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I. Introduction

The discussions for the 1989 Article IV consultation with
Mauritania together with discussions on an updated medium-term policy
framework paper (PFP) and an economic and financial program that could
be supported by arrangements under the enhanced structural adjustment
facility (ESAF), were completed in Washington during the period
February 13-25, 1989. 1/ The Mauritanian delegation was led by
Mr. Mohamed Ould Nany,—Minister of Economy and Finance,

Mr. Ahmed Ould Zein, Governor of the Central Bank, and included other
senior officials responsible for economic and financial management.

In the attached letter, dated April 17, 1989, the Government of
Mauritania requests a three-year arrangement under the ESAF in an amount
equivalent to SDR 50.85 million (150 percent of Mauritania's quota), in
support of an economic and financial program for the period 1989-91, as
well as the first annual arrangement thereunder in an amount equivalent
to SDR 16.95 million (50 percent of quota) in support of a program for
the period January-December 1989. The requested three-year ESAF
arrangement would replace Mauritania's three-year arrangement under the
structural adjustment policy (SAF) approved on September 22, 1986, under

1/ The staff representatives were: Mr. I. Diogo (head-AFR),
Mr. C. Briangon (AFR), Mr. Daco (BUR), Mr. B. Fritz-Krockow (ETR) and
Ms. J. Laidlaw (Secretary-AFR) during the November-December mission that
initiated the discussions. Mr. S. Mawakani (Executive Director for
Mauritania) and Mr. B. Sarr (Advisor to the ED) participated in some of
the February discussions at headquarters. Messrs. P. Marciniak and
Y. Fassassi (both-AFR) and Ms. B. Quartey (Sec—AFR) took part in a
preliminary negotiations mission during May-June 1988. A World Bank
team led by Messrs. R. Key and M. Saponara took part in the PFP
discussions.
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{970 nerron af inta) and €NB 1N .17 millian (AN narcant nf aunta) und
\ewv PCI. \-clll— Ul. \.‘uULaI aliu o LI\ A\ e 2T Wil L L4Vl AT AY PCL wolLllu Vi \‘UULGI uuu

r{

e
the first and second annual arrangements, respectively. The request to
replace the SAF arrangement reflects in part the authorities' decision
to strengthen their foreign reserve position concurrently with the

ad justment effort, in particular by the implementation of exchange and
trade liberalization policies. In a letter dated April 17, 1989, the

authorities have transmitted to the Mannaxno Director of the Fund and to
the President of the World Bank their updated PFP (EBD/89/116), covering
the three-year period 1989-91. The PFP is expected to be considered by

the Bank's Executive Directors, at a meeting of the Committee of the

Whole, in May 1989,

Mauritania made all the purchases totaling SDR 10 million
(29.5 percent of quota) under the last stand-by arrangement, which
expired on May 30, 1988, As indicated above, it alsc drew
SDR 10.17 million under the second annual SAF arrangement, which expired
June 30, 1988. Full use of the requested ESAF would increase total
outstanding Fund credit to Mauritania from SDR 50.21 million (148 per-
cent of quota) at end-February to SDR 73.4 million (217 percent of
quota) at the end of the program period in December 1991 (Table 1).

Mauritania is on the standard 12-month consultation cycle. The
1987 Article IV consultation was concluded on November 6, 1987. In that
context, the Executive Directors noted that, despite recent gains,
Mauritania's economy remained fragile and was characterized by large
financial imbalances; they stressed the need for a continuation of firm
demand management and structural adjustment policies} and encouraged the
authorities to further pursue price and import liberalization policies,
to complete the banking sector restructuring, and to carry out the tax
and tariff reforms that had been initiated. Completion of the 1988
Article IV consultation was delayed and the Board was so notified on
January 26, 1989 (EBD/89/22). Mauritania continues to avail itself of
the transitional arrangements of Article XIV.

In support of Mauritania's economic program, the World Bank
approved a structural adjustment credit (SAC) for Mauritania on
June 2, 1987 in an amount equivalent to US$50 million which was fully
disbursed at the end of 1988, A credit for institutional development in
an amount of US$10 million was approved on November 23, 1987. Fund and
Bank staffs have closely collaborated in the policy dialogue with
Mauritania. Discussions are at an advanced stage for a public
enterprise sector and an agricultural sector adjustment loans, amounting
to about $195 million.

Discussions on a second structural adjustment credit (US$40 million
including cofinancing) started recently. The World Bank also intends to
convene the second Consultative Group for Mauritania, probably in
June 1989, in order to mobilize financial assistance for the 1989-91
public investment program.



Table 1.

Mauritania: Fund Position During Period of

the Proposed Enhanced Structural Adjustment Facility

Outstanding 1989 1990 1991
at Feb. 28, 1989 March  April- July- Oct.= Jan.- April- July- Oct.— Jan.— April-  July- Oct.~
June Sept. Dec. March June Sept. Dec. March June Sept. Dec.
(In mllions of SDRs)
Transactions under tranche
policies (net) ol -1.66 -1.20 -1.65 -2.33 -2.66 -3.00 -=2.65 -2.90 ~2.55 -2.55 =2.60 -1.93
' Purchases = - == = = = = - = = - = =
Ordlnary resources - - - = - - = = = - - - -
Borrowed resources - — - —_ - — —_ _— —_ —_ _ - —_
Repurchases - -1.66 -1.20 -1.65 -2.33 -2.66 -3.00 -2.65 -=2.90 -2.55 -2.55 -2.60 -1.93
Ordinary resources - -0.60 -1.20 -1.65 -2.33 -2.66 -3.00 =-2.65 =-2.9 -2.55 -2.55 -2.60 -1.93
Borrowed resources - -1.06 - - — - - -_ — - - - —
Structural ad justment
facility loans — —_ — - -_— - — - - - — - -
Enhanced structural adjustment
facility - — 8.48 —  8.48 - 8.48 — 8.48 -_ 8.48 — 8.48
Total Fund credit outstanding
(end of period) _J._/ 50.21 48.55  55.83 54.18 60.32 57.66 63.14 60.49 66.06 63.51 69.44 66.84 73.38
Under tranche policies 33.26 31.60 30.40 28.75 26.42 23.76 20.76 18.11 15.21 12.66 10.11 7.51 5.58
Under special facilities - - - — —
Under structural ad justment
facility 16.95 16.95 16.95 16.95 16.95 16.95 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 16.95 25.43 25.43 33.90 33.9%0 42.38 42,38 50.85
(As percent of quota)
Total Fund credit outstanding
(end of period) 1/ 148.1 143.2  164.7 159.8 177.9 170.1 186.2 178.4 194.9 187.3 204.8 197.2 216.5
Under tranche policies 98.1 93.2  89.7 84.8 77.9 70.1 61.2 53.4 44.9 37.3 29.8 22.2 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 50.0 50.0 50.0
Under enhanced structural
ad justment facility — - 25.0 25.0 50.0 50.0 75.0 75.0 100.0 100.0 125.0 125.0 150.0

Source: IMF, Treasurer's Department.

1/ This total includes loans from ESAF trust, which are not Fund resources.



II. Background and Performance Under the 1987/88 Program

Mauritania adopted a comprehensive economic and financial reform
program starting in 1985 with the twin objectives of raising the rate of
economic growth, which had been marginal since the early 1980s, and of
improving the external position, characterized by large current account
deficits, external payments arrears, and a relatively weak official
reserve position. The Government's economic and financial recovery
program (PREF) covering the period 1985-88 was supported by three
successive stand-by arrangements from the Fund and, more recently, by
the first two annual arrangements of a three-year arrangement under
SAF., In the context of this program, the Government implemented demand
management policies combined with structural reform measures that aimed
at reducing the large external imbalances and alleviating the deep-
seated structural impediments to sustainable growth. In 1987, the
consolidated overall deficit in central government operations (on a cash
basis and excluding grants) fell to a level equivalent to 5.8 percent of
GDP, compared with the deficit in 1985 which was nearly five times as
large. The resource gap narrowed by about one third to 10.2 percent of
GDP, but the external current account deficit (excluding official
transfers) was reduced only to 21.6 percent of GDP (from 26.2 percent of
GDP), reflecting a deterioration of terms of trade and a rise in
interest payments on external debt that increased the debt service
ratio, after rescheduling, to 28.3 percent of exports of goods and
services, from minus 7.4 percent in 1985 (excluding rescheduling of
payments arrears). Gross official reserves rose to a level equivalent
to 1.6 months of imports from l.1 month in 1985,

The growth rate of real GDP averaged about 4 percent during the
period 1985-87, compared with about 1.2 percent during the preceding two
years. The rate of inflation fell to 8.2 percent in 1987 from 13.6 per-
cent in 1985.

As discussed in EBS/87/218 (10/15/87), the quantitative benchmarks
and performance criteria established to monitor implementation of the
1986/87 program supported by a stand-by arrangement and the first annual
arrangement under the SAF were observed with the notable exception of
the performance criterion regarding nonaccumulation of external arrears,
for which the Board granted a waiver on September 23, 1987 (EBS/87/199),
following the adoption of appropriate corrective measures by the
authorities. There were also slippages in implementation of some
structural reforms, including the preparation of the investment code, a
new customs tariff, reform of the cereals marketing policies, and
restructuring the banking system.

The reform program that the authorities adopted for the period
1987/88 was also supported by both a stand-by arrangement and the second
annual arrangement under the SAF. There was an improvement in the
financial position of the Government, credit policy was restrained, the
real effective exchange rate of the ouguiya depreciated further and
domestic inflation was reduced. Although debt rescheduling was obtained



under the aegis of the Paris Club in 1987, Mauritania continued to
experience difficulties in servicing nonrescheduled debt and accumulated
payments arrears, thus not observing the corresponding benchmark under
the SAF arrangements that also served as a performance criterion for the
purpose of monitoring the stand-by arrangement. Furthermore, additional
delays were encountered in the implementation of the structural reform
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Gross domestic product grew at an average annual rate of 2.6 per-
cent during the period 1987-88 compared with annual growth rate of about
4 percent targeted under the government program (Table 2). Large gains
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the agricultural sector during both years. Economic
activity fell in the fishing sector during the period, but recovered in
1988 in the mining sector. The surplus in treasury operations {(on a
cash basis) represented 3.2 percent of GDP in 1987 and 2.1 percent in
1988, compared with the program targets of 2.1 and 2.6 percent,
respectively. The lower-than-programmed fiscal outturn, in 1988 in
particular, reflected a weaker revenue performance stemming in part from
the inability of the mining company (SNIM) to pay taxes owed the
Government and the difficulty experienced by the Treasury in cashing tax
checks drawn on illiquid state commercial banks. Arrears on external
debt service payments were accumulated at the end of 1987. At end-
June 1988, the benchmarks on domestic credit was slightly exceeded (by
one-half percentage point) above the programmed rate of growth, owing to
an increase of 9 percent in credit to the private sector that could not
be offset by a reduction in the banking system net claims on the
government below the program's ceiling. The external current account
targets were not reached, reflecting expansionary credit policies during
the year as a whole and slippages in the implementation of structural
policies aimed at improving the external position (Table 3).

In the area of structural reforms, the measures that had the
potential to significantly alleviate impediments to growth were delayed,
either due to slippages in the timetable for completion of the necessary
studies or because it took longer than anticipated to generate the
consensus required within the government to proceed with the reforms.
Thus, there were delays in the adoption and implementation of a new
customs' tariff, investment code, cereals pricing and marketing policy,
direct and indirect taxation reform, and the banking system
restructuring. These reforms were at the heart of the government's new
strategy for allowing the private sector to play a larger role in
investment and production. Furthermore, the continued lack of
administrative coordination of external debt management and monitoring
resulted in the accumulation of external arrears at end-February 1988,
contrary the government's program. On the basis of a report from
Mauritania that all these arrears were cleared-up as of end-March 1988,
the Fund granted a waiver of the relevant performance criterion on
April 18, 1988 (EBD/88/80), to enable Mauritania to make the last two
purchases under the stand-by arrangement. It was determined
subsequently that this purchase gave rise to a noncomplying purchase
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Table 2. Mauritanis: Selected Economic and Flnancial Indicators, 198593
1985 1986 1987 1988 1989 19% 1991 1992 1993
Prog. Act. Prog. Prel. Projections
{Average anmmia) percentage changes, unless othervise noted)
Hational {ncome and prices
GDP at constant prices 2.9 5.4 4.5 2.8 4.0 2.5 3.2 3.6 1.7 3.8 4.0
P deflator 15.4 1.9 6.5 1.3 6.0 6.6 6.8 5.6 4.4 39 3.8
Consuner price index 13.6 1.8 1.7 8.2 6.2 6.3 7.2 5.5 4.0 3.5 3.5
External sector
Exports, f.o.b. {in SIRs) 333 <35 =2.0 -R.2 .1 5.4 5.4 4.9 6.5 57 5.7
Imports, f.0.b. (in SIRs) 1.4 -10.0 -6.0 -10.5 4.1 2.1 3.0 34 3.4 5.5 5.8
Export volume U.1 0.8 5.0 0.3 6.1 -1.6 -2.2 2.7 31 2.1 2.1
Import volume 4.3 4.4 -1.7 -11.9 1.1 0.5 1.2 2.2 1.8 2.2 2.4
Terms of trade 0.1 L7 8.4 -13.8 1.8 5.5 5.9 1.0 -0.2 0.3 0.3
Nominal effective exchange rate (depreciation =) -5.3 6.6 wes =37 6.1 e
Real effective exchange rate (depreciation -) ~6.6 9.1 -5.4 -8.3
Overall consolidated central government
operations 1/
Reverue 19.5 14.7 15.4 15.1 1.0 4.3 15.8 1.9 8.5 1.4 7.3
Revenue and grants .4 12.4 .8 0.7 6.4 2.82/ -1.6 4.6 313 10.7 6.5
Total expenditure and net lending -1.7 £.5 6.7 .5 5.5 7.7 2.1 9.8 =2.2 5.2 6.1
Excluding restructuring operations -1.7 -5.5 .o 7.9 5.1 9.0 T.4 0.2 5.9 6.9
Honey and credit
Net domestic assets 9.1 6.6 aos 4.3 6.8 5.2 ves ves ves
Dogestic credit -2.9 13.5 6.5 6.7 6.4 13.6 17.8 . wee
Credit to the Covermment 4.8 0.2 ~4.7 7.6 62.3 ..
B luding restructuring operations (-4.8) (0.2) =) -4.7) (—) (=3.2) (-22.8) (...) (...
Credit to the economy 1.9 18.2 8.5 10.1 8.0 12.6 6.3
Honey and quasi-money 18.3 15.4 u.s 16.4 10.0 29 9.0 .
Veloclty (GDP relative to M2) 4.6 4.5 3.9 4.3 3.9 4.4 4.6 oo ‘ee .o .
Interest rate 3/ 8.0 10.0 10.0 10.0 10.0 10.0 vee .
{In percent of GOP)
Owverall consolidated central govermment balance
exchuding restructuring operations &4/
Excluding grants -15.0 -1.8 -10.1 -%.1 9.1 -6.0 =4.5 4.4 ~2.1 -1.7 -1.6
Including grants 4.5 -2.5 0.6 1.0 0.3 5.82/ 2.3 1.4 2.2 34 3.3
Charge [n payments arrears -12.5 1.0 — 0.3 - ~0.4 0.4 - - - —
Overall consolidated central govermment balance
excluding restructuring operations 5/
Excludfng grants = -27.4 %.8 -10.1 -5.8 9.1 64 49 3 =21 -l e
Including grants -17.0 -1.5 -0.6 -1.3 0.3 5.52/ 1.9 1.4 2.2 3.4 3.3
Forelgn financlng (net) -0.3 -5.9 -5.8 -2.3 -5.5 ~5.1 4.2 -1.0 ~1.8 -1.3 -1.1
Uomest ke flnancing (net) -2.0 -9 0.4 -0.6 -0.2 1.1 5.2 -0.) 0.5 - —
External debt relief and exceptional assistance 19.2 8. e 4.4 cee 2.1 - - - - -~
Flnancing gap (deficit ~) - - 6.8 - ~5.4 — 45 -14  -0.8 1.6 2.0
Possible Parls Club rescheduling 5.9 - -
Treasury operstions (surplus +) 6/ -12.7 2.0 2.1 3.2 2.6 7.8/ 38 4.0 4.8 5.4 5.7
Gross domestic inmvestment 2.0 2.5 2.2 2.} 1.8 v.7 15.6 16.1 15.8 16.1 16.
Cross domestic savings 8.4 11.7 11.8 11.1 16.8 10.0 10.9 11.8 12.7 1.6 14.2
Regource gap ~15. -10.8 -8.4 -10.2 -5.0 =1.7 4.7 -4.2 ~3.1 -2.5 -2.
CQurrent sccont deficit
Excluding of ficial tranefers -26.2 =22.5 -17.9 -21.6 -13.9 -17.8 -136 -12.1 9.8 8.3 -1.4
Including officlal transfers -14.3 -1.6 -1.1 -11.8 -5.2 -0.7 -4.2 =43 <36 =2.1 -1l
External debt outstandicg 181.1 190.0 179.7 190.4 195.1 184.9 187.7 187.0 B1.4 175.8 169.2
Detx service ratio 7/
Before debt rellef 3.1 43.5 0.3 45.0 ©.0 54.2 2/ 40.1 35.2 35.4 19 4.8
Of which: on Fund resources 38 3.0 1.9 .1 1.5 1.6 23 3.1 2.3 14 1.0
After debt relfef -1.4 5.1 %.8 8.3 ves 46.5 0.1 35.2 35.4 1.9 8.8
{In willions of SDRs, unless otherwise specified)
Owerall balance of paycents
Before debt relief -32.6 -$2.8 -48.8 —48.3 -36.4 -49.9 -58.0 -13.8 ~12.6 0.2 15.2
After debt relief 126.2 10.9 0.2 11.3 e -21.6 -58.0 -13.8 ~12.6 0.2 15.2
Grass officlal reserves 46.6 47.0 0.0 58.0 9.1 48.3 49.2 59.2 7.2 87.2 103.2
(Months of importa of goods and services) 1. 1.2 1.5 1.6 2.1 13 1.3 1.6 1.8 2.1 2.4
Extemal payments arrears -— - — 8.8 B/ 8.7 - — — - -
Mxorandun tems:
fominal GDP (in billiono of cuguiyas) $5.1 62.7 69.2 69.2 76.0 75.4 83.1 %.9 9.3 106.0 144
Ougniyas per SLR (average rate) 18.3 87.3 ces 95.5 101.2

Bourcest

Data provided by the Mauritanian suthorities; and staff eaticstes.

L/ Includes Treasury's operstions plus investment expenditures financed through external grants and externsl loars.
2/ Includes debt forglven by the Federal Republic of Germary smoanting to the equivalent of 5.8 percent of QP.

i/ Interest rates on savings accounts.
4/ Comditments basis.
3/ Cash basts.

6/ Treasury operations, on 8 cash basis; includes budgetary grants and excludes restructuring operations.

T ase percentage of exports of goods and services.

8/ Including SIR 2.7 mf{lion of arresrs by public enterprises.



Table 3.

Mauritania:

-7 -

Quant itative Benchmarks for the Second Annual Arrangement
Under the Structural Adjustment Facility, 1987/88

(End of period)

Cunilntive ciange fram end=Decomber 1986 Lo end= 2/
A. Quantitative benchmarks L/ December 1987 February 1988 June 1988
Prog. Act. Prog. Act. Prog. Act.
(In W1lons of ocuguiyas)
Domestic credit 1.35 1.38 1.80 1.79 2.0 2.31
Net bark credit to the Goverment - -0.20 — -0.20 - .07
Domest ic arrears of the Govermment
(stock at end-period) - 0.22 — -0.22 - —
(In mllions of SDRs)
New nonconcessional foreign borrowlng with
maturities between 1 and 15 years contracted
or guaranteed by the Govermment 3/ - - - - - —
Increase in non-trade—related short-term debt
of the Govermment and the commercial barks - - — - - -
External arrears on government debt - 8.8 — 4.6 — 2.3
Indicative targets
Net external assets of the Central Bank 2.4 1.4 .

B. Benchmrks of Policy Implementation
Actions Programed Timetable Implementat fon Status
1. Fiscal policy
= Elimination of customs tariff exemptions Before end-1987 Delayed. New {nvestment code implemented
for raw materials and intermediate goods in Jamary 1989.
for projects agreed under the Investment Code
— First step for the elimination of exemptions Before end-1987 Delayed. Measure taken In 1989 Finance Law.
for externally financed projects
- Implementation of the custams tariff reform 1988 Delayed. Reform implemented in Jamuary 1989.
— Reform of corporate income taxation Before end-1987 Initial measure {ncluded under 1988 Finance
Law. Additional measure taken in 1989
Finance Law.
— Preparation of the reform of turnover tax 1988 Delayed. Study to be completed in 1988 for
implementation in 1990 Finance Law.
2. External debt
— Introduction of system of external debt Before end-1987 Delayed. Reactivation of Debt Monitoring
service aonitoring Committee in December 1983.
3. Agricultural policies
- Reform of the marketing of agricultural By end-1987 Delayed. Policy statement issued {n June 1988;
products and transfer of rice mills to participation of private sector in marketing
private operators of cereals allaxed in November 1988. Sales
of rice mills in February 1989.
4. Price control
- Elimination of system of mxcimm markups Before end- Fartially obserwed. Elimination of maximm
on the price of domestically mamifactured October 1987 mrkups at end~1987.
products, and reduction of list of products - Reduction of list of praducts in 1938,
under the certified price system
S. External trade
- Elimination of tmport licenses for Before end- Observed. Ellmination (n 1987/88 for small-
intermediate goods for industry October 1987 scale enterprises in samufacturing and

and related services
6. Banking system

- Finalization of transfer of certain barks Before end-1987
to the private sector, and strengthening

of supervision

handicrafts.

Strengthening of supervision mid-1988.
Search for private partiers unsuccessful.

Sources:

1%
anmal arrangement.
2/ Cumlative change fram end-Uecember 1986.

3/ Excluding debt rescheduling.

Data provided by the Mauritanian authorities; and staff estimates.

These benchmrks served also as performance criteria under the 1987/88 stand-by which overlapped with the second



under the guidelines established by the Executive Board, because
payments were not made on some bilateral commercial loans for which the
authorities had requested a cancellation from creditors. Mauritania
cleared all arrears on these loans and became current on all external
debt payments to bilateral and multilateral creditors by November 15,
1988. 1/ In light of the temporary nature of the deviation from the
relevant performance criterion and the authorities' decision to put in
place a more effective debt monitoring system to prevent any recurrence

of arrears accumulation, the Fund granted a waiver of nonobservance on
December 19, 1988 (EBS/88/251).

III. Objectives and Policies for the Period 1989/91

In the context of the Article IV consultation discussions, the
government has outlined the obj)ectives and policies it intends to pursue
over the medium-term, consistent with its policy framework paper. The
government objectives include (i) achieving a real growth rate of about
3.5 percent annually during 1989-91; (ii) lowering the rate of inflation
(as measured by the GDP deflator) from about 7 percent in 1987 to
approximately 4.5 percent in 1991; and (iii) reducing the external
current account deficit from 11.8 percent of GDP in 1987 to some
3.6 percent in 1991, The current account deficit excluding official
grants will be reduced by about one half to 9.8 percent of GDP in
1991. Gross official reserve holdings will be increased to cover
1.8 months of imports compared with 1.3 months' coverage in 1988; this
will help the Government meet its nonrescheduled external debt service
obligations in a timely manner. The current account objective takes
into account a moderate growth in Mauritania's major exports (fish and
iron ore) and a reduction in debt service payments, combined with
containment of import growth through appropriate demand management and
exchange rate policies (Appendix Table I). The assumption regarding the
growth of export and import are fairly conservative and reflect the
Government's decision to achieve its growth objective through an
increase in efficiency of production and imports and, in particular, the
achievement of self-sufficiency in rice production, the main staple
food.

The targeted improvement in the external position will be
facilitated by the demand management policies and structural reform
measures elaborated by the Government. Specifically, public sector
demand will be limited as the cash surplus of the Treasury (excluding
grants, and operations related to public enterprise and banking system
restructuring) is targeted to double to 4.8 percent of GDP in 1991 from
2.1 percent in 1988. At the same time, the overall consolidated cash
deficit, which includes investment outlays financed from abroad, will be

1/ All external debt payments that could not be covered by the
rescheduling requested by Mauritania from Paris Club members and other
bilateral creditors.



reduced by two thirds to 2.1 percent of GDP in 1991. The Government is
determined to encourage private sector initiative and participation in
all areas of economic activity and to this end, has started putting in
place most of the structural reform measures that have been delayed.

The rehabilitation of public enterprises is to be at the heart of
the government efforts to raise the contribution of the manufacturing
sector to economic growth and will involve divestiture, liquidation, and
increased private sector participation. Together with these reforms,
the Government has scaled down the size of its 1989-91 investment
program which emphasizes infrastructure investments that will support
private sector productive activities. The scaling down of the
investment program and the rise in its grant financing component will
help reduce external borrowing and the attendant increase in
Mauritania's external debt. At the same time, the efficiency of the
investment program will be increased so as to enable the Government to
achieve its growth objective.

1. Structural measures

In the agricultural sector, the Government's policy aims to
liberalize rapidly the marketing and price system for agricultural
inputs and outputs, to ensure more secure and equitable land
distribution, as well as a more viable credit system, and thereby
improve incentives for increased private sector participation in this
area. These measures, which are being implemented in cooperation with
the World Bank, will be supplemented by steps to increase the
effectiveness of the public agencies entrusted with government policy--
in particular, the rural development agency (SONADER) and the Ministry
of Rural Development--and to improve extension and research services.
The Government will also extend irrigation systems which will offer the
highest growth prospects for agricultural output, help protect livestock
from drought and provide more effective desertification control.

While some of these issues will be addressed over the long term,
the Government has already adopted a program of action spanning the crop
years 1988/89 to 1990/91 (July-June) which will open production,
collection, processing and marketing of rice to the private sector,
increase producer prices of cereals, and gradually raise the retail
prices so as to cover the processing and distribution costs. The retail
price of rice was increased by 10 percent to UM 32 per kilogram took
place in November 1388, and additional adjustments will be effected
during 1989-1991. These increases will permit the marketing agency
(SONIMEX) to raise its wholesale price for rice from UM 30 per kilogram
during 1988/89 to UM 35 per kilogram by 1991, enabling it at least to
cover costs. The marketing agency will purchase hulked paddy only from
the food aid agency (CSA), which will collect domestic paddy from
producers in remote areas where private traders are not present.



Consistent with the reduced role of the public sector in this area,
1989 and the CSA reduced its fleet of trucks and curtailed the
operations of its repair shop. Private traders are henceforth free to
purchase and process paddy, and market domestic rice without going
through the public agencies. Producer prices of traditional cereals,
millet, sorghum and corn were also raised for the 1988/89 crop season
and in order to encourage these crops, the price of food aid in
Nouakchott (wheat and sorghum) was raised by 5 percent in October 1988
to UM 21.50 per kilogram. The Government will review the adequacy of
these prices during the year. In addition, during 1989/90 and 1990/91,
the Government will raise the retail price of food aid to the level of
domestic production costs.

The new fishing policy adopted by the Government aims at preserving
fish resources over the medium term by controlling the size of fish
catch and protecting hatcheries. In line with this policy, the
Government is negotiating, with the support of the World Bank and
foreign bilateral partners, the establisment of a surveillance unit to
monitor fishing activities within Mauritania's exclusive economic
zone. The land-based facilities of this unit will be reinforced by the
acquisition of a patrol boat and an aircraft financed by France and the
Federal Republic of Germany. The Government is also taking steps to
increase the contribution of the fishing sector to domestic value
added. In this connection, the Government has taken measures to promote
small artisanal fishing companies, establish cold storage units along
the coast line and created a port for artisanal fishing. In addition,
the Government has launched a training program that will ensure that
qualified Mauritanian personnel are available over the medium term to
replace expatriate seamen. The replacement of the expatriates by
Mauritanian seamen 1s expected also to have a favorable impact on the
service account of the balance of payments.

In the manufacturing and mining sectors, the Government's policies
aim at strengthening existing capacity and promoting private sector
initiative with respect to new investments and enterprises.
Accordingly, the Government will further the rehabilitation of major
public enterprises, divest itself from some nonstrategic holdings, and
liquidate nonviable units. In particular, the Nouakchott Port Authority
and the Postal and Telecommunication Office (OPT) will be reorganized
and their managements strengthened during the three-year period. The
restructuring of the water and power company, SONELEC, will be pursued
in order to further improve the financial situation of the enterprise,
including annual revisions of the tariff schedule and reduction of
production costs through the increased efficiency of the power plants.

Under a public enterprise sector adjustment program being prepared
with assistance from the World Bank, comprehensive reforms will be
implemented at the iron ore company (SNIM). Specifically, the company's
financial situation will be brought back into balance, mainly by an
increase of production at the new mine (Guelbs) beyond the break-even



point, estimated at 2.5 million tons annually over the period 1989-91.
This entails an increase in the output of the Guelbs plant, to about

60 percent of its design capacity. The overall operating costs of SNIM
will be reduced by about 10 percent annually during the same period, in
part through more efficient energy use and the adoption of a more
rational procurement policy. The improvement in SNIM's financial
situation will help build up needed cash reserves to meet tax
obligations, to retire some expensive foreign loans contracted in the
past, and/or to finance development of high grade ore at a newly
discovered mine, which will replace the first iron ore mine that is
expected to be depleted by the mid-1990s.

The reforms of the public enterprise sector will be supplemented by
incentive measures provided to the private sector to increase its
participation in most economic activities. To this end, a new
investment code 1s being implemented which provides specific tax
benefits to entrepreneurs while reducing excessive exemptions from
import duties. The tariff code has also been revamped with a view to
simplifying it, reducing the level of effective protection, stimulating
competition, and improving resource allocation. The incentive measures
in favor of the private sector will be further enhanced by the
elimination of administrative price controls on most products by 1991,
and a liberalization of the trade system, with the abolition of the
import licensing system in 1989 and the exporter/importer card in
1990. These incentive measures will be strengthened by the completion
of the banking system restructuring with private (domestic and foreign)
participation in the new banks' capital.

2. Management of public resources

The Government has decided to double the surplus in treasury
operations (excluding grants) to some 4.8 percent of GDP between 1988
and 1991 (Table 4 and Appendix Table II). This implies that the overall
consolidated deficit in central government operations (taking into
account foreign-financed investment outlays) will be reduced by two
thirds, to about 2.1 percent of GDP in 1991. To achieve this objective
the Government will implement measures to raise the budgetary revenue
from 22.]1 percent of GDP in 1988 to 23.6 percent in 1991, Revenue
measures will include the implementation of the new tariff code, reforms
of the minimum lump-sum tax (IMF), the corporate profits tax (BIC), and
the turnover tax (TCA). To complement the reduction of tax exemptions
under the new investment code, the Government will revise tax exemptions
enjoyed by shipchandlers and expatriate sailors, and recover taxes
thatSNIM withheld but failed to transfer to the Treasury in past
years. Revenue is expected to be also strengthened with the completion
of the banking sector restructuring that will enable the government to
collect ckecks drawn in domestic banks for tax payments, in a timely
manner.



Total expenditure and net lending, relative to GDP, will be reduced
from 33 percent in 1988 to about 28 percent in 1991. Current outlays
will decline by some 3 percentage points of GDP to about 19 percent,
reflecting a more cautious trend in expenditure on wages and salaries, a
freeze in military outlays in nominal terms, and a more selective
allocation of subsidies and transfers. Regarding investment outlays,
the Government, in consultation with the World Bank, has adopted a
public investment program totaling UM 45 billion for 1989-1991, which is
10 percent lower in nominal terms, than the 1985-88 program. The
foreign-financed investments to be carried out by the Central Government
are targeted to amount UM 13 billion, which implies in nominal terms a
reduction by 20 percent relative to the externally financed investments
implemented during the preceding four years. In scaling down total
expenditure, and in particular investment outlays, the Government is
taking into account Mauritania's absorptive capacity and the need to
contain external borrowing to levels that are compatible with available
resources and the country's debt servicing capacity.

The projected improvement in the financial position of the
Government will permit the implementation of prudent credit policies
that will be consistent with the medium—term balance of payments and
inflation targets. In addition, the authorities will implement a
flexible interest rate policy that will yield positive rates on domestic
financial assets, thereby increasing domestic savings, and reducing the
need to excessively increase external borrowing.

3. External sector policies

The Government's external policies will aim at lowering trade
restrictions currently applicable to imports, reducing the rate of
effective protection of domestic production, and relying on price
signals to promote exports. As mentioned earlier, importers are no
longer required to secure an import authorization and import licenses
from the Ministry of Commerce, and the importer/exporter card, which
hitherto has been used to restrict entry into the trade sector, will be
eliminated by 1990. The Central Bank will authorize purchase of foreign
exchange on the basis of a declaration of intent to import, submitted by
the importer's bank., The reform of the customs tariff, that is being
phased in over the period 1989-1991, will reduce the rate of effective
protection from 132 percent in 1987 to 76 percent in 1991. This reform,
together with the more limited tax exemptions provided for under the new
investment code will foster a more competitive environment and encourage
a higher efficiency of production.

These reforms will be supported by a flexible exchange rate policy
that will help contain the demand for imports and promote exports,
Since the inception of the Government's adjustment program in 1985, the
real effective exchange rate of the ouguiya has depreciated, through
both discretionary measures and movements in the authorities' currency
basket, by some 30 percent up to the end of 1988 (Chart 1). If 1980 is
taken as the base year, the ouguiya real depreciation is about one-half
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Table 4. Mauritania: Consolidated Goverrment Financial Operations, 1985-1993 1/
1985 986 1987 1988 1949 19% 1991 1992 1993
Prog. Act. Prel. Pro pctions
(In millions of auguiyas)

Total rewrue, grants, and special accounts 18,781 18,39 22,428 22,09 26,912 26,486 27,697 28,614 31,662 33,747
Budgtary revere 12,301 1,6% 15,798 15,782 16,685 19,826 21,376 23,188 24,895 26,725
Crants 5,737 3,%7 5,180 4,884 8,950 5,680 5,251  4,2% 5,497 5,642

Budgetary 61 - 40 119 4,357 856 - — - -
Extrabudgetary 2/ 5,676 3,347 4,780 4,765 4,597 4,834 5,251 4,25 5,947 5,642
In kind 3/ 1,756 270 3o 239 273 278 284 289 235 0

Pro Jects 2,497 1,463 2,5% 2,552 2,249 2,349 2,682 1,60 2,811 2,897
Others 1,423 1,614 1,8%0 1,899 2,075 2,034 2,85 2,137 2,1% 2,245
Cormmon Fund - - 300 15 - 173 200 20 200 00
Special accounts W) 1,266 1,40 1,43 1,274 970 1,000 Lo 1,20 1,30

Total expenditure and net lending 21,235 19,865 22,79 23,347 25,143 30,706 27,732 27,119 28,56 20,25}

Current expendi ture 14 821 14,65 16,235 15,592 16,571 17,851 18,367 18,897 19,331 20,073
Budgetary &/ 11,642 12,770 14,045 13454 14,223 15539 15998 16,470 16,846 17,528
Extrabudgetary 5/ 3,179 1,884 2,190 2,138 2,348 2,312 2,168 2,426 2,485 2,545

Investment expenditure 6,239 5,01 6,335 5,73 5,92 6,500 7,815 7,313 8,400 9,605
Budgetary 706 658 888 760 820 1,55 1,7% 1,961 2,258 2,610
Extrabudgetary 4,846 3,655 4,3%7 3,864 4,002 39n 4,981 4,152 4,842 5,615
Speclal accounts 687 698 1,100 1,037 1,064 800 %0 100 1,10 1,50
Coomon  Fund _ - - 7 - i 200 2m 200 200

Net lending 6/ e X0 20 2,020 2,646 6,355 1,5% 910 775 575
Of which: restructuring 7/ bl - - 1,93 2,623 6,155 1,30 660 500 300

Overall surplus deficit (-) (coumitment basls)

Including grants 2,45 -1,5% -2 -1,268 1,769 4,220 -35 1,495 3,155 3464
Excluding restructuring operations =2,454 -1,55 -362 665 4,392 1,935 1,295 2,155 3,655 3,764
Excluding granta -8,191 -4,903 -5,542 -6,132 -7,184 -9,910 -5,286 -2,761 -2,341 -2,179
Excluding restructuring operations -8,191 4,903 =5,542 4,219  -4,561 -3,755 -1,9% -2,10 -1,841 -1,879

Change in payments arrears (kncrease +) -6,887 617 - 218 =275 ~358 - — — -
External -6,187 - - 615 ~275 -353 - — - -
Domest {¢ -l 617 - -397 - - - - - -

Overall surplus deficit (~) (cash basis) -9,341 433 -3%2  -1,00 1,494 4,578 -35 1,495 3,155 3,406

Financing 9,3l 939 362 1,030 -1,494 198 -1,210 -2,251 -1,408 -1,229
Foreign borraving {net) -15% -3,675 -3,83% -1,%94 -38J0 3,512 -910  -1,751 -l,48 -1,229

Drawings 2,351 2,192 1,117 3,429 3,278 3,616 5,272 5,359 5,512 5,729
Budgetary 2 - - 2,117 1,485 1,993 2973 2,817 3,482 3,011
Project 2,349 2,192 1,177 1,32 1,793 1,622 2,29 2,523 2,001 2,18

Amort [zat lon -2,51 -5,867 -5,612 -5,023 -B,645 -5,59 6,182 -7,1I0 6,920 6,958

Arrears 8/ 1,497 -1,578 - — - -

Docestic (net) -1,087 -585 -295 441 803 4,32 -X0 -500 - -
Barking systea -5 =271 - =424 883 4,320 -300 =500 - -
Other =557 -3l4 -295 -18 -80 b - - - -

External debt rellef and exceptional assistance 10,578 5,199 4,492 1,065 1,573 . . . .
Reschedulirg 8,128 5,199 4,292 3,065 1,469 . . .
Exceptional assistance 2,450 - X0 - 104

Flrencing gap -_ - —_ - - 3,7% 1,245 151 -1,747 -2,235

Possible Paris Club rescheduling 4,760

Memorandum items: (In percent of QDP)

Total reverue, grants and special accounts u.1 5.2 in.9 n.g 35.7 1.9 0.5 29.1 2.8 3.5
Budpetary reverue 22.5 1.8 24.0 22.8 22.1 23.9 23.5 2.6 23.5 23.4
Total expenditure and net lending 8.9 3.7 3.6 Nn.8 333 3.9 .5 27.6 26.9 26.4
Qurrent expendlture 7.2 23.4 24.6 22.5 22.0 21.5 20.2 19.2 18.2 17.5
Invesbment expenditure 1.4 8.0 9.6 8.3 1.9 1.8 8.6 1.4 1.9 8.4
Net lending 0.} 0.3 0.3 3.0 3.5 7.6 1.7 1.0 0.8 0.5

Overall fiscal surplus or deficit (-) (cash basts)

Including grants -17.0 -1.5 ~0.6 -1.5 2.09/ -5.5 - 1.5 3.0 1.0
Excluding restructuring operations -17.0 -1.5 1.3 5.59/ 1.9 1.4 2.2 3.4 3.3

Excluding grants =21.4 .8 -10.1 8.5 -9.9 -12.4 -5.8 -2.8 -2.2 -1.9
Excluding restructuring operations =27.4 6.8 ve 6.4 6.4 %9 4.4 -2.1 -1.7 -1.6

Pinancing gap - - - -_ - 4.5 1.4 0.8 ~-1.6 -2.0

Treasury balance ~12.7 2.0 2.1 3.2 7.8 2/ 3.8 4.0 4.8 5.4 5.7

Sources:

Data provided by the Mauritanian authorities; and staff estimtes.

special operatlong relsted to restructuring of banks and public enterprises.

2/ As recorded in the talance of payments.

3/ Forelgmfinanced food aid, including food ald with counterpart recorded under special accaunts.

4/ Including tnterest due.

E/ Equivalent to the counterpart of extrabudgetary grants (excluding project grants), less expenditure under special accounts

(counterpart food atd).
6/ Excludes omrlendirg to public enterprises.

1/ Specisal operations related to restructuring of banks and public operations.
8/ Arrears to Paris Club members to be rescheduled {n forthcaming Paris Club.

9/ Inclides debt forgiven by the Federal Republic of Geruany amanting to the equivalent of 5.8 percant of CDP.

I/ Including expenditure financed directly from sbroad and therefore not recorded in treasury accounts and fram 1987 onard,
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the above rate. Moreover, the authorities devalued the ouguiya by

5 percent on April 2, 1989 and will take appropriate measures to prevent
any real appreciation of the currency during the remaining period under
the ESAF arrangement.

In the area of external debt management, the Government has decided
to put in place reforms that will prevent the recurrence of arrears on
external debt service, by controlling the stock of external debt through
a careful streamlining of the investment program and by striving to
secure foreign financing that will result in a ratio of loan to grants
and very concessional assistance of about 1 to 3. In line with this
objective, the Government will finance the 1989-91 public investment
program mainly through external assistance obtained on highly
concessional terms and through the increase in public savings. The
administrative departments in charge of servicing the debt will continue
to coordinate more closely their respective responsibilities, starting
with the establishing of a comprehensive and commonly shared data base
regarding the size of the debt and its service. Human and material
resources will be provided to these units so as to enhance the
effectiveness of debt management and monitoring.

4. External Financing Needs

The demand management policies, together with incentives being
provided for increased private sector output and exports will enable the
Government, over the medium term, to reduce the external current account
deficit to some 3.6 percent of GDP by 1991 (Table 5). However, the
current account deficit, excluding official transfers, will still
represent about 9.8 percent of GDP in 1991. In addition, the need to
meet principal debt payments falling due (including repurchases from the
Fund) estimated at SDR 348 million for the period 1989-91 and to
strengthen gross official reserves to cover two months of imports, will
require additional financial assistance estimated at about SDR 100 mil-
lion annually. On the basis of prudent estimates of new grant and loan
commitments expected by the Government, (including program lending by
the World Bank and disbursements under the ESAF), the residual financing
gap can be lowered from SDR 70 million in 1989 to SDR 23 million in
1992. The Government expects that additional assistance under the
Special Assistance Program (SPA) of the World Bank and the structural
adjustment program of the African Development Bank will be adequate to
cover the residual gaps.

As shown in Charts (2 to 5), the adjustment efforts of Mauritania
will effectively contain the external current account deficit as a ratio
to GDP to a sustainable level 1/, which will allow for a reduction in
the ratio of external debt to GDP and significantly curtail the
financing gaps, particularly during 1997, when repurchases under the

1/ The baseline scenario retains very conservative assumptions
regarding export prices.
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CHART 2
MAURITANIA
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CHART 4
MAURITANIA

EXTERNAL DEBT, 1887-2000
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CHART S
MAURITANIA
EXTERNAL DEBT SERVICE,1987-2000
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Table 5. Mauritania: Balance of Pavments, 1984-93
1984 1985 1986 1987 1988 1989 1990 1991 1992 1993
Prog. Act. Est.
(In millions of SDRs)

Trade balance (f.o.b.) -18.3 52.5 71.2 90.9 57.9 69.4 79.6 87.5 96.3 102.3 108.0
Exports 1.6 371.9 358.7 W7.6 315.1 332.0 ¥9.9 3%7.1 391.1 413.3 436.9
Tmports -309.8 -319.5 -287.5  -256.7 -257.2 ~262.5 =270.3 -219.5  -294.7  -31l.0 -328.9

Services (net) ~207.9 -213.7 -210.2  -202.4 -194.7 -180.0 -167.0  -169.6  -169.5 -169.3  ~172.4
Nonfactor services (net) ~163.6 -162.1 ~148.9  -149.8 -132.2 -127.0 -116.2 -12L.7 -122.7 -n4.3  -128.7
Lnvestment income (net) -44.2  -51.7 -61.4 -52.6 -62.5 -53.0 ~50.7 -47.9 —46.8 —44.9 =43.6

Of which: interest payments due (~52.1) (-54.2) (-61.4)  (=53.9) (-61.4) (~53.0) (~51.3) (=4B.4) (=47.8) (~46.4) (—45.9)

Transfers (net) 75.0 60.4 41.4 61.5 51.7 105.6 54.8 47.6 42.8 47.6 53.4
Private transfers -22.5 -23.3 -22.9 -14.0 -19.4 -21.8 -17.8 -15.1 -10.6 -7.9 ~6.0
Public transfers 97.5 81.7 64.3 75.5 71.1 1.4 Y 72.6 62.7 53.4 55.5 59.4

Current account
Including public tramsfers ~151.2 -100.8 -97.5  —49.89 -85.1 -5.0 ~32.5 ~34.4 -30.4 -19.4 -10.9
Excluding public transfers ~248.7 -184.7 -161.8  -125.5 -156.3 ~132.4 -105.2 -95.2 -83.8 -74.9 -70.3

Normonetary capital (net) 47.9 68.2 3.7 1.1 36.8 —44.9 ~25.5 0.1 16.8 18.2 25.1
Direct investrent 5.2 4.3 1.8 5.8 2.0 1.4 1.5 1.7 1.9 2.1 2.3
Official mediur and long-temm loans 39.3 53.8 4.7 2.5 7.9 -78.7 ~29.0 8.6 5.3 9.8 16.7

Disbursements 108.7 115.8 95.7 100.4 103.8 71.1 74.6 97.3 106.5 108.0 110.2
Project loans 103.5 115.8 95.7 82.7 83.8 52.9 46.4 58.7 69.6 73.5 76.1
Progran loans 5.2 — - 17.7 20.0 18.2 28.2 38.6 3.9 34.5 3.1

Principal due -69.4  -62.0 -100.4 -97.9 -95.9 -149.8 1/ -103.6 -88.8  -101.2 -98.2 -93.5

Suppliers' credit for boats 0.6 3.4 9.9 - 0.6 - -8.1 0.9 1.7 -0.7 -0.9
Disbursements 5.4 5.1 4.7 - 7.6 7.8 0.5 10.3 10.1 9.0 8.8
Principal due 4.8 -7 -4.8 - -7.0 -7.8 ~8.6 -9.4 -8.4 -9.7 -9.7
Other capital 2/ 2.8 6.7 27.8 -7.2 26.3 -32.4 10.0 9.0 8.0 7.0 7.0

Owerall balance -103.2  -32.6 -62.8 -43.8 -48.3 -49.9 -58.0 -14.3 -13.5 -1.2 14.2

Financing 103.2 32.6 62.8 43.8 48.3 49.9 -11.6 -1.3 4.7 -21.9 -25.4

Changes in net foreign assets
of the banking system
(- indicates an increase) 32.2 ~26.3 -10.8 9.4 -20.6 .7 7.0 -1.3 5.7 -21.9 -25.4

Monetary authorities (net) 27.7 9.0 ~71.6 -2.4 -7.7 ~14.8 7.0 ~1.3 -4.7 -21.9 ~25.4
Change in gross reserves 32.2 2%.4 0.4 -13.0 ~-10.9 9.6 0.8 -10.0 -12.0 -16.0 -16.0
Change in Uabilities 4.5 -15.4 -7.2 10.6 3.2 5.2 7.9 8.7 7 5.9 -9.4

Of vhich: FRund transactions (-9.0) (-2.8) (-8.5) (10.6) (14.0) (n.5) (9.5) (=5.7) (-7.3 (-5.9) (=4.4)
Purchases = (9.6) (18.5) (15.5) (18.9) (4.0) (17.0) (17.0) (17.0) (—) (=)
Repurchases (-9.0) (-12.4) -9.7) -4.9) (-4.9) (-3.5) (-7.4) (-11.2) (-9.6) (-5.9) (—4.4)

Other net (including AfF) 3/ 4.5 -12.7 -13.4 - -10.8 4.7 -1.7 3.0 — — -5.0

Deposit money btarks (net) 4.5 -35.2 -3.2 -1.0 -12.9 4.1 - —_ — - -
Accumlation of arrears

(+ indicates an increase) 41.7  -100.2 — — 3.8 9.8 4/ -18.7 — — — —

External debt relief and

exceptional assistance 29.3 159.0 73.% 17.5 60.2 2.3 -_ - - — -

Rescheduling 29.3 122.5 73.6 17.5 56.4 28.3 — - - — -
Interest 12.5 0.8 15.1 1.5 14.9 9.2 — —_ — - —
Principal 16.9 26.2 58.5 16.0 41.5 19.0 - — — — —
Arrears 75.5 - — — — — — — — -

Exceptional assistance — 36.5 — — 3.1 — - — - — -

Debt cancellatiorrelated - - - — 0.6 1.0 — — - — —

Financing gap - - - - - — 69.7 15.7 18.3 23.1 11.3
Memorandun 1tems: (In percent of GDP)
Current account deficit
Including of ficial transfers -21.3. -la3 -13.6 -7.1 -11.8 -0.7 =4.2 =.3 -3.h -2 -1.1
Excluding officlal transfers -35.1 -26.2 -22.5 -17.9 -21.6 -17.8 ~-13.6 -12.1 -9.3 -8.3 ~-7.4

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

1/ Including debt cancellation of DM 94.2 million of German loans in 1988.

2/ Including private short-term capital, commercial credits, and errors and omissions.

3/ A, Arab Monetary Fund.

4/ Inclides the repayment of 1987 arrears and new arrears to Paris Club members and other bilateral creditors of SIR 18.7 million.
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SAF/ESAF arrangements peak. These external prospects are sensitive to
the performance of exports of iron ore and fish, Mauritania's main
exports. In the event that export earnings fall short of those assumed
in the base scenario above--owing to lower export price and volume of
iron exports or alternatively lower prices for fish exports—--faster
domestic adjustment would be required, including tighter budgetary and
credit policies. This additional adjustment would be necessary to
prevent the emergence of unsustainable financing gaps.

Mauritania's outstanding use of Fund credit is projected to rise
from 177.9 percent of quota in 1989 to 216.5 percent of quota in 1991.
Thereafter, it is expected to decline to 82,6 percent of quota in 1997
and further to 7.6 percent by the year 2000 (Appendix Table III). The
ratio of debt service to the Fund in relation to external current
account receipts is expected to decrease from 2.6 percent in 1990 to
1.8 percent in 1997 when repayments of SAF and ESAF loans reach their
peak; subsequently it declines to 0.7 percent by the year 2000. Even
assuming that export performance is somewhat weaker than projected in
the baseline scenario, the improvement in the capacity to service the
debt to the Fund would be broadly maintained. Thus, assuming that the
dollar price of iron ore export declines by 10 percent during 1990 with
unchanged volume through 1995 and a volume reduction by 10 percent in
1996 (Scenario I), the ratio of debt service to the Fund in relation to
current account receipts, falls from 2.7 percent in 1990 to 1.8 percent
by 1997 and further to 0.8 percent during 2000. Under alternative
assumptions of a fall by 10 percent in the export price of fish in 1990
followed by an increase at the rate of projected inflation in industrial
countries (Scenario II), the ratio falls from 2.8 percent in 1990 to
1.9 percent in 1997, and further to 0.8 percent by 2000. In relation to
gross official reserves, debt service to the Fund falls from 13 percent
in 1989 to 8.4 percent in 1997 and further to 3.2 percent in 2000,
Furthermore, the debt to the Fund will represent 4.4 percent of total
Mauritanian debt in 1989 and less than 1 percent by 1998,

Given Mauritania's past record of consistently meeting its
obligations to the Fund, the projected build-up of its external
reserves, the efforts of the government to reduce the ratio of the
external debt to GDP, and the fact that the Fund credit outstanding
represents only a small portion of total external debt, it is not
expected that Mauritania will experience difficulties in meeting its
financial obligations to the Fund over the medium—-term.

5. Social aspects of the government adjustment program

The Government intends to ensure that the implementation of its
ad justment program does not adversely affect the most vulnerable
population groups in Mauritania. In that light, the Government will
emphasize reform measures that will shield these groups, as much as
possible, from the negative aspects of the adjustment prccess. In the
primary sector, agricultural producer prices have been increased during
the last two crop seasons and will be reviewed periodically to ensure



that producers purchasing power is adequately maintained and that
additional production incentives are also provided. In the fishing
sector, the Government's decision to promote small-scale fishing
enterprises will help create employment opportunities for the urban
poor. The attainment of the Government's objective of increasing
Mauritanian participation in the fishing sector will require the
training of skilled seamen to progressively replace expatriate

workers. The impact of public enterprise restructuring on employment
has been mitigated by provision of adequate severance pay and facilities
extended to help laid-off employees become self-employed. Food aid
policy will remain one of the main safeguards for the most vulnerable
segments of the population, and its administration through the food for
work scheme will preserve and enhance the ability of the recipients to
participate in the development process.

In order to better identify the most vulnerable groups and design
appropriate compensating measures, the Government has launched an effort
to enhance data collection and analysis, improve the assessment of the
country's social situation, and prepare priority projects.

IV. The Program for 1989

Consistent with the medium-term framework described above, the
objectives of the 1989 program are to achieve a growth of real GDP of
about 3.2 percent; to limit inflation, as measured by the GDP deflator,
to about 7 percent, taking into account the implementation of a flexible
exchange rate policy and the liberalization of most import prices; and
to narrow the external current account deficit (excluding official
grants) to 13,6 percent. To achieve these objectives, the Government
will continue to implement prudent fiscal, monetary, and credit policies
and put in place appropriate incentives that will increase private
sector initiatives in the economy.

a. Structural measures

With a view to promoting industrial activity, the Government has
adopted an investment code, which became effective in January 1989. The
new code applies to all sectors, encourages a labor-intensive production
process and provides specific incentives for export-oriented
activities. Procedures for project approval under the new code have
been streamlined and the National Investment Commission is now required
to announce its decision within 90 days, as opposed to six months under
the previous code.

In the area of pricing policies, following the liberalization of
prices of most domestically manufactured goods in 1987, the authorities
have decided to reduce from nine to three the number of locally
manufactured products still subject to administrative price control. In
addition, the prices of two thirds of the manufactured goods that are
imported will be decontrolled in 1989 and the remaining one third in
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1990. In order to better assess price trends, the Government will
improve data collection for the compilation of the consumer price index
by implementing the recommendations made in this area by a Fund
technical assistance mission.

The Government will pursue a cereals policy aimed at increasing
agricultural output by means of adequate remuneration of producers and
an effective marketing policy favoring private sector involvement.
Following the elimination of the monopoly exercised by SONIMEX and the
CSA over the purchase and marketing of local rice, the role of the CSA
will be progressively reduced to that of collection of rice paddy and
distribution of food aid in remote regions with no private sector
presence. As part of the scaling down of the CSA, all its rice mills
and part of its fleet of trucks were sold in early 1989, with a further
reduction in the fleet slated for the latter part of the year. Producer
prices of cereals, which were adjusted in January 1989, will be further
increased at the start of the next crop year in July. Retail prices
will be also increased, especially the price of rice, in order to reduce
losses incurred by SONIMEX arising from the excess of the purchase price
from CSA over the wholesale price at which SONIMEX is allowed to sell
the rice. Moreover, the sale price of wheat received as food aid has
been raised as a means of encouraging the consumption of traditional
cereals, which has been declining.

Regarding the reform of the public enterprise sector, priority will
be given to the strengthening of SNIM, given the serious financial
~difficulties that the enterprise is currently facing. SNIM will put in
place reforms to increase productivity and reduce costs with the support
of a World Bank structural adjustment program for the public enterprise
sector. This would pave the way for obtaining the refinancing and/or
cancellation of SNIM's debt, the service of which absorbs approximately
40 percent of the company's earnings. The rehabilitation of SONELEC
will be pursued and the automatic annual rate increase called for in the
financing arrangements will be implemented in 1989, Other public
enterprises to be rehabilitated include the petroleum product marketing
board, the Post and Telecommunications Office (OPT), and the Port
Authority in Nouakchott, whose management is to be strengthened. The
fish marketing board (SMCP) will limit its activity to marketing and
hence will put up its fleet of 17 boats for sale by June 30, 1989,

Since in recent years the imports of SONIMEX have increased much more
rapidly than suggested by domestic demand, the government will review
the company's operations to ensure that they are consistent with its
balance of payments objectives.

In the area of bank reorganization, the Government will complete
the restructuring process by the end of 1989. In this process,
rebuilding the capital of the banks, clearing the rediscount lines at
the Central Bank, and writing-off nonrecoverable loans will be financed
by a new issue of treasury bills amounting to UM 3.5 billion and by use




of the counterpart funds of the World Bank's structural adjustment
credit. 1/ Measures also will be taken to accelerate the recovery of
nonperforming loans in order to reduce the interest costs of the
restructuring operations to the Treasury.

b. Financial policies

The budgetary targets for 1989 are consistent with the targets set
in the policy framework paper. The surplus on the operations of the
Treasury is targeted at UM 3.2 billion, equivalent to 3.8 percent of
GDP. It will enable the Treasury, in particular, to meet the rapidly
increasing amortization payments on the debt that will not be
rescheduled at the next Paris Club meetings. The consolidated cash
deficit (excluding grants) will be limited to 12.4 percent of GDP,
taking into account the cost of restructuring public enterprises and the
banking system, estimated to reach UM 6.2 billion (7.5 percent of GDP)
during 1989. When these operations are excluded, the consolidated
overall deficit falls by about one fifth to 4.9 percent of GDP. 2/
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Measures are taken under the 1989 budget to increase budgetary revenue
about twice as much as GDP growth, while current expenditure (excluding
b e - - =
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interest paymencs,;/ wWiii increase OniLy TWO thirds as much as GDP
growth.

On the revenue side, the deductibility of the m1n1mum lump-sum tax
{IMF) from the tax on industrial and commercial profits is limited to
50 percent instead of 100 percent previously. Tax rates on petroleum
products have been ralised and the proceeds incorporated into the
budget. The specific consumption tax on rice has been transformed into
an ad valorem customs tax at a rate of 45 percent and the specific
consumption tax on sugar has also been transformed into an ad valorem
tax at rates varv1na between 18 percent and 35 percent SNIM will be

1

___________ varyi ercent perce

required to pay its arrears on the wage and salary tax (ITS). The
reduction of expmnr10nq under the new investment code

reforms, combined with an increase in the CIF value of imports emanating

1/ The counterpart funds from the World Bank SAC will be used in part
to clear external arrears that may have been accumulated by the
commercial banks.

2/ The restructuring of the public enterprise sector will be financed
by use of counterpart funds from the structural adjustment credits
extended by the World Bank and the African Development Bank to
Mauritania. The amount of expenditure in 1989 is estimated at
UM 1.7 billion and will be scaled down in case of any shortfall in this
lending. The restructuring of the banking system involves cleaning up
the balance sheets of the banks and, in this process, the Treasury will
issue bills estimated at UM 3.5 billion in 1989 to the Central Bank, in
exchange for discounted nonperforming loans owed by the commercial
banks. Counterpart funds from the structural adjustment credits of
about UM 1 billion will also be used for the restructuring of the
banking system.
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,,,,,, terms. Taking into
account the recruitment dur1ng late 1988 in the pr1or1ty social sectors
of education and health, outlays on wages and salaries will rise by

6 percent which, given the projected rate of inflation, implies a
reduction by about 1 percent in real terms. Expenditure on materials
and supplies will increase by l4 percent in order to support the
efficiency of the civil service staff.

Consistent with a scaling down of the three-year public investment
program, capital outlays will be equivalent to about 8 percent of GDP in
1989, unchanged from the 1988 level. About two thirds of these
investments will be financed from abroad, mainly through external
grants. The overall consolidated cash deficit will amount to
UM 4,6 billion. However, the central government financing requirements
will amount to UM 11.7 billion, taking into account amortization
payments falling due in 1989 (UM 5.6 billion) and the repayment of
external arrears (UM 1.6 billion). Before rescheduling, a financing gap
estimated at UM 3.8 billion will arise, which could be covered by
rescheduling on highly concessional terms requested from Paris Club
members and other bilateral creditors.

The Government intends to continue to conduct a prudent monetary
policy during the program. As the restructuring of the banking system
is likely to result in the revamping of the banks' balance sheets, the
Government will control the expansion of net domestic assets rather than
domestic credit as in past programs. Net domestic assets, which were
estimated at UM 26,93 billion at the end of 1988, will increase by
1.4 billion during 1989 (Table 6). Net borrowing by the Treasury from
the banking system will increase by UM 3.3 billion during the year,
taking 1nto account the use of SAC counterpart fun

ds earlier in the
year, the issue of Treasury bonds amount1ng to UM 3,
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Table 6.

Mauritania: Monetary Survey, 1985-89

(In billions of ouguiyas; end of period)

1986 1987 1988 1989
Dec. Dec. February June Dec. 1/ March June Sept. Dec.
Prog Act. Prog. Act. Program
Net foreign assets -9.20 -7.78 -8.30 -9.48 -7.89 -11.05 -8.96 -8.70 -8.90 -8.80 -8.74
Central Bank —4.64 -3.97 . -5.06 —4.39 —6.20 -5.56 -5.30 -5.70 -5.60 -5.54
Deposit money banks -4.56 3.80 =4.,42 -3.50 -4.85 -3.40 -3.540 -3.20 -3.20 -3.20
Domestic assets (net) 24.24 25.29 e 27.63 eee 29.06 26.93 27.10 27.63 27.85 28.33
Domestic credit 20.65 22.04 22.45 23.40 22.85 22.97 25.92 31.04 30.92 31.02 30.54
Claims on Govermeent (net) g/ (4.70) (4.48) (4.70) (4.56) (4.64) (4.64) (5.32) (10.15) (9.65) (9.45) (8.65)
Claims on the econamy 3/ (15.95) (17.55) (17.75) (18.84) (18.15) (18.33) (20.60) (20.90) (21.27) (21.57) (21.90)
Other items (net) - 3.59 3.25 4.23 6.10 1.01 -3.94 ~3.28 -3.17 -2.21
Money and quasi-money 15.04 17.51 17.20 18.15 17.77 18.01 17.97 18.40 18.73 19.05 19.59
Money 11.57 13.27 13.20 13.91 13.60 13.85 13.99
Quasi money 3.47 4,24 4.00 4,24 4.17 4,17 3.97
Memorandum items:
Claims on Govermment
Excluding restructuring
operations (net) 4.70 4.48 4.70 4.56 4.64 4.64 4.39 4.89 4.39 4.19 3.39

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

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

Z/ Custams bills with bank gnarantees in the portfolio of the Treasury are excluded from claims on govermment.
3/ Excludes capitalized interest charges on loans unlikely to be repaid.

|
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assets, will provide adequate liquidity to the bank to increase credit
to the economy. These factors will enable the Government to meet its
objective of containing inflation by keeping broad money expansion below
the projected rate of growth of nominal GDP.

In consultation with Fund staff, the authorities have simplified
ihe 1nterest rate structure, which continues to take into account the
underlying inflation rate. The Central Bank intends to introduce
reserve requirements at the end of the year concurrently with the
creation an interbank money market. Hence, consistent with an
appropriate discount rate policy, the commercial banks will be expected
to fund themselves on the money market before having recourse to the
rediscount window of the Central Bank, which will be used only as a last
resort. Following completion of the banking system restructuring, the
Central Bank intends to start implementing measures that will ultimately
permit indirect control over credit expansion and give the commercial
banks greater responsibility in setting market-related interest rates on
deposits and loans.

c. External sector

The external current account deficit is projected to be reduced to
SDR 105 million from SDR 132 million in 1988. Export earnings are
expected to grow by about 5.4 percent, reflecting a rise in unit value
by 7.8 percent that will more than offset an estimated decline of
2.2 percent in volume. Imports will grow by about 3 percent, with a
rise in volume of 1.2 percent in spite of a decline of 2.6 percent in
the volume of project-related imports, which is consistent with the
scaling down of the public investment program. The service account is
projected to improve, owing to higher fishing royalties and lower
service payments by the fishing sector; in addition, payments for
project-related studies will be reduced in line with the lower public
investment program. The capital account will record a net outflow
projected at SDR 25.5 million, reflecting heavy external debt
amortization payments. The overall balance of payments, before
rescheduling, is projected to record a deficit of SDR 58.0 million
(7.5 percent of GDP). Taking into account the Government's gross
official reserve target of 1.3 months of imports, net purchases from the
Fund and the clearing of accumulated external arrears, a financing gap
estimated at SDR 70 million emerges. The gap could be covered by debt
rescheduling on very concessional terms (including previously
rescheduled debt) from the Paris Club members and other bilateral
creditors.

The Government will rely on the financial policies described
earlier to achieve its balance of payments objectives during 1989.
These demand management policies will be supplemented by the
implementation of a flexible exchange rate policy that will support
measures taken by the Government to reduce trade restrictions, including



in particular the easing of requirements for granting the exporter/-
importer card and the elimination of the import authorization and the
import license issued by the Ministry of Commerce.

Following these reforms, Mauritania will still maintain
discretionary controls on imports and the sale of foreign exchange for
invisibles, including travel expenses and remittances abroad by
foreigners working in Mauritania. However, bonfide requests for higher
amounts for invisibles are granted on a case-by-case basis. 1/

The Government is also determined to strengthen its debt management
system so as to avoid further accumulation of arrears on external
debt. The Government's demand management policies are designed to bring
about an improvement in the external position and the related financing
requirements, thereby reducing the external debt service ratio, before
rescheduling, from 54 percent in 1988 to 29 percent of exports of goods
and services by 1993 (Appendix Table IV). In addition, the Government
has also put in place a committee responsible for external debt
management and monitoring to ensure a timely servicing of the debt. In
this light, appropriate training is being provided to the relevant staff
at the Central Bank and Ministry of Finance, and a computerized debt
management system is to be set up, before the end of 1989, with World
Bank-financed technical assistance.

V. Benchmarks and Performance Criteria

The proposed benchmarks and performance criteria for purposes of
monitoring the program are shown in Table 7. The ceilings at end-March,
end-June, end-September, and end-December 1989 on the expansion of net
domestic assets and credit to the Government, the limits on concessional
loans and the nonaccumulation of domestic and external arrears, and the
maximum level of net external liabilities of the Central Bank have been
established as quantitative benchmarks. In addition, the quantitative
benchmarks for end-September 1989 will also constitute performance
criteria.

Furthermore, the following will constitute structural benchmarks
under the program: (i) completion of measures that will lead in 1990 to
the integration of the minimum lump-sum tax (IMF) and the turnover tax
(TcAa); (ii) implementation of measures for the reform of the cereal
marketing system and, in particular, a further reduction in the CSA
fleet of trucks; (ii1) the elimination of price controls on two thirds
of imported industrial and commercial products that are subject to the
maximum profit mark-up; (iv) a modification of data collection on retail
prices of goods included in the CPI to reflect actual prices instead of

1/ For a complete description of Mauritania's exchange system, see
the 1988 Annual Report on Exchange Arrangements and Exchange
Restrictions.
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Table 7. Mauritania: Quantitative Performance Criteria and Benchmarks for the First
Annual Arrangement Under the Enhanced Structural Adjustment Facility, 1989

Performance criteria and Stock at Maximm cumilative change fram Dec. 31, 1988 to
quantitative benchmarks Dec. 31, 1988 June 30, 1989 Sept. 29, 1989 Dec. 29, 1989
Benchmarks Perf. crit. Benchmarks

(In mi1llions of ouguiyas)

Domestic sector

Net domestic assets 1/ 26,929 700 900 1,400
Net credit to Government 1/ 5,325 4,320 4,120 3,320

Accumulation of domestic arrears — — — —

(In millions of SDRs)

External sector

External arrears on govermment debt 18.7 - - -18.7 3/
Increase in nomtrade-related short-

term debt of the Govermment and the

caomeercial banks - — — —
Contracting or guaranteeing non—

concessional debt by the Government

in the 1 to 15 year maturity range

during period 2/ - - - -

Quantitative benchmark Stock at Maxdmum stock at the end of
Dec. 31, 1988 June 30, 1989 Sept. 29, 1989 Dec. 29, 1989
Benchmarks Benchmrks Benchmarks

(In mi1lions of ougulyas)

External sector

Net foreign liabilities of Central Bank 5,562 5,900 5,800 5,700

1/ Net credit to Govermment includes issues of treasury bonds amounting to UM 3.46 billion to be effected
before March 31, 1989 in the context of the banking system restructuring, as well as counterpart funds from
World Bank program loans deposited at the Central Bank. It is assumed that the counterpart funds that amounted
to (M 0.86 billion at December 31, 1988 were utilized by March 31, 1989. Net credit to Govermment excludes
credit fram the Treasury to the private sector. The program also assumes that Paris Club rescheduling will
permit the Govermment to reduce its recourse to bank credit by UM 200 million in the third quarter and
UM 800 million in the fourth quarter. 1In the event that bill issues differ from what is assumed in the program,
and the difference in the amount is fully reflected in the central bank's nonperforming old loans to domestic
camnercial barks, the ceiling on net credit to Government will be adjusted accordingly. In case the counterpart
fund deposits are higher than the amount programmed, net credit to the Government will be reduced

correspondingly. In case the Paris Club rescheduling provides relief larger than programmed, net credit to the
Govermment will be reduced accordingly.

2/ Excludes possible Paris Club rescheduling.

3/ To be rescheduled at the forthcoming Paris Club expected before the end of 1989.



official prices; (v) the implementation of measures to improve the
coordination and management of the external debt as described in details
in the authorities' letter of request (Attachment Paragraph 13);

(vi) the restructuring of the banking system, including implementation
of the recommendations of the audit report regarding personnel
reduction, increases in capital, the issuance of treasury bills to
cancel Central Bank refinancing, opening the banks' capital to the
private sector and strengthening the management of the new banks; and
(vi) the payment by SNIM of all its arrears on the withholding tax on
wages and salaries for 1987 and 1988 (UM 518 million). Structural
benchmark (iv) shall also constitute a performance criterion.

To secure the objectives and targets of the 1989 program, the
GCovernment has implemented a set of measures before Board consideration
of Mauritania's request for the first annual arrangement under the
ESAF. They comprise: (i) an adjustment of the exchange rate by
5 percent against the currency basket of the ouguiya; (ii) setting up a
committee to monitor implementation of the adjustment program and
initial measures to reinforce the debt monitoring system; (iii) easing
the conditions for obtaining the importer/exporter card and elimination
of the authorization for import and import license issued by the
Ministry of Commerce; (iv) sale of the state-owned rice mills to the
private sector; (v) reduction by two thirds of the number of
domestically manufactured goods under price control in the form of
maximum mark-up; and (vi) collection by the Treasury of the withholding
tax on SNIM wages and salaries for the first three months of 1989,

The standard clause regarding the exchange and payment system shall
also constitute a performance criterion. The disbursement of the second
loan under the first annual ESAF arrangement will also be subject to a
mid-term review with the Fund, to be completed by October 31, 1989
(Appendix Table V). The review will emphasize in particular the
progress made by the iron ore company to remain current on its 1989
liability with regard to the tax on wages and salaries (ITS), the
strengthening of the debt management system, and implementation of a
flexible exchange rate policy.

VI, Staff Appraisal

Mauritania pursued its adjustment and structural reform program
during the period 1987/88, with the objectives of further reducing
financial imbalances and alleviating structural impediments to
sustainable growth. This program was supported by a stand-by
arrangement and a loan for the second annual arrangement under the
structural adjustment facility., The results achieved by the Government
were mixed. The financial position improved, credit policy was
restrained, the rate of inflation was lowered, interest rate policy
resulted in real positive rates on key deposits, and the real effective
exchange rate depreciated further. The surplus in treasury operations
was lower than targeted; although the benchmark on the banking system's
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net claims on the Government was met, the ceiling on domestic credit was
exceeded, owing to a larger-than-programmed credit expansion to the
private sector. The Government continued to experience difficulties in
the external sector in 1988, with a larger current account deficit than
programmed and the accumulation of new arrears on external debt. The
contlnued weakness in the external position was due in part to slippages
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The adjustment and structural reform program adopted by the
Government for the 1989-91 period aims at strengthening the external
nnq1 tion to a sustainable level and nrh\c\nna a durable rate of economic

growth under conditions of internal stablllty. To these ends, the
Covernment recognizes the need to contain aggregate demand, particularly
public sector expenditures, and implement measures that will restore
efficient production in the manufacturing sector through the
rehabilitation of public enterprises, while simultaneously taking steps
to free the initiatives of the private sector from cumbersome
administrative regulations and institute a more competitive environment.

The staff endorses the fiscal, monetary, and exchange rate policies
adopted by the Government and finds them appropriate for achieving the
Government's objective of bringing the external current account deficit
to a level that, starting in 1992, can be financed without recourse to
exceptional assistance. In light of Mauritania's limited absorptive
capacity, the traditionally long delays required to complete feasibility
studies for project, the experience with large projects that increased
the country's debt without generating any significant returns on the
investment, the staff welcomes the Government's decision to improve the
efficiency of the investment program through better project selection
that can add to productive capacity and help achieve the growth
objective with a lower level of investment outlays. Furthermore, the
staff supports the Government's decision to finance the lower level of
public investments mainly by grants and external borrowing on very
concessional terms.

As a result of these policy decisions, the ratio of Mauritania's
external debt to GDP will fall by 16 percentage points between 1988 and
1993. In addition and taking into account the measures being
implemented to encourage exports, the debt service ratio, before
rescheduling, will decline by nearly one half to 29 percent of exports
of goods and nonfactor services by 1993, In addition to meeting its
debt service obligations to the Fund, as it has always done in the past,
the Government has appropriately targeted an increase of SDR 32 million
in gross international reserves during 1992-93, an amount that will help
the Government plan for adverse contingencies. The staff also believes
that the reserve accumulation provided for under the program will enable
Mauritania to maintain orderly relations with its creditors after the
expiration of the three-year ESAF arrangement. The authorities'
decision to set up a committee to monitor the external debt and oversee



its computerized management will further enhance the country's capacity
to manage the debt effectively and discharge all payment obligations
(including those of the Fund) a timely manner.

The staff believes that the Government has adopted appropriate
incentive measures, including reform policies in the agricultural and
fishing sectors, a new investment code, and a customs tariff which,
together with measures taken to liberalize price controls and reduce
trade restrictions, will encourage the private sector to increase 1its
participation in all aspects of economic activities. The Government's
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emphaala on a T&piu completion of the banking system restructuring is
appropriate and will adequately support the productive activities of the
private sector. The staff endorses that the strategy and policies
adopted by the Government for the medium term that will help achieve its
objectives for a real GDP growth rate of abour 3.5 percent during 1989-
91, combined with a decline in the rate of inflation to some 4.5 percent
by 1991.

In the staff's view the measures that the Government 1is
implementing in 1989 in the fiscal and monetary areas, together with
structural reforms to strengthen the productive capacity in the public
enterprise sector and to encourage private sector participation in
economic activities, are appropriate to achieve the Government's
external target of reducing the current account deficit by 4 percentage
points of GDP to 13.6 percent, and containing inflation despite
extensive price liberalization and adjustment in administered prices.

The Government's decision to significantly increase the surplus of
treasury operations and reduce the overall consolidated deficit in
central government operations by about one fourth will help contain
aggregate demand, especially imports. The restructuring operations
which are expected to be fully financed by use of counterpart funds from
World Bank structural adjustment credits (SAC) and treasury bills issued
by the Government will not increase domestic liquidity. The Government,
the Central Bank, and the money deposit banks are jointly determined to
ensure that a large part of nonperforming loans being assumed by the
Treasury will be recovered, by means such as judiciary disposition of
debtors' assets, so as to retire part of the treasury bills during the
period of the ESAF arrangement. The restructuring of the banking system
will also have a favorable impact on government operations by ensuring
that the Government can collect tax revenue paid with bank checks. The
Covernment has adopted effective revenue measures and is determined to
recover withholding taxes that the mining company has failed to transfer
to the Treasury. However, the brunt of the fiscal adjustment is being
borne by expenditure. The rise in the wage bill is being held, for the
first time, below the rate of projected inflation while military
outlays, subsidies, and transfers are largely being frozen in nominal
terms.
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In view of the Government's commitment to fully implement its
growth-oriented adjustment program, and the adoption of early measures
to secure the achievement of some of the program objectives, the staff

strongly endorses the updated three-year program and the detailed

sroeram nroposed for 1080
program proposea 10r 13067.

It 1s recommended that the next Article IV consultation be held on
the standard 12-month cycle.
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VII. Proposed Decisions

The following draft decisions are proposed for adoption by the
Executive Board.

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.

B. Three-Year and First Annual Arrangements Under the ESAF

1. The Government of Mauritania has requested a three—year structural
adjustment arrangement under the enhanced structural adjustment facility
and the first annual arrangement thereunder.

2, The Fund has appraised the progress in implementing the policies
and reaching the objectives of the program supported by the first annual
arrangement and notes the updated policy framework paper set forth in

EBD/89/116.

3. The Fund approves the arrangements set forth in EBS/89/33.
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Nouakchott, April 17, 1989

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

Dear Mr. Camdessus:

1. In the 12 months ended on May 30, 1988, the Government implemented
an economic and financial program supported by a stand-by arrangement by
the International Monetary Fund, approved on May 4, 1987. The results
obtained during 1987 are quite close to the objectives set by the
Governmént in most areas of macroeconomic management, with the exception
of difficulties relating to servicing the external debt. As it imple-
mented the program supported by the stand-by arrangement, the Government
continued its structural and financial reform efforts aimed at reducing
the obstacles to economic growth and restoring a sustainably sound
financial position in the medium term. This effort was part of a second
annual program (July 1, 1987-June 30, 1988), supported under the Fund's
structural adjustment facility (SAF). An assessment of these recent
adjustment and structural reform efforts implemented by the Government
in 1987 and 1988 is given below.

2. During the period 1987/88 real GDP grew on average by about

2.6 percent compared with a rate of growth of 4 percent recorded during
the preceding two years. Value added rose in agriculture and forestry,
but stagnated in mining and declined in fishing. The financial position
of the Central Government weakened in 1988 as the overall consolidated
deficit (on a cash basis and excluding grants) rose from 5.8 percent of
GDP in 1987 to 6.4 percent. Total government revenue and grants
declined by 2 percentage points of GDP to 30 percent of GDP, reflecting
in part the failure of the mining company (SNIM) to transfer to the
Treasury the taxes on wages and salaries (ITS) paid to its workers.
Furthermore, the liquidity problems experienced by a number of com-
mercial banks had an adverse impact on the liquidity position at the
Treasury, which was unable to encash certified checks drawn on the banks
for tax payments. Total expenditure and net lending stood at about

34 percent of GDP, of which interest payments accounted for about 3 per-
centage points. The Treasury reduced on a net basis arrears accumulated
during 1987 by UM 275 million. In 1988, domestic credit rose by about
18 percent of broad money at the start of the period, reflecting largely
a strong rise in credit to the economy (13 percent of broad money),
while the government recourse to bank borrowing increased more
moderately (5 percent). Nevertheless, the rate of expansion of broad
money slowed down to about 3 percent (from 16 percent in 1987), as the
banking system's net foreign asset holdings deteriorated by about
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7 percent. The rate of inflation slowed to 6.3 percent compared with
8.2 percent in 1987. 1/ 1In the external sector, the current account
deficit was reduced to a level equivalent to 17,8 percent of GDP in
1988, but the overall balance of payments deficit (SDR 49.9 million)
exceeded the level recorded in 1987 owing to lower disbursements of
medium- and long-term loans. Despite debt relief of SDR 29.3 million
obtained in 1987 for 1988, external payments arrears amounted to

SDR 9.8 million.

3. The economic and financial results achieved in 1987 and 1988 show
that, in comparison with the Government's economic and financial program
targets, the Treasury's operations surplus (on a cash basis) was higher
than projected in 1987 (3.2 percent compared with 2.1 percent) and lower
than projected in 1988 (2.1 percent compared with 2.6 percent); domestic
credit ceilings were observed in 1987 but slightly exceeded in

June 1988; government borrowing from the Central Bank was below the
program ceilings throughout the period; the current account deficit
targets (17.9 percent and 13.9 percent of GDP, respectively) were not
met. The Government observed the limits imposed on the signing or
guaranteeing of nonconcessional loans with l- to l5-year maturities.
Short-term noncommercial credit to the Government and the commercial
banks did not increase. However, arrears on external payments not
covered by the rescheduling accumulated in 1987. The relative weakness
of some of the results, and in particular of the rate of economic
growth, can be explained to some extent by the fact that, during 1987
and 1988, the Government was unable to introduce some of the major
structural reforms agreed upon.

4, In the area of taxation, the preparation of a new customs tariff
and a new investment code proved to be unexpectedly complicated and was
not completed until the last quarter of 1988. The anticipated
elimination of customs exemptions on imports of raw materials and
intermediate goods and of exemptions on petroleum product imports
granted to externally financed projects, which was initially to have
taken place by the end of 1987, was not implemented until

January 1989. The recommendation of Fund technical assistance missions
regarding the partial deduction of the minimum lump-sum tax (IMF)

(50 percent) from the business profits tax (BIC) was implemented, but
the IMF has not yet been incorporated into the turnover tax (TCA). As
regards the restructuring of the banking system, despite the adminis-
trative and legal progress made, the proportion of delinquent loans
recovered was small, and efforts to privatize the National Bank of
Mauritania (BNM), created by the merger of the International Bank of
Mauritania (BIMA) and the Mauritanian Banking Company (SMB), have not
yet been successful. The simplification of the interest rate structure

1/ The consumer price index currently used underestimates inflation
because it is based essentially on official prices. A reform to improve
the reliability of the index will be implemented by the end of the third
quarter of 1989.
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is still under study. Moreover, the reform of the incentives system and
institutional framework begun in 1987, involving elimination of the
system of maximum margins and reduction in the number of products
subject to administrative price determination (homologation des prix),
was not as comprehensive as anticipated. In the international trade
sector, the procedures for small- and medium-sized businesses to obtain
import-export cards were simplified, but this card and the import
license continue to be used for quantitative restrictions of import.
The introduction of administrative reforms to strengthen the management
of the external debt has not yet been completed, and as a result,
external payments have frequently fallen into arrears.

5. In the agricultural sector, in June 1988 the Government issued a
declaration on cereals policy encouraging the private sector to
participate in the production, processing, and marketing of local
cereals, with the aim of eventually ending the monopoly of SONIMEX and
the Food Security Agency (CSA) in the marketing of local rice and food
aid, respectively. The first stage in the implementation of this
declaration was completed in November 1988, when the delivery price for
rice purchased by SONIMEX from the CSA was raised as a step toward the
elimination by 1990 of the cross-subsidy between the two state enter-
prises by 1990. The second stage, involving the sale by the CSA of its
rice mills and part of its fleet of freight trucks by end-December 1988,
has been delayed.

6. The Government is determined to take the steps required for a rapid
implementation of the structural reforms that have fallen behind sched-
ule under its structural adjustment program. It will adopt additional
measures to create a competitive environment favoring efficient economic
activity, providing the incentives needed for increasing production and,
at the same time, eliminating monopoly profits and administrative
rigidities.

1. Medium-Term Objectives and Policies

7. In the updated policy framework paper, the Government established
the following macroeconomic objectives for the period 1989-91: to
achieve an average annual real GDP growth of 3.5 percentj to reduce the
inflation rate, as measured by the GDP deflator, to 4.5 percent by 1991;
and to reduce the current account deficit of the balance of payments
(excluding official transfers) to the equivalent of 9.8 percent of GDP
in 1991, compared with 17.8 percent in 1988. On the basis of current
projections, this deficit can be financed by net capital inflows, which
will reduce the overall balance of payments deficit to the equivalent of
1.6 percent of GDP in 199]1. Taking into account the need to strengthen
gross official reserves to a level equivalent to two months of imports,
a financing gap estimated at SDR 35 million will emerge. This gap can
be covered essentially by exceptional aid and possible drawings under
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the enhanced structural adjustment facility (ESAF). Under these
clrcumstances, it is expected that Mauritania will be able to maintain
normal relations with its creditors at the end of the ESAF arrangement.

8. To achieve its growth and adjustment objectives, the Government
will increasingly rely on providing appropriate incentives to the
private sector through implementation of a new agricultural policy, a
new investment code, rationalization of the customs tariff,
liberalization of the exchange and trade system, and rehabilitation of
the public enterprise sector, including in particular the restructuring
of the banking system. These reforms will be supported by exchange
rate, fiscal, credit, and monetary policies that will help increase the
level of public savings and contain inflationary pressures. In order to
raise the level of public sector savings, the Government will maintain
an appropriate revenue effort, while controlling outlays. In particu-
lar, budgetary revenue will rise from 22.1 percent of GDP in 1988 to
23.6 percent in 1991, while current budgetary expenditures will be
reduced from 22.1 percent of GDP to 19.2 percent in 1991. This should
enable the Government to achieve a surplus in treasury operations (on a
cash basis and excluding grants) equivalent to 4.8 percent of GDP by
1991, compared with a surplus of 2.1 percent of GDP in 1988. The larger
surplus will be required to meet amortization payments on nonrescheduled
debt and increase local counterpart funds needed to implement the
government public investment program, largely financed by grants and
external borrowing on concessional terms.

III. Program for 1989

9. To ensure that the macroeconomic objectives set forth in the PFP
are reached, the GCovernment has prepared an economic and financial
program for 1989 that 1s de51gned to: (1) achleve a real GDP growth
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hensive debt rescheduling requested by the Government from the Par
Club and other bilateral creditors and by disbursements under the Fund's
ESAF. The Government will implement demand management measures and
structural reforms to achieve the targets it has set for 1989. The
principal measures include: (i) a liberalization of price controls and
of exchange and trade system; (ii) an appropriate and flexible exchange
rate policy; and (iii) a streamlining of the tariff policy.
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a. External sector policies

10. Pursuant to its declaration on the promotion of private investment,
the Government seeks to create a favorable climate for economic activity
by liberalizing prices and foreign trade controls in order to eliminate
private rents resulting from any existing quota systems. The Government
has decided in 1989 to ease further the requirements for obtaining a
card needed to engage in foreign trade. The minimum turnover required
will be reduced from UM 15 million to UM 9 million for corporations and
from UM 12 million to UM 6 million for individual traders. The required
advance payments of tax obligations under the minimum lump-sum tax (IMF)
will be lowered from UM 300,000 to UM 240,000. Measures will be taken
to accelerate the administrative procedures for issuing the card. The
commission in charge of reviewing applications will have to issue the
card within 30 days and the number of its members will be reduced from
12 to 8. The card will be eliminated by 1990. The import licensing
system will be abolished in 1989 and import procedures will thus be
reduced to a declaration of intent to import domiciled with the

Jm‘p()i‘u:x 's bank and presented to the Central Bank for purchase of
foreign exchange. As a result, the functlon of the Ministry of Commerce
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As for the exchange system, the Government has decided to allow

exporters of manufactures to retain 25 percent of export proceeds in
foreign currency, as an additional incentive for promoting non-
traditional exports (gypsum, mineral water, leather goods, etc.)

11. The tariff reform; prepared with financial assist

World Bank, came into force with the 1989 budget. Its aim is to
simplify the tariff system while reducing the level of effective
protection, promoting competition, and improving the efficiency of
resource allocation. On the basis of the proposed new rates, the
weighted average import duties (excluding consumption taxes) will
decline as follows:

- from 35 percent in 1987 to 32 percent in 1989 on consumer
goods;

- from 23 percent to 9 percent on intermediate goods; and
- from 36 percent to 31 percent on capital goods.

In addition, customs duties on imported inputs have been harmonized
at a moderate level.

12, The Government will rely on an appropriate exchange rate policy,
and prudent fiscal and monetary policies to control aggregate demand,
particularly demand for imports. The exchange rate policy will aim at
maintaining the real effective exchange rate of the ouguiya at its
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April 1, 1989 level and ensure the competitiveness of the export sector,
in particular fish and nontraditional exports. It will be reviewed with
the International Monetary Fund by October 31, 1989, as indicated in
paragraph 28. This review will take into account: (i) the trend in the
current account of the balance of payments and the level of net foreign
assets of the Central Bank, which constitutes a quantitative benchmark
under the program; (1i) progress made in liberalizing the trade system;
(i11) the revenue impact of the tariff reform; and (iv) changes in the
real effective exchange rate of the ouguiya.

13. The repeated delays in external debt service payments reflect the
precariousness of the Government's finances, and insufficient coordina-
tion between the offices responsible for debt management at the Ministry
of Economy and Finance and the Central Bank. The authorities have
decided to remedy these problems by improving coordination between the
various offices involved and strengthening the Directorate of Financing
of the Ministry of Economy and Finance. Two employees will be added to
this directorate's staff and additional equipment will be provided. Tts
priority task will be to keep the data on the debt up to date. As part
of the administrative reform project being prepared with the World Bank,
a debt management training program, with the joint participation of the
technical staff of the Central Bank and the Ministry of Economy and
Finance, will be set up during the first quarter of 1989, and a
computerized debt management system will be started by

December 31, 1989.

b. Structural measures

l4. With a view to promoting a more competitive environment for
industrial activity, the Government has adopted an investment code
providing more limited but specific tax benefits than did the 1979

code. The new code, which entered into force on January 1, 1989,
applies to all sectors, including agriculture and fisheries, and
encourages in particular the use of labor-intensive techniques. To
promote export-oriented activities, it includes provisions such as
exemption from export taxes and duties, a reduction in the tax on
services applicable to the cost of credit, and a decrease in the
business profits tax rate proportional to the export share of total
turnover. In order to facilitate the establishment of enterprises and
investment decision making, the Government has taken all necessary steps
to enable the National Investment Commission to rule on applications for
benefits under the code within 90 days, compared with six months under
the previous code.

15. In the area of price controls, the first phase of the Government's
reform has resulted in the decontrol of the prices of some locally
manufactured industrial and commercial goods. It will be followed by
decontrol of the prices of two thirds of industrial and commercial
imports in 1989, with the remaining one third being decontrolled in
1990. In addition, the number of locally manufactured products still
subject to price approval under the system of homologation will be
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reduced from nine to three. The list of basic necessities whose prices
are still controlled will be reviewed with the IMF staff by

June 30, 1989 with a view to preparing a timetable and the modalities
for their liberalization during 1990-91. In order to improve the
monitoring of price changes, the Government has decided to improve the
consumer price index by implementing the recommendations of an IMF
technical assistance mission by the end of June 1989.

16. In consultation with the World Bank, the Government has adopted a
new food policy aimed at increasing agricultural output by providing
adequate remuneration to producers, an effective marketing policy, and
appropriate incentives for private sector participation in this area.
To achieve these objectives, the Government has decided to eliminate the
monopoly now exercised by SONIMEX and the CSA over the purchase and
marketing of local cereals, especially rice. The private sector is to
be authorized to purchase, process, and sell local rice on the market
directly, without going through SONIMEX or the CSA. The involvement of
the CSA in the cereals sector will be reduced so that it may focus on
its original role, namely, to distribute food aid to isolated regions.
To this end, the Government has decided that the CSA will sell its

2 rice mills and 13 of its trucks by March 31, 1989. By June 30, 1989,
the CSA's fleet will be further reduced, to 47 vehicles. In order to
promote the local production of rice, the Government has also decided
gradually to raise the sale prices of food aid so as to bring them in
line with import prices. In this connection, the sale price for wheat
received as food aid was raised by approximately 5 percent. During
1988, with a view to encouraging the production of local cereals, the
producer price for paddy rice was raised by about 3 percent for the
1988/89 crop year (July-June) and will be further increased before the
start of 1989/90 crop season, in consultation with the World Bank. The
retail price for rice was also raised (by 10 percent) in line with the
Government's commitment to bring the price for local rice to a level
that will eliminate the SONIMEX subsidy to the CSA by 1990.

17. As for the reform of the public enterprises, the reorganization of
the National Water and Electricity Company (SONELEC), which has resulted
in a significant improvement in the company's financial position, will
continue. The new rate structure that entered into force in May 1988
involves increases in the rates for electrical power and water use that
are differentiated by type of consumption. On the basis of monthly
billings, these increases will result in combined price rises ranging
from 10.2 percent to 81,2 percent. The automatic annual 1increases
called for in SONELEC's financing arrangements will be effected in 1989,
enabling the company to cover a growing share of its production costs.
In addition, with a view to reducing these costs, the conversion of the
Nouadhibou plant to fuel oil will be completed in 1989.

18. The rehabilitation of the Mauritanian Petroleum Products Marketing
Company (SMCPP) will involve improving management and reducing staff
size so that the company can adapt quickly to the new competitive
environment created by the elimination in 1987 of its monopoly in the



- 37 - ATTACHMENT

marketing of petroleum products. On the basis of the recommendations of
an audit of the company, the Government plans to undertake a program of
action in consultation with the World Bank that will cover all phases of
the marketing of petroleum products. The reforms planned will be
implemented by end-1989 in cooperation with the World Bank as part of
the sectoral adjustment program for the public enterprise sector. In
this context, steps will be taken to strengthen SNIM, and ways will be
sought with creditors to refinance SNIM's debt, the service of which
absorbs approximately 40 percent of the company's export earnings.
Management reforms in the Post and Telecommunications Office (OPT) and
the Nouakchott-Friendship Port (PANPA) will also be undertaken.
Moreover, the Mauritanian Fish Marketing Company (SMCP) is to limit 1its
activities exclusively to the marketing of fish products in order to
improve its financial position. It will consequently put up for sale by
June 30, 1989 the 17 boats it has acquired.

19. As regards the National Import and Export Company (SONIMEX), the
Government has decided to raise this company's selling price for tea
from UM 638 per kilogram to UM 735 per kilogram to cover some

UM 270 million in losses recorded by the company in 1988 (4 percent of
its turnover). Given the importance of SONIMEX as an import monopoly,
the Government will, in the first half of 1989, consider reforms to
bring SONIMEX's import volume in line with estimated domestic
consumption requirements. On the basis of the conclusions of this

study, reforms will be proposed for implementation beginning on
July 1, 1989.

20. In the area of bank reorganization, the Government has decided to
complete the rehabilitation process by the end of the first half of
1989. To this end, the Treasury has been asked to contribute some

UM 3.5 billion in 1989 by issuing treasury bills to reimburse the
Central Bank for the rediscounts and other securities it holds on
commercial banks now in difficulty and to cover some of the delinquent
loans in the banks' balance sheets. Moreover, the Government intends to
use a portion of the counterpart of the structural adjustment credit
from the World Bank and the African Development Bank to cover the
external arrears of the commercial banks and to provide new

capital. 1/ To make sure that this action by the Treasury, which
increases interest charges payable on the treasury bills i1ssued, does
not lead to a full-fledged write-off of the delinquent loans (estimated
at some UM 12 billion in total), existing measures must be strengthened
to ensure actual recovery of a significant share of all recoverable
loans in 1989. Accordingly, the Central Bank will establish a recovery
plan for each bank with specific quarterly objectives; these plans will
be forwarded to the Fund's staff by March 31, 1989 and will be followed
by monthly reports on actual collections. Measures will be taken 1in the
personnel area to reduce bank staff size to the levels needed.

1/ The Government's participation in the restructuring of the public
enterprise and banking sectors i1s included under net lending.
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c. Financial policies

21. The budgetary targets for 1989 are consistent with the targets in
the policy framework paper for the period 1989-91. The Treasury's
surplus in 1989 (on a cash basis) will reach some UM 3.2 billion, or the
equivalent of 3.8 percent of GDP, and will enable the Treasury in
particular to meet the rapidly increasing amortization payments on the
nonreschedulable debt and payments on the portion of the debt that will
not be rescheduled at the next Paris Club meetings. Revenues are
projected to increase by UM 3.2 billion, of which discretionary measures
will yield about UM 1.8 billion (2.2 percent of GDP). The principal
measures already introduced in the 1989 budget include:

(i) 1limiting the deductibility of the minimum lump-sum tax (IMF)
from the tax on industrial and commercial profits (BIC) to 50 percent,
for an estimated UM 200 million in additional revenue;

(ii) raising consumption taxes on petroleum products and
incorporating formerly extrabudgetary petroleum taxes into the budget,
for additional revenue estimated at UM 300 million;

(iii) introducing an ad valorem tax on sugar imports ranging from
18 to 35 percent, for UM 100 million in additional revenue;

(iv) converting the specific tax on imported rice into a customs
duty at a rate of 45 percent, for an estimated UM 100 million in
additional revenue;

(v) levying customs duties on petroleum products usable in
externally financed projects in order to reduce diversion and exemption
abuses, which could result in an increase in imports not eligible for
customs duty exemptions, and which could yield an estimated gross
revenue increase of UM 500 million;

(vi) collecting the arrears on tax on wages and salaries withheld
at source by SNIM from its employees, for UM 518 million in additional
revenue;

(vii) adopting the new investment code, which, by reducing
exemptions, will broaden the revenue base for the new customs tariffj in
addition, these reforms, which are taking place in a context of import
liberalization, supported in particular by the implementation of a
flexible exchange rate policy, are expected to bring about an increase
in the c.i.f. value of imports and in revenue from import duties.

The remaining increase in revenue will be accounted for by the rise
in nominal GDP.

22. Total government expenditure will increase by 22 percent to
UM 30.7 million, with two thirds of this increase stemming from the
restructuring of the public enterprises and banks. Current expenditure
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will total UM 17.9 billion, an increase of 7.7 percent resulting from a
22 percent increase in interest payments. Government policy will be
characterized by strict management of personnel expenditure. Taking
into account the full-year impact in 1989 of the staffing increases in
the education (by 490 employees) and health (by 212 employees) sectors
that took place in late 1988, expenditure on wages and salaries will be
limited to UM 4,921 million in 1989, an increase of 6 percent on the
basis of no new net recruitment in 1989. The Government plans to
increase budgetary outlays on equipment, maintenance, supplies, and
investment in real terms, while military expenditure, subsidies, and
transfers will be kept at their 1988 levels in nominal terms.

23. The Government's expenditure on investment will total UM 6.5 bil-
lion (or 7.8 percent of GDP), including UM 1.6 billion (25 percent)
financed by concessional foreign loans and UM 2,3 billion by grants.

The consolidated cash deficit of government operations (excluding
grants) will be limited to UM 4.6 billion, or 4.9 percent of GDP,
compared with a deficit of 6.4 percent in 1988. Taking into account
identified net financing of UM 800 million, a financial gap of

UM 3.8 billion (or 4.5 percent of GDP) arises, which could be covered by
a rescheduling of the external debt service by Paris Club members and
other bilateral creditors.

24, In order to achieve the program deficit target for 1989, a special
effort will be required not only to improve the collection of taxes and
levies, but especially to curb the rise in expenditure. Expenditure on
wages and salaries will be kept within the limits mentioned above, owing
in particular to the maintenance until December 31, 1989 of overall
civil service staff numbers at December 31, 1988 levels (20,659 em-
ployees). Beginning in 1990, the wage bill will rise more slowly since
departures from the civil service will be filled only partially by new
recruitments. In this regard, the provisions of the education sector
reform, as designed by the World Bank, will be strictly adhered to,
notably a reduction in the number of nonteaching staff in secondary
education, limiting enrollment into the Higher Institute of Science
(ISS) and into the teacher training school. The appropriateness of
these measures will be assessed during the midterm review of the
program,

25. In the area of credit and monetary policy, the Central Bank has
simplified the interest rate structure and will implement a flexible
interest rate policy that will maintain positive real rates on key time
and savings deposits. The Government will speed up the studies of the
money market and reserve requirement so that their establishment will
follow completion of the reorganization of the banking system scheduled
for end-December 1989. These mechanisms will permit indirect control
over credit and give the commercial banks greater responsibility in the
collection of deposits. The Central Bank's rediscount rate will be
determined in such a way as to encourage the commercial banks to seek
financing on the money market before seeking refinancing from the
Central Bank.
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26. Structural policies to be implemented during 1989 are spelled out
in the updated PFP and the benchmarks for monitoring their implementa-
tion during the first annual arrangement under the ESAF are shown in
Table 1 and relate to: (i) elimination of import authorization and
import licences and easing of the requirements for issuing the
exporter/importer card; (ii) completion of the study to implement the
integration of the minimum lump-sum tax (IMF) and the turnover tax
(TCA), while harmonizing the current rates of the latter tax on domestic
production and on imports; (iii) the second phase of the reduction of
the truck fleet of the CSA, as part of the process of reducing the
government role in marketing paddy rice; (iv) completion of the
centralization and computerization of external debt management and
monitoring; (v) elimination of price control on two thirds of all
imported industrial and commercial goods; (vi) improvement in the
compilation of the consumer price index; (vii) completion of the banking
system restructuring and (viii) payments of all arrears on the wages and
salaries taxes (ITS) owed by SNIM for 1987 and 1988.

27. For the first annual arrangement under the ESAF the quantitative
benchmarks, as set forth in Table 2, comprise quarterly limits on:

(i) net domestic assets of the banking system; (ii) net bank credit to
the Government} (iii) the nonaccumulation of domestic and/or external
payments arrears; (iv) new external loans on noncessional terms con-
tracted or guaranteed by the Government in the maturing range of 1-

15 yearsj and (v) net foreign liabilities of the Central Bank.

28. The quantitative performance criteria under the first annual ESAF
arrangement for September 1989 also are set forth in Table 2 and include
(i-iv) in paragraph 27 above. Structural benchmark (vi) in paragraph 26
above shall constitute a performance criterion. The standard clause
regarding the exchange and payments system shall also constitute a
performance criterion under the first annual arrangement. The
disbursement of the second loan under the first annual ESAF arrangement
will also be subject to a midterm review with the Fund, to be completed
by end-October 1989. The midterm review shall pay a special attention
to the collection by the Treasury of all payments of the ITS that have
fallen due under the 1989 budget, the effective sale by the SMCP of its
17 boats, the implementation of a flexible exchange rate policy, the
measures prepared by the Government to ensure that no net recruitment
takes place in 1989 and that the rate of growth of the wage bill is
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lower in 1990 than in 1989, and all the additional measures that may be
required to achieve the objectives and targets of the first annual
program,

Very truly yours,

Mohamed Ould Nany Ahmed Ould Zein
Minister of Economy Governor of the Central
and Finance Bank of Mauritania



- 42 -

Table 1. Mauritania: Structural Benchmarks for the First Annual
Arrangement Under the Enhanced Structural Adjustment
Facility, 1989

Policy measures Timing

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

2. Completion of the study of the integration
of the minimum lump-sum tax (IMF) into
the turnover tax (TCA) and harmonization
of the TCA rates on domestic products
and 1lmports June 30, 1989

3. Further reduction in the role of the CSA
in cereal marketing, as defined in
paragraph 16 : June 30, 1989

4. Implementation of measures to improve the
coordination and management of external debt
as described in paragraph 13 June 30, 1989

5. Restructuring of the banking system June 30, 1989
6. Reduction by two thirds of imported
industrial and commercial products subject

to the maximum margin June 30, 1989

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

8. Payment of arrears on the tax on wages
and salaries owed by SNIM for 1987 and 1988 December 31, 1989
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Table 2. Mauritania: Quantitative Performance Criteria and Benchmarks for the First
Anmual Arrangement Under the Enhanced Structural Ad justment Facility, 1989

Performance criteria and Stock at _Maximm cumulative change from Dec. 31, 1988 to
quantitative benchmarks Dec. 31, 1988 June 29, 1989 Sept. 29, 1989 Dec. 31, 1989
Benchmarks Perf. crit. Benchmarks

(In millions of ouguiyas)

Domestic sector

Net domestic assets 1/ 26,929 700 900 1,400
Net credit to Goverrment 1/ 5,325 4,320 4,120 3,320
Acamuilation of domestic arrears ces —_ - —

(In millions of SDRs)

External sector

External arrears on govermment debt 18.7 —_ —_ -18.7
Increase in non—trade-related shori-—
temm debt of the Govermment and the

| U,

(.uml:ru.cu. oarks - —_— — —

Contracting or guaranteeing nom-

L(.)Il(..ebbLUlld..L U.t!DL Uy Llltf WVt:LllllElu_

in the 1 to 15 year maturity range

hanchma vl Cranlr At Masdimm no-nnb at o-l-\

ritatrive and Af
AUALLILALGL A VG UGl L JLuLn. ak LVIanlusail OLULL. At Lt cing

.L
Dec. 31, 1988 June 29, 1989 Sept. 29, 1989  Dec. 31, 1989
Benchmarks Benchmarks Ben\_hnarl'w
(Tn mill a of mondivac)
(In m1lions of ocugulyas)
External sector
Net an'fo-n liabilities of Central Ramk 5.562 5.900 5.800 5.700

P atas 9

l/ Net credit to Goverrment includes issues of treasury bonds amounting to UM 3.46 billion to be effected
before March 31, 1989 in the context of the banking system restructuring, as well as comnterpart funds from
World Barnk program loans deposited at the Central Bark. It is assumed that the counterpart funds that amounted
to M 0.86 billion at December 31, 1988 were utilized by March 31, 1989. Net credit to Govermment excludes
credit from the Treasury to the private sector. The program also assumes that Paris Club rescheduling will
permit the Goverrment to reduce its recourse to bark credit by UM 200 million in the third quarter and
M 800 million in the fourth quarter. In the event that bill issues differ fram what is assumed in the program,
and the difference in the amount is fully reflected in the central bank's nonperforming old loans to domestic
camercial banks, the ceiling on net credit to Govermment will be adjusted accordingly. In case the counterpart
fund deposits are higher than the amount programmed, net credit to the Govermment will be reduced
correspondingly. In case the Paris Club rescheduling is larger than programmed, net credit to the Govermment
will be reduced accordingly.

2/ Excludes possible Paris Club rescheduling.
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Mauritania - Enhanced Structural Adjustment Facility:
Three-year and First Annual Arrangements

Attached hereto is a letter of request dated April --, 1989, from
the Minister of Economy and Finance and the Governor of the Central Bank
of Mauritania requesting from the International Monetary Fund a three-
year arrangement under the enhanced structural adjustment facility and
the first annual arrangement, thereunder and setting forth

(i) the objectives and policies of the program to be supported by

the three-year arrangement; and

{(ii) the objectives and policies of the program to be supported by

the first annual arrangement.

To support these objectives and policies, the Fund grants the
requested arrangements in accordance with the following provisions, and
subject to the Regulations for the administration of the structural
ad justment facxllty and the Instruments to Establish the Enhanced

[ o [ S .| . < I
DttucturaL huJuSLlllClL [‘dCLLLLy lru:n.-

1 { -\ msrnAd AF rlhenn vonmg Femm Moo —o— 1000

Py \a/ Lot a pocriod vl LIl T ycala Lruin Ll.dy 3 L2707,
Mauritania will have the right to obtain loans from the Fund under the
anhamrad atsuntriieal stment Farmilirey 1im o oa ratal amanin Al o ra
Tliillalivcu SLLULLULAaL GUJUD\_I -390 LGI—LLLI.], idll a LwviLail ﬂlllUullL CL‘UL VGLCIIL v
SDR 50.85 million. Of this amount, the equivalent of SDR 6.78 million
chall he nrnvidad fraom rtha cterurtiiral adivermont farilirv within ths
—2id02 L A Ve PLUVL“‘U i LW Ak R o N A~ QUJ\JD\—IIICAI¥ Lﬂ\.—-\.L)—\.J WA Lviian AR § 3§ -y
Special Disbursement Account, and the equivalent of SDR 44.07 million
shall be provided from the the Enhanced Structural Adjustment Facility
Trust, subject to any changes in the amount of access to the structural
adiustment facilitv.
adjustment facilit V.

(b) The amount of the annual arrangements will be the

equivalent of SDR 16.95 million for the first annual arrangement; the
equivalent of SDR 16.95 million for the second annual arrangement; and

the equivalent of SDR 16.95 million for the third annual arrangement.

(c) Under the first annual arrangement:

(i) the first loan, in an amount equivalent to

SDR 8.475 million, will be available May 15, 1989 at the
request of Mauritaniaj and

(i1) the second loan, in an amount equivalent to

SDR 8.475 million, will be available on November 15, 1989, at
the request of Mauritania subject to paragraph 2 below.

2. Mauritania will not request disbursement of the second loan
specified in paragraph 1(c)(ii) above

(a) if the Managing Director finds that the data at the end
of September 1989 indicate that:
(1) the limit on net domestic assets of the banking
system, or
(ii) the limi

b
(iii) the limit on total external payments arrears, or

-t

on net bank credit to the Covernment or
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(iv) the limit on new external loans on nonconcessional
terms contracted or guaranteed by the Government
in the maturity ranges of 1-15 years, or

(v) the structural performance criterion on the
modifications of price data criterion for
compilation of the consumer price index,

referred in paragraphs 27 and 28 and specified in Table 2

annexed to the attached letter of request is not

observed, or
(b) if Mauritania

(1) imposed or intensified restrictions on payments
and transfers for current international
transactions, or

(ii) introduced multiple currency practices, or

(iii) concluded bilateral payments agreements which are
inconsistent with Article VIII, or
(iv) imposed or intensified import restrictions for
balance of payments reasons, or
(c) Until the Fund has determined that the mid-term review of
Mauritania's program referred to in paragraph 28 of the attached letter
of request has been completed.

If the Managing Director finds that any of the performance clauses
that have been established in or under this paragraph 2 have not been
met, the second loan specified in paragraph 1(c)(ii) above may be made
available only after consultation has taken place between the Fund and
Mauritania, and understandings have been reached regarding the
circumstances in which Mauritania may request that second loan.

3. Before approving the second annual arrangement, the Fund will
appraise the progress of Mauritania in implementing the policies and
reaching the objectives of the program supported by the first annual
arrangement, taking into account primarily:

(a) the indicators described in paragraph 26 and specified on
Table 1 annexed to the attached letter of request;

(b) imposition or intensification of restrictions on payments
and transfers for current international transactions;

(c) 1introduction of bilateral agreements which are
inconsistent with Article VIII; and

(d) conclusion of bilateral payments agreements which are
inconsistent with Article VIII;

(e) 1imposition or intensification of import restrictions for
balance of payments reasons.
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4, In accordance with paragraph 3 of the Government's letter of
April--, 1989, Mauritania will provide the Fund with such information as
the Fund requests in connection with the progress of Mauritania in
implementing the policies and reaching the objectives supported by these
arrangements.

5. In accordance with paragraph 4 of the Government's letter of
April --, 1989, during the period of the first annual arrangement,
Mauritania will consult with the Managing Director on the adoption of
any measures that may be appropriate at the initiative of the Government
whenever the Managing Director requests such a consultation. Moreover,
after the period of the first annual arrangement and while Mauritania
has outstanding financial obligations to the Fund arising from loans
under that arrangement, Mauritania will consult with the Fund from time
to time, at the initiative of the Government or whenevr the Managing
Director requests consultation on Mauritania's economic and financial
policies. These consultations may include correspondence and visits of
Fund staff or of representatives of Mauritania to the Fund.
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Table I. Mauritania: Assumptions Underlying the Medium-Term
Balance of Payments Projections, 198693

1986 1987 1988 1989 1990 1991 1992 1993
Act. Prog. Act. Prel. Projections

(Annual percentage changes)

Total exports, f.o.b.

Value (in SDRs) -3.5 -2.0 -12.2 5.4 S.4 4.9 6.5 5.7 5.7
Volume 0.8 5.0 0.3 -1.6 -2.2 2.7 3.1 2.1 2.1
Unit value (in SDRs) 4.3 5.7 -12.7 7.1 7.8 2.1 3.4 3.5 3.6
Of which
Iron ore
Value (in SIRs) (-17.4) (-2.4) (~19.8) (8.6) (6.7) (2.7) (3.4) (3.2) 3.2)
Volume (-4.3) (7.0) (0.8) (11.1) (-2.0) (2.0) (2.0) (2.0) (2.0)
Unit value (in SDRs) (-14.5) (-8.8) (-20.4) (-2.2) (8.9) 0.7) (1.4) (1.2) (1.2)
Fish
Value (in SDRs) (5.5) (-2.1) (-11..4) (2.4) (6.2) (4.1) (5.2) (6.2) (6.2)
Volume (4.4) (3.5) (-1.8) (-7.9) (-1.2) (1.6) (2.0) (2.2) (2.2)
Unit value (in SDRs) .1 (-5.5) (-9.7) (11.2) (7.5) (2.5) A.7) 3.9) 3.9)
Total imports, f.o.b.
Value (in SDRs) -10.0 -6.0 -10.5 2.1 3.0 3.4 5.4 5.5 5.8
Volume -4.4 -7.7 -11.9 0.5 1.2 2.2 1.8 2.2 2.4
Unit value (in SDRs) -5.9 1.9 1.5 1.6 1.8 1.2 3.5 3.2 33
Of which:
Foodstuffs (incl. food aid)
Value (in SDRs) (-24.3) (-10.0) (10.4) (12.5) 2.9 (~5.7) 7.7 (6.5) (6.6)
Volume (1.9) (-4.1) (10.8) (-0.6) 2.1) (-1.3) (1.7) (1.8) (1.9)
Unit value (in SDRs) (-25.8) (-6.2) (-0.4) (13.1) (0.7) (=4.5) (6.0) (4.6) (4.6)
Other consumer goods
Value (in SDRs) (-5.4) (-7.4) (-19.3) (16.6) (5.2) (5.1) 6.2) (6.1) (6.1)
Volume (-7.8) (-9.8) (-21.4) (17.9) (3.0) (3.0) (3.0) (3.0) (3.0)
Unit value (in SIRs) (2.6) (2.6) (2.6) (-1.1) (2.2) (2.1) (3.1 (3.0) 3.0)
Petroleum products
Value (in SIRs) (-42.6) (23.6) (9.5) (-25.1) (10.7) (5.1) (6.3) 6.5) 6.7)
Volume (-7.8) (-9.8) (-20.7) (19.7) (2.7) (3.1) (3.2) (3.4) (3.6)
Unit value (in SDRs) (-41.4) (18.8) (38.2) (-6.7) (7.8) (2.0) 3.0) (3.0) 3.0)
Project-related imports
Value (in SDRs) (2.2) (5.9) (-33.0) (-6.6) (-0.5) (7.3) 0.7) (5.8) (5.9)
Volume (-0.4) (3.2) (-34.7) (-5.6) (-2.6) (5.2) (-2.4) (2.7) (2.8)
Unit value (in SDRs) 2.6) (2.6) 2.6) (-1.1) (2.2) (2.1) 3.1 (3.0) (3.0)
Terms of trade 1.7 -8.4 -13.8 5.5 5.9 1.0 -0.2 0.3 0.3

Source: Staff estimates.



- 48 -

APPENDIX 1
Table II. Mauritania: Treasury Operations, 1985-93 1/
1985 1986 1987 1988 1989 1990 1991 1992 1393
Prog. Act. Prel. Pro Jections
(In millions of ouguiyas)

Reverue and grants 13,105 14,962 16,548 17,335 22,315 21,652 22,446 24,358 26,165 28,075
Budgetary revenue 12,301 13,696 15,798 15,782 16,685 19,826 21,376 23,188 24,895 26,725
Budgetary grants 61 - 400 119 4,357 2/ 856 — — - —
Special accounts 743 1,266 350 1,434 1,274 970 1,070 1,170 1,270 1,3%

Expenditure and net lending 13,210 14,326 15,133 17,271 18,753 24,25 20,183 20,341 20,979 21,893
Budgetary expenditure 12,347 13,428 14,933 14,214 15,043 17,085 17,733 18,431 19, 104 20,138

Of which: wages and salaries (3,636) (3,894) (4,230) (4,263) (4,642) (4,921) (5,196) (5,966) (5,7L2) (5,998)
interest due (1,554) (2,280) (2,440) (2,047) (2,168) (2,650) (2,685) (2,656) (2,558) (2,475)
investment exper-

diture (706) (658) (888) (760) (820) (1,55) (1,734) (1,961) 2,258)  (2,610)
Special accounts 687 698 —_ 1,037 1,054 80 900 1,000 1,100 1,180
Net lending 176 200 200 2,120 2,648 6,355 1,550 910 775 575

Of which: restructuring = ) (—) (1,913) (2,623) (6,155) (1,330) (660) (500) (300)

Surplus or deficit (=)

(comuitment basis) -105 636 1,415 64 3,562 2/ -2,598 2,263 4,017 5,186 6,182

Change in payments arrears
(increase +) 6,887 617 - 18 =275 -358 - — - -~
External (6,187) ) =) 615 =275 -358 - — — -
Domestic (700) (617) () -397 - — — - - -

Surplus or deficit (cash basis) ~6,992 1,253 1,415 282 3,289 -2,956 2,263 4,017 5,186 6,182

Financing 6,992 -1,253  -1,415 -282 ~3,289 824 -3,508 -4,773 3,439 -3,947
Foreign borrowing (net) ~2,499 -5,867 ~5,612 -2,906 ~5,663 =5,144  -3,208 4,273 3,439 -3,947

Drawings 4/ - — - (2,117)  (1,485) (1,993) (2,973) (2,837) (3,482) (3,011)
Amortization (~2,501) (-5,867) (=5,612) (5,023) (-8,645)2/ (~5,539) (-6,182) (-7,110) (-6,920) (-6,958)
Arrears =) (=) (=) (=) (1,497)  (-1,578) () (=) (=) (=)
Domestic (net) ~1,087 =585 -295 ~441 801 4,320 =30 -50 _ -
Banking systen (=530) (=271) = (~424) (883) (4,320) (-300) (=300) (=) =)
Other (-557) (-314) (=295) (-18) (-801) (=) =) (=) (=) =)
Exceptional debt relief and ’
exceptional assistance 10,578 5,199 3,065 1,573 - —
Rescheduling 8,128 5,199 3,065 1,569 .. — -

Interest (1,055) (812) {...) (533) (276} (...) .. (=) (=) (—).

Principal (1,550) (4,387) (...) (2,532) (1,193) (.0 (...) (=) (—) (—)

Arrears 2,450 - 200 - 104

Exceptional assistance 2,450 — 200 - 104 e oo ves s .
Financing gap - - 4,292 — - 3,780 1,245 757 -1,747  -2,2%

Of which: possible debt relief (—) (=) (4,292) - =) (4,760)

Memorandum {tems:

Surplus or deficit, excluding

restructuring operations

Commitment basis -105 636 1,977 1,829 3/ 3,557 3,593 4,677 5,686 6,482

Cash basis -6,992 1,253 2,195 1,554 E/ 3,199 3,593 4,677 5,686 6,482

(In_percent of @P)
Budgetary revenue 22.5 21.8 24,0 22.8 22.1 23.9 23.5 23.6 21.5 23.4
Budgetary expenditure 22.6 2L.4 22,1 20.5 19.9 2.6 19.5 18.8 18.0 7.6
Treasury surplus or deficit (=)

On a comnitment basis -0.2 1.0 2.1 -0.1 4.7 -3.1 2.5 4.1 4.9 5.4
Excluding restructuring

operations 0.2 1.0 2.1 2.9 2.4 3/ 4.3 4.0 4.8 5.4 5.7

On a cash basis -7 2.0 2.1 0.4 4. 3.6 2.5 4.1 4.9 5.4
Excloding restructuring

operations -12.7 2.0 2.1 3.2 2.1 }_/ 3.8 4.0 4.8 S.4 5.7

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

Excluding debt cancellation.
Drawvings on hudgetary loans only.

Excluding most foreigmfinanced govermment operations.
Including debt cancellation by the Federal Republic of Germeny amounting to UM 4,357 million.



Table ITI. Mauritania: Indicators of Fund Credit, 1989-2000
(In _percent)
1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
Prog. Projections
Outstanding Fund credit/GDP 1/ 7.8 8.2 8.6 7.5 6.6 5.8 4.8 3.5 2.3 L.4 0.6 0.2
Outstanding Fund credit/quota  177.9 1949 216.5 1989 186.0 173.4 151.1 118.6 82.6 52.6 25.1 7.6
Debt service to the Fund/current
account receipts 2/
Baseline scenario 2.0 2.6 2.0 L2 0.8 0.7 1.2 1.6 1.7 1.4 .2 0.7
Scenario I 3/ 2.0 2.7 2.1 1.2 0.8 0.8 1.3 1.7 1.8 1.5 13 0.8
Scenario II 4/ 2.0 2.8 2.2 13 0.9 0.8 1.3 1.8 1.9 1.5 1.3 0.8
Debt service to the Fund/exports
of goods and services
Baseline scenario 2.4 3.1 2.4 1.3 1.0 0.9 1.4 1.9 2.0 1.6 1.4 0.8
Scenario I 3/ 2.4 3.2 2.5 1.4 1.0 0.9 1.5 2.1 2.2 1.7 1.5 09
Scenario II 4/ 2.4 3.3 2.6 1.5 1.0 0.9 1.5 2.1 2.2 1.7 .5 09

Sources: IMF, Treasurer's Department; and staff projections.

1/ Baseline scenario.

2/ Including net official transfers.

3/ With U.S. dollar price of iron ore falling by 10 percent in 1990, and volume of iron ore stable at 19%0 level until

1995 and falling by 10 percent in 1996.

4/ With U.S. dollar price of fish exports falling by 10 percent in 1990, and increasing at the same rate as inflation in

industrial countries thereafter.

..607_
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Table IV. Mauritania: MediurTemm External Debt Projection, 1984-93
1984 1985 1986 1987 1988 1989 1990 1991 1992 1993
Est. Proj- Proj. Pro ). Pro) ProJ.
(In m1llions of SDRs)
Total debt service due 17.1 112.7 159.1 154.6 200.0 152.7 135.6 148.2 144.3 139.0
Principal due 69.4 62.0 100.4 95.9 149.8 103.6 88.8 101.2 98.2 93.5
On contracted loans 69.4 62.0 100.4 95.9 149.8 1/ 103.6 88.8 98.7 91.6 85.0
On new loans - - - - - - - 2.5 5.7 6.8
On financing of the gap 2/ - - - - - - - - 0.8 1.7
Interest due {(without IMF) 47.7 50.7 58.7 58.7 50.3 49.1 46.9 7.0 46.1 45.6
Scheduled debt service 47.7 45.0 50.3 50.2 44.2 41.0 36.3 32.4 27.8 24.0
On new loans - —_ - - - L3 2.9 5.3 7.3 9.4
On financing of the gap 2/ - — - - - — - 1.1 2.3 3.1
On short-term credit .ee 5.7 8.4 8.5 6.0 6.8 7.6 8.1 8.6 9.0
Repurchases due to the Fund 9.0 12.4 9.7 4.9 3.5 7.4 11.2 9.6 5.9 4.4
Charges in the Fund 4.4 3.5 2.7 2.7 2.8 2.2 1.7 1.0 0.4 0.4
Disbursements of medium and
longer-term loans 108.7 115.8 5.7 103.8 71.1 74.6 97.3 106.5 108.0 110.2
Pro ject loans 103.5 115.8 95.7 83.8 52.9 46.4 58.7 69.6 73.5 76.1
Quasi grants 34.6 29.2 13.8 11.8 16.7 25.8 26.1 27.6 2.2
Loans 103.5 81. 66. 69.9 41.1 29.7 33.0 43.4 45.9 46.9
Program loans 5.2 — — 20.0 18.2 28.2 38.6 36.9 34.5 ¥.1
Debt outstanding at the end
of the year 1,436.9 1,344.6 1,365.4 1,378.9 1,378.7  1,455.5 1,503.7 1,548.4 1,586.8 1,615.0
Medium— and long-term loans 1,237.7 1,249.5 1,230.1 1,219.8 1,209.2 1,285.2 1,318.6 1,348.0 1,385.3 1,410.9
Contracted loans 1,237.7 1,24%.5 1,230.1 1,219.8 1,138.2 1,069.8 990.2 894.7 800.9 705.0
New loans - — _ — 71.1 145.7 243.1 349.5 457.5 567.7
Financing of the gap - - - — — 69.7 85.4 103.7 126.9 138.2
Fund resources 30.3 27.6 36.3 50.2 50.8 60.3 66.1 73.4 67.4 63.0
Short-term credit 58.7 67.4 98.9 100.0 100.0 110.0 119.0 127.0 134.0 141.0
Arrears 100.2 - - 8.8 18.7 - - _ - —
(As percentage of exports of goods and services)
Total debt service 38.3 31.1 43.5 45.0 54.2 40.1 35.2 35.4 31.9 28.8
Interest and charges 15.3 3.1 15.3 17.0 13.9 12.7 11.5 10.7 9.8 9.2
Of which: Fund charges 1.3 0.8 0.7 0.7 0.7 0.5 0.4 0.2 0.1 0.1
Principal and repurchases 23.0 18.0 28.2 28.0 40.2 27.4 23.7 24.8 22.0 19.9
Of which: Fund repurchases 2.6 3.0 2.3 1.4 0.9 1.8 2.7 2.1 1.3 0.9
After debt relief 2.7 -7.4 25.1 28.3 46.5 40.1 35.2 35.4 31.9 28.8
(As percenr_aﬂiOf @P)
Total disbursed debt outstanding ... 191.0 190.0 190.4 184.9 187.7 187.0 181.4 175.8 169.2
Of which: Fund credit 3.9 5.0 6.9 6.8 7.8 8.2 8.6 7.5 6.6
Debt service . 16.0 22.1 21.4 26.8 19.7 16.9 17.4 16.0 14.6
Fund credit as percent of quota 81.5 99.8 141.1 142.5 177.9 194.9 216.5 198.9 186.0
(In percent)
Memorandum items:
Average interest rates
On disbursed debt under
commi tments after end-1988 . . . 1.7 1.7 1.9 1.9 1.9
On rescheduled debt and
financing of the gap . . 3.5 3.5 3.5 3.5 3.5 3.5

y Including counter-entry for German debt cancellation related grant.
g/ Assumes repayment terms of 5 percent within the first two years after the closing of the gap and for the remining part a grace
period of five years, after which 19 percent per year have to be repaid.
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Table V. Mauritania: Proposed Schedule of Disbursements
Under ESAF Arrangement

Amount Availability date Conditions necessary for disbursement 1/

8.475 million May 15, 1989 Executive Board approval of the ESAF
arrangement and the first annual
arrangement thereunder.

8.475 million After November 14, 1989 Observance of the performance criteria
for September 29, 1989, and completion
of the semiannual review under the
arrangement

8.475 million After March 14, 1990 Executive Board approval of the second
annual arrangement

8.475 million After September 14, 1990 Observance of the performance criteria
for June 29, 1990, and completion of
the semiannual review under the
arrangement.

8.475 million After March 14, 1991 Executive Board approval of the third
annual arrangement.

8.475 million After September 14, 1991 Observance of the performance criteria
for June 30, 1991, and completion of
the semiannual review under the
arrangement.

Source: IMF.

}] Other than the generally applicable conditions under the ESAF arrangement, including the
performance clause on the exchange and trade system.




Area, population, and GDP per capita

Area 1.0 million square kilometers
Resident population: Total (1987) 1.86 million

Growth rate 2.6 percent
GDP per capita (1987) SDR 389

1985 1986 1987 1988

GDP (at 1982 market prices)

Total (in millions of ouguiyas) 39,931 41,203 43,260 44,244

Annual rate of growth 2.9 5.4 2.8 2.5
In percent of total
Agriculture 20.1 20.8 21.1 21.0
Fishing 8.0 8.3 7.9 7.1
Mining 14.9 14.2 13,4 13.6
Manufacturing 5.7 5.6 5.5 5.4
Government 12.3 12.5 13.2 13.1
Gross fixed investment 24.6 21.7 19.9 16.4

Prices (percent change)

GDP deflator 15.4 7.9 7.3 6.6
Consumer price index 13.6 7.8 8.2 6.3
Central government finance (In millions of ouguiyas)
Recurrent revenue 13,044 14,962 17,216 17,959
Foreign grants 5,737 3,347 4,884 8,553
Total expenditure 21,235 19,865 23,348 25,143
Recurrent 14,820 84,654 15,592 16,571
Development 6,415 5,211 7,756 8,572
Overall deficit (-) {(commitment =2,454 -=1,556 -=1,248 1,769
Changes in arrears (decrease (-)) -6,887 617 218 ~-275
Overall deficit (-) (cash basis) -9,341 -939 -1,030 1,494
Foreign borrowing (net) -150 -3,675 -~1,594 -3,870
Domestic borrowing -1,087 -583 -442 803
Of which: from banking system (-530) (-271) (-424) (883)

External debt relief and

- LCeL oLl

exceptional assistance 10,578 5,199 3,065 1,573
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MAURITANTA - Basic Data (continued)

1985

Money and credit
Net domestic assets 19.1
Domestic credit -2.9
Government -4.8
Private sector 1.9
Money and quasi-money 18.3

Balance of payments

Exports, f.o.b. 371.9
Imports, f.o.b. -319.5
Trade balance 52.4

Services and private transfers (net) =-237.1

Subtotal -184.,7
Public transfers 83.7
Current account -101.0
Capital account 68.2
Disbursements 115.8
Amortization -62.0
Other capical 1/ 10.1
Overall balance 1/ -32.8
Current account deficit as
percent of GDP -14.4
Gross official foreign reserves 46.6
In months of imports of goods
and services 1.1
External public debt
Debt outstanding 1,344.6
Debt service (in percent of goods
and services)
Excluding the Fund 23.7
Including the Fund 27.6

APPENDIX 11

1986 1987 19358
(Percent change)
6.6 4.3 6.8
13.5 6.7 13.6
0.2 =4.7 17.6
18.2 10.1 12.6
15.4 16.4 2.6

(In millions of SDRs)

358.7
-287.5
71.2
-233.0
-161.8
64.3
-97.5
34.8
95.7
-100.4
37.7
-62.7

-13.6

47.0

1.2

1,362.9

36.2
40.0

315.1
-257.2
57.9
-214.0
-156.1
71.1
-85.0
36.8
103.8
-95.9
26.9
-48.2

-11.7

58.0

1.6

332.0
-262.5
69.5
-201.8
-132.3
127.4
-4.9
-44.9
71.1
-149.8
32.4
-49.8

1/
and errors and omissions.
2/ Before debt relief.

Including private and short-term capital, valuation adjustments,
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MAURITANIA - Basic Data (continued)

IMF data

Date of membership

Quota SDR 33.9 million
Exchange rate (as of December 31, 1988)
U.S. dollar/Local currency US$1l = UM 75.26
SDR/Local currency equivalent SDR = UM 101.15

As of February 28, 1989
(In millions of SDRs)

Total outstanding purchases 33.3
Under tranche policies 33.3
Ordinary (32.3)
Supplementary (1.1)

SAF 17.0

Compensatory financing --
Total Fund currency holdings (in percent

of quota) 198.1
Net cumulative SDR allocation 9.7
Holdings of SDRs 0.1
Trust Fund loans outstanding 1.3
Social indicators
(In percent unless otherwise indicated)
1975 1982-86
Population and vital statistics
Total population {(thousands) 1,369 1,860
Urban population 20 36
Population growth rate 2.3 2.6
Life expectancy at birth (year) 41 47
Crude birth rate (per thousand) 47 47
Crude death rate (per thousand) 23 19
Infant mortality rate (per thousand) 154 123
Labor force
Total labor force (thousands) 472 607
Female 21 21
Agriculture 717 69

Industry 7 9
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1975 1980-87
Education
Enrollment
Primary: Total 19 37
Male 24 45
Female 13 29
Secondary: Total 4 12
Male 7 19
Female 1 6
Pupil teacher ratio
Primary 35 51
Secondary 25 oo
Food, health and nutrition
Per capita supply of:
Calories (per day) 1820 2071
Proteins (grams per day) 67 65
Population per physician (thousands) 18 11

Population per hospital bed {thousands) 2.9 1.3
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MAURITANIA--Statistical Issues

1. Qutstanding statistical issues

a. Prices

- Recommendations of the December 1985 technical assistance
mission have not yet been implemented. Further, technical assistance
could be useful in aiding the authorities to implement the
recommendations.

b. National accounts

- The authorities are aware of the need to improve the
coverage and currentness of the data. An expert, sent by France under
its bilateral long-term technical assistance program, is currently
reviewing the methodology and procedures used in compiling national
accounts data.

c. Government finance

No government finance data reported to the Bureau of
Statistics.

d. Monetary accounts

The authorities are currently restructuring their banking
system, a process expected to be completed by the end of June 1989,
This will result in a complete revamping of monetary accounts as banks
are being merged, nonperforming loans written off, a new Banking Law
implemented, and new regulations and accounting practices established.
Technical assistance would be useful to ensure that the accounts are
properly drawn up.

e. External debt

Administrative weakness and lack of adequate coordinations have led
to frequent delays in Mauritania meeting external debt service
obligations. The authorities are exploring the possibility of putting
in place a computerized system to strengthen debt management. Technical
assistance could help the authorities in improving debt monitoring
capabilities.

2. Coverage, currentness, and reporting of data in IFS

The following table shows the currentness and coverage of data
published in the country paper for Mauritania in the April 1989 issue of
IFS. The data are based on reports sent to the Fund's Bureau of



Statistics by the Central Bank of Mauritania, which during the past year
have been provided on a very irregular basis; the currentness of the
data needs also to be improved.

Real Sector

Government Finance

Monetary Accounts

Interest Rates

External Sector

Status of IFS Data

National Accounts
Prices

Production
Employment
Earnings

Deficit/surplus
Financing
Debt

Monetary Authorities
Deposit Money Banks

Discount Rate
Bank Lending/Deposit Rates
Bond Yields

Merchandise Trade: Value
Exports
Imports
Prices
Balance of Payments
International Reserves
Exchange Rates

April 1

Latest Data in

989

September

December
December

June
June

June

Q2

August

September

December

1984
1988
n.a.
n.a.
n.a.

n.a.
Nn.a.
Nn.a.

1988
1988

1988
1988
n.a.

1987
1987
1988
n.a.
1986
1988
1988
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MAURITANIA - Relations with the Fund

(As of February 28, 1989; amounts in SDRs
unless otherwise indicated)

Membership Status

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

AN n: LI 1 n_-1
\A) rirdncldi nel

tions

sV

General Department

(a) Quota: 33.9 million

(b) Total Fund currency holdings: 67.17 million
(198.13 percent of quota)

(¢) Fund credit:

Million Percent

General Resource Account 33.26 98.1
credit tranche 32.20 95.0
supplementary financing 1.06 3.1
SAF 16.95 50.0

(d) Reserve tranche position: None

Current and Previous Stand-By Arrangements and Special Facilities

Type Date of Approval Duration Amount Utilization

(a) Current arrangement:

SAF 16.95 million
(b) Previous arrangements:

SBA June 5, 1981 10 months 25.8 million 25.8 million

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

SBA April 21, 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 10.17 million
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Iv. SDR Department
(a) Net cumulative allocation: 9.72 million
(b) Holdings: 0.12 million (1.3 percent of allocation)
V. Administered Accounts
(a) Trust Fund loan: _
(1) Disbursed: 12.70 million
(ii) Outstanding: 1.25 million
(b) SFF Subsidy Account: 2.30 million
VI. Financial Obligations to the Fund:
Overdue
Financial
Obligations Principal and Interest Due
02/28/89 1989 1990 1991 1992
March-
Dec.
Principal
- Repurchases - 6.8 11.2 9.6 4.6
- Trust Fund repayments - 0.8 0.4 0.1 -=
-- 7.6 11.6 9.7 4.6
Charges and Interest
including SDR, Trust Fund,
and SAF - 2.7 2.8 2.1 1.4
Total —= 10.3 14.4 11.8 6.0

(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.

Iv
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MAURITANIA - Relations with the Fund (continued)

VIII. Last Article IV Consultation, Review Under the Stand-By
Arrangement, and Request for Arrangements Under the Structural
Adjustment Facility

The staff held discussions with the authorities on the 1987
Article IV consultation, the first review under the stand-by arrange-
ment, and the negotiations for the medium-term policy framework paper
(PFP) for the three-year period July 1987-June 1990 and for the second
annual program under the structural adjustment facility (SAF) during the
period August 1-20, 1987.

The staff report (EBS/87/218) and the report on recent economic
developments (SM/87/252) were considered by the Executive Board on

November 6, 1987. The decisions adopted were as follows:

A. 1987 Consultation

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

2. Mauritania maintains the restrictive exchange measures
described in EBS/87/218, in accordance with Article XIV, Section 2, and

none of these measures 1is subject to approval under Article VIII.

B. Review Under Stand-By Arrangement

1. Mauritania has consulted with the Fund in accordance with
paragraph 4(d) of the stand-by arrangement for Mauritania (EBS/87/73,
Supplement 1) and paragraph 3 of the letter from the Minister of Economy
and Finance and the Governor of the Central Bank of Mauritania dated
February 24, 1987, annexed thereto, in order to review progress in the
implementation of the program and establish performance criteria on
total net domestic credit of the banking system for the remainder of the
program period.

2. The letter dated October 2, 1987 from the Minister of Economy
and Finance and the Governor of the Central Bank of Mauritania shall be
attached to the stand-by arrangement for Mauritania, and the letter
dated February 24, 1987 and its annexed memorandum shall be read as
supplemented by the letter dated October 2, 1987.

3. Accordingly, the reference in sub-paragraph 4 (a) (i) of the
stand-by arrangement to paragraph 15 of the annex to the letter dated
February 24, 1987 relating to the limit on total net domestic credit of
the banking system, shall comprehend a reference to paragraph 13 of the
letter dated October 2, 1987.
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MAURITANIA - Relations with the Fund (continued)

4, The Fund decides that the review contemplated in sub-
paragraph 4 (d) of the stand-by arrangement for Mauritania is completed.

C. Structural Adjustment Facility

1. The Government of Mauritania has requested the second annual
arrangement under the structural adjustment facility.

2. The Fund has appraised the progress in implementing the
policies and reaching the objectives of the program supported by the
first annual arrangement, and notes the updated policy framework paper
(EBD/87/262).

3. The Fund approves the arrangement set forth in EBS/87/218.

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.

External debt consultant: May-October 1983.

External debt advisor: November 1985 to November 1988.
(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 1986-July 1986.

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

(c) Bureau of Statistics

Technical assistance mission
aggregates: November 19-30,
Technical assistance mission
index: November 22-December
Technical assistance mission

payments statistics:

Resident Representative:

on compilation of monetary

1984.

on compilation of consumer price
6, 1985.

on compilation of balance of

January 9-23, 1986.

None
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Financial Relations of The World Bank Group with Mauritania

(As of January 31, 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
TBRD ToA  TBRD  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 Enterprise 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$342.0l1 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. Imitial
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
Assistance Project to the Rural Sector (FY84). Development of small-
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scale 1rrigation 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 is 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,







