oil sector and to the growing interest payments
on external debt, the current account deficit deterioratred markedly over the
period and particularly in 1981, when it reached SDR 369 million, or the
equivalent of 23 per cent of GDP (Chart 2). With the improved 51l prospects,
the country was able to mobilize large forelgn resources in the form of
long~term private and public borrowings, which, after falling ir 1979, more
than doubled over the two subsequent years to reach SDR 403 million in 1981.
In that year private sector short-term borrowing also rose substantially.
Consequently, notwithstanding the rapid increase in debt amortization, the
overall balance of payments, which turned arcund from a deficit equivalent
to SDR 24 million in 1978 to a surplus of SDR 8 willion in 1979, {mproved
further in 1980-81, when the surpluses averaged SDR 5% million. By early
1982 the Congo was able to liquidate all external payments arrears, while
improving its external reserve positisn. Nonetheless, at the end of 1981
gross official reserves represented only about two months of 198l i1aports
(celafe)e

Notwithstanding the substantial growth of resources accruing from the
oll sector, in 1979-80 the budgetary situation remained weak. This reflected
inadequate expenditure restraint measures and poor non-oll revenue perfor-—
mance. During these two years, non-oil revenue, on average, remained at
the 1978 level owing in part to deficlencies in tax collection as well as
to the continued difficult financial position of the state enterprises. In
relation to nominal GDP, budgetary expenditure and net lending, 1/ which
had declined to 25 per cent in 1979, rose again to 36 per cent in 1980. As
a result, the budgetary deficit remained relatively large, representing
about 4 per cent of GDP in each of the two years (Table 1 and Chart 3).
Although 1n this period the budgetary deficit fell below 1ts 1978 level,
available means of financing were inadequate, and payments arredrs, largely
domestic, continued to accumulate.

As a result of these developments, a major objective of the stabiliza-
tion program adopted by the authorities in 1979 was not achieved. The

1/ Excluding part of central government investment financed by foreign
grants and loans.
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program, which was supported by a one-year stand-by arrangement (EBS/79/197)
in the second credit tranche in an amount of SDR 4 million, or 15.7 per cent
of the Congo's current quota, aimed essentially at improving public sector
finances and strengthening the balance of payments. In particular, the fis-
cal deficit was to be reduced to a level that could be financed without any
further accumulation of arrears. Since this performance criterion was not
observed, the Congo's drawings under the stand-by arrangement were limited
to the first two scheduled purchases totaling SDR 2 million.

In 1981 budgetary resources from the oll sector more than doubled to
CFAF 126 billion. Non—o0il receipts grew by 42 per cent, owing to the high
level of economic activity and the improvement of tax administration, notably
through the introduction of a prepayment system (perception par anticipation).
As a result, total budgetary revenue rose to CFAF 210 billion, 1/ compared
with CFAF 117 billion in 1980 and CFAF 52 billion in 1979. Thus, notwith-
standing the coantinued rapid expansion of government spending, there was a
ma jor turnaround in the overall balance, from a deficit of CFAF 12.6 billion
in 1960 to a surplus of CFAF 18.9 billion in 1981. This enabled the Treasury
to meet public extermnal debt obligations, v.rtually eliminate external pay-
ments arrears, and improve its position with the banking system. At the
end of 1981 the banking system's net claims on the Government had been
reduced to CFAF 4 billion from CFAF 22 billion as of end-1980. At the same
time, the Treasury was able to discharge its other current payments obliga-
tions on a2 timely basis, thereby contributing to improving the liquidity of
the economy and stimulating economic activity. However, domestic arrears,
which were tentatively estimated at CFAF 75 billion at the end of 1980,
were reduced by only 10 per cent to some CFAF 68 billion, or the equivalent
of 32 per cent of 1981 budgetary revenue. Although no breakdown is avail-
able, indications are that these arrears are largely owed to state enter-
prises.

Reflecting a renewed confidence in the economy, demand for credit rose
sharply. In contrast to 1979-80, when it averaged 19 per cent, the growth
rate of credit to the economy accelerated to 68 per cent in 1981. 1his was
largely attributable to credit to the private sector, whose share, after
declining in 1979-80, increased rapidly to represent two thirds of the total
in 1981, partly on account of medium—-term borrowing by oil companies matched
by an increase in commercial banks' foreign liabilities. With the turnaround
in the budgetary situation, net government borrowing was significantly re-
duced and domestic credit expanded by 26 per cent in 1981, compared with an
average of 14 per cent in the two preceding years. As the external position
improved considerably, the expansion of broad money, which was below that of
nominal GDP in 1979-80, reached 50 per cent, compared with a nominal GDP
growth of 40 per cent. Indications are that these developments, ccupled
with the depreciation of the CFA franc pari passu with the French franc,
intensified pressures on domestic prices. As measured by movements in the
European consumer price index, infiation accelerated to 17 per cent in 1981
from an average of 7.5 per cent in 1979-80 (Chart 1).

1/ As of August 25, 1982, SDR 1 = CFAF 374.624.
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CHART 3
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lhe expanaion of the public sector's role in the economy stemmed from
the nationalization of existing private companies and the creation of new
state enterprise. in line with the Government's desire to control and direct
economic development. In early 1980 there were 68 state—-owned enterprises
and 6 mixed enterprises, including the 2 commercial banks. Many of these
state enterprises are small government agencles and those engaging in large-
scale production are few, with the 6 largest accounting for close to two
thirds of their total output and over one half of their employment. The
state enterprises dominate the manufacturing, modern agricultural, transpor-
tatlon, and utilities sectors. Owing to inappropriate investment, employ-
ment, and pricing policies, as well as weaknesses in management, the econom-
Jc performance of these enterprises remained unsatisfactory throughout the
1970s. Their financial difficulties also mounted, requiring increasing
government subsidies. Such subsidies were estimated at CFAF 6 billion in
1980, but no information 1s available on subsidies channeled through the
fnvestment budget. Their financial difficulties became acute toward the
end of the decade, promptiug the Government in 1980 to adopt a number of
measures aimed at rehabilitating them. These included the settlement of
thelr debt to the Government through a compensation scheme and the estab-
lishment of rehabilitation programs for the major enterprises. The National
Management Center (CENAGES), which was created in 1978 to provide state
enterprises with technical and management assistance, was entrusted with
the follow-up of the execution of these measures.

For 1982, crude o0il production 1s estimated to increase by 12 per cent,
or about half the 1981 rate, to 4.6 million tons. Consequently, although
most other sectors are expected to expand faster than in 1981, GDP growth
is projected to slow down to 11 per cent in 1982. Assuming an average ex-
port price of US$31 per barrel, oil export receipts could expand by 7 per
cent to SDR 861 million in 1982. Together with larger net transfers, this
would more than offset the increase in payments for imports and net services,
and the current account deficit 1is expected to decline from 23 per cent of
GDP to 18 per cent in 1982. As net capital inflows are expected to remain
at a relatively high lavel owing to large private and public foreign borrow-
ings, the overall balance of payments surplus is forecast to reach the
equivalent of SDR 57 million. Because of the continued growth of oil and
ron—-o0i1l revenue, the latter due to continued rapid GDP growth and the
general application of the prepayment system, total budgetary revenue is
projected to increase by 17 per cent. Thus, the 1982 budgetary outcome
is likely to remain favorable, despite an estimated 23 per cent increase
in government spending. The rapid expanslon of current budget expenditure
is largely attributable to the more than doubling of interest payments on
the public debt as well as to th2 32 per cent growth of the wage biil,
owing mainly to the Government's decision to raise civil servants' monthly
wages and salaries by CFAF 7,000-CFAF 10,000 and to the impact of the
Government's long-standing policy of offering employment to all school and
university graduates. Public debt service payments are budgeted to rise
sharply in 1982 reflecting the debt reschedulings in 1978-80, the increased
borrowings since 1980, the takeover by the Government of debt obligations
of a number of state enterprises, and the depreciation of the CFA franc.



ITI. Report on the Discussions

1. Economic development poli:zies

Following the rapid and large rise in resources accruing from the oil
sector, in 1981 the Congolese authorities adopted the first Five—-Year
Economic and Social Development Plan, covering the period 1982-8€. Accord-
ing to the Congolese representatives, the plan is designed to set the stage
for self-sustained economic growth in the post-petroleum era and alms at
achieving three primary objectives: (1) the development and unification
of the national territory through the improvement of the basic physical
infrastructure; (iil) the revival of the productive base and the creation
of conditions propltious to its future expansion, notably through the re-
habilitation of state enterprises; and (iii) the improvement of the living
standards of the population. The plan envisages total investments of
CFAF 1,970 billion (at 1981 prices), of which CFAF 1,110 billion represents
investments by the public sector; of the remainder, oil sector investments
would account for up to 70 per cent. It is estimated that these investments
would help achieve an annual GDP growth of 10 per cent. The plan does not
nrovide annual investment tranches; on average, the volume of investment
could reach CFAF 394 billion, compared with CFAF 208 billion in 1981.

The public sector investment program, the core of the plan, devotes
about 44 per cent of total investment to physical infrastructure, particu-
larly transportatlion (roads, rail, and waterways), energy and water, and
urban and rural infrastructure; 37 per cent to agriculture, forestry and
industry, including resources to rehabilitate the state enterprises; and
the balance to social and administrative infrastructure. During the plar
period 70 per cent (CFAF 780 billion) of public sector investment would
be undertaken by the Central Government. On an annual basis, such invest-
ment expenditure under the budget would be CFAF 156 billion, compared with
CFAF 71 billion in 1981.

The availability of resources, both domestic and foreign, for the
financing of the plan is critically dependent on prospects for the oil
sector. These prospects are clouded, not only by uncertainties concerning
world market conditions and exchange rate movements but also by the peculiar
characteristics of the Congolese oil fields which make the Congo a high-cost
producer. The o0il fields are relatively small and difficult to exploit,
additional large investments in exploration, research, and development are
therefore essential determinants of the time profile of o1l production.

Most scenarios indicate that 01l output will decline after the mid-19ROs.
The Congolese authorities assume that, with the coming on stream of addi-
tional oil fields, oil output will increase steadily to 7.5-8.0 million
tons in 1985 and decline thereafter. Assuming further an average price of
US$32 per barrel and an exchange rate of CFAF 250, the plan forecasts that
0ll resources accruing to the public sector will be CFAF 900 billion, about
the mid-point of a projected range of CFAF 650 billion to CFAF 1,200 bil-
lion. Taking into account the likely evolution of non-oil revenue, current



expenditure, and debt service, the plan envisages that some CFAF 400 bil-
lion would be available for the investment budget. The remainder (CFAF 380
billion) of central government investment would be financed with foreign
loans. With borrowing by state enterprises projected at CFAF 280 billicu,
total public external borrowing would amount to CFAF 660 billion (SDR 1.9
billion).

Since the plan was adopted, the volume of o0il output for 1982 and 1983
kas been revised downward by 13 per cent and 20 per cent, respectively, to
4.6 and 5.5 million tons. The staff team noted that this provided clear
indications of uncertainties regarding the volume of resoarces likely to
become available during the plan period. Also, the planned level of invest-
ment does not seem consonant with the absorptive capacity of the economy.
Moreover, during the early years of the plan investment spending is likely
to be concentrated on infrastrurture, notably road and building construction,
and will not have an immediate impact on the productive base of the economy.
Therefore, in all likelihood, strong pressures will be exerted on the labor
and goods and services markets, and thereby on the general level of prices
as well as on the external position.

The Congolese representatives 1esponded that thelr authorities were
mindful of the short-lived o1l boom experience of 1973-74 as well as of the
likely inflationary 1lmpact of their current development efforts. For this
reason, they have adopted a flexible approach to development planning.
Investment targets under the plan would be adjusted annually in light of
experience aud changing circumstances, particularly with respect to the oil
sector prospects. They added that, in the choice of investments, priority
would be accorded to those projects which have a larger impact on production
as well as the living standards of the population. Moreover, in the area
of transportation, priority would be given to those infrastructure projects
which would foster eccnomic integration, thereby ensuring a greater flow
of goods and services from the producing to the consuming areas. In their
view, the inadequate transportation and distribution networks have hampered
the development of agriculture. forestry, and to some extenct domestic
industry. The successful easing of these bottlenecks would also exert
downward pressurces on domestic prices. As regards potential shortages in
the labor market, they noted that relief could only be achieved in the
medium- to long-term, as it would require the structural reform of the
educational system to achleve a better balance of supply and demand in this
market. In the meantime, however, pressures were not expected to be unduly
high because additional efforts would be made to expand vocational training,
especially in the construction trade, and also immigration from neighboring
countries was likely to increase.

The rehabilitation of siate enterprises is essential for the future
growth of manufacturing and agriculture. For state enterprises in these
sectors, the rehabilitation programs Iincluded in the development plan call
essentially for the modernization and expansion of capacity to be financed
mostly with government transfers and foreign borrowing. In the circumstances,



the staff stressed that, to ensure efficieat use of resources, the planned
infusion of capital should be made contingent upon the adoption and effec-
tive implementation of measures designed to improve these enterprises' eco-
nomic efficiency and financial performance. These include careful invest-
ment choices, flexible employment and pricing policies, and better manage-
ment. While they shared these views, the Congolese representatives observed
that in practice the strict appiication of this principle may prove to be
difficult, as undercapitalization and government-imposed policies had also
contributed to the poor performance of these enterprises. As regards
future policy, they stated that during the plan period efforts would be
concentrated on the rehabilitation of existing enterprises, while expansion
of the public sector through the creation of new enterprises would be
limited. 1In this respect, the Government would preferably seek association
with private domestic and foreign capital, especially in the forestry
sector, which needs to be revitalized.

Since 1975 minimum wage rates have remained unchanged. The Congolese
representatives stated that, in an attemptr to limit pressures on domestic
prices, the Govermment would maintain prudent income policles and avoid
general increases in wage rates. In line with this policy stance, and fol-
lowing the substantial increase in budgetary resources, in 1982 the Govern-
ment decided to raise civil servants' monthly wages and salaries by lump
sums. With respect to public enterprises, wage awards would be tied to
productivity gains. In any event, all requests for wage increases would
be carefully examined in iight of the enterprises' financial situation.

2. Financial policies

The recent improvement in the budgetary situation reflects the upsurge
in o1l revenue rather than a fundamental readjustment of budgetary policy.
For ' number of years the Government maintained an expansionary fiscal
policy stance in the face of poor revenue performance. The resulting large
budgetary deficits were financed, as mentioned earlier, in part by a sub-
stantial accumulation of payments arrears. A major factor in the expansion
of government spending has been the growing financial burden of the Govern-
ment's educational and recruitment policies. Scholarships are liberally
granted, and all graduates of schools and universities unable to find a
job elsewhere are offered employment by the Government. According to
tentative estimates made in the plan, on the basis of present policies new
recruitment in the civil service is likely to increase from 3,860 in 1°"°
to 8,800 1n 1986. Therefore, during the plan period the annual rate o.
growth of civil service employment will be 10 per cent, as against 8.8 per
cent in 1976-81.

The Congolese representatives were keenly aware of the policy implica-
tions of these prospects, and recognized that the availability of domestic
resources for development financing will be critically dependent not only
on oll resource prospects but also on the fiscal policy stance. Accordingly,
a medium—-term objective of budgetary policy is to raise the ratio of non-oil



receipts to current expenditure (excluding debt service) to 75 per cent
from 57 per cent in the 1982 budget. This would require determined efforts
to contain the growth of current expenditure and to mobilize additional do-
mestic budgetary resources. Given its structure, containing current spend-
ing necessarily involves a readjustment of both recruitment and educational
policies. This is all the more important because the recurrent costs of
investment projects are likely to impose a rapidly increasing burden on the
budget. However, noting that employment-creation opportunities assocliated
with the planned investments would fall substantially short of demand, _he
Congolese representatives observed that a rapid and drastic change in the
government recrultment pollecy would be difficult to effect in view of its
social consequences. Moreover, the beneficial impact of a structural re-
form of the educational system could only be felt in the medium- to long-
term. They nonetheless shared the view that this underscored the necessity
to adopt timely adjustment measures in these areas. Meanwhile, the authori-
ties will endeavor to strengthen all mechanisms for more effective control
of both current and investment outlays. This includes the rationalization
of budget preparation to take account of actual needs of government minis-
tries and departments, established on the basis of the preceding year's
results, the improvement of procedures for procurements, which should entail
significant reductions in costs, and more realistic project evaluation and
costing.

On the revenue side the objective 1s to make the tax system more elas-
tic. To that end the Gocvernment intends to revise the tax system, especially
the customs tariff and the Investment code, with a view to adapting them to
the new economic conditions and objectives. In the immediate future tax
collection will be improved further, notably through a more systematic tax
audit and the substantial reduction of exemptions, so as to increase tax
yleld within the framework of the existing legislation. It is also hoped
that the successful rehabilitation of the state enterprises would enable
them to discharge their tax liabilities.

As explained by the Congolese representatives, current spending under
the 1982 budget does not fully reflect the medium~term objective because
of a number of special factors. Almost 60 per cent of the anticipated rapid
growth of personnel outlays is attributable to the impact of the Government's
decision to raise civil servants' wages and salaries and the emoluments of
the diplomatic personnel. The upgrading of salary scales, which had been
suspended during 1976-81, as well as the provision of appropriastions for
the partial settlement of wage and salary arrears, have alsobeen contribu-
ting factors. Total wage and salary arrears are estimated at CFAF 2 billion,
of which about 28 per cent is to be liquldated in 1982. However, the cost
of new recruitment still rerresents 2B per cent of the total increase in
personnel outlays. The Congolese representatives attributed the relatively
rapid growth of other current outlays for 1982 to the sharp increase in
lnterest payments on the public debt, the significant upward adjustment in
scholarship rates, and the implementation of the plan to settle government
arrears vis—-3-vis state enterprises and other domestic creditors. Appro-
priations for such settlements zmount to some CFAF 3.4 billion.



Regarding monetary policy, the Cungolese representatives atated that
its primary objective remained the promotion of economic growth, while en-
deavoring to maintain price stability. Accordingly, the monetary auvthori-
ties' credit policy stance continued to be accommodative. In their opinion,
the recent rapid expansion of credit to the economy was not a cause for
inmediate concern and should be viewed in the 1light of the revival of eco-
nomic activity in the non-oil sector after an extended period of sluggish
grovth. Nonetheless, they were concerned about the gsharp expansion (159 per
cent) of nonrediscountable credit by commercial banks during the two years
ended March 1982; over this period deposit liabilities of banke more than
doubled, reflecting in part the improved liquidity of the economy. Moreover,
following the recent upsurge in budgetary reverue, the ceiling on government
borrowing from the Central Bank will be substantially adjusted upward at a
time when government recourse to central bank financing of development
projects is likely to become important. Consequently, it will be essential
to ensure a better coordination between budgetary and monetary policies;
this may require greater effectiverness of credit control. The Congolese
representatives added that the monetary authorities will keep developments
in these areas under review and would not rule out the activation of the
reserve ratio, which 1s a more effective credit control instrument, espe-
cially at a time of increasing commercial bank liquidity. While rer nizing
that a more active interest rate policy could also be useful, they in. ated
that this may prove more difficult to achieve because the monetary authori-
ties consider that easy money helps promote investment. With respect to
providing incentives for greater retention of private funds in the country,

they pointed out that interest rates on large deposits were freely negotia-
ble.

3. External policies and exchange system

Following the 1973-74 o0il boom the Congo resorted to significant
foreign borrowing to sustain a large investment program. However, as the
boom was short-lived, the budgetary situation deteriorated rapidly, and
this, together with the poor performance of state enterprises, ied to an
accumulation of substantial external payments arrears and to debt reschedu-
ling. After the significant recovery of oil production and the gradual
reduction of external arrears, the Congo's credit standing has improved
quickly over the last three years, and foreign borrowing accelerated anew.
On the basis of data compiled by the Caisse Congolaise d'Amortissement,
with World Bank technical a.sistance, external public debt outstanding
rose by 60 per cent in the two years ended December 31, 1981, when it
amounted to CFAF 263.8 billion (SDR 861.0 million), equivalent to 52 per
cent of 1981 GDP. The Central Government accounts for two thirds of this
total, the remainder representing debt of the state enterprises, notably
the tranasportation company. Reflecting the debt rescheduling efforts as
well as the sharp increase 1in export receipt-, the debt service ratio
declined from 14.6 per cent in 1979 to 6.8 per cent in 1980. However, it
rose to 9.2 per cent in 1981 and is expected to reach 12 per cent in 1982
and 13.2 per cent in 1983. This, combined with the large external borrowing
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foreseen in the plan, may rapidly exert pressure on the country's external
debt servicing capacity. The Congolese representatives observed that they
will endeavor to preserve the country's renewed creditworthiness. For this
reason, as a matter of policy, infrastructure projects will be financed
through domestic public savings and official development assistance, while
external borrowing on conventional terms will be reserved for directly
productive projects where the rate of return at least equals the cost of

borrowing. Moreover, steps have been taken to improve centralization and
coordination in the area or debt contracting.

The Congo's currency, the CFA franc, 15 pegged to the French franc at
the rate of CFAF 1 = F 0.02. During the period 1977-80 the import-weighted
nominal effective exchange rate appreciated steadily at an average annual
rate of 2.5 per cent. Since then the trend has been reversed, reflecting
the depreciation of the French franc vis-3a-vis the U.S. dollar and other
ma jor curvencies. In real terms, the import-weighted effective exchange
rate remained stable in 1977-79 but depreciated by &4 per cent in 1980,
stabilized in 198l and deprecliated again by 5 per cent in the first half
of 1982, The Congolese representatives stressed that the exchange rate
of the CFA franc should be seen in the light of the Congo's membership in
a monetary union as well as of the marked improvement of the country's
external position. The common exchange rate may not always be appropriate
for each individual member country, but the solidarity aspect of the ar-
rangement is an elemenL to which they attach great importance. The authori-
ties were of the view that the current exchange rate was appropridte to thelir
circumstances. The Congo maintains an exchange system that is free of re-
strictions on payments and transfers for current {nternational transactions.
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IV. Staff Appraisal

The economy of the Congo has expanded rapidly since 1978, following
the recovery in oil output, and the country's external position has also
improved markedly. However, reflecting the continued expansionary fiscal
policy stance, the budgetary situation remained precarious until 1981, when
an upsurge in oil resources brought about a substantial turnaround in govern-
ment finances. Despite this recent improvement, the country suffers from
weaknesses in economic management. The economy has become increasingly
dependent on the oil sector, while performance in the traditional export
sectors, agriculture and forestry, has remained sluggish. Moreover, the
state enterprises' output has been well below capacity and their financial
eituation remains weak. Furthermore, although external arrears have been
liquidated, the Government 1s still saddled with large outstanding domestic
arrears.

In 1982 the economy is forecast to grow at a relatively rapid pace.
With resources accruing from the o1l sector expected to remain substantial,
the budget and balance of payments are both likely to be in surplus. The
medium~term resource prospects also seem promising. O0il production is
expected to decline only during the second half of the 1980s. With a view
to channeling these resources to sectors that would promote self-sustained
growth in the post—-petroleum era, the first Five-Year Development Plan gives
priority to physical infrastructure, agriculture, forestry, and industry
through the rehabilitation of state enterprises, as well as to improving
the living conditions of the population. The basic priorities of the plan
may be justifiable and could help promote growth in the non-oil sector of
the economy. However, the planned level of investment does not seem con-
sonant with the absorptive capacity of the economy. Moreover, the sectoral
distribution of public investment is such that, during the first years of
the plan, public spending will be concentrated on infrastructure, notably
road and building construction. As a result, the planned increases in
investment expenditures are likely to exert pressure on domestic prices
and the external position. 1In view of the constraints in the area of
exchange rate policy arising from the Congo's membership in a monetary
union, the maintenance of relative price stability is essential for the
growth of the non-oil sector of the economy. Thus, it will be important
to contain public spending at levels consistent with the economy's absorp-
tive capacity. In this respect, the authorities' decision to adopt a flexi-
ble approach and ad just investment targets annually in light of experience
and changing circumstances is appropriate. The decision to restore condi-
tions for growth in the manufacturing and agricultural sectors through the
rehabilitation cf state enterprises 1is also justified and should be imple-
mented quickly and with determination. To ensure efficient use of resources,
transfers to and borrowings by these enterprises should be accompanied by,
if not made contingent upon, the effective implementation of corrective
measures designed to improve their economic efficiency and financial perfor-
mance. These measures should include careful investment decisions, flexible
employment and pricing policies, and better management.
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To contain inflationary pressures, prudent demand management and income
policies will be crucial. 1In this respect, fiscal policy will have to play
a key role. In the light of past experience and of the considerable uncer-
tainties surrounding oil prospects, a more prudent fiscal policy stance is
called for. To that end, determined efforts should bz nade to contain the
growth of spending, particularly current expenditure, and mobilize additional
domestic resources. Given the structure of the current budget, this will
involve a timely read justment of recruitment and educational policies. The
authorities' stated policy of raising the ratio of non-oil budgetary receipts
to current expenditure (excluding debt service) is a step toward limiting
the expansion of current expenditure. The budgetary control system should
also be strengthened and great care exercised in the selection, evaluation,
and coseting of inveatment projects. A better coordination of budgetary
and monetary policies would also be warranted. Credit policy should be
less accommodative and designed to supplement fiscal policy, while avoiding
any overheating of the economy. In this regard, it would be helpful to
ensure greater effectiveness of credit control through the activation of
the reserve ratio and a more active interest rate policy.

Although the overall balance of payments position improved recently,
owing to the sharp increase in oil receipts accompanied by substantial
foreign borrowing, the external current account imbalance has widened sig-
nificantly and debt service obligations are rising. More prudent demand
management policies, including a flexible investment policy and restraint
in the area of external borrowing, is thus necessary to avoild creating exces-
sive pressures on the external pesition of the country. At the same time,
the authorities' declared policy of borrowing on conventional terms only for
the financing of projects with high rates of return should be effectively
implemented; this would help preserve the country's borrowing capacity. With
the improvement in the country's absorptive capacity, access to international
capital markets will become important in the medium term, especially 1f olil
prospects were to be less favorable than currently projected.
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V. Proposed Decision

The following draft decision is proposed for adoption by the Executive
Board:

1. The Fund takes this decision in concluding the 1982 Article X1V
cousultation with the Congo, in light of the 1982 Article IV consultation
with the Congo conducted under Decision No. 5392-(77/63), adopted April 29,
1977 (Surveillance over Exchange Rate Policies).

2. The Fund notes with satisfaction that the Congo continues to
maintain an exchange system which is free of restrictions on payments and

transfers for current international transactions.
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APPENDIX 1

People's Republic of the Congo - Relations with the Fund
(As of July 31, 1982)

Date of membership
Status
Quota

Intervention currency

Local currency/SDR equivalent

Fund holdings of currency

Net cumulative allocation of SDRs

Holdings of SDRs

Trust Fund loans disburased
First period
Second period

Gold distribution

Direct distribution of profits
from gold sales

Staff contacts and technical assistance

July 10, 1963

Article XIV

SDR 25.5 million

The CFA franc, issued by the Bank
of Central African States (BEAC),
is pegged to the French franc at
the rate of CFAF 1 = F 0,02,

CFAF 373.05 = SDR 1

SDR 22.22 million (87.1 per cent
of quota)

SDR 9.72 wmillion

SDR 0.96 million, or 9.8 per cent of
the net cumulative allocation

SDR 5.39 million

SDR 7.32 million

11,126 fine ounces

US$2.09 million

The last Article IV consultation discussions were held in December
1978; the staff report (SM/79/90), together with a request for a one-year
stand-by arrangement (EBS/79/197) and for a Trust Fund loan (TR/79/11),
wags discussed by the Executive Board on April 25, 1979. The Board

decision on the consultation was:

1. This decision is taken by the Executive Board in concluding the
1978 consultation with the Congo, pursuant to Article XIV, Section 3, of

the Articles of Agreement.

2. The Fund notes with sa-isfaction that the Congo continues to
maintain an exchange system that is free of restrictions on payments and
transfers for current international transactions.
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Peopls's Rapublic of the Congo ~ Relations with the Fund (concluded)

A staff team visited Brazszaville in May 1979 to help implement the
program, and in December 1979 to review the performance under the program.

Discussions on another program were bogun in February 1980 in Brazza-~
ville and continued in April 1980 in Washington. No agreement was reached.

A staff member of the Bureau of Statistics vieited Brazzaville in
Novembar 1981 to collect data for the Government Finance Statistics
Yearbook.
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APPENDIX 11

People's Republic of the Congo - Financial Relations
with the World Bank Group

(As of July 31, 1982)

(In millions of U.S. dollars)

A. IBRD/IDA program of lending Disbursed Undisbursed
operations IBRD IDA IBRD IDA
Agriculture (livestock) - 5.3 - 0.3
Education 5.6 4.0 2.4 -
Mining (potash) 30.0 -~ - -
Petroleum - 2.2 - 2.8
Transportation

Highways - 5.5 - -
Rail"ays 38 -0 22.3 —— 14.4
Total 73-6 39!3 2.4 17.5
Less: Amortizaticn -31.4 -0.1
Outstanding, exclud-
ing undisbursed 42.2 39.2

B. IFC investments Disbursed Undisbursed
Equity - 0.2
Loans - 3.5

Total - 3.7

Memorandum item:

IBRD/IDA gross disbursements 1/
FY 1977 9.2
FY 1978 9.2
FY 1979 17.8
FY 1980 7.0
FY 1981 12.3
Source: World Bank Group.

1/

Fiscal year July 1-June 30.
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People's Republic of the Congo - Basic Data

Area, gggglntlon. and GDP per capita

Aves

Populationt Total (1981 estimate)
Growth rate

GDP per capita (1981)

GDP (at market prices)

Total (in dillions of CFA francs)
Agriculture (per cent of real GDP)
Mining (per cent of real GDP)
Manufacturing (per cent of real

GDP)
Government (per cent of real GDP)

Percentage changa in real GDP

Gross inveatment as per cent of
nominal GDP

Prices (per cent change)

GDP deflator
Consumer prices

Central government finance

Revenue
Of which: o1l revenue

Grants

Expenditure and net lending
Current
Capital
Net lending

Overall surplus or deficit (-),
commitment basis

Arrears

Overall surplus or deficit (-),
cash basis

Foreign financing (net)

Domestic financing (net)

Debt rescheduling

342,000 square kilometers
1.6 million

2.7 per cent
SDR 896

1978 1979 1980 1981 1982
Est.

203.9 254.5 361.9 507.5 666.0
(11.3) (10.6) (9.5) (8.9) (8.3)
(31.1) (32.0) (33.4) (36.4) (36.7)

(9.2) (8.8) (8.3) (8.3) (9.0)
(14.9) (13.9) (12.7) (11.6) (11.0)

s 9'8 15'8 1"-5 11.0
28.2 30.3 32.8 40.9 39.6
see 13.7 22.8 22.4 18.2
10.1 8.1 7.2 17.0 18.0

(In billions of CFA francs)

56.3 51.6 117.4 209.6 241.4
(13.1) (22.7) (58.8Y (126.1) (134.9)
307 0-8 - = 4.0
75.9 63.1 130.0 190.7 235.0

(70.1)  (49.6) (102.5) (119.8) (153.5)
(5.1) (11.3) (27.5) (70.9) (81.5)
(0.7) (2.2) (=) (--) (-

-15.9 -10.7 -12.6 18.9 10.4
13.7 6.4 4.6 -7.1 -4.0
=2.2 =4.3 -8.0 il.8 6.4

0.8 -0.8 9.1 =2.2 .
~1.8 1.1 =2.5 -9.6 oo
3.2 lﬁ-o lali — -
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People's Republic of the Congo - Basic Data (concluded)

197 1979 1980 1981 1982
Est.
NMoney and credit (Per_cent change)

Domestic credit 6.4 10.1 17.2 25.8 ver
Central Governaent 17.3 =0,2 5.3 =80.2 res
Other 103 1506 22.8 68.2 see

Money and quasi-money 7.0 21.8 36.7 50.3 ‘o

1978 1979 1980 1981 1982

Prov. Est.
Balance of payments (In millions of SDRs)
Exports, f.o.b. 246.2 383.7 699.3 920.8 981.2
Impottl. f!Oobi -21307 -28009 -41807 -686c7 -73000
Trade balance 32.5 102.8 280.6 234,1 251.2
Services and private transfers
(net) ~202.8 =212.1 -462.1 -649.9 -662.9
Current account balance -170.3 ~-109.3 ~-181.5 -415.8 =411.7
Official transfers 37.2 32.7 48.6 46.8 58.4
Capital account (net) 118.6 63.8 149.6 425.0 410.6
Official (95.3) (43.6) (148.6) (100.1) (92.1)
Private (23.3) (20.2) (1.0) (324.9) (318.5)
Errors and omissions (net) -13.1 12.9 40.9 - -
Allocation of SDRs, Trust Fund,
and valuation chenges 3.7 8.4 6.6 -1.9 -
Overall surplus or deficit (-) -23.8 8.4 64.3 54.1 57.2
Current account deficit as per
cent of GDP 18.4 8.3 10.1 23.3 18.2
Gross official foreign reserves
(end of period) 8.8 36.6 72.5 109.6 162.0
In weeks of imports, c.i.f. 1.7 5.5 7.3 6.8 9.4

External public debt

Disbursed and outstanding
(end of period) 590.2 623.2 703.8 861.0 972.9
Debt service as per cent of
exports of goods and non-
factor services
Excluding the Fund 26.1 14.6
Including the Fund 26.1 1
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