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I. Introduction

In the attached letter to the Managing Director, dated November 30,
1989, concerning the midterm review of the first annual arrangement
under the enhanced structural adjustment facility (ESAF) for Mauritania,
the Minister of Finance and the Governor of the Central Bank indicate
that, despite the social disturbances during April-July this year, that
gave rise to a large net population influx, the Government has continued
to implement the structural adjustment and reform program adopted for
1989. 1/ These events have affected government revenues and, in partic-
ular, customs duty collections, which have fallen sharply during the
first half of the year as a result of the closing of the border with
Senegal. The Government, however, remains committed to pursuing the
policies contained in the letter of April 17, 1989,

The three~year arrangement under the ESAF and the first annual
arrangement thereunder were approved by the Executive Board on May 24,
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1/ The discussions for the midterm review were held in Nouakchott
the period October 3-18, 1989. The representatives of Mauritania 1nc1uded
Mr. Ahmed Ould Zein, Governor of the Central Bank; Mr. Mohamed Ould Nany,
Minister of Financej; Mr. Moustapha Ould Abeiderahmane, Minister of Planning
and Employment; and other senior officials concerned with economic and
financial matters. The staff representatives were Mr. Diogo (head-AFR),

Mr. McCarthy (AFR), Mr. Briangon (AFR), Mr. de Zamardéczy (AFR), and Mrs. Culp

(secretary-AFR).
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January 30, 1990, is subject to the observance of the performance
criteria for end-September and the completion of the present midterm
review. The prospective position of the Fund during the ESAF arrange-
ment is shown in Table 1.

The quantitative performance criteria for end-September 1989 were
not observed for net domestic assets of the banking system and net
claims on the Government on September 28, 1989. 1/ The net domestic
assets of the banking system exceeded the programmed level by UM 133 mil-
iion (0.7 percent of initial broad money supply), owing to a larger-than-
envisaged increase in the banking system s net claims on the G0vernment,
which were 2.2 percent (LH terms of initial stock of broad mOﬁEY} ulgucm
The excess relative to the performance criterion on net

.
credit to the Government was largely corrected by October 1, 1989 when the

increase in net credit to the Government was lowered to UM 3.04 billion,
compnpared with an nd\nernd program flow ro\]\no of UM 3.03 billion

wpared with an adjusted progra w ceilin illion.
Although balance sheet data for the banking system relating to October 1,
1989 are not available to show a corresponding reduction in the net
domestic assets of the banking system, it is nevertheless expected that the
related small deviation from the performance criterion has been elimi-
nated. In the circumstances, the authorities have requested that waivers
be granted for the technical nonobservance of the relevant performance
criteria for end-September 1989,

The Fund and World Bank staffs have collaborated closely in assisting
Mauritania. The Bank is currently discussing with the authorities a public
enterprise sector loan and an agricultural sector loan, together amounting
to about US$195 million. In addition, the Bank convened a donors' meeting
at the end of July 1989, in order to mobilize financial assistance for the
1989-91 public investment program. A second meeting was organized during
the Annual Meetings of the Fund and the World Bank to enhance the donor
community's understanding of the new difficulties confronting Mauritania,
following the large net movements of population. Donors were generally
willing to announce new commitments following reduction in political
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II. BackgrOund

In 1985 Mauritania adopted a comprehensive economic and financial
recovery program rnvpruno the nor\nd through YQQR_ with the twin nh1pr—

Sy prigiantt LLVveI lllp il pellied Liiliells < 700 LIy 2}

tives of raising the rate of economic growth and of improving the exter-
nal position, which had been characterized by large current account
deficits, external payments arrears, and a relatlvely weak official
reserve position. The adjustment program was supported by three succes-
sive stand-by arrangements and two annual arrangements under the struc-

tural adjustment facility (SAF). Despite the improvement achieved under

1/ The last business day in September in Mauritania.



Table 1.

Mauritania:

Fud Position During Perdiod of

the Enhanced Structurel Adjustment Facility Arrangement

Outstanding 1989 1990 1991
at Cet. 31, 1989 Nove- Jan.- April-  July- Oct.- Jan.-  April-  July- Oct.-
Dec. March Jue Sept. Dec. March  June Sept. Dec.
(In m1lions of STRs)
Transactions under tranche
policies (net) — ~1.3 -2.66 =3.00 <65 2.9 =2.55 -2.55 2.60 -1.93
Purchases = = = = = o = = = =
Ordinary resources = = = = = = = = = =
Borrowed resources —_ -— —_— — — — —_ —_ —_ -
Repurchases - -1.33 2.6 =3.00 =2.65 =29 2.55 2.5 =2.60 -1.93
Ordinary resources - -t.33 -2.66 -3.00 2.66 2.9 2.5 2.55 2.60 -1.93
Borrowed resources —_ — — —_ -— -— - —_— — —
Structural ad justment
facility lcans - — — - — —_ - - — —
Enhanced structural adjustment
facility loans —_ - B.h8 8.48 —_ 8.48 — B.u8 — 8.8
Total Fund credit outstanding
(end of period) 1/ 53.18 51.85  57.66 63.14  60.49 66.06 63.51 69.44 66.84 T73.38
Under tranche policies 21.7 2.2  23.716 20.76 18.11 15.21 12.66 10.11 7.51 5.58
Under special facilities — —_
Under structural adjustment
facility 16.95 16.9%5 16.9%5 16.95 16.95 16.95 16.95 16.95 16.95 16.95
Under enhanced structural
adjustment facility 8.48 8.48 16.95 5.2 42 3.9 33.90 42,38 42,38 50.85
(As percent of quota)
Total Fund credit outstanding
{end of period) 1/ 156.9 152.9 170.1 186.2 178.4 194.9 187.3 204.8 197.2 216.5
Under tranche policies 81.9 T7.9 T0.1 61.2 53.4 4.9 37.3 29.8 2.2 16.5
Special facilities —_ -
Under structural adjustment
facility 50.0 50.0 50.0 50.0 50.0 50.0 50.0 50.0 50.0  50.0
Under enhanced structural
adjustment facility 2.0 5.0 50.0 5.0 5.0 100.0 100.0 125.0 125.0 150.0

Sourcet

¥, Treasurer's Department.

1/ This total includes lcans from ESAF Trust, which are not Fud resources.



the program in the fiscal area, and the reduction in the rate of infla-
tion, Mauritania's external position remained weak and external payments
arrears were accumulated on nonreschedulable debt. In addition, delays
were encountered in the implementation of the structural reforms, and
most of the structural benchmarks under the SAF-supported programs were
not observed.

Against this background, the Government undertook an adjustment and
structural reform program for the 1989-91 period, aimed at strengthening
the external position and achieving a sustainable rate of economic growth.
Under the program, the Government aims at achieving a real GDP growth
rate of 3.5 percent a year; lowering the rate of inflation (as measured
by the GDP deflator) to about 4.5 percent in 1991; and reducing the
external current account deficit (excluding official transfers) to
9.8 percent of GDP in 1991. Gross official reserves are projected to
cover 1.8 months of imports in 1991, thereby ensuring that Mauritania
would meet its external payments obligations in a timely manner. The
program seeks to achieve these objectives through the implementation of
demand management measures coupled with structural reforms designed to
enhance the private sector's participation in the economy.

I1I. Performance Under the 1989 Program

1. Macroeconomic developments

Economic developments during the first nine months of 1989 were
broadly in line with the program objectives (Table 2). The performance
in the real sector is now projected to be somewhat better than pro-
grammed, with real gross domestic product (GDP) estimated to grow by
3.5 percent versus 3.2 percent originally anticipated. The somewhat
stronger rate of growth stems largely from the improved performance of
the mining sector where iron ore output is now expected to reach 12 mil-
lion metric tons, a level that is about 20 percent higher than program
estimates. This production increase reflects productivity gains
achieved through improved labor relations (following negotiations
between the iron ore mining company (SNIM) and the unions) as well as
the continuous operation of a third crusher. Livestock production is
now expected to fare better than initially envisaged as the adverse
impact of the locust invasion on pastures in late 1988 has been more
limited than originally feared. However, activity in the fishery
sector, the manufacturing sector, and the service sector is expected to
be worse than originally anticipated owing to the tension that arose
between Mauritania and Senegal. The rate of inflation, as measured by
the GDP deflator, 1s now expected to be somewhat lower than anticipated
(5.2 percent versus 6.8 percent), owing to lower-than-projected in-
creases in primary sector prices. Nonetheless, the consumer price index
is projected to rise at a somewhat faster pace than anticipated.

The external current account deficit, excluding official transfers,
is expected to amount to SDR 98.4 million (13.1 percent of GDP),



-5 -

Table 2. Mmritania; Selected Ecnamic and Fimancial Indicators, 1995-89

1985 1986 1981 1968 1989
Rev.  Prog.  Profe
(iverage syuml perventage changes, unless otherwise notad)
Natiamal inoome and prices
GF at onstant prices 2.9 5.4 2.8 2.5 3.2 3.5
GIP daflator 15.4 1.9 7.3 6.6 6.8 5.2
Consumer price index 13.6 7.8 8.2 6.3 1.2 8.2
Extarmal sector
Bports, £.0.b. (in SRs) 21.6 25 -r2 N7 54 121
Inports, f.0.b. {in SRs) 3.1 -10.0 -10.5 3.7 3.0 1.6
Bxport volume 7.1 0.8 0.3 -3.6 2.2 ®.7
Inport volums A3 AN -11.9 3.9 1.2 B
Terus of trade 10.1 1.7 -13.8 6.8 59 8.7
Naminal effective exchangs rate (depreciation -) 5.3 6.6 -3.7 6.1
Renl effective exchangs rats (depreciation -) 5.6 5.1 5.4 4.3
Overall onsolidated cent. govt. operations )/
Reverue 19.5 n.7 5.1 5.7 8.8 2.4
Revernie and grants 134 12.8 2.7 5.9 7.4 (8]
Total expenditure and net lending -1.7 6.5 7.5 7.7 2.1 15.6
Bxeluding restructuring operations -1.7 6.5 19 5.1 9.0 2.9
Mxey and credit
Net domestic asseta 19.1 6.6 83 6.8 5.2 1.6
Domestic credit 29 3.5 6.7 13.6 178 2.2
Credit to the Goverrment 2.8 0.2 A7 1.6 6.3 Sh4.1
BExcluding restructuring operations -A.8 0.2 A.7 -3.2 28 218
Credit to the ecanany 1.9 18.2 10.1 12.6 6.3 1.3
Money and Quasi-mrey (M) 18.3 15.4 16.8 2.9 9.0 8.5
Velocity (GP relative to M) A6 s A3 LR ] .6 A3
Interest rate 2/ 8.0 10.0 10.0 10.0 e 100
In of GIP)
Overall onsolidated central goverrment talance
excluding restructuring cperations 1/ 3/
Exchiding grants -15.0 -1.8 $.1 6.0 A5 A2
Including grants A5 2.5 1.0 -3.4 2.3 0.8
Crange in payments arrears -12.5 1.0 0.3 0.4 -0.4 0.2
Overull consolidated centrul goverrment balance
excluding restructuring operations 1/ ¥/
Bxchiding grants 218 -5.8 5.8 5.8 4.9 E R
Including grants -17.0 -1.5 -1.3 0.3 1.9 0.1
Foreign financing (net) 0.3 5.9 2.3 0.7 A2 3.6
Damestic financing (net) 2.0 0.9 0.6 1.1 5.2 3.7
Exterral debt relief and exveptioml assistance 19.2 8.3 [ R | 2.1 - 1.0
Financing gap (deficit -) - - - - 4.5 -
Treasury operations (sxplus +) }/ 5/ -7 2.0 3.2 2.1 3.8 3.3
Groas damsstic investmnt 2.0 2.5 21.3 7.7 15.6 13.5
QGross damstic mvings 3. n.7 1.1 10.0 0.9 9.8
Resaurce gap -15.6 -10.8  -10.2 1.7 A7 a7
Qrrent accant talance (deficit = =)
B ing official sfars -26.2 2.5 21.6 -18.6 -13.6 -13.1
Including official transfers -n.3 -13.6 -n.8 -1.4 -A.2 13.2
External debt cutstanding 91.1 190.0 190.4 183.2 w817 5.3
Dabt service ratio §/ before debt relisf 31.1 ns 5.0 B9 W. 68.7
Of shich: o And resaurces (3.8) a.7) (2.1) (1.7) (2.3) (2.8)
After dedt relief -14 S0 2.3 R21 0.1 0.2 8/
(in mllions of SRs, unless otherwise spectfied)
Overall halance of pxyments
Before debt relief -32.6 -£2.8 -h8.3 -57.3 -58.0 -41.3
After debt relief 126.2 10.9 n. 2.0 580 .1
Groas official reserves .6 .0 8.0 4.3 89.2 60.0
(Mnths of izports of goods and
nanfactor services) 1.1 1.2 1.6 1.3 1.3 1.6
Crange in exterral payments arvears -¥0.2 - 88y 1.3 -18.7 -19.0
Moorendum {temss
Noxiral GIF (in billicns of cugidyas) 5.1 62.7 6.2 5.4 83.1 82.1
Ouguiyas per SR (avernge rate) 78.3 87.3 %.5 101.2 .o

Souroess Data provided by the Mauritanisn mAhoritiss) and staff estimtas ard projections.

V/ Includes Treaswry's operations plus investment ependitres finsced through exterral grants and
extermal loans. Data for 1988 and 1989 exlide future paymenta on debt cancelsd during thess two years,

amunting to the eqivalent of 5.8 peroant of GP in 1988 and 16 parcent in 1989.

2/ Interest retes an mavings mocoounts.

Y OComitaent btasia} restructuring cperstions are expssted to amant to te squivelant of 7.2 paroent

of @P in 1989,
A/ Cush basls.

Ighn

Treasry oparations, an & cash tasis; includes hudgstary grwnts and excludes restructuring cperationa.
As a peroentage of exports of goods and servioes.

7/ Includes debt forgiven by the Pedernl Mepublic of Germany meanting to the equivalent of 5.8 peromnt

of QP

e

Inclides debt cmcellaticn squiwelert to 2.8 percent of QP.

9/ Including SR 2.7 million of arrears by public enterprises.



compared with a programmed deficit of SDR 105.2 million (13.6 percent of
GDP) (Table 3). A larger-than-programmed trade surplus, brought about
by the higher volume and price of iron ore exports, will be partially
offset by a rise in net service payments, mainly on account of higher
outlays on feasibility studies related to the public investment program.
Net transfers receipts are now projected to exceed the program level by
SDR 122.8 million, reflecting mainly the counterpart of debt cancel-
lation by France and other bilateral creditors (SDR 141.3 million).

Nonmonetary capital outflows are expected to amount to SDR 140.9 mil-
lion, compared with SDR 25.5 million estimated under the program. This
reflected mainly an increase of SDR 125 million in external debt amor-
tization, which includes 1989 and future external debt obligations that
have been canceled; the counterpart of the latter has been recorded
under official transfers. In light of these developments, the overall
balance of payments deficit is projected to be about SDR 20 million
lower than programmed. At a meeting on June 16, 1989, Paris Club
creditors granted debt relief on concessional terms estimated to total
SDR 50.2 million. Mauritania also benefited from debt cancellation
estimated at SDR 27.2 million, 1/ which together bring total debt relief
to SDR 77.4 million compared with the original program estimate of
SDR 70 million. Taking into account payments of arrears to Paris Club
creditors, Mauritania is expected to increase its gross international
reserves by SDR 11.7 million, compared with SDR 0.8 million previously
programmed. As a result, by the end of 1989, gross international re-
serves will cover 1.6 month of imports of goods and nonfactor services,
thereby attaining the gross reserve target initially set for 1990,

2. Policy implementation

Policy implementation during the first nine months of 1989 has been
satisfactory. The structural benchmarks relating to liberalization of
import controls, tax reform, the reduction in the role of the Food
Security Agency (CSA), improvement in the coordination of external debt
monitoring, and reduction in the number of goods and services subject to
price controls have all been met. Furthermore, the improvement in the
consumer price index, which served as a structural performance criterion
was also observed. However, despite commendable efforts on the part of
the SNIM, the benchmark relating to the payments of tax arrears owed by
the company may not be met fully by the end of the year as scheduled,
reflecting delays in completing negotiations with the World Bank on a
public enterprise loan. In addition, the banking system restructuring

1/ Loans were canceled by France under the UNCTAD least developed
countries resolution (SDR 0.4 million) and President Mitterrand's Dakar
initiative (estimated at SDR 2.1 million), by the Federal Republic of
Germany (SDR 0.3 million), and by official Arab creditors (SDR 24.5 mil-
lion). Debt rescheduled at the last Paris club but canceled subsequently
is included under canceled debt.



1984 1985 1986 1987 1988 1989 1990 1991 1992 1993
Rev. est. Preg. Prel. ProJections
est.

Trade balance {f.0.b.) -18.3 2.5 .2 57.9 6.2 73.6 98.8 67.% 68.8 72.2 85.0
Exports 291.6  311.9 8.7 315.1 3%0.0 39.9 9.9 ¥5.1 374.3 390.8 410.2
Imports -309.8 -319.5 -87.5 -X7.2 -266.8 -270.3 2711 297.1 -305.5 3186 -3%6.2

Services (net) -207.9 -213.7 210.2  -194.7 -181.1 -167.0 -1T7.4 -179.9 -173.1 -170.5  -171.8
Nonfactor services (net) -163.6 -162.1 -89 1.2 -121.2 -116.2 -15.6  -131.6 <1317 1315 -131.6
Investzent income (net) du.2 51,7 61,4 8.5 4.0 -50.7 -51.8 -#2.3 41,3 -38.9 0.2

Of whicht interest payments due (-52.1) (-58.2)  (-61.4) (-61.4) (54.0) (5L.3)  (5.3) (43.8) (43.3) (H1.L) (438

Transfers (net) 7.0 60.4 4.y 51.7 107.6 S4.8 177.6 65.1 60.9 65.9 71.6
Private transfers 2.5 -23.3 2.9 -19.4 ~20.9 -17.8 -19.8 -16.8 ~11.8 8.8 6.6
Fublic transfers 97.5 83.7 64,3 71.1 128.517 T2.6 W5 8.0 72.7 74.8 .2

Current account
Including public transfers -151.2  -100.8 -91.5 -85.1 -10.3 -2.5 9.1 46.8 3.4 - R] -15.3
Exchding public transfers -2u8.7 -184.7 -161.8  -156.3 -138.9 -105.2 98.5 18,8 -116.1  -107.1 -93.5

Nonmonetary capital (net) k7.9 8.2 .7 3%.8 11,0 >5.5 ~140.4 5.4 26.4 1.9 20.4
Direct investment 5.2 4.3 1.8 2.0 1.4 1.5 1.5 1.6 1.8 2.0 2.1
oOfficial mdiun- and long-term loans 3.3 53.8 4.7 7.9 £0.3 ~29.0 -135.3 8.1 8.0 0.7 3.2

Disbursements 108.7 115.8 9.7 103.8 7.1 4.6 9.9 96.9 106.0 13.7 108.8
Project loans 103.5 1158 %5.7 83.8 5.9 .4 72.1 58.3 69.1 71.8 T2.5
Progrem lcans 5.2 - - 20.0 18.2 28.2 20.8 8.6 36.9 41.9 6.4

Principal due . -62.0 -100,4 £5.9 -131.8 1/ -103.6 28.22/ -£8.8 ~78.0 -83.0 5.7

Suppliers' credit for boats 0.6 3.4 9.9 0.6 - 8.1 -7.0 4.3 -3.4 4.8 4.9
Disbursements S.4 5.1 W7 7.6 7.8 0.5 1.6 5.1 5.0 4.9 4.8
Principal due 4.8 -1.7 4.8 -1.0 -1.8 8.6 -8.6 5.4 8.4 2.7 9.7
Other capital 3/ 2.8 6.7 1.8 26.3 1.9 10.0 0.4 - - - —

Overnll balance -103.2 -32.6 -£2.8 -48.3 57.3 8.0 41.3 214 -17.0 4.5 5.1

Financing 103.2 P.6 62.8 58.3 57.3 -11.6 n.,3 5.1 2.4 -17.2 -18.9

(hanges in net foreign assets
of the btanking system
(- indicates an increase) P2 263 -10.8 -20.6 10.7 7.0 -17.1 2.6 =2.4 -17.2 -18.9

Mmretary authorities (net) 27.1 9.0 -1.6 -1.7 1.8 1.0 -15.5 2.6 2.4 -17.2 -18.9
Change in gross reserves R.2 2u.4 0.4 -10.9 9.6 0.8 -11.7 -10.0 ~12.0 -16.0 -16.0
Change in liabilities 4.5  -15.4 -1.2 3.2 5.2 7.9 -3.9 12.6 9.6 -1.2 2.9
Fund trensactions 9.0 -2.8 6.2 14, 0.5 9.5 1.6 14.2 7.3 5.9 BIR!}

Purchases - 9.6 18, 18.9 1.0 17.0 8.5 5.4 17.0 — -

Repurchases 9.0 -12.4 -12.3 4.9 -3.5 -T.4 6.8 -11.2 9.6 5.9 4.4

Other net (including M) U/ 45 <127 -13.4 -10.8 47 -1.7 5.5 -1.6 2.3 w7 1.5

Deposit money banks (net) b5 =32 =-3.2 -12.9 .1 - -1.5 — - — —
Change in arrears

(+ indicates an increase) .7 -100.2 - 8.8 17.35/ -18.7 -19.06/ -1.11/ - -

Extermal debt relief ard

exceptional assistance 29.3  159.0 T3.6 60.2 2.3 — TT.4 9.6 — — —

Rescheduling 2.3 125 T3.6 56.4 2.3 - 50.2 9.6 — - -
Interest 12.5 2.8 15.1 14.9 9.2 - 10.1 6.8 — - -
Principal 16.9 26.2 8.5 3.5 19.0 - 5.2 2.8 - - -
Arrears -~ .5 - - -— - 14.9 0.0 — — -

Exceptional assistance - %.5 - 34 - - - — - - -

Debt cancellation-related - - - 0.6 1.0 - 1.2 — - - -

Firancing gap - — - - - 69.7 - 16.3 19.4 217 13.8
(In percent of GIP)

Memorendum itemss
Current accont deficit

Inchding official trensfers 213 -3 -13.6 -11.8 -1.4 ] 13.2 5.9 5.3 -3.8 -7

Excluding official transfers -%B.t 6.2 2.5 21.6 -18.6 -13.6 -13.1 -16.4 ~1,1 -12.5 -10.6

Saurcest Data provided by the Muritanian authorities; and staff estimates and projections.

Including debt cancellation of SR 43.1 million of Gerwen lcans in 1988,

Including various bilateral debt forgiveness of SIR 141.3 mi1limn in 1989,

Incliding private short-term capital, commercial credits, and errors and amissimns.

AF, Arab Monetary Fud.

5/ Includes the repayment of 1987 arrears of SIR 8.8 million and the accumilation of new arrears to Parls Club members of SDR 26.1 million.

E/ Includes the repayment of 1988 arrears of SDR 22.7 million and net acaumilation of reschedulable arrears of SIR 3.7 millicn under the Fourth
Paris Club Agreement.

1/ Inclides the repayment of all outstanding arrears, rarely SOR 3.4 million an 1988 arrears and SIR 3.7 million an 1989 arrears, as agreed at the
Fourth Paris Club Meeting.

ekl



has been delayed, reflecting factors beyond the Government's control and
i1s now expected to be completed in early 1990 (Table 4).

a. Financial policies

(i) Fiscal policy

On the basis of the results obtained at the end of September 1989,
it is likely that the treasury surplus for the year as a whole will fall
slightly short of the programmed targets. The cash surplus in Treasury
operations (excluding outlays related to public enterprise reform and
the restructuring of the banking sector) is now expected to amount to
the equivalent of 3.0 percent of GDP instead of the programmed 3.8 per-—
cent, as a result of a shortfall in revenue that was not fully offset by
a corresponding reduction in expenditures. However, the overall fiscal
cash deficit 1/ (excluding grants) will be limited to 11.6 percent of
GDP, a level that is about 1 percentage point lower than programmed,
because the shortfall in revenue other than grants is more than offset
by a reduction in investment outlays (Table 5). 2/ Estimated debt
relief received from Paris Club creditors and other official bilateral
creditors, will enable the Government to reduce its net liabilities 3/
to the Central Bank by UM 1.2 billion, or UM 0.2 billion more than
targeted under the program.

Measures taken under the 1989 budget to increase revenue did not
bring about the expected results largely for reasons outside the control
of the Government. Total revenue and grants are now projected to reach
a level equivalent to 28.6 percent of GDP compared with 31.9 percent in
the program, reflecting shortfalls in grants and budgetary revenue by
2.2 percentage points and 1 percentage point of GDP, respectively. The
shortfall in budgetary grants stemmed from longer-than-anticipated
negotiations with bilateral donors, while capital grants were held up by
delays in implementing the investment program, caused in part by disrup-
tions in the Senegal river valley, and administrative reorganization of
the agency in charge of investment projects in the rural sector. The
shortfall in budgetary revenue principally reflects the disruption in
customs duty collection caused by the closing of the border with
Senegal. As trade is progressively rerouted through the port of
Nouakchott, it is anticipated that revenue from customs duties and other
taxes collected on imports will recover during the fourth quarter.

1/ Includes treasury operations and foreign-financed investment
outlays executed outside the budget.

2/ Excluding expenditures related to restructuring operations, the
overall cash deficit is expected to be about 4.4 percent of GDP compared
with 4.9 percent in the program. Restructuring operations are financed
by counterpart funds of the World Bank and of the African Development
Bank structural adjustment credit (SAC) and by issues of treasury bills.

3/ Excluding treasury bills to finance the restructuring of state-
owned banks.
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Table 4. Maritania: Structural Benchmarks for the First Amual
Arrangement Under the Enhanced Structural Adjustment Facuility, 1989

Policy measures Programmed Timetable

Implementation Status

1.

3.

u.

5.

Elimination of import licenses and easing
of the requirements for the import-export
card. April 30, 1989

Campletion of the study of the integration

of the minimm lump-sum tax (IMF) into

the tumover tax (TCA) and harmmization

of the TCA rates on damestic products

and imports. Jue 30, 1989

Further reduction in the role of the CSA
in cereal marketing, as defined in

paragraph 16. June 30, 1989
Implementation of measures to improve the

coordination and management of external debt. Jue 30, 1989
Restructuring of the banking system. June 30, 1989

Reductim, by two thirds, of imported
industrial and commercial products subject
to the maximm margin. June 30, 1989

Inmprovemrent in the methodology and procedures
used in compiling the consumer price index. June 30, 1989

Payment of arrears on the tax o wages
and salaries owed by SNIM for 1987 and 1988. Decenber 31, 1989

Observed

September 1989 1/

Observed

Observed

Delayed; to be
caapleted by
early 1990

Observed

Likely to be delayed
because of slippage
in World Bank time-
table for negotia-
tions of the Public
Enterprise sector
loan.

Source: Memorandum of Economic and Financial Policies (April 17, 1989).

1/ The delay was due to unavailability of Fund technical assistance before that date.
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Table 5. Mwritaniat Oonsolidated Government Firencial Operaticns, 1985-1969 1/

1985 1986 1987 1988 1989
Prog. 2/ Prog.
In mtllMons of )

Total reverus, grants, and special acomunts 8,781 18,8 2,009 2,55 26,486 23,489
Budgetary revenas 12,01 13,606 15,782 16,685 19,826 18,701
Grants 5,731 3,37 4,884 4,597 5,690 3,751

Budgetary 81 - 19 - %6 §9%5
Extrahxigetary 3/ 5,616 3,3 M76 4,597 L,8¥ 3,263
In Kind b/ 1,756 210 239 2n 21 218

Projects 2,497 1,863 2,5 2,249 2,39 %1

Others 1,53 1,618 1,69 2,075 2,03 2,0
Coooon Aund - - k] - m -~

Special acoounts T3 1,266 1.43% 1,278 910 1,031

Total experditure and nat lending 2,25 19,866 3,  B,W3 0,706 29,056
Ourent experditure 1,821 W,638 15,552 16,571 17,651 17,80

Budgetary 5/ 1R 12,70 1344 w223 15,539 15,528
Extrabudgetary 6/ 3,119 1,884 2,138 2,348 2,312 2,312
Investment expanditure 6,239 5,011  57¥ 5956 6,500 5,13
Budgetary 706 658 760 80 1,556 901
Extrabudgetary N, 846 3,65 3,864 4,042 3,9M 3,512
Spacial acoants 687 68 1,031 1,064 800 719
Commen Furd - - ™ - 173 -
Net lending 7/ 176 a0 2,020 2,646 6,35 6,084
Of whidy  restiuctiring 8/ (=) (=) (1,913) (2,623) (6,1%) (5,884)
Overnll swplus deficit (-) (comzitmmnt basis)
Including grants 2,60 1,56 1,208 2,587 4,20 5,57
Excluding restructiring cperations 2,8 1,556 665 ¥ 1,98 317
BExcliding grants 8,191 -A,93 5,132 7,84 9,910 9,324
Excluding restructuring operatios 8,191 4,903 -A219 4,561 3,75 3,40

Changs in payments arrears (increase +) 6,087 617 218 25 -B4 202
Exterral 5,187 - 615 =275 -8 -2
Donestio =00 617 -997 — - —

Overall surplus deficit (-) (cash basis) 5,31 4939 1,00 -2,862 458 578

Finanoing 9,31 939 1,030 2,862 798 5,769
Foreign borroudrg (net) -150 3,615 -1,594 w7 352 -2,9%1

Drawings 2,¥51 2,12 3,9 3,278 3,616 8,132
Audgntary . 2 — 2,117 1,45 1,993 1,57
Project 2,39 2,1 1,312 1,793 1,622 2,561

Amrt {zation 2,51 5,861 5,03 K, 55 55

Arrears 9/ 1,897 -,58 1,54

Demestic (net) -1,087 505 4y 803 4,320 3,024
Banking system 59 N oy 883 5, 3,024
Other 557 -3 -18 E. ] - -
External debt relief and emeptional sssistance 10,578 5,199 3,065 1,573 5,727

Rescheduling 8,128 5,19 3,065 1,469 voe 3,172

Bxoeptional assistance 2,450 - - 104 2,55

Firancing gp - - - - 3,750 -

Fossible Paris Club rescheduling ,760

Memrendm {tans {In percent of GIF)

Total reverns, grents, and speaial accants .1 9.2 39 2.9 3.9 8.6
Buxigetary revanus 2.5 21.8 2.8 2.1 3.9 2.8
Total experditre and net lending B9 3.7 n.8 3.3 ¥.9 .4
Qurrent ependitee - 21.2 3.4 2.5 2.0 21.5 1.7

Investment experditure 1N 8.0 8.3 1.9 1.8 6.

Net lending 0.3 0.3 3.0 3.5 1.6 15

Overull fiscal surplus or defioit (-) (oash basis)

Inclixding grants =-17.0 -1.5 -1.5 -3.4 5.5 -7.0
Excliding restructaring operetias -17.0 -1.5 1.3 -— 1.9 0.2

Baoluding grents : ~27.4 -6.8 8.5 4.5 ~12.4 -11.6
Bxeliding restrusturing operetioms 1. 5.8 4.4 6.0 4.9 4.4

Financing gap — - - - 45 —_
Treasury balanoe (surplus +) -12.1 2.0 3.2 2.1 3.8 3.3

Sources; Data provided by the Mearritanian mithorities; and staff estimates.

1/ Inclading ependiture financed directly from abroad snd therefore not recorded in treasury accounts and
from 1987 asard, special opsrutims related to restructuring of tenks and public enterprises. Data for 1988
and 1909 sxolide (rom grants and asortization fiture paywents on debt cancelled during those bo years;
future payzents ssountad to the equivalmt of 5.8 peromnt of GP fn 1988 and 16.0 percent in 1989,

As shown in EBS/89/83.
A3 recorded in the balanos of paymsnts, exoept for conter-entry fur debt cancellation.
& Toreig-financed food aid, including food aid with oanter-entry recorded under special sooants.

/ Bxolides on-londing to pblio enterprises.

8/ Special operations related to restructuring of banks and public enterprises.

9/ Arrears to Paris Club meabers initially reachedulad in last Paris Chd meeting; non reschedulsd arrears
will be paid in 4 installments in 1989 and 1990.
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The taxation of petroleum imports required in connection with
foreign-financed projects had to be discontinued when the donors'
cooperation was no longer forthcoming. This development will not have
an impact on the overall fiscal deficit, however, since provisions were
made under the budget to reimburse tax payments made by donors. Reve-
nues from taxes in wages and salaries are expected to be marginally
lower than the amount targeted for 1989, even though the iron ore mining
company (SNIM) has been paying on a regular basis the liabilities under
this tax for 1989 as well as part of 1987-88 tax arrears (0.6 percent of
total revenue programmed). The SNIM may be unable to fully pay the back
taxes owing to delays in negotiations on the World Bank loan for public
enterprise reform. Tax revenues from fish exports will also be somewhat
less than programmed, in line with lower fish exports. The revenue
shortfalls described above were partly offset by better-than-expected
revenues from fishing license fees, as new licenses were sold at much
higher prices. In addition, the sale of land by the Government genera-
ted 50 percent more revenue than programmed, as the traditionally
nomadic Mauritanian population has been showing an increasing preference
for land ownership, especially in and around the capital city. While
the Government in general has improved its tax collection apparatus, the
Treasury continues to face difficulties in collecting turnover taxes and
real estate taxes.

Total expenditure and net lending is projected to amount to UM 29.1 bil-
lion in 1989, or 2.4 percentage points of GDP less than programmed. The
lower-than-expected level of expenditure is fully explained by a fall in
Government, investment outlays, as some projects have been delayed and the
cost of some other projects has been reduced by the nonpayment of taxes on
imported o0il. Current expenditures are expected to be on target, with the
increase in the wage bill being limited to 6 percent as programmed. With
the consumer price index projected to rise by about 8 percent during 1989,
civil servants' wages will be reduced in real terms. This result reflects
the determination of the authorities to protect as much as possible the
fiscal objectives of the program, notwithstanding pressures to increase
spending in order to facilitate the reintegration of Mauritanians returning
from Senegal, whose number is officially estimated at 210,000. Thus far,
the Government has limited its direct contribution to the reintegration
program to UM 100 million through a 5 percent reduction in budgetary
appropriations on materials and supplies.

(ii) Monetary and credit policy

Net domestic assets increased marginally faster than programmed in
the first six months of the program, rising by UM 752 million as against
a program benchmark of UM 700 million (Table 6). The excess was due to
the larger-than-programmed increase in net credit to the Government.
After adjusting for differences between the projected and the actual
amounts of treasury bills issued to finance part of the restructuring of
the banking system, for use of counterpart funds of the World Bank's and
the African Development Bank's SAC, and for debt relief obtained from
Paris Club and other bilateral creditors, net claims on the Government
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Table 6. Mauritania: Mometary Survey, 1986-89

(In billions of ouguiyas; end of period)

1986 1987 1988 1989
Dec. Dec. Dec. 1/ March dune Sept. Dec.
Act. Act. Act. Proj.

Net foreign assets -9.20 -7.78 -8.96 -8.49 -8.70 -8.74 =7.87
Central Bank ~lt.64 ~3.97 -5.56 =6.07 -5.55 4,49 )
Deposit money banks -14.56 3.80 -3.40 =2.42 -3.15 -4, 25 -3.41

Domestic assets (net) 24 .24 25.29 26.97 27.32 27.73 27.34 27.41
Darestic credit 20.65 2.0k 26.00 26.68 30.98 31.18 31.25

Claims on Government (net) 2/ U4.70 4.48 5.40 5.97 9.01 8.82 8.32
Claims on the economy 3/ 15.95 17.55 20.60 2.72 21.97 2.36 2.93
Other items (net) 3.59 3.5 0.97 0.64 -3.25 -3.85 -3.85

Mrey and quasi-money 15.04 17.51 18.00 18.83 19.03 19.50 19.5U
Mmey 11.57 13.27 14.03 16.21 15.58 16.38 ces
Quasi money 3.47 4,24 3.97 2.62 3.45 3.12

Menprandum itenss
Claims on Goverrment

Excluding restructuring
operations (net) 4,70 y.u8 bu7 4,21 3.7T4 2.96 2.146

Saurces: Data provided by the Mauritanian authorities; and staff estimates.

1/ The monetary statistics include data on the Natiomal Development Fund since September 1988.

2/ Customs bills with bank guarantees in the portfolio of the Treasury are excluded from claims on
government .

3/ Exclhudes capitalized interest charges on lcans unlikely to be repaid.
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increased by UM 3,61 billion, compared with UM 3.28 billion retained as

a benchmark under the program. Although the Government took steps to reduce
the increase in net borrowing from the banking system to UM 3.42 billion by
September 28, 1989, the banking system's net claims on the Government
remained some UM 398 million (2.2 percent of initial broad money) higher
than the relevant adjusted performance criterion. As a result, the expan-
sion in net domestic assets exceeded the end-September adjusted performance
criterion by 0.5 percent of initial broad money. On October 1, 1989, the
Government's deposits at the Central Bank were credited for tax revenue
collected by provincial administrations, 1/ with the result that the
increase in net credit to the Government fell to UM 3.04 billion compared
with the adjusted performance criterion of UM 3.03 billion. Although full
balance sheet data of the banking system for October 1, 1989 are not avail-
able, it is expected that net domestic assets have been reduced by a cor-
responding amount. With respect to the stock of net foreign liabilities of
the Central Bank, the authorities were able to observe the benchmarks set
for end-June and end-September. Net foreign liabilities were UM 349 mil-
lion below the ceiling on June 29, 1989 and UM 1.31 billion below the ceil-
ing on September 28, 1989. The better-than-projected performance reflects
the more favorable outturn for the balance of payments.

Taking into account the results obtained during the period to
end-September and prospects for the last quarter of 1989 with respect to
the balance of payments and government finances, the mission revised
downward the indicative benchmarks relating to domestic assets of the
banking system and net claims on the Government for end-December 1989
(Table 7). The new ceilings imply that net claims on the Government are
expected to fall by UM 500 million in the last quarter as a result of
tax arrears payments by the SNIM, while net domestic assets will rise by
UM 70 million. The new target will allow an increase in credit to the
economy by UM 570 million. The indicative benchmark on the net foreign
liabilities of the Central Bank has also been revised downward, and is now
expected to show a slight fall in the last quarter to reach UM 4.46 billion at
year~end, which represents an improvement by UM 28 million from the actual
level at end-September. The revised targets for December 1989 imply that, for
1989 as a whole, money supply will expand at a rate of 8.5 percent, which is
broadly in line with the projected increase of 8.9 percent in nominal
GDP.

The interest rate grid, as well as the intervention rates for the
Central Bank, was simplified during 1989. The commercial banks were
also given more freedom in setting their lending rates to better reflect
risks. However, as a result of the tight credit policy adopted under
the program, banks have been able to charge most customers the maximum
permissible rates, with the result that lending rates have increased on
average by 2 percentage points. In an effort to increase the average

l/ Taxes collected by branches of the Treasury are not credited to
the central government account at the Central Bank in Nouakchott until
the funds have been physically transported to the Central Bank.
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Table 7. Maritaniat Quantitative Performance Criteria and Benchmarks for the First
Amal Arrangement Under the Enhanced Structural Adjustment Facility, 1989

Qantitative performance Maximm cumilative change from Dec. 31, 1988 to

ard criteria benchmris Stock at Jure 29, 1989 Sept. 29, 1989 Dec. 31, 1989
Dec. 31, 1989 Benchmarks Performance criteria Benchmaris
Orig. At. Prog.  MJ.  Act. Pror.  AdJ.  Act. Prog.  Rev.
Est. Preg. 1/ Prog. 1/ Proj.

(In m1lions of ouguiyas)

Performance criteria

Damestic sector

Net domestic assets 1/ 26,929 26,968 700 700 2 900 237 370 2/ 1,400 3/ 44O
Net credit to the Government 1/ 5,325 5407 4,30 3,284 3,606 4,120 3,026 3,424 2/ 3,320 3/ 2,924
Accumilation of domestic arrears _ - _ __ _ _ _ _ _
(In m1lions of SDRs)
Extermal sector
Extermal arrears on goverrment debt 18.7 5.3 _ __ _ — =16.7 4/ <16.7 47 -18.7 =2.35/
Increase in non-trade-related short-
term debt of the Goverrment and the
comrercial banks _ . _ _ _ _ _ _ _ _
Contracting or guaranteeing of non-
concessional debt by the Goverrment
in the 1- to 15-year maturity renge
during period _ _ __ . _ _ . _ . __
Qantitative benchmarks Stock at Maximm stock an
Dec. 31, 1988 June 29, 1989 Sept. 29, 1989 Dec. 31, 1989
Orig. Act. Benchmarks Benchmaris Benchmarks
est. Prog. Adj. Act. Prog. Adj. Act. Prog. Rev.
Prog. prog. Proj.
(In m1lms of auguiyas)
Extermal sector
Net foreign liabilities of
Central Bank 5,562 5,564 5,900 5,92 5,553 5,800 5,802 4,192 5,700 4,464

Sourcest Data provided by the Mauritanian authorities; and staff estimates.

1/ The ceiling for net credit to the Govermment for end~hme was adjusted dowmard by UM 1,040 million to reflect counterpart funds
from the World Bank and African Development Bank program lcans deposited at the Central Bank which were assumed to have been used up
before the start of the program, and it was adjusted upard by 1M 3 million to reflect treasury bill issues amounting to UM 3,463 mil-
lion in 1989 instead of UM 3,460 million contemplated in the program. The ceiling for net credit to the Goverrment for end-September
was adjusted downard by (M 1,097 million to reflect comterpart finds amwnting to (M 434 million instead of zero assumed in the
program, and additional debt relief amxnting to M 663 million, obtained from creditors participating in the Paris Club and other
bilateral creditors; it was also adjusted yward by (M 3 million for the difference in treasury bills effectively issued. The celling
for net domestlc assets for end-scptamber was adjusted for the additioml dedbt relief, whereas other adjustments mede to net credit to
the Government were ofYset by a canter-entry made in other items net.

2/ Data for September 28,1989, the last working day of the mnth in Mauritania. On October 1, 1989, the increase in net credit to
the Goverrment 13 estimated to have been reduced to (M 3,040 million as the accont of the Treasury at the Central Bank was credited
with tax revermes tranaferted fiom treaser's offfces autside Namkdchott.

3/ e arigiml benchimnis for net doamstic assets and for net credit to the Goverrment would have been reduced to M 578 million
and (M 7,096 millin rempectively, taking {nto acoant the ad justents noted in footnote 1.

I/ Ammt renchaditlal at the lant Paris Cub meet ing.

E/ Flrnt inntaliment to be maid befre November 31, 1982 inder the terms of the last Paris Club agreements; the remaining three
frital imnta will be mtd {n 1990,



maturity of savings and time deposits, interest rates on these deposits
have been raised so as to remain positive in real terms, while demand
deposits no longer earn interest. It is still too early to gauge the
impact of this measure on the mobilization of domestic savings, because
the restructuring under way has resulted in a situation in which banks
with adequate liquidity are not interested in attracting new deposits,
whereas those that are illiquid cannot do so solely through a rise in
interest rates. The problems of the latter are to be addressed in the
context of rehabilitation programs (discussed below).

In order to improve the competitiveness of the export sector,
Mauritania devalued the ouguiya by 5 percent in nominal terms against
its currency basket on April 2, 1989 and has implemented additional
monthly adjustments since July to keep the real effective exchange rate
constant. Following these adjustments, it is anticipated that the real
effective exchange rate of the ouguiya would remain roughly unchanged
through end-December 1989. 1/ (Chart 1).

b. Structural policies

The Government has undertaken a comprehensive reform program to
liberalize foreign trade, encourage productive investment, allow the
price mechanism to play a major role in the allocation of resources,
stimulate domestic food production, rehabilitate the public enterprise
sector, and restructure the banking system. Progress has been rapid in
implementing most of the reforms envisaged under the program, with the
exception of the completion of the banking system restructuring, which
has been delayed owing to difficulties in securing foreign partners'
participation in one bank and the delayed submission of the foreign
consultants' studies needed to rehabilitate another bank.

Regulations concerning foreign trade were liberalized during
1989. As planned in the program, import licenses were abolished and
minimum capital requirements for obtaining an import/export card have
been eased to a point where the card is currently maintained largely for
taxpayer identification purposes. Importers currently require only the
authorization of the Central Bank to purchase foreign exchange, which is
granted without undue delay.

The authorities also took additional steps to encourage private
sector activities and participation. A new investment code entered into
force on January 1, 1989, which encourages labor-intensive technigues
and export-oriented activities. Moreover, rulings on applications under
the code are now being handled more expeditiously than before. In the
area of pricing policy, the authorities have reduced by two thirds the
number of industrial and commercial imports subject to price controls,
and they plan to abolish the remaining controls during 1990. In addi-
tion, the number of locally manufactured products subject to the price

1/ Based on the currency basket agreed with the authorities.



certification procedure (homologation des prix) has been reduced from
nine to three. 1/ The authorities have reviewed with the staff the list
of some 20 categories of goods and services the Government considers as
basic necessities. It 1s expected that price controls on these products
will be phased out during 1990-91.

As agreed in the letter of intent as a structural benchmark, the
authorities have undertaken measures designed to improve their ability
to follow price developments by implementing the recommendations con-
tained in a Fund technical assistance report. Resources allocated to
collection of data have been increased and collection techniques have
been improved as foreseen. Moreover, the introduction of a revised, and
more appropriate, weighting system for the CPI will take place before
the end of 1989.

Stimulating domestic food production has been one of the Govern-
ment's major priorities. To this end the authorities have eliminated
the monopoly held by the trading company, the Société Nationale
d'Importation et d'Exportation (SONIMEX), and the food aid agency (CSA),
over the purchase and marketing of local rice. In addition, the CSA's
activities have been refocused toward food aid distribution as origin-
ally intended. The agency has sold its two rice mills and all but 47 of
its trucks. Sales prices for food aid are being gradually raised to
bring them in line with import prices, and the producer price for rice
paddy has been raised during the last two crop years.

Reform of the public enterprise sector is another major component
of the structural reform program. It was envisaged that the utility
company, the Société Nationale d'Eau et d'Electricité (SONELEC), which
was restructured in 1988, would raise its tariffs further in 1989 with a
view to covering a larger share of production costs. However, as the
authorities consider that the company's high tariffs are already raising
the cost of manufacturing activities, SONELEC undertook to reduce costs
by converting its electrical plants to burn cheaper fuel o0il, which the
company is allowed to import directly. Progress has been made in
strengthening the SNIM, as evidenced by the sharp increase in output in
1989. The price at which SONIMEX sells tea was raised as planned and a
study is under way to review the company's import policy. The fish
marketing company (SMCP) put up for sale its 15 trawlers and after some
delays was able to sell eight boats. It is expected that the remaining
seven boats will be sold by the end of the year or in early 1990.

The fisheries sector plays an important role in the Mauritanian
economy and the authorities have continued their efforts to improve
surveillance within the economic zone and increase domestic value added
by the sector. The surveillance unit is being strengthened with the
acquisition of a converted trawler, which has started patrolling in
Mauritania's waters. Negotiations are under way with donors to lease

1/ Soap, cement, and noodles.
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another surveillance vessel. In order to reduce the foreign exchange
cost of the fishing sector, training of Mauritanians to replace foreign
crews continues as scheduled and a privately owned floating dock has
been set up to handle routine maintenance work which, until recently,
had to be effected in neighboring countries.

Rehabilitation of the banking system is being pursued. The author-
ities have endeavored to privatize the National Bank of Mauritania
(BNM), which resulted from the merger of two state-owned banks. It
proved impossible to find a foreign buyer, however, with the result that
the Government had to turn to private national investors to whom about
10 percent of the capital has been sold thus far. Nevertheless, foreign
executives have been recruited to strengthen the bank's management. In
addition, a contrat programme has been signed, financial restructuring has
been completed, and the bank's staff has been reduced as programmed. In
the case of the development bank (UBD), the management has been strength-
ened, foreign experts have been recruited, and the much-delayed audit of
the bank by a foreign consultant has now been completed, which will provide
the basis for formulating a restructuring program. The recovery of bad
debts has been proceeding more slowly than envisaged, with only about one
half of the total frozen credits targeted having been recovered at end-
September. The slow progress 1s ascribed to lengthy legal procedures for
loan recovery and difficulties in selling confiscated property of
delinquent borrowers. To address these issues the Government has now
proposed changes in the legal procedures with a view to accelerating
judicial decisions.

While progress has been made in strengthening coordination of
external debt monitoring, additional steps are needed to centralize
external debt data for more efficient management. To this end, the debt
monitoring committee is being reinforced with a secretariat to be
staffed by the Central Bank, in order to ensure that all external debt
obligations are serviced without delays.

Under the terms of the recent Paris Club rescheduling, the
Government has signed bilateral agreements with France and the Federal
Republic of Cermany. All bilateral agreements are expected to be
concluded before March 31, 1990 as envisaged in the Agreed Minutes.

3. Medium-term outlook

Since the adoption of the 1989-91 program supported by ESAF re-
sources, Mauritania has experienced a sudden net increase of 4.5 percent
in its resident population, as an estimated 210,000 Mauritanians pre-
viously living in Senegal were repatriated, while some 120,000 residents
of Senegalese origin left Mauritania. The departing population held
jobs in the agricultural sector in the Senegal river valley area, in the
artisanal fishing sector, and in public administration. A survey con-
ducted by the authorities also revealed that most of the returning
Mauritanians were tradesmen. The authorities have prepared an emergency
plan and a medium-term program aimed at achieving the integration of the
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repatriated population. Under the emergency plan, the authorities have
undertaken to provide temporary shelter, food, and health services to
the refugees, and the medium-term program aims at providing training and
creating jobs. The cost of the emergency plan, estimated at UM 1,5 bil-
lion (US$18 million), was financed largely by a budgetary contribution
(UM 100 million), voluntary contributions from the population and
businesses (UM 500 million), and foreign grants (UM 370 million). The
authorities are still seeking additional foreign assistance for the
balance of UM 530 million. In addition, at a donors' meeting held
during the 1989 Annual Meetings, the authorities presented the medium-
term program, estimated to cost UM 4.9 billion (US$57 million), exclud-
ing food aid requirements. It was agreed that a detailed list of pro-
jects will be presented for donors' consideration at the next meeting,
to be held in January 1990. The authorities indicated that the popu-
lation displacement and resettlement program will have a limited impact
on the Government's finances since it will be financed largely by
foreign assistance. In full consultation with the staff, the Government
is preparing the 1990 budget which will seek to protect as much as
possible the fiscal objectives set in the ESAF arrangement for 1990,
while making adequate provisions to alleviate the hardship experienced
by the repatriated population. The authorities also believe that the
programs for reintegration will not adversely affect Mauritania's export
capacity over the medium term.

The staff estimates that during the period 1990-93, however, export
earnings are likely to grow by about 2-3 percent annually, reflecting a
return to the longer term trend for iron ore exports, and a moderate increase
(about 2 percent annually) in volume of fish exports (Table 3). Based on
the latest World Economic Outlook (WEO) exercise projections, world market
prices for iron ore are expected to decline marginally during the period.
The authorities estimate that fish export prices will rise by 2.7 percent
annually. The staff estimates that import payments could grow by about
5 percent annually, reflecting a volume increase of about 3 percent
combined with a moderate rise in prices. The expected increase in import
volume, particularly during 1990 (when volume may rise by 5.6 percent),
will reflect higher imports of foodstuffs required by the larger popula-
tion, as well as imports associated with the medium—term resettlement
program. As the resettlement program unfolds, the authorities antici-
pate that the disruptions to domestic food crop production occasioned by
the population displacements will be progressively reversed and food
import requirements will fall, Net service payments are projected to
average SDR 66 million. Thus, the external current account deficit,
excluding official transfers, will peak at SDR 128.8 million in 1990; it
will fall thereafter gradually, reaching SDR 93.5 million by 1993,

Taking into account existing and prospective new loan commitments,
net capital inflows would average SDR 25 million annually during the
projection period. On the assumption that the authorities would main-
tain a gross international reserves objective of two to three months of
imports, a residual financing gap would emerge, averaging SDR 18 million
annually. The gap could be financed during 1990-91, the last two years



_19_

under the ESAF arrangement, through external debt rescheduling on con-
cessional terms, further debt cancellations, and other concessional
assistance. Beyond 1991, it is expected that the additional financing
requirements would be met by increased concessional assistance from
bilateral donors as well as by project loans from multilateral institu-
tions, including the World Bank and the African Development Bank.

The debt service ratio is projected to fall from an estimated
68.7 percent of exports of goods and nonfactor services in 1989 1/ to
28.7 percent by 1993 (Chart 2). Fund charges will represent 6.7 percent
of all interest payments due during 1989, and are projected to decline
to 2.1 percent in 1993. Fund repurchases and repayments are projected
to decline from 7.8 percent of total principal payments due in 1989 to
about 5.1 percent in 1993. Thus, total obligations falling due to the
Fund will decline from 15 percent of gross international reserves at
end-1989 to 4.3 percent at end-1993,

In light of the foregoing, the staff is of the opinion that, in the
medium term, the population movements earlier this year are likely to
have a limited effect on the financial situation of Mauritania.

Although the needs of the additional population will raise the level of
imports during 1990-91, the resulting larger current account deficit
will be financed by external grants and concessional loans. The staff
will closely monitor the implementation of the authorities reinsertion
program, with a view to ensuring that the ESAF program targets are
protected as much as possible, while avoiding additional hardships on
the poorest segment of the population.

IV. Staff Appraisal

The Mauritanian authorities have pursued with determination the
policies envisaged under the adjustment program supported by the first
annual arrangement under the ESAF, in spite of an unfavorable social
climate. The adverse impact of the social tension was, however, signi-
ficantly mitigated by Mauritania's good export performance, particularly
in the mining sector, and by the large external debt cancellation and
rescheduling granted by Paris Club members and other bilateral
creditors, notably Arab creditors. Most structural measures were
adopted, notwithstanding some slippages in the completion of the banking
system restructuring. Although the envisaged tax measures were intro-
duced, tax revenue is projected to be lower than program targets, not
only because of a shortfall in customs duty collection that stemmed from
the closing of the border with Senegal and the resulting disruption in
trade flows, but also because of a lower-than-projected level of
budgetary grants. Government expenditures have been kept in check as
anticipated and in particular the increase in the wage bill is projected

1/ Including debt cancellation equivalent to 40 percent of exports of
goods and nonfactor services.
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to be 2 percentage points below the expected inflation rate. As a
result of larger-than-expected debt relief, the Government was able to
reduce its net liabilities to the banking system broadly in line with
the relevant performance criterion.

Regarding the restructuring of the banking system, significant
progress was achieved with respect to the improvements of the Central
Bank's ability to monitor commercial banks' performance and the streng-
thening of the management of the development bank. Nevertheless,
completion of the banking system restructuring has been delayed by the
inability of the authorities to find a foreign bank willing to parti-
cipate in the capital of the state-owned National Bank of Mauritania.
The Government has sold part of the bank's capital to Mauritanian
investors and intends to sell a majority of it to a broader range of
local private investors. Loan recovery has also been less than satis-
factory, partly as a result of legal difficulties encountered by the
banks in prosecuting delinquent borrowers.

The authorities have liberalized the price and trade systems, by
eliminating maximum profit margins on two thirds of imported goods;
reducing to three the number of products subject to the price certifi-
cation system; eliminating import licensing; simplifying the conditions
for obtaining the import/export card, which is being maintained now for
tax purposes only; and reducing the involvement of the food security
agency in the marketing of cereals. The structure of interest rates has
been simplified and commercial banks have been given some latitude in
setting certain lending and deposits rates.

The rehabilitation of public enterprises has been delayed, since
the negotiation of the World Bank's public enterprise sector loan has
taken longer than expected and is not likely to be completed before the
end of the first quarter in 1990. Nevertheless, the iron ore mining
company (SNIM) has implemented measures to increase productivity. This,
together with a favorable international environment, has allowed the
SNIM to repay part of its overdrafts on domestic banks and remain
current on its tax payments. Although the delayed sectoral adjustment
loan from the World Bank was intended to be used in part to clear the
SNIM's 1987 and 1988 tax payments arrears, the enterprise will never-~
theless be able to clear most of those arrears before year-end, by
drawing on funds accumulated in the Trustee account 1/ to service
external loans that were subsequently rescheduled at the Paris Club
meeting in June 1989,

1/ SNIM maintains a Trustee account, which receives one third of all
iron ore exports earnings to enable the company to meet its external
debt service obligations. Deposits are made in such a way that suffi-
cient funds are available three months ahead of the due date of the
obligation.
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External debt monitoring has been improved and additional steps are
being taken by the authorities to strengthen debt management and avoid
any accumulation of payments arrears.

Overall, the authorities have demonstrated their commitment to the
structural adjustment program, although the need to integrate the
displaced population into the economy may, to some extent, slow the pace
of the adjustment beyond 1989. However, the staff believes that this
factor will not impair Mauritania's ability to achieve a sustainable
external position over the medium term and meet its obligations to the
Fund. The Government remains committed to further containing public
expenditures, with particular attention being given to personnel
expenditure and recruitment; in addition, it intends to pursue the
FAD, with a view to integrating the minimum tax and the turnover tax.
The Government continues to assign a high priority to the improvement in
the performance of key public enterprises, as well as to the reform of
the agricultural sector, with assistance from the World Bank.

The staff believes that the measures implemented by the authorities
are adequate to achieve the objectives of the program, and that they
deserve the continued support of the Fund in the context of the current
ESAF arrangement.

The authorities have requested that waivers be granted for the non-
observance of the end-September performance criteria relating to net
domestic assets and net bank claims on the Government. Inasmuch as
these deviations were reduced to marginal amounts by October 1989,
appropriate policies have been implemented to correct the deviations
fully, and the targets of the program remain achievable, the staff
proposes that the waivers be granted and that the present review be
completed.
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V. Proposed Decision

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

Review Under First Annual Arrangement Under ESAF

1. The Fund determines that the review contemplated in
paragraph 2(c) of the first annual arrangement under the enhanced
structural adjustment facility for Mauritania (EBS/89/83, April 24,
1989) has been completed.

2. The joint letter of the Governor of the Central Bank and the
Minister of Finance, dated November 30, 1989 shall be attached to the
ESAF arrangement for Mauritania (EBS/89/83, April 24, 1989), and the
joint letter of the Governor of the Central Bank and the Minister of
Finance, dated April 17, 1989, shall be read as supplemented and
modified by the letter dated November 30, 1989.

3. The Fund finds that no further understandings are necessary
and that Mauritania may proceed to request the disbursement of the
second loan referred to in paragraph 1{(c) (ii) of the first annual
arrangement, notwithstanding the nonobservance of the performance
criteria specified in paragraphs 2(a) (i) and 2(a) (ii) of the

arrangement.



Nouakchott, November 30, 1989

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

Dear Mr. Camdessus:

1. In the first half of 1989, Mauritania was confronted by a difficult
social situation owing to sizable population movements on both sides of
the border with Senegal. 1In this context, taking in and meeting the
needs of the persons repatriated to Mauritania, estimated to number some
210,000 (10 percent of the population), as well as the departure of
about 120,000 people, imposed additional constraints on economic and
financial management. Despite these difficulties, we have continued the
adjustment effort undertaken with assistance from the International
Monetary Fund and World Bank, because of the importance we attach to re-
ducing financial imbalances and pursuing structural reforms with a view
to ensuring lasting economic growth and improvement in per capita
income.

2. The measures taken with a view to attenuating the impact of the
population shifts on the economic and financial situation have been
supported by relatively favorable economic conditions, in particular for
agriculture and the mining and fishing sectors. Accordingly, thanks to
good rainfall and despite the grasshopper attack, cereal production is
expected to increase by 3.7 percent this year. In the fishing sector,
expansion of the industrial fleet should make it possible to maintain
the catch at a level comparable to that of 1988, despite the problems
experienced by small-scale fishing following the departure of some
fishermen. In the mining sector, extensive efforts to increase produc-
tivity will make it possible for iron ore production to rise to 12 mil-
lion metric tons, exceeding the level set forth in the program by some
20 percent.

3. The confluence of these trends is such that it is possible to
project a 1989 increase in gross domestic product (GDP) of 3.5 percent
in real terms as compared to the programmed 3.2 percent. Taking into
account the net increase in population from repatriation, however, per
capita GDP will decline noticeably. Prices rose somewhat faster during
the first nine months of the year, and the inflation rate may reach
about 8 percent in 1989. This development reflects both the temporary
disruption of distribution channels following the closing of the border
with Senegal and recent improvements in the procedures for surveying
market prices following implementation of the methodological recommenda-
tions of a Fund technical assistance mission.
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4. In addition to the two thirds reduction in the number of imported
manufactured goods subject to maximum mark-ups, the number of products

with administered prices has been reduced from nine to three. The
Government also considerably improved the flexibility of the regulations
applicable to foreign trade, in particular by eliminating the import
license and easing the conditions for obtaining importer/exporter

cards. In this regard, the minimum turnover requirement was lowered
appreciably and the advance payment of minimum lump-sum tax (IMF) was
reduced.

5. Within the framework of the new cereals policy, private traders may
now market local rice, which they may purchase and sell freely without
dealing with the Food Security Agency (CSA). The latter's activities
have been cut back significantly, inter alia by selling its rice mills
to the private sector and by reducing its motor pool to 47 trucks, a
level deemed sufficient for buying up the harvests of remotely located
producers and ensuring the distribution of food aid.

6. The Mauritanian Fish Marketing Company (SMCP) has put up for sale
its 15 boats, the ownership of which was not compatible with its trading
function. It was only possible to sell two of the boats because the
potential buyers were unable to obtain the necessary bank surety and
because the SMCP had problems obtaining the titles. The SMCP Board of
Directors, at its October meeting, took steps to facilitate the rapid
completion of these sales; in particular, the need for bank surety was
replaced by other forms of guarantee. The Government undertakes to do
everything possible to ensure that the 13 remaining boats will effec~
tively be sold by December 31, 1989.

7. Most of the reforms contemplated as part of the bank reorganization
were implemented in accordance with the planned timetable. Now that the
restrictions have been lifted on ownership of the capital of the
National Bank of Mauritania (BNM), 10 percent thereof is held by the
private sector. However, the Government's objective of selling a
majority interest to the Mauritanian and foreign private sector has yet
to be achieved owing to lack of interest on the part of foreign inves—
tors. The Government is sparing no effort to encourage participation by
such investors, to whom it is prepared to convey a significant propor-
tion of the bank's capital. The audit report from Price Waterhouse on
the Union of Development Banks (UBD) has just been submitted; review of
its conclusions will make it possible to reach decisions on the steps to
be taken in order to carry out the rehabilitation of that bank.

8. Collections of the nonperforming loans of the commercial banks
increased by 88 percent over the first seven months of the year as
compared to the same period in 1988. The amounts collected (41 percent
of the forecast level) remain small, however. In appraising the collec-
tion effort, however, it is necessary to take into account the property
seizures carried out with respect to delinquent debtors (UM 42 million),
claims in respect of which a protocol of agreement on collection is
ready to be signed (UM 231 million), claims covered by court rulings



- 25 - ATTACHMENT
TRANSLATION

that have yet to be enforced (UM 1.6 billion), and claims not yet
brought before the courts (UM 2.5 billion). The last two categories are
of such sizable amounts (27 percent of all nonperforming loans) that the
Government has introduced special mechanisms aimed at reducing the cost
of court proceedings for banks. The authorities will take the steps
necessary to ensure that the special court will hand down its rulings
within the 45-day deadline prescribed by law.

9. The study on the creation of the money market and the introduction
of mandatory bank reserves has been started with assistance from the
Fund. In cooperation with the Fund, the Government will take the steps
necessary to implement the recommendations of the study by March 30,
1990, taking into account the still fragile condition of the commercial
banks undergoing reorganization.

10. Monitoring of the external debt has been carried out in coordina-
tion between the Ministry of Finance and the Central Bank, and the
technical offices of both are meeting monthly in order to compare data
and ensure that debt service is paid on schedule. In order to further
strengthen this coordination, the Government has decided to provide the
committee with a secretariat before the end of 1989. This secretariat,
which will be manned by the Central Bank, will be responsible for
centralizing all the information on Mauritania's external public debt
and for preparing, in close collaboration with the External Debt Direc-
torate of the Ministry of Finance, monthly statements on debt maturities
and the payment thereof. These documents, copies of which will be
forwarded to Fund staff each month, will make it easier to monitor the
debt and make it possible to ensure that there will be no accumulation
of external payment arrears. Computerization of the management of this
debt has been delayed somewhat owing to recent administrative upheavals
and the unsuitability of some of the computer hardware. The Government,
with French technical assistance, will take the steps necessary to speed
up and complete the computerization effort by January 31, 1990, in
accordance with the guidelines in the policy framework paper.

11. Based on the changes in net foreign assets of the Central Bank, the
overall balance of payments deficit improved by SDR 9.8 million aver the
first nine months of the year. Estimates for the year as a whole show
an overall deficit of SDR 41.3 million (5.5 percent of GDP) before
rescheduling, or an improvement of SDR 16.7 million over the program
estimates. This improvement 1s attributable to a lower-than-expected
current account deficit, which is estimated to amount to the equivalent
of 13.1 percent of GDP, compared with 13.6 percent in the program. The
current account deficit (excluding public transfers) is estimated at

SDR 98 million, or SDR 7 million below the level projected in the pro-
gram. Exports will total SDR 370 million thanks to an increase in iron
ore exports, which exceeded the program forecasts by 22 percent 1in
volume terms and 8 percent in terms of price. The surplus in net trans-
fers, however, 1s anticipated to be SDR 123 million higher than pro-
grammed, owing to the recording of the counterpart of cancellation of
debt maturing after 1989. The capital account should register a deficit
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result of the recording, under principal payments due, of cancellation
of debt maturing after 1989. The reduction in the overall balance of
payments deficit would enable the Central Bank to increase official
reserves by SDR 11.7 million (as compared to the initial forecast of
SDR 0.8 million).

12. The Government has endeavored to absorb the repatriated
Mauritanians and avoid aggravating their poverty without at the same
time jeopardizing the structural adjustment program supported by the
enhanced structural adjustment facility (ESAF). The disruptions
associated with these repatriations and the closing of the border with
Senegal had an unfavorable impact on the Central Government's revenues
during the first half of the year. In particular, budgetary revenue in
June 1989 was down 30 percent compared to the level of June 1988,
following a 43 percent decline in customs revenues. In view of this
trend, the Government recourse to borrowing from the Central Bank
exceeded the level forecast in the program, with the result that the
Government's net position vis-a-vis the banking system was UM 322 mil-
lion higher than programmed. Accordingly, the authorities began an
effort to correct the slippage, which made it possible to reduce the
Government's net credit position vis—a-vis the banking system to

UM 8,883 million on September 28, 1989, which was UM 398 million

(4.7 percent) above the program ceiling. However, by October 1, 1989,
the excess net credit was reduced to UM 14 million, or 0.5 percent of
the adjusted ceiling for net credit to the Government, as budgetary
recelpts collected by treasuries outside Nouakchott were credited to the
treasury's account at the Central Bank.

13. The Government estimates that Treasury operations will yield a
surplus of UM 2.7 billion (3.3 percent of GDP in 1989) instead of

UM 3.2 billion (3.9 percent of GDP) in the program. This result will be
attributable, on the one hand, to a shortfall in budgetary receipts
larger than the shortfall in treasury expenditure and, on the other
hand, to the deferred payment of arrears. Budgetary expenditure and net
lending will be about UM 1.0 billion lower than projected in the
program, mainly because of the lower-than-programmed level of investment
outlays (UM 655 million). Revenue and grants are expected to amount o
UM 20.2 billion, or UM 1.4 billion below projections. Tax revenue is
expected to fall short of forecasts by UM 1.1 billion, largely owing to
lower collections of customs duties and taxes. Nontax revenue should be
as forecast, thanks to fishing royalties that would exceed projections
by UM 250 million and sizable revenues from land sales. Crants are
expected to amount to UM 495 million, only 43 percent of the programmed
amount. Taking into account debt cancellation and Paris Club reschedul-
ing, the surplus in treasury operations is estimated at UM 3.6 billion,
which will make it possible to meet debt amortization payments estimated
at UM 2.4 billion, and reduce the net position of the Central Government
vis-a-vis the banking system by UM 1.2 billion (excluding issues of
treasury bills).
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l4. The consolidated operations of the Central Government on a cash
basis will register a deficit of UM 5.8 billion (7.0 percent of GDP) as
compared to a forecast of UM 4.6 billion (5.5 percent of GDP). Total
revenue (UM 23.5 billion) will fall short of forecasts by UM 3 billion,
with two thirds of the shortfall being explained by the lower level of
project grants. Total expenditure and net lending will amount to

UM 29.1 billion, or UM 1.6 billions below forecasts, largely because of
a decline in investment financed from abroad.

15. The Government has introduced all the revenue and expenditure
measures scheduled under the program. On the expenditure side in
particular, we have managed to keep the wage bill strictly within
program limits, inter alia by avoiding the use of civil service hiring
to aid the repatriated population. The Government has allocated

5 percent of 1989 appropriations for expenditures on materials to
participation in the financing of the program for assisting the
repatriated persons. In 1ts emergency phase, this program will be
financed largely by voluntary contributions and international aid. The
Government is also examining the possibility of developing a small loan
program for setting up repatriated individuals in the private sector at
their own expense.

16. Favorable developments in the external accounts were reflected in a
significant reduction in the net external liabilities of the Central

Bank, which declined from UM 5.6 billion at December 31, 1988 to

UM 4.5 billion on September 28, 1989, which represents a UM 1.1 billion
improvement over the programmed amount. As a result, the Central Bank met
the corresponding benchmarks. 1In view of an improvement of UM 56 million
in the external position of the commercial banks, the net external
liabilities of the banking system were reduced by UM 1.1 billion during the
period. Net domestic assets increased to UM 27.7 billion at end-June (as
programmed) and to UM 27.3 billion at end-September as against a ceiling of
UM 27.2 billion. Net credit to the Central Government totaled UM 9.0 bil-
lion on June 30 and UM 8.8 billion on September 28. These levels exceeded
the ceilings established for June and September by UM 322 million and

UM 398 million, respectively. Measures taken made 1t possible to reduce by
October 1, 1989, the Government's recourse to the banking system by

UM 566 million from its June 30, 1989 level. Thus, the performance
criterion for net credit to the Covernment was met after a delay of a few
days, despite the difficulties that prevented the Government from meeting
the benchmark for June 30, 1989. The Government also observed the
structural benchmarks set forth under the program. In view of these
results, the Government would like to obtain a waiver for the technical
nonobservance of the performance criterion on net credit to the Government
and conclude the review of the 1989 program.

17. On the basis of developments for the first nine months of the year,
the GCovernment agrees to modify the December 31, 1989 benchmarks for net
domestic assets, net credit to the Government, and the maximum level of
net foreign liabilities of the Central Bank, as shown in the attached
table.
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18. As indicated in its letter of April 17, 1989, the Government is of
the opinion that the policies and measures agreed in its letter of
request of the same date will make it possible to achieve the objectives
of its structural adjustment program. However, it is prepared to take
any additional steps which may prove necessary to that end. In addi-
tion, during the remainder of the period of the first annual arrangement
under the enhanced structural adjustment facility, the Government will
consult with the Managing Director with a view to adopting any measures
which may prove appropriate, on its own initiative or whenever the
Managing Director requests such a consultation,

Sincerely yours,

Mohamed Ould Nany Ahmed Ould Zein
Minister of Finance Governor, Central Bank
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Table 1. Mauritaniat Quantitative Performance Criteria and Benchmmrks for the First
Anml Arrangement Under the Erhanced Structural Adjustment Facility, 1989

Quantitative performance Maximm ammlative change from Dec. 31, 1988 to

and criteria benchmrks Stock at Jre 29, 1989 Sept. 29, 1989 Dec. 31, 1989
Dec. 31, 1989 Benchmarks Performance criteria Benchmaries
orig. Act.  Prog. AJ. Act.  Prog. A3, Act.  Prog. Rev.
Est. Preg. 1/ Preg. 1/ ProJ.

(In m1lions of cuguiyas)

Performance criteria

Damestic sector

Net domestic assets 1/ 26,929 26,968 700 700 T2 900 37 370 2/ 1,400 3/ WO
Net credit to the Govermment 1/ 5,325 5,407 4,320 3,284 3,606 4,120 3,026 3,424 2/ 3,320 3/ 2,924
Accumilation of domestic arrears _ . _ . _ _ _ . .
(In m1lions of SDRs)
Extermal sector -
Extermal arrears on goverrment debt 18.7 5.3 _ . _ __ -16.7 4/ -16.7 W/ -18.7 =2.35/
Increase in nan-trade~related short-
term debt of the Goverrment and the
oomrercial banks . _ _ _ _ _ ___ _ _ -
Contracting or guaranteeing of nan-
oneessional debt by the Govermment
in the 1- to 15-year mturity range
during period _ . . . . _ _ . _ _
Quantitative benchmarks Stock at Maximm stock an
Dec. 31, 1988 June 29, 1989 Sept. 29, 1989 Dec. 31, 1989
Orig. Act. Benchmaris Benchmarks Benchmarks
est. Prog. A3, Act. Prog. Adj. Act. Prog. Rev.
prog. prog. ProJ.
(In mi11ions of ouguiyas)
Extermal sector
Net foreign liabilities of
Central Bank 5,562 5,564 5,900 5,902 5,553 5,800 5,802 b,4o2 5,700 4,464

Sourves: Data provided by the Mmuritanian authorities; amd staff estimmtes.

1/ The ceiling for net credit to the Goverrment for end—June was adjusted downard by M 1,040 million to reflect conterpart funds
from the World Bank and African Development Bank program loans deposited at the Central Bank which were assumed to have been used up
before the start of the program, and it was adjusted upward by M 3 million to reflect treasury bill issues amamting to WM 3,463 mil-
lim in 1989 instead of M 3,460 million contemplated in the program. The ceiling for net credit to the Goverrment for end-September
was adjusted dowmnard by UM 1,097 million to reflect conterpart funds amonting to M 434 million instead of zero assumed In the
program, and additional debt relief amounting to UM 663 million, obtained from creditors participating in the Paris Club and other
bilateral creditors; it was also adjusted upward by (M 3 million for the difference in treasury bills effectively issued. The celling
for net darestic assets for end-september was adjusted for the additional debt relief, whereas other adjustments mede to net credit to
the Government were offset by a counter-entry made in other items net.

2/ Data for September 28,1989, the last working day of the month in Maritania. On October 1, 1989, the increase in net credit to
the Govertment 1s estimated to have been reduced to UM 3,040 millicn as the acoont of the Treasury at the Central Bank was credited
with tax reverues transferred from treasurer's offices cutside Nouakdchott.

3/ The origiml benchmaris for net domestic assets and for net credit to the Goverrment would have been reduced to MM 578 millin
and M 2,496 million respectively, taking into accomt the adjustments noted in frotnote 1.

4/ Amount rescheduled at the last Paris Club meeting.

5/ First installment to be paid before December 31, 1989 under the terms of the last Paris Club agreements; the remaining three
installments will be paid in 1990.
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MAURITANIA - Relations with the Fund

(As of November 30 1989; amounts in SDRs
unless otherwise indicated)

Membership Status

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

(A) Financial Relations

General Department

(a) Quota: 33.9 million

(b) Total Fund currency holdings: 61.61 million
(181.73 percent of quota)

(c) Fund credit:

SDR
Millions Percent of quota
General Resources Account 27.70 81.71
Credit tranche 27.70 81.71
Special disbursement Account 20.34 60.0
SAF arrangement 16.95 50.0
ESAF arrangement 3.39 10.0

(d) Reserve tranche position: None

Current and Previous Stand-By Arrangements and Special Facilities

Type Date of Approval Duration Amount Utilization

(a) Current arrangement:

ESAF  May 24, 1989 36 months 50.9 million 8.48 million
(b) Previous arrangements:

SBA June 1, 1981 10 months 25.8 million 25.8 million

SBA April 12, 1985 12 months 12.0 million 12,0 million

SBA April 26, 1986 12 months 12.0 million 12.0 million

SBA May 4, 1987 12 months 10.0 million 10.0 million
(c) Special facilities:

CFF December 1979 10.5 million

SAF September 1986 First loan 6.8 million

SAF October 1987 Second loan 10.2 million



- 31 -

APPENDIX I

MAURITANIA - Relations with the Fund (continued)

Iv. SDR Department

(a) Net cumulative allocation:

9.72 million

(b) Holdings: 0.16 million (1.65 percent of allocation)

V. Administered Accounts

(a) Trust Fund loan:
(i) Disbursed:
(1i) Outstanding:
(b) SFF Subsidy Account:

(c) ESAF Loan: Trust Account

(i) Disbursed
(ii) Outstanding

VI. Financial Obligations to

the Fund

12.70
0.44
2.33

million
million
million

million
million

Overdue
Financial
Obligations Principal and Interest Due
10/31/89 1989 1990 1991 1992 1993
Dec.
Principal
- Repurchases - 0.8 11.2 9.6 4.6 1.0
~ Trust Fund repayments - - 0.4 0.1 - -
- SAF loans - - - - 1.4 3.4
-~ 0.8 11.6 9.7 6.0 4.4
Charges and interest
including SDR, Trust Fund,
and SAF -- 0.1 3.1 2.1 1.3 0.9
Total - 0.9 14.7 11.7 7.2 5.3
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MAURITANIA - Relations with the Fund (continued)

(B) Nonfinancial Relations

VII. Exchange Rate Arrangement

Since January 22, 1974, the exchange rate of the ouguiya has been
determined on the basis of a basket of currencies.

VIII. Last Article IV Consultation

The staff completed discussions with the authorities on the 1989
Article IV consultation, together with discussions on an updated
medium—term policy framework paper (PFP) for the three-year period
January 1989-December 1991 and an economic and financial program that
would be supported by arrangements under the enhanced structural
adjustment facility (ESAF), during the period February 13-25, 1989.

The staff report (EBS/89/83) and the report on recent economic
developments (SM/89/81) were considered by the Executive Board on
May 24, 1989. The decision concluding the Article IV consultation was
as follows:

A. 1989 Consultation

1. The Fund takes this decision in concluding the 1989 Article XIV
consultation with Mauritania and in light of the 1989 Article IV
consultation with Mauritania conducted under Decision No. 5392-(77/63),
adopted April 29, 1977, as amended ("Surveillance over Exchange Rate
Policies").

2, Mauritania maintains the restrictive exchange measures described
in EBS/89/83 in accordance with Article XIV, Section 2, and none of
these measures is subject to approval under Article VIII,

IX. Technical Assistance (since 1980)

(a) CBD

Technical assistance mission to study the banking system:
April 1-11, 1980

Bank supervision advisor: February 1981-June 1983,
September 1983-October 1984, and October 1985 to date.

Foreign exchange advisor: November 1980-May 1983 and
May 1983-June 1985.

Research department advisor: February 1981-June 1985.
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External debt consultant: May-October 1983.
External debt advisor: November 1985 to November 1988.

Technical assistance mission to study the creation of an
interbank money market and the setting of reserve
requirements: August 16-29, 1989.

(b) Fiscal

Technical assistance mission on tax administration and
policy, budget administration, and expenditure policies:
September 20-October 18, 1983.

Technical assistance mission on investment budgeting:
October 3-24, 1985.

Advisor to the Minister of Economy and Finance:

February-July 1986.

Technical assistance mission on import tax exemptions and
taxation of enterprises: November 11-18, 1986. Technical
assigtance mission on a new tariff structure: April 12-24,
1988.

Technical assistance mission on the integration of the
minimum lump-sum tax (IMF) and the turnover tax (TCA):

August 12-23, 1989.

(c) Bureau of Statistics

Technical assistance mission on compilation of monetary
aggregates: November 19-30, 1984.

Technical assistance mission on compilation of consumer price
index: November 22-December 6, 1985,

Technical assistance mission on compilation of balance of
payments statistics?:! January 9-23, 1986.

Technical assistance mission on compilation of consumer price
index: May 29-June 8, 1989.

X. Resident Representative: None
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(As of June 30, 1989)

1. Date of membership, IBRD/IDA: September 10, 1963
2. Capital subscription, IBRD: SDR 46 million
IDA: US$0.64 million
3. Status of disbursements: Amount (less cancellations)
(In millions of U.S. dollars)
Committed Disbursed
IBRD 125 IBRD IDA

Three loans and twelve credits

fully disbursed 146.0 63.26 146.0 60.33
Agriculture, livestock, and
rural development 23.20 9.20
Transportation 4.00 3.89
Education 23.90 4.99
Industry 5.25 2.80
Energy 3.00 2.97
Public Enterprises 16.40 12,52
Structural Adjustment 1/ 42,40 25.49
Development Management 10.00 0.00
Technical Assistance 4.60 1.48
Total 146.0 196.01 146.0 146.95
Repayments 93.0 4.01
Debt outstanding 53.0 148.12

4. IFC: In 1985 the IFC financed an edible-oil refinery.

5. Status of Bank Group Dialogue and Operations

To date, the Bank Group has approved 29 projects in Mauritania for
a total of US$342.01 million. Of these, three are Bank loans for mining
operations (US$68 million for MIFERMA in 1960, US$60 million for SNIM in
1979 for the Guelbs Iron Ore Project, and another US$20 million for SNIM
rehabilitation in 1985). The other 26 are IDA credits totaling
US$196.01 million. The Bank Group's share in Mauritania's external
capital assistance amounted to about 7.6 percent in 1987-88 on a
disbursement basis.

The Bank plans continued support for the implementation of
structural reforms aimed at (i) improved incentives to stimulate
efficient development of private sector activities; and (ii) improved
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management of public sector resources. This support will be effected
primarily through fast-disbursing operations, complemented by a small
number of more traditional investment operations. Policy reform is
being accelerated by a number of adjustment operations, each focused on
a limited range of policy issues. These operations also serve as
vehicles for maximum mobilization of cofinancing for adjustment under
the Special Program of Assistance for Low-Income Debt-Distressed
Countries in Sub-Saharan Africa (SPA).

Dialogue is relatively well advanced in the public enterprise
sector where the Bank has been supporting a reform effort since 1985 and
where the Government is conscious of an urgent need to resolve the
sizeable financial difficulties of a number of large enterprises
(especially SNIM which continues to receive assistance to achieve
improvements and cost reductions in management, operations, procurement,
investment, personnel, overhead costs, and cash management). This
program will also contribute to a lessening of the debt burden as the
enterprises included in the program account for the quasi-totality of
the external debt owed by public enterprises.

Built upon progress realized under the first SAL (FY88) and during
recent discussions of the 1989-91 investment program, a second SAL
(FY91) is planned to support public expenditure reform, implement
already agreed to, as well as new, import and pricing liberalization
measures, and improve implementation of the fisheries policy. Initial
measures under the SAL I to restructure the banking sector will be
supported through a financial sector SECAL (FY91).

The Development Management Project is financing the improvement of
core government management capabilities within the Presidency,
strengthening local administration, improving the capacity of the
Ministries of Interior, Information and Telecommunications to manage
municipal development, increasing civil service productivity and
developing a framework for the continued implementation of
administrative reform at central sector and local levels.

An Industrial and Artisanal Project (FY85) is providing assistance
through the Mauritanian Development Bank to finance economically viable
SMEs. The Development Bank is also being strengthened under this
project and staff are being trained. This project also provides for
training of the private sector's accounting capability.

In the agricultural sector, an Agricultural SECAL (FY90) is being
planned to maintain the momentum achieved in the final phase of the
SAL I by supporting the implementation of a cereal market liberalization
program and helping Government make progress in land tenure. Rural
institutions are being strengthened through the Second Technical
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Assistance Project to the Rural Sector (FY84). Development of small-scale
irrigation is being assisted through a small-scale irrigation project
(FY85). The Second Livestock Project (FY87) is developing reforms to
strengthen livestock.

In the education sector, the Government is redressing the imbalance
between secondary and higher education as opposed to primary education
expenditure. A program is being implemented under the Education Sector
Restructuring Project (FY89) to reduce the unit costs of education to
permit more rapid expansion. The priorities in secondary and technical
education are being adapted to the demand for skilled workers. In the
health sector, a Population/Health Project (FY91) is being prepared to
strengthen basic health service delivery and to promote family planning.
A second Consultative Group Meeting 1s scheduled for the summer of 1989.
A public investment program and the Government's 1989-91 economic policy
program (Programme de Consolidation et de Relance) have been prepared for
presentation to the Consultative Group.

6. Resident Representative: The Bank has had a resident
representative in Nouakchott since October 1985.




