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I. Introduction

A staff missi consisting of Messrs. Sacerdoti (Head-A
Fassassi (AFR), Greene (AFR), Schoofs (ETR) and Mrs. Klotz (secretary-
AFR) visited Nouakchott during the period June 12-27, 1986 to conduct
the 1986 Article IV consultation discussions and the first review under

the 12-month stand-by arrangement which ends in April 1987.

Concurrently, discussions were conducted on a medium—term poclicy
framework for the three-year period July 1986 - June 1989 1/, and on an

economic and financial annual program for the period July 1, 1986~
June 30, 1987 that could be supported by a disbursement lmdpr the

Lilabl Loyl L Su wiiael

Structural Adjustment Facility (SAF) in an amount equivalent to

SDR 6.8 million (20.0 percent of quota). Policy discussions were held
principally with Mr. Mohamed Salem Ould Lekhal, Minister of Economy and
Finance, Mr. Dieng Boubou Farba, Governor of the Central Bank of
Mauritania, and Mr. Thiam Samba, Secretary of State in charge of
Budget.

In accordance with the stand-by arrangement, the first review
focused on the outcome of the debt rescheduling of a recent Paris Club
meeting, the implementation of the financial program in the first five
months of 1986 and the policies and performance criteria for the second
semester. A letter from the Secretary of State in charge of the Budget
and the Governor of the Central Bank of Mauritania summarizing
developments in the first five months of 1986 and policies for the
second half of the year is included in Appendix I. A letter of request
for a three-year arrangement under the Fund's structural adjustment
facility (SAF) and the first annual arrangement thereunder is attached
to the proposed decision; a medium-term policy framework paper for the
period July 1, 1986 to June 30, 1989 and the memorandum on economic and
financial policies for the first year are included in Annex I and II,
respectively, of the proposed decision.

The 12-month stand-by arrangement for Mauritania, approved by the
Fund on April 21, 1986, is for an amount of SDR 12 million equivalent to
35.4 percent of Mauritania's quota of SDR 33.9 million (EBS/86/70). To
date, Mauritania has made the initial purchase under the arrangement
equivalent to SDR 1.2 million. The second installment scheduled to be
made upon observance of the performance criteria for end-April has not
yet been effected because the performance criteria on total domestic
credit and net credit to Government were not met at end-April 1986 as
explained in Section II below; if the end of June performance criteria
are met, the purchase will be effected in the month of August. The
third, fourth and fifth purchases will be made upon observance of the
performance criteria for end-June, end-September and end-December 1986,
respectively, and are conditional on the completion of the present
review. As of end-June 1986, Mauritania's total use of Fund credit

l/ A Bank staff member, Mr. R. Vaurs, was in Nouakchott during the
second half of the mission's stay and collaborated closely with the
mission in the discussions for the medium-term policy framework.



amounted to SDR 25.2 million (74.3 percent of quota), all under tranche
policies. If all scheduled repurchases and all scheduled purchases
under the current stand-by arrangement are made, Mauritania's
outstanding use of Fund credit will reach the equivalent of 89.7 percent
of quota by end-April 1987 (Table 1).

The last Article IV consultation discussions were held in
Nouakchott during the period of June 27-July 11, 1985. The staff report
for the consultation (EBS/85/239) and the report on recent economic
developments (SM/85/270) were considered by the Executive Board on
November 5, 1985. On that occasion, Directors commended the Mauritanian
authorities for the strong adjustment measures implemented since early
1985 under the Fund-supported program. Directors observed however, that
Mauritania's internal and external imbalances remained very large and
would require the continuation of firm adjustment policies for a number
of years. They urged in particular the authorities to strengthen tax
collection, to reduce further the civil service wage bill in real terms
and to step up the process of rehabilitation of the public enterprise
sector.

Fund collaboration with the World Bank is very close. The Bank
assistance to Mauritania focuses on public enterprise rehabilitation,
irrigation, small scale industry development, and public sector
management improvement, in addition to support for basic
infrastructure. The Bank is at an advanced stage of preparation of a
Structural Adjustment Loan. The Fund and Bank staff have been in close
contact, to ensure full consistency in the formulation of structural
reforms and macroeconomic objectives between the Fund programs and Bank
loans.

Mauritania continues to avail itself of the transitional
arrangements of Article XIV. Summaries of Mauritania's relations with
the Fund and the World Bank Group are provided in Appendices III and IV,
respectively. Basic data are in Appendix V and a note on statistical
issues is included in Appendix VI.

II. Background and Recent Economic Developments

1. Background

After many years of generally inadequate economic policies and
unfavorable exogenous factors, Mauritania is now in the process of
pursuing a comprehensive adjustment effort aimed at eliminating the
internal and external imbalances built up during the 1970's and early
1980's. Despite these efforts Mauritania is expected to face economic
and financial difficulties for a number of years because of the
magnitude of past internal and external imbalances, and the difficult
physical environment.

In the period up to 1984 Mauritania's economic and financial
structure deteriorated sharply as a result of persistent drought and




Table 1. Mauritania: Fund Position During the Stand—-By Arraungement Period

Outstanding 1986 1987
at beginning April May—- Sept— Dec. 86- March  Total
of arrangement Aug. Nov. Feb. 87 april

Transactions under tranche

policies (net) - 0.4 0.5 0.1 1.6 0.8 3.5
Purchases il 1.2 2.7 2.7 2.7 2.7 12.0
Ordinary resources - 1.2 _/ 2.7 2.7 2.7 2.7 12.0
Borrowed resources - - ~- -- -= - -—
Repurchases - 0.8 2.2 2.6 1.1 1.9 8.5
Ordinary resources -- ~= - 0.9 0.9 0.9 4.6
Borrowed resources -- 0.8 0.2 1.7 0.2 1.0 3.9
Transactions under special
facilities (net) - - -- 6.8 - -— -
Total Fund credit outstanding
(end of period) 26.9 27.3 27.9 34.8 36.4 37.2
Under tranche policies 26.9 27.3 27.9 28.0 29.6 30.4
Under special facilities - -= - 6.8 6.8 6.8
(As percent of quota)
Total Fund credit outstanding
(end of period) 79.4 80.7 82.2 102.6 107.4 109.8
Under tranche policies 79.4 0.7 82.2 82.5 87.3 89.7
Special facilities - - -- 20.1 20.1 20.1

Source: IMF, Treasurer's Department.

1/ 1Initial purchase on the stand-by arrangement becoming effective.
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worsened terms of trade, the impact of which were exacerbated by
inappropriate policies, including expansionary fiscal and credit policy,
inappropriate pricing policies, unfavorable performance of public
enterprises, an increasing overvaluation of the currency, and an
excessively large and unproductive public investment program, which led
to an unsustainable debt burden.

Owing to adverse climatic conditions together with inadequate
producer prices, the traditional production of cereals on nonirrigated
land was reduced from about 100,000 tons in late 1960's to less than
30,000 tons during the 1984/85 (June-May) crop year. In the mining
sector, until recently the leading sector of the economy, iron ore
production required new and costly investments as easily exploitable
mines were being depleted; copper production ceased in 1978. Attempts
by the Government to set up viable manufacturing enterprises failed, and
many Government—owned industries like the oil and sugar refineries had
to be closed down. In the fishing sector, although the authorities
adopted a new policy in 1979 aimed at increasing their control of
fishing activities in Mauritania's coastal waters, the net foreign
exchange receipts from fishing remained small and the value added by
the sector remained low. As a result of these structural problems, GDP
grew at an average annual rate of only about 1 percent over the period
1981-84 in spite of high investment ratio which reached 47.1 percent of
GDP in 1982, reflecting the very low rate of economic return.

Along with the stagnation of the production, there emerged large
fiscal and balance of payments imbalances. By 1984, the Government's
consolidated overall fiscal deficit (on a commitment basis and including
external grants) was equivalent to 11 percent of GDP (Table 2).
Excluding external grants, the deficit amounted to 25 percent of GDP.
This large fiscal imbalance, coupled with the deterioration of the terms
of trade and the negative savings of the rest of the economy, resulted
in an even larger balance of payments imbalance. By 1984, the deficit
of the current account (including public transfers) was equivalent to
22 percent of GDP, Excluding public transfers, the deficit amounted to
36 percent of GDP., As a result of these large deficits, domestic and
external arrears were accumulated and amounted at end-1984 to
UM 0.7 billion and UM 7.7 billion (SDR 105 million) respectively. By
end-1984, the outstanding foreign debt was about US$1.4 billion,
equivalent to 174 percent of GDP.

2. The process of adjustment, 1985-86

To reduce the major imbalances and effectively address structural
problems facing the Mauritanian economy, early in 1985 the Government
embarked on a comprehensive adjustment program, which stressed both
demand management and substantial structural adjustment measures. This
program was supported by a l2-month stand-by arrangement approved by the
Executive Board in April 1985. The adjustment effort was continued and
strengthened in the framework of a new program for 1986, which is
supported by the current stand-by arrangement.
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Table 2. Mauritani{a: Selected Economic and Financial Indicators, 1982-89
1982 1983 1984 1985 1986 1987 1949
Actual Prog. 1/ Prel. Prog. Proj.
(Annual percentage chanpes; wunless
otherwise specified)
Hatlonal Lncome and prices
GOF at constant prices -2.2 6.6 -0. 3.0 .1 4.0 5.2 4.3 4.3 5.2
LhE deflator 9.9 4.0 11.2 12.0 12.2 6.0 7.3 5.5 5.0 5.0
Consumer price index 8.4 4.9 . 12.0 .5 7.0 7.0 6.0 5.0 5.0
External sector
Expurts, f.c.b. (in SDRs) -5.3 35.7 -2.8 13.7 29.7 3.2 0.1 3.4 5.9 15.3
lmports, f.o.b. (in SDRs) 24.0 -11.5 -13.1 -11.7 -3.5 ~5.b -15.2 0.5 6.4 10.6
Lxport volume -7.8 42.3 ~5.4 5.5 14.4 1.5 5.4 2.5 4.2 13.4
lmport volume 22.9 -11.9 -11.0 -11.3 -1.4 -2.1 -9.4 -0.9 3.6 7.3
Terws of trade 1.8 -5.0 5.2 1.7 15.9 5.5 1.6 -0.5 1.5 -1l.4
Nominal effective exchange rate
(depreclatian =) 2/ 3.9 5.6 -8.8 ten -21.3 . es e
Real effective exchzhge rate
(deprectation ~) 2/ 8.4 5.8 -3.5 con -17.0 “ee e .
Consolidated government operations
Kevenue 8.2 23.9 15.2 20.9 19.5 18.6 29.6 8.1 9.4 10.7
kevenne and grants 1.2 7.0 30.8 31.9 13.4 18.7 20.6 4.1 7.3 10.2
Total expenditure and net lending 22.8 7.8 10.3 18.9 ~0.9 14.5 8.2 1.5 1.0 5.5
Muney and credit
Domestic credit 21.3 10.0 9.3 5.2 2.1 5.5 5.9 5.9 5.9
Credit to the Government (13.1) (39.6) (-2.4) (—) (-10.8) (=) {-=) (--) (==
Credit to the economy (23.9) (1.5) (13.9) (7.0) (6.4) {(7.1) (7.6) (8.0) (7.51
Honey and quasi-maney -2.0 9.1 9.0 9.2 24.1 (9.0) (3.0) (9.5) (9.0)
Velocity (GLP relative to M2) 4.2 4.3 4.2 4.3 3.9 4.0 3.6 4.0 4.2
Interest rate 9.0 9.0 9.0 11.0 11.0 11.0 11.0 11.0 11.0
(In percent of GDP)
Consnlidated government
defictit }j (surplus +)
Excloding grants -23. 24,7 -24.5 -20.5 -17.1 -11.7 -10.8 ~-8.3 -4.2
Including grants -11.5 -16.1 -10.9 -3.5 -4.9 -3.0 -1.0 - 3.3
Change {n payments arrears
(lncrease +) 1.3 1.0 1.4 -12.5 -9.0 - - - —
Consolidated government deficit
(cash basts) (surplus +) -10.2 -15.0 -9.5 -16.0 -13.9 -3.0 -1.0 - 3.3
tareign financing (net) 13.9 11.7 7.3 -2.0 -1.3 -3.5 -8.2 ~5.6 -6.4
bonestic financing (net) -3.7 3.3 2.2 - -1.1 -0.8 -0.7 - -
External debt relfef and
exceptional asslstance - - - - 16.4 7.3 9.9 e .
Financing gap (surplus +) - - - 18.0 - 7.3 -— 5.6 3.1
Budgetary deficit 4/ (surplus +) -3.6 ~4.7 -1.8 -0.1 -0.4 1.5 2.7 3.6 6.3
Gross domestic investment 47.1 17.9 25.2 5.2 23.9 24,1 21.5 20.7 19.9
truss domestic savings 0.1 -12.1 -1.9 2.5 9.0 14.3 12.5 4.1 18.1
Fesource gap -47.0 -30.0 -27.1 -22.17 -14.9 -9.8 -8.0 -6.6 -l.48
Current account deficit
(before debt relilef)
Excluding officlal transfers -54.4 -39.2 -36.2 -31.6 -24.5 -19.3 -19.6 ~16.5 -9.3
Ilncluding offtclal transfers -43.1 -29.2 -22.4 ~14.1 -10.6 ~9.5 ~7.7 ~-h.1 -3.3
kxterual debt (outstanding) 154.9 167.5 189.7 242.5 193.9 223.9 204.5 198.0 171.1
Debt service ratio 5/ 29.7 30.3 38.4 36.5 30.1 52.4 43.4 37.4 33.8
Of which: on the use of Fund 2.4 1.8 3.5 3.6 3.0 3.0 1.8 1.8
resources
(In millions of SDRa; wunless
otherwise sgeclfied)
Overall balance of payments
Befure debt rellet -110.8 -83.6 -103.2 -71.8 -35.4 -80.1 -74.3 40.9 -27.8
After debt relfef -86.2 ~57.5 -73.9 . 86.4 21.3 27.7 -37.3
Gross official reserves
(months of imports of goods
and nonfactor services) 2.7 2.3 1.8 2.0 1.2 1.9 1.6 . 2. 2.1
Net foreign assets -77.0 -111.8 ~142.8 -145.5 -115.0 -91.9 -103.8 -84.2 5. -60.4
kbxternal payments arrears
(outstanding) 36.5 55.4 104.8 - - - - - -

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

1/ As indicated in EBS/85/41.
2/ knd-Uecember to end-December.

3/ Un a commitment basfs, including central government operations, development expenditures
[{nanced directly through external aid, and interest charges to be refinanced or rescheduled.

4/ Deficit on treasury operations, on a coomitment basis.

E] As a percentage of exports of goods and services.



The performance under the 1985 program was favorable, all the
programmed targets and performance criteria were met and the broader
aspects of the policy effort have been met.

Owing in part to favorable rainfalls and in part to more
appropriate pricing and marketing policies, agricultural production
increased sharply in 1985; the higher supply of food relieved the
inflationary pressures resulting from the sharp devaluation of the
ouguiya. The real GDP growth rate was 3.1 percent in 1985 following a
negative rate of -0.5 percent in 1984,

To remove the obstacle to efficient resource allocation, price
liberalization policies were initiated under the 1985 program and
continued in 1986. In 1985, cereal prices were raised by 20-40 percent,
both at the producer and consumer levels, in order to enhance incentives
to producers, reduce the price disparity with Senegal, and discourage
the consumption of imported cereals. Measures were adopted to increase
the flexibility of the country's pricing and marketing framework.
Substantial progress was achieved in the rehabilitation of some key
public enterprises. To enlarge the resource base and promote sustained
economic growth and domestic savings in the medium term, the investment
priorities were redefined and the selection of new projects based on
economic criteria, particularly on the need to generate foreign exchange
earnings.

Substantial progress was achieved in 1985 in reducing the internal
and external imbalances, as mentioned in EBS/86/70 of March 21, 1986.
The domestic savings ratio increased sharply from a negative 1.9 percent
to 9 percent in 1985 owing to an improvement in Treasury operations and
higher savings in the fishing and mining sector, reflecting larger
exports and improved profitability. The deficit of Treasury operations
on a commitment basis, including grants and before debt relief, was
reduced to UM 210 million in 1985 from UM 829 million in 1984
(Appendix II, Table 1). This result fell somewhat short of the deficit
programmed of UM 38 million or of the surplus of UM 107 million which
was estimated in EBS/86/70. This was mainly due to higher expenditure
on external debt service for the government than previously estimated.
1/ The consolidated government overall deficit on a commitment basis,
including grants and before debt relief, was reduced from 10.9 percent
of GDP in 1984 to 4.9 percent in 1985, compared with 4.0 percent in the
revised program. Excluding grants, the overall deficit declined from
24.5 percent of GDP in 1984 to 17.1 percent of GDP in 1985 (Appendix II,
Table 2). The investment budget was reduced in close collaboration with
the World Bank, with expenditure reoriented to quick-yielding projects
and rehabilitation of existing infrastructure. The improved fiscal
performance led to a reduction in net credit to the Government, while
total domestic credit increased by only 2.1 percent, compared with the
5 percent programmed. In view of the sharp reduction in net external

1/ Total debt service in the balance of payments was instead close to
program estimate.




liabilities of the banking system, however, broad money increased in
1985 by 24 percent, well above the 14 percent quota projected during the
mid-term review of the program.

The tight financial policies and the flexible exchange rate policy
-—the ouguiya was depreciated in real effective terms by 21 percent
between January 1985 and January 1986--, contributed, together with a
ma jor improvement in the terms of the trade, to the substantial cut in
the external current account deficit in 1985; the deficit declined from
22.4 percent of GDP in 1984 to 10.6 percent of GDP (including official
transfers). This improvement was even better than was estimated last
larch at the time of the presentation of the new stand-by arrangement
(See EBS/76/70). 1In volume terms, exports increased by 14 percent and
imports declined by 1.4 percent (Table 2). Substantial debt relief was
obtained frow the Paris Club and other official creditors; external
arrears outstanding at end-1984 were eliminated in the course of 1985.

For 1986, the objective of the program is to reduce further the
external current account deficit, through a further reduction of fiscal
imbalance and the intensification of structural reforms initiated in
1985. The program aims at a reduction of the current account of the
balance of payments including official transfers to 9.5 percent of GDP
in 1986 and at an increase in gross reserves by SDR 15 million.
(Excluding otficial trausfers the deficit is targeted to decline from
25 percent of GDP in 1985 to 19.3 percent of GDP). The overall fiscal
deficit on a commitment basis, including grants and before debt relief,
is targeted to decline from 4.9 percent of GDP in 1985 to 3 percent in
1986. Excluding official transfers, the deficit is targeted to decline
from 17.1 percent of GDP to 1l.7 percent. Concomitantly, Treasury
operations are programmed to move from a deficit of UM 210 million
(0.4 percent of GDP) in 1985 to a surplus of UM 900 million in 1986
(1.5 percent of GDP), through tax measures and a containment of current
expenditures. For 1986, wage expenditures are to be stabilized in real
terms, the size of the civil service, excluding the ministries of
Education and Health will be frozen at its end-January 1986 level, while
any increase in recruitment in these two ministries will have to be
offset by savings in wages and benefits.

Structural measures include the rationalization of the investment
program, further increases in cereal prices both at the producer and
retail level, price liberalization, the rehabilitation of the
electricity aud water company, the reorganization of the petroleum
distribution company, a reform of energy pricing and the restructuring
of the banking system. In 1986, exchange rate policy is to be geared to
preserve competitiveness of exports and import sustaining activities so
as to contribute to the attainment of the current account deficit target
and the targeted increase in reserves of SDR 15 million. A summary of
the principal policy measures of the 1986 program and their
implementation is contained in Table 3.



Table 3. Mauritania:

Summary of Principal Policy Measures

of the 1986 Program and their Implementation

A. Fiscal Policy

The fiscal deficit on a commitment basis
(including grants and before debt relief) to be
reduced from 4.9 percent of GDP in 1985 to 3.0 percent
of GDP in 1986; excluding grants, from 17.1 percent of
GDP in 1985 to 11.7 percent. Increase of minimum
profit tax, of the tax rates on high salaries and
wages and reduction of customs duty and excise
exemptions especlally for petroleum products. No
increase in the wage bill in real terms. No
recruitment except for the Ministries Education and
Health, where it 1s to be offset by savings in
personnel costs.

B. Monetary and Credit Policies

l. Domestic bank credit increase of 5.5 percent,
credit to the non goverument sector to grow by 7.1
percent with no increase in net credit to the
Government.

2. Initiate banking system rehabilitation (1)
increase collection of nonperforming credits and
improve credit risk assessments; (11) improve bank
profitability through reduction of operating costs;
(i1i) prepare plan for restructuring the banking
sector.

C. Pricing and marketing policies
1. Keduction of the list of goods subject to
price controls to 13 basic commodities.

2. Increase in official prices for agricultural

prices at the level of production and
commercialization.

3. Liwit the free distribution of cereal grains
to 50,000 tons 1n 1986; promotion of "food for work™;
establishment of Common Fund for food aid sales
proceeds.

D. Public enterprises

1. Strengthening the rehabilitation of three key
public enterprises; emergency measures to improve
SOMELEC's financial situation.

2. Initiating the rehabilitation of the petroleum
marketing company (SMCPP).

E. Public investment program

1. The public investment program for 1986 will be
implemented within the framework set by the medium-—
term recovery program and in consultation with the
World Bank. The financing mix calls for a minimum 50
percent grants coantent.

F. External sector policies
1. Continuation of a flexible exchange rate
policy.

2. Neporations of external debt relief from Paris
Club and other official creditors.

Tax measures implemented. Commitment on expenditure
reaffirmed. Overall budgetary performance on track.

Domestic credit and net credit to the nongovernment
sector are allowed to increase at a slightly higher
rate (5.9 percent and 7.6 percent, respectively) with
no Increase in net credit to the Government.

Implementation as envisaged.

Recovery of nonperforming loans accelerated.
Restructuring of commercial banks underway as
scheduled.

Implemented

Implemented

Implementation as envisaged.

Iuplemented as envisaged; electricity tariffs have
been raised and SONELEC is allowed to cut its services
to customers in arrears.

Implementation as envisaged.

Implemented as envisaged;grant content will exceed the
50 percent envisaged.

Implemented as envisaged.

Paris Club Agreed Minutes signed on May 16, 1986;
negotiations on bilateral agreements with Paris Club
creditors and other official creditors are underway.
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In support of its adjustment program, Mauritania obtained in May
1986 considerable external debt relief. Paris Club creditors agreed to
provide Mauritania with 100 percent effective debt relief in 1986.
Other official bilateral creditors are expected to agree to rescheduling
terms similar to those granted by Paris Club members. Overall the total
debt relief that Mauritania expects to receive, upon conclusion of the
bilateral agreements with official creditors, amounts to about
SDR 105 million, somewhat more than envisaged under the program.

3. Developments during the first five months of 1986

The Mauritanian authorities have implemented all the measures
envisaged under the program for the first half of 1986 and considerable
progress has been made toward achieving the targets and objectives for
1986.

Economic and financial developments in the first five months of
1986 have been satisfactory. The annual rate of inflation in this
period was about 7 percent, in line with the program objective. The
information obtained indicates that the 1986 cereal harvest has been
favorable as a result of good rainsj; production is expected to amount to
66,000 tons compared with 30,000 tons in 1985. Because of the favorable
cereal harvest and the unexpectedly good performance of the fishing
sector, the GDP growth is expected to reach 5.2 percent in 1986 compared
with 4 percent programmed. As envisaged during the program, cereal
prices were further increased at the level of production and
commercialization, to provide adequate incentives, and measures were
taken to increase the flexibility of the country's pricing and marketing
framework. In particular, in March 1986 the list of goods produced
locally and subject to price controls was reduced to eight
commodities.

With regard to budgetary developments in the first five months of
the year, current revenue increased by 23 percent over the same period
of the previous year, although somewhat less rapidly than envisaged
under the program, because of delays in the collection of the proceeds
of new tax measures (see Section III). Budgetary expenditure increased
by 11 percent over the corresponding period of 1986, and were in line
with the program, despite the fact that interest payments were higher
than programmed. While personnel expenditure increased somewhat faster
than programmed, expenditure for materials were lower. No recruitment
has been effected in the first half of the year, and departures since
January have amounted to 104, of which 68 for the period February-May
1986.

In 1986, interest and amortization due by the Government are
projected to be higher than programmed and to be only partially offset
by higher than projected rescheduling of government debt service. This
results from higher than expected charges related to rescheduling,and
from maturities coming due at end-1985 which were settled in early 1986,
as well as from higher than initially projected debt service payment not
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eligible to reschedulingj this latter factor results from a review of
national data and revised exchange rate projections. For these reasons,
in the first five months of the year cash payments on both interest and
amortization were higher than envisaged. As a result, the Treasury
increased its recourse on the banking system by UM 530 million at end-
April 1986, above the ceiling allowed under the program. 1/

Credit to the economy surged in the first five months on account of
credit to the fishing export corporation (SMCP) and the iron company
SNIM which faced temporary financial difficulties after experiencing
some technical problems early in the year. Credit expansion was also
boosted by higher than expected interest on non performing credits which
are capitalized and included in claims on economy. As a result, the
performance criteria for end-April for net credit to Government and
total credit were not met by a substantial margin (Table 4). There are
indications that these ceilings will be met for end-June, which is the
second test date under the program, as outstanding credit to the economy
was reduced by substantial repayments by SMCP and SNIM in June.

On the external side, during the first five months of 1986 exports
increased at a higher rate than expected, due almost entirely to a
sharper increase in exports of fishj export of iron ore, after slowing
down during the first quarter of 1986 due to technical production
difficulties of SNIM, resumed a steady pace in May 1986, and is now
following a trend consistent with the programmed level for 1986.
Imports of cereals are expected to be somewhat lower than programmed
because the food import company SONIMEX reduced its import of rice due
to higher cereal production and large stocks. On the basis of these
developments during the first five months of the year, the 1986 outlook
for the current account of the balance of payments appears better than
above. In the period January-July 1986, the Mauritanian ouguiya has
been depreciated by an additional 4 percent in nominal terms, and by
about 2.5 percent in real terms, bringing the cumulative real
depreciation from the January 1985 level to about 24.5 percent
(Chart).

III. Report on discussions

The discussions with the authorities covered recent economic and
financial developments in conjunction with the Article IV Consultation
and the review of the stand-by arrangement. In addition, the medium
term economic prospects and the outlook for the process of structural
reform were also discussed.

1/ The expansion was within the statutory limit of the Central Bank,
as a reduction of outstanding credit to the Treasury at end 1985 had
created room under the existing facility.
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Table 4. Mauritania: Quantitative Performance Criteria under

Stand-By Arrangement, 1986

(End of period)

1986
Cumulative change from end-December 1985 to end-
April June September December
Ceiling  Actual Ceiling Ceiling Ceiling

Net domestic credit
Net credit to Government

Domestic arrears of the
Government

New nonconcessional foreign
borrowing contracted or

(In millions of ouguiyas)

282 1,862 482 1,000 1,200

- 529 - - -

(In millions of SDRs)

guaranteed by the Government
with 0-15 years' maturity 1/ - - - -- --

New short—-term external borrowing
contracted by commercial banks,

other than trade credits

External payments arrears of
Central Government

External arrears on guaran-
teed commercial credit

Sources: Data provided by

the Mauritanian authorities; and staff estimates.

1/ Excluding debt rescheduling.
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1. The real sector and public enterprise rehabilitation

Extensive discussion took place on agricultural policy, including
food aid policy, production and commercialization. The Mauritanian
representatives noted that the good 1985/86 cereal crop, coupled with
the ample cereal stock available at end-1985 because of the substantial
shipments of aid and commercial imports both in 1984 and 1985, should
make it possible in 1986 to reduce the recourse to food aid and to
curtail cereal imports. The amount of food aid being distributed freely
is expected to be reduced from the level of 66,000 tons in 1985 to about
50,000 tons in 1986, as a result of the efforts to allocate more food
aid to food-for-work programs, to stimulate self reliance and to slow
migration to the urban centersj in the first six months of the year free
distribution had amounted to 27,000 tons. The sale of food aid had
declined substantially in 1985 as a result inter alia of the 50 percent
price increase introduced in early 19853 it was noted that the price
increase had resulted in less cereal being diverted to livestock feed,
and had led to more reliance on domestic production. As the main part
of the 1986 cereal shipment of food aid is earmarked for sale, the
representatives were concerned that the objective for free food aid
distribution may be difficult to reach unless the donors would agree to
some reallocation,

With regard to agricultural production and commercialization in the
south the Mauritanian authorities noted that although the Food Security
Agency (Commissariat & la Sécurité Alimentaire CSA) has the monopoly of
cereal collection and commercialization, in practice an important part
of the crops are marketed through private channels, and the agency is
the purchaser of last resort. The authorities agree about the
importance of giving a larger role both in marketing and rice processing
to the private sector; to that end certain rice mills presently managed
by CSA are being transferred to the private sector. Additional reforms
are scheduled to be introduced on the basis of the results of a study
financed by the World Bank on cereal production and marketing, to be
completed in the coming months.

With regard to developments in the fishing sector, the authorities
noted with satisfaction the increase in deep sea fish catch in the first
five months of 1986 which, was in part related to the enlargement of the
fishing fleet. They noted that fishing activity is adequately
profitable, thereby inducing new investment in ships. At the same time,
the authorities were concerned that the sizable freezing plants on shore
are underutilized as the bulk of the fishing fleet is composed by
tankers freezing the catch on board, which is more cost effective. In
their effort to increase the value added of fishing activity, in
conformity with the new fishing policy, the authorities intend not only
to stimulate the ugse of onshore freezing facilities, but also to develop
more sophisticated forms of fish processing on shore. The authorities
also stressed that they intend to gradually phase out the fishing
licenses, presently granted to a certain number of foreign companies;
the aim is to expand further the role of joint ventures between
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nationals and foreign companies and of the fully owned Mauritanian
companies which already carry out the bulk of the fishing activity.

Developments in the iron ore sector in 1985 and the first part of
1986 were also relatively favorable. The representatives of SNIM, the
iron ore company, noted that the level of production in 1985 has
remained at the peak level of 9.5 million tons reached in 1984, and a
further increase in production and exports to about 10.5 million tons
was likely to be achieved in 1986. They stated that SNIM had no
difficulty in securing the sale of its output, because of its proximity
to Europe, the close relations with European customers, and the specific
qualities of its iron which was well suited to existing furnaces.
Mainly because of the specificities of Mauritania's iron ore the
authorities were confident that the entry into operation in the near
future of the huge Brazilian mine of Carajas would not hurt SNIM
sales. With regard to the medium-term prospect, they considered that
the production volume could achieve the range of 12 to 14 million tons
per year owing to the enrichment process which has been put in place for
the new Guelbs mine and the large supply of iron available for
enrichment., Although the operation of the new mine are more expensive
than that of the old Kedia mine, now close to depletion, the SNIM
representatives felt that mining operations would continue to be
profitable, as the large investments of the last two decades have been
already fully amortized.

In the area of public enterprise rehabilitation where a
comprehensive effort is underway with World Bank assistance, discussions
focused on the actions to improve the performance of the water and
electricity company SONELEC, and the reorganization of the petroleum
distribution company SMCPP. SONELEC had been able to increase its
collection rate from 45 percent in 1985 to 60 percent in the first
semester of 1986 as it has been authorized to cut distribution to
customers in arrears; further increases in the collection rate were
expected for the second half of the year. Billing operations were also
being improved with World Bank assistance. It was noted that the
Government had settled its outstanding arrears and that budgetary
appropriation for 1986 had been set at a level adequate to avoid the
incurrence of arrears. Despite these factors, the company needs a
significant infusion of resources to finance its operation, given the
large debt service and the high cost of electricity producing
operations; the situation was expected to improve in the medium-term
with the scheduled replacement of existing high cost gasoil powered
plants. After the departure of the mission, a decision was taken to
increase electricity tariffs by 15 percent, which is scheduled to be
implemented in mid-August. An increase of the capital of the company is
envisaged to take place toward the end of the year, using a part of the
proceeds of the World Bank structural adjustment credit.

The authorities noted that a technical and financial audit of the
petroleum distribution company is under way. The audit will serve as a
basis for a full review of the petroleum distribution costs and price
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structure, with a view to promote the development of the productive ‘
sector of the economy, and in particular of the fishery sector; a new

petroleum price structure is scheduled to be established by the end of

the year.

The authorities reiterated their commitment to the privatization of
non strategic public enterprises. The livestock commercialization
company is being dismantled and companies taken over by the National
Development Fund are gradually being sold to the private sector.

2. Fiscal policy and investment program

The discussions centered on the need to achieve over the next three
years a substantial decline in the overall fiscal deficit in order to
support the external adjustment and increase the domestic financing of
investment. The outcome for the year 1985, the budgetary developments
in the first part of 1986 and the outlook for the year as a whole in
relation to program objectives were extensively discussed.

The final outcome for 1985 showed that treasury operations recorded
a deficit of UM 210 million, higher than the UM 38 million targeted
exclusively on the account of higher outlays on interest on external
debt. Concomitantly, the overall fiscal deficit on a commitment basis,
including grants, was reduced from UM 5.0 billion (10.9 percent of GDP)
in 1984 to UM 2.6 billion (4.9 percent of GDP) in 1985 compared with
UM 2.1 billion (4.0 percent of GDP) in the revised programm.

Commenting on the budgetary developments in the first five months
of 1986, the authorities explained that the total expenditure were
higher than envisaged under the program mainly because of larger than
envisaged debt service. The somewhat higher than programmed level of
personnel expenditure resulted from not having taken appropriate account
of the full impact on 1986 of the recruiting made during the last months
of 1985. However they were confident that for the year 1986 as a whole
both total personnel expenditure and expenditures for the ministries of
Education and Health will remain within the limits of the program,
because of continuing tight restraint, including limits to
recruitment. With regard to the outlays on debt service, which are now
expected to exceed program projection by about UM 1.4 billion on a full
year basis, the authorities stated that that they will be compensated
for by the increased revenue from higher fish export and from the
windfall revenues from the lower price of petroleum imports which will
be absorbed by the Government through transfers from the oil
distributing state company. They were confident that the revenue
objectives will be achieved for the other taxes; they explained that the
somewhat lower than programmed increases in tax revenues in the first
five months of the year was due to delays in collecting the revenues
resulting from the new tax measures introduced early in 1986.

Given the need to offset the higher outlays on external debt than
originally forecast, part of which are for principal repayments, the
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surplus on treasury operations is now targeted to reach UM 1,600 million
for 1986 (2.7 percent of GDP) instead of UM 900 million initially
programmed (l.5 percent of GDP). Extrabudgetary investment expenditure
(counterpart of external grants and loans disbursed outside the
Treasury) are now expected to be somewhat higher than programmed, but
with a higher grant financing content. As a result of developments in
Treasury and extrabudgetary operations, the consolidated government
deficit including grants is now projected to decline to 1 percent of GDP
in 1986, compared with a program target of 3 percent of GDP. Excluding
grants, the consolidated government deficit is projected to decline to
10.8 percent of GDP compared with 11.7 percent programmed.

With regard to the efforts underway to increase the tax base, the
Mauritanian representatives indicated that a source of revenue growth
was the reduction of custom duty and excise exemptions which were
extremely widespread in Mauritania. Measures to reduce exemptions to
the agricultural sector had already been taken under the 1986 Budget Law
and administrative measures had been adopted to reduce fraud in claiming
exemptions. 1In addition, a survey of exemptions had been carried out in
the first part of the year to lay the basis for a comprehensive
reform. The representatives noted that, although the review of the
investment code carried out with World Bank assistance would be
completed only toward the end of the year, fiscal measures modifying the
exemptions under the code would be introduced already under the 1987
Budget Law so as to be effective by the beginning of 1987. With regard
to the possibility to enlarge the revenue from income and profit taxes,
the Mauritanian representatives said that efforts should be concentrated
on centralizing information on taxpayers available in different
government departments and the Central Bank; this was likely to improve
substantially the coverage of these taxes.

With regard to the public sector investment program for 1986, the
authorities stated that its amount is now projected to be higher than
the initial estimate of UM 11.4 billion, mainly on account of larger
investment both of the government and of public enterprises, and of the
depreciation of the exchange rate. The authorities noted that the share
of grants in the financing of government investment will be higher than
in 1985 and will exceed the 50 percent envisaged under the program. The
amount of grants for government investment is projected at UM 3 billion,
compared with UM 2 billion initially projected. The preparation of a
comprehensive investment budget for 1987 is well underway, with FAD
technical assistance, and its finalization is expected by next October.

The authorities further indicated that a Common Fund for
counterpart of sales of food aid was being established, and that to date
UM 1.3 billion are available in the Fund; four projects included in the
Investment Program have been selected to be financed by the Fund.

3. Credit policy and banking reform

The Mauritanian representatives explained that the expansion of
credit to the economy in 1985 had been well below program targets and
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was very limited, especially since a part of the credit expansion
indicated in the monetary statistics represent the capitalization of
interest of non performing loans, most of which have been uncollectable
for years. The representatives explained that this was mainly the
result of the decline in the indebtedness toward the banking system of
the major public enterprises, reflecting the improvement of their
profitability and higher export proceeds. With regards to the concerns
expressed by the staff representatives about the large increase in
domestic credit in the first four months of 1986, the Mauritanian
representatives noted that this partly reflected further capitalization
of interest on non performing loans and partly exceptional short term
financing need of SNIM, in connection with technical delays in iron ore
exports, and of the fish export companies. During the month of June
however, large repatriation of export proceeds had led to a significant
reduction in domestic credit outstanding,

The Mauritanian representatives stressed that, in line with
commitments under the program, substantial measures had been taken in
the first part of the year toward the rehabilitation of the banking
system, whose functioning is hampered by inadequate management,
resulting in a large amount of non performing loans. The actions taken
aimed at accelerating the collection of non performing loans and at
strengthening Central Bank supervision of banks. At the same time,
steps have been taken to lay the basis for a comprehensive restructuring
of the banking system which will involve larger foreign and private
sector participation in the existing banks. A list of the borrowers in
arrears to their banks had been made public in May; these borrowers have
been barred from any use of banking facilities, including the purchase
of foreign exchange and guarantees for bidding on government contracts,
until they had concluded rescheduling agreements with banks and made the
first down payment required by the agreement. These agreements have to
be registered with a Special Court and have legal force. Although the
full impact of these measures will be felt only in the coming months,
the amounts recovered on non performing credits have increased
significantly in the first five months of 1986. At the same time, the
Central Bank supervision of commercial banks has been tightened; banks
in delays in transmitting their monthly statement of accounts have been
barred from access to Central Bank refinancing and more frequent and
rigorous controls of the quality of risks have been introduced. The
regulation on Central Bank prior authorization for loans exceeding
UM 2 millions is being strictly enforced. Measures have also been taken
to strengthen bank profit margins so as to enable them to make more
adequate provisions for non performing loans; these include higher
commissions and a reduction in interest rate on sight deposits. Despite
these measures the authorities acknowledge that the rehabilitation of
the banking system will require a long effort and will necessitate a
fundamental change in managerial and control procedures, including more
rigorous accounting system and risk evaluation.




tructuring plans of each
bank, an analysis of the individual banks' net worth and losses is being
carried out by a team of World Bank financial consultants and was
completed in July. These restructuring plans will have to involve a
strengthening of the banks capital base, including adequate loan loss
provisions, through larger private and foreign participation. It has
been agreed that the Government will reduce its equity participation in
the banks, whenever possible, and that it will cover its obligations for
the banks recapitalization in part through the assumption of the
outstanding refinancing by the Central Bank and in part by using some of
the proceeds of a World Bank Structural Adjustment loan under
negotiation. Discussion with foreign partners are underway and some
agreements are expected to be concluded by the end of 1986.

~~~~~ ol aple

To lay the basis of a comprehensive res
1

4. External policies

The discussions centered on the balance of payments outlook for
1986, on import and exchange control and on the exchange rate policy.
The authorities considered that the program's balance of payments
targets and in particular the reduction in the current account deficit
(including public transfers) to 9.5 percent of GDP were likely to be
exceeded in light of the favorable outlook for fish export both
regarding volume and unit prices, the reduction in the import price of
petroleum and somewhat lower non petroleum imports.

On the export side, in 1986 the expansion of exports in SDR terms
appears now lower than programmed, (0.1 percent instead of 3.2 percent),
but from a higher base, as a result of the upward revision of 1985
exports (Table 2 and Appendix II, Table 4). Iron ore exports in
SDR terms are now projected to decline by 6.4 percent, compared with a
program increase of 6.3 percent, because of a projected decline in
prices in SDRs of 15 percent; unit prices in dollars are expected to
decline by 5 percent, instead of an increase of 4 percent programmed.

On the other hand, fish exports appear more buoyant than expected under
the program, and are projected to increase by 4.5 percent in SDRs,
compared with a decline of 2 percent envisaged under the program. In
1986, total imports are now projected to decline by 15.2 percent in
SDRs, compared with a 5.6 percent decline under the program, as a result
of lower petroleum prices, and sharply lower cereal imports in volume
both under food aid and under commercial imports. In all, the increase
in the trade surplus is now expected to be substantially larger than
programmed.

With higher than programmed outlays for interest payments and
somewhat higher public transfers because of larger projected aid, the
current account deficit is now projected at SDR 53 million or
7.7 percent of GDP, compared with a deficit of SDR 63 million or
9.5 percent of GDP programmed. As the capital account deficit is
pro jected to be somewhat above the program level, the overall balance of
payments for 1986 is projected at SDR 74 million, (after taking into
account envisaged disbursements under the Structural Adjustment Credit
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of the World Bank) compared with SDR 80 million under the program. The ‘
overall deficit will be financed by the envisaged debt rescheduling, the

proposed drawing under the SAF (SDR 6.8 million) and by about

SDR 10 million of other exceptional assistance already committed; this

should permit to achieve the targeted reconstitution of gross reserves

of SDR 15 million.

The authorities acknowledged that the difficult balance of payments
prospects for the medium term, with the continuing need for exceptional
assistance, require the continuation of a flexible exchange rate policy;
the Governor of the Central Bank reaffirmed his commitment to improve
further the competitiveness of the external sector by taking appropriate
exchange rate actions.

The present structure of the protective system was also
discussed. The authorities recognize the need for a review of the
tariff system in order to rationalize it} they noted in particular that
the existing large protection provided to the local industries was
inappropriate as it did not foster efficiency. A review of the tariff
system will take place in the coming months with World Bank assistance.

Mauritania continues to maintain discretionary controls on imports
and on the sale of foreign exchange for invisibles, including travel
expenses and remittances abroad by foreigners working in Mauritania, but
exceptions are granted to the limits in bona fide cases. The
authorities noted that allowances are granted liberally for travel to
neighboring countries. Import licenses are issued on the basis of the
projected need established at the beginning of the year, and the
authorities stated that the system is administered relatively liberally,
with a number of licenses never fully used. Approval of the licences by
the Central Bank is requiredj it has been witheld in specific cases
prior to 1985 when expansion of imports of certain nonessential goods
was considered excessive.,

IV. The Medium Term Qutlook

The Fund staff, in cooperation with the World Bank, has reviewed
the medium term cutlook and scenario for the balance of payments for the
period 1986-1992. Like the scenarioc presented in the program paper
EBS/86/70, this scenario is based on the assumption of a continuation of
the current adjustment policies, the implementation of 1985-88 recovery
program, and a return to more normal weather conditions. It is
consistent with the objective to achieve balance of the payments
viability by the end of the 1980's (Appendix II, Table 4). Growth of
real GDP is projected to average to 3 percent per annual over the
forecast period, slightly higher than the projected population growth.
Investment is expected to average about 21 percent of GDP during the
period 1986-92, that is about the same as during 1984-85 and sharply
down from average 34 percent -of GDP during the period 1979-83. Domestic
savings, which have become substantially positive in 1985, are expected .
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to increase significantly in 1986 to about 12.5 percent of GDP, and to
about 18 percent by 1989, so as to cover more than 60 percent of
investment expenditure by the late 1980's. This development is
projected to result from an increasing Treasury surplus and rising
surpluses in the two main export sectors, fishing and mining; it will
require persistent restraint in fiscal and monetary policy and a
competitive exchange rate.

The assumptions and policy mentioned above would enable Mauritania
to eliminate the current account deficit (including official transfers)
by 1989, and to achieve some surpluses thereafter. In the period
1986-92, exports are projected to increase by 5.6 percent in SDR terms
on average and by 5 percent in volume, with an acceleration in 1989 due
to the entry to operation of a copper mine. While iron exports are
projected to remain stable in value in light of the expected weakness in
international prices, fish exports are expected to increase by about
8 percent in value and 5 percent in volume in view of the intended
expansion of the fishing fleet (Appendix II, Table 5). The net
contribution of the fishing sector to the current account will increase
more than recorded fish exports, because payments for imported services
and remittances to foreign partners are projected to decrease as a
percentage of exports, as the national fleet and on shore facilities are
developed, in line with government policies. With the continuation of
supply side and structural adjustment policies and an increase in
agricultural production, the rise in import volume would be contained to
less than 3 percent a year during the period 1987-92, 1In SDR terms
imports are projected to increase by about 5.5 percent per year, with a
sharp increase in 1988 owing to imports related to a copper project.
This scenario differs from the one presented in EBS/86/70 as export
prices of iron ore in SDRs are now projected to decline by 1 percent a
year, versus an increase of 4 percent in the previous scenario. This
would be offset by somewhat higher fish exports, and lower payments for
petroleum imports reflecting the decline in international prices.

Disbursements of medium and long term loans are expected to
increase in 1987-88 mainly because of envisaged disbursements under the
World Bank Structural Adjustment Credit, but may decline thereafter. A
large amount of direct investment related to the copper project is
expected to take place in 1988. Gross reserves are programmed to
increase from an amount equivalent to 1.2 months of imports of goods and
nonfactor services at end-1985 to 2.1 months at end-1989. As a result
of these developments the financing gap is projected to decline
gradually and to be almost eliminated by 1990. A small financing gap
would reappear in 1991 and 1992 due to a sharp increase in scheduled
principal repayments, resulting from the 1985 and 1986 rescheduling.

The closing of the financing gaps will require further debt
rescheduling, but on a declining scale, and some exceptional assistance.

The debt outlook would improve noticeably during the period. The
debt service ratio would decline from 43.4 percent of exports of goods
and services in 1986 to 31 percent in 1992 and the stock of outstanding
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disbursed debt is projected to remain broadly stable (Appendix II,
Table 6). Charges and repurchases from the Fund as a ratio of exports
of goods and services would decline from 3 percent in 1986 to

1.8 percent in 1989. Outstanding Fund credit, on the basis of
disbursements projected by the end of the current stand-by arrangement,
would decline from 5.3 percent of GDP at end-1985 to 0.5 percent of GDP
at end-1992. In the past Mauritania has serviced timely its obligation
to the Fund also in the presence of severe balance of payments
difficulties. The programmed improvement in the overall balance of
payments and the targeted increase in reserves should ensure that
promptness of payment is maintained.

While this scenario represents a plausible outcome, it is very
sensitive to the external environment. For example, should the iron ore
prices decline by 2 percent per year more rapidly, the balance of the
payment gap would widen by about SDR 10 million by 1990. A two percent
lower rate of increase of fish export would result in a larger gap of
about SDR 20 million by 1990.

V. The Financial Program for the Second Half of 1986

The authorities, mindful of the magnitude of the remaining
imbalances despite the substantial adjustment achieved so far, are
strongly committed to continue the adjustment effort as indicated in the
memorandum on the economic and financial policy attached to the letter
of intent of the Minister and the Governor of the Central Bank of
February 4, 1986. In particular, during the remaining of 1986, the
Government will continue to adjust the exchange rate to maintain the
competitiveness of Mauritania's exports.

On the budgetary front, the Government will take steps for a
reduction in customs duty exemptions and excise tax exemptions effective
at the time of the 1987 Budget Law. It will also intensify its efforts
to broaden the effective tax base by a better use of available
information on potential taxpayers. On the expenditure side, the
Government will ensure that the policy of restraint is continued.

The Government is now finalizing legal and technical procedures for
a consolidated account of Government operations, including central
government and public enterprises investment, to be attached to the 1987
Budget Law. In the area of public enterprise restructuring, the
Government will intensify the financial and technical rehabilitation of
SONELEC; to that end, electricity tariffs will be increased in August by
15 percent, and further improvements will be achieved in bills
collection. With regard to banking system rehabilitation, the policy of
accelerating collections of nonperforming loans, initiated during the
first half of the year, will be continued. In addition, during the
remaining of 1986, the audit of the banks will be completed and
discussions with foreign shareholders to recapitalize the banks will
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continue with the objective to reach an agreement in the next few
months.

Overall bank credit, which equaled UM 20,170 million at end-
December 1985, will not increase by more than UM 1,000 million between
end-December 1985 and end-September 1986, and by more than
UM 1,200 million between end-December 1985 and end-December 1986; net
credit to the Government at end-September and end-December 1986 will not
exceed the end-December 1985 level of UM 4,485 million. These ceilings,
which are performance criteria, are consistent with an increase in total
bank credit of less than 6 percent for 1986 as a whole, and an increase
in credit to the economy of 7.6 percent. The December ceiling on total
credit is slightly higher than the indicative target set out in the
memorandum of February 4, 1986, which implied a growth of credit to the
economy of 7.1 percent in the year as a whole. The change is motivated
by the higher level of economic activity which is now projected in
particular in the fishing and agricultural sectors. With these credit
cellings, the expansion of money and quasi-money is projected to reach
9 percent as a whole, somewhat below the expansion of nominal GDP.

VI. Request for Arrangements Under the Structural Adjustment Facility

In the letter of request (attached to the proposed decision) to the
Managing Director, the Secretary of State in charge of the budget and
the Governor of the Central Bank of Mauritania have requested a three-
year arrangement under the Fund's Structural Adjustment Facility (SAF)
and the first annual arrangement thereunder. The first loan under the
SAF, in an amount equivalent to about SDR 6.78 million (20 percent of
quota), will become available upon approval of these requests. The
letter of request is accompanied by a medium-term policy framework paper
for the period from July 1, 1986 to June 30,1989 and by a memorandum on
economic and financial policies for the July 1986-June 1987 period which
the authorities will be implementing with the support of the proposed
first disbursement under the SAF. As indicated in the memorandum, the
annual program incorporates the objectives and measures for the second
half of 1986 discussed in the request for the stand-by arrangement
(presented in EBS/86/70), as supplemented by the letter of June 26, 1986
contained in Appendix I.

The policy package that Mauritania will be implementing under the
SAF was developed by the authorities in close collaboration with the
staffs of the Fund and the World Bank. The authorities are in the
process of negotiating with the World Bank a structural adjustment
credit to be financed by funds from IDA, and from the Bank's Special
Facility for Sub-Saharan Africa. In the context of this credit, the
authorities are formulating major policy actions with respect to (i)
improved management of the economy and administrative reformsj (ii)
banking sector reform; (iii) food policy; (iv) energy policy; (v)
development of the fishing sector; (vi) promotion of the private
sector. Along with discussions with the Bank staff the authorities have
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worked closely with the Fund staff to formulate appropriate policies in
the area of (i) central government operations; (ii) domestic credit and
interest rate policy; (iii) exchange rate policy. To ensure an
effectively coordinated policy package, there have been several joint or
overlapping Bank-Fund missions to Mauritania over the last six months.
The policy framework paper for the SAF draws heavily upon the policies
formulated in the context of the 1985-88 Recovery Program, the present
stand-by arrangement, and the request for a SAC.

1. Macroeconomic objectives, July 1986 - June 1989

The main objectives of the three-year program are: (a) to achieve
an annual rate of growth of real GDP of about 4 percent per year
assuming the continuation of normal weather conditions; (b) to reduce
the rate of inflation from 7 percent in 1986 to 5 percent in 1988 and
1989; (c) to reduce further the deficit of the current account of the
balance of payments so as to achieve equilibrium by 1989 including
official transfers; excluding such transfers the targeted current
account is about 9 percent of GDP. The decline of the current deficit
will result in a reduction in the need for exceptional assistance,
including debt relief, from about SDR 125 million in 1986 to about
SDR 30 million in 1989; the debt service ratio would decline as
mentioned above. The closing of the financing gap will require further
debt rescheduling in addition to possible further disbursements under
the Fund Structural Adjustment Facility and the Bank's Structural
Adjustment Credit. However, the rescheduling needed will gradually
decline, and new foreign borrowing will be serviced on schedule.

The external objectives are consistent with an investment-GDP ratio
of about 22 percent on average during the period 1986-89, and a further
increase of the domestic savings ratio from 12,5 percent in 1986 to
18 percent in 1989, as discussed in Section IV. The growth in overall
GDP would stem from the development of agriculture based on flood
recession along the Senegal River and on irrigation, better integration
of the fisheries activity, promotion of livestock and light industry and
of new activities such as copper mining. Over a longer time period,
however, GDP growth may not exceed 3 percent, due to the difficult
physical environment.

Specific macroeconomic objectives have been established for 1987,
in the context of the first annual program under the SAF arrangement.
The GDP growth rate is projected at 4 percent, and the rate of inflation
is targeted to decline to about 6 percent. The current account deficit
of the balance of payments including official transfers is targeted to
be reduced to about 6 percent of GDP, from 7.7 percent of GDP projected
for 1986. This improvement would result from further expansion of fish
exports in SDR terms and a containment in the import volume of
foodstuffs and project related equipment goods (See Appendix II,

Table 5). As a result of these developments, the overall balance of
payments deficit is projected to decline to about SDR 40 million after
taking into account envisaged disbursements under the Structural
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Adjustment Credit of the World Bank. With some further increase of
external reserves to about 2 months of imports, the financing gap would
amount to about SDR 57 million. This could be covered by further debt
relief, possible disbursements under the Structural Adjustment Facility

and some exceptional assistance.

2. The policy measures

The policies to be pursued to achieve the above objectives comprise
adequately restrictive budgetary and credit policies, the maintenance of
an appropriate exchange rate, improved management of public finances
including public investment and structural measures directed to improve
resource allocations. These latter measures include agricultural
reforms, intensification of the process of public enterprise
rehabilitation, the reorganization of the banking sector, promotion of
fishery and light industry, and a reform of the pricing and regulatory
framework. A summary of the main policies objectives, related specific
actions and their timing is contained in Table 5.

a. Financial policies

Budgetary policies will aim at the reduction of the consolidated
government deficit from 4.9 percent of GDP in 1985 to equilibrium in
1988, and at a surplus to be achieved in 1989; this will permit to
increase the share of public investment financed by budgetary resources
to more than 20 percent by 1989. To improve the allocation of
expenditure, the government will continue to maintain a strict control
of recruitment, the civil service will be reorganized with World Bank
assistance and a comprehensive census of personnel will be completed. A
rigorous system of public investment selection, programming and
monitoring, which is being put in place with Fund assistance, should
lead to improvement in project productivity. The share of grants in the
external financing of public investment is to be maintained above
50 percent in order to contain the debt service burden. The revenue
base will be strengthened through a reduction of custom duty exemptions,
a reform of taxation of the fishing sector and a better assessment of
income taxes. The improvement in the government financial situation
will enable credit expansion to be exclusively directed to the
productive sectors of the economy; credit policy will be directed at
containing the rate of inflation and maintaining aggregate demand in
line with available resources.

A framework of fiscal and monetary targets for the period mid-1986
to mid-1987, which is the first year under the SAF, has been
established. The consolidated budget deficit incuding grants would
almost disappear, compared with a projected deficit of 1 percent of GDP
in 1986. For the Treasury operations in 1987 the broad objective is to
achieve a surplus of about UM 2400 million, (3.6 percent of GDP),
compared with a targeted surplus of UM 1600 millions in 1986
(2.7 percent of GDP). The increase in the surplus between 1986 and 1987
would stem from continuous buoyancy of export taxes in line with the
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July 1986 - June 1989

Table 5. Mauritania - Summary and Timetable of Implementation of Policies Under the Structural Adjustment Facility,

Policy areas

Ob jectives and Actions

Timetable

1.

Fiscal management
a. Budget planning.

b. Personnel expenditures.

c. Material and supplies.

Consolidated Government
budget.

®

Tax reform

a. Customs duty and excise
exemptions.

b. Income tax and tax on
business profits.
c. Tax on mining and

fisheries.

Agricultural policy

a. Use of food aid.

b. Management of food aid
agency .

c. Pricing and marketing.

d. Agricultural credic.

e. Subsidies

f. Irrigation.

Other production sectors

a. Fisheries promotion.

b. Investment Code.

c. Asslstance to small
enterprises.

Public enterprise rehabilitation

a. Electrical company

b. Petroleum distribution
company

Monitoring of 1986 investment
budget. Preparation of consolidated
budgets from 1987 onward.

Rise in the wage bill limited to 7%
in 1986. Freeze of recruitment in
1986 (excluding for Education and
Health Ministries). Strict control
of recrultment in 1987-88.

Rise in real terms with a higher
increase for health and road
maintenance.

audit of payroll, reallocation of
personnel, restructuring of careers,
restructuring of Ministry of Economy
and Finance.

Elimination of the deficit on a
committment basis by 1988 and
achievement of a surplus by 1989.

Review of curreant system and initial
reductions.

Review of current system and
improvement in tax administration
and collection.

Completion of a comprehensive review
with World Bank assistance.

lncrease food ald used for food for
work programs: limit on food for
free distribution. Establishment of
a Coummon Fund to coordinate proceeds
of food aid sales.

lmproved management, programming and
budgeting capability.

Establishment of a new price
adjustment mechanism with World Bank
assistance. Review of marketing
arrangements.

Transfer of farm credit
responsablilities to the Fonds
National de Développement

Elimination of fertilizer subsidies.

Preparation of a master plan for the
Senegal Valley.

Action program to be defined using
studies financed by Kuwait Fund.

Implementation of recommendations
made by the technical assistance
projects financed by the World Bank.

Revision of tincentives to focus on
small enterprises and foreign
exchange savings ventures.

Establishment of a new structure of
electricity tariffs: improvement fin
collection and billing procedures.

Technical and financial audits;
establishment of a new price
structure of petroleum products.

1987 investment budget to be adopted
before end-1986.

Annual targets.

Annual targets.

A dde A€ marrenll ke o=l 10Q7
AUGLIL UL payluldl VY €ally 1730/
Phasing of other actions to be

defined before end-1986.

Annual targets.

Review to be completed by end-
1986. Measures to be introduced in
1987 Budget.

1986 and 1987.

Review to be completed by end-
1986. Ilmplementation in 1987.

To be implemented in 14%86.

lmplementation starting in 1986.

Review of pricing mechanism to be
completed by end-1986 - 1987.

1987

1986

1987

Action program to be defined before
end-1986. Implementation 87-88.

Review to be completed by end-
1986. Implementation early 1987.

Study to be completed by early
1987. Implementation in 1987.

New tariff structure to be
introduced in 1987. Operational
improvements in 1986.

Audits to be completed in 1986. New
price structure by end-1986.
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Table 5. Mauritania - Summary and Timetable of Implementation of Policies Under the Structural Adjustment Facility,

July 1986 - June 1989 (concluded)

Policy areas

Ob jectives and Actions

Timetable

c.Postal Telecommunications
company, Mining and harbor
companies.

d.Urban

transportation, pharmaceutical and
construction companies.
e.Liquidation and privatization

6.Banking sytem rehabilitation
a.Non-performing credits.

b.Improvement in profitability and
management.

c.Reinforcement of capital
structure.

d.Legal and administrative reform.

7.Pricing policy

8.Monetary and credit policy

9.External policles
a.Exchange rate.

b.External borrowing

c.Tariff system

Reinforcement of their efficiency
and financlal position.

Financial and technical audits.

Implementation of World Bank
recommendations

Measures to improve collection of
credits in arrears. Establishment
of rescheduling agreement.

Cut in operating costs; Increase in
charges; reforms of accounting and
risk assessment.

Transfer to the Government of the
Central Bank participation in
commercial banks.

Negotlations with foreign partners
for recapitalization of banks.
Appointment of high level expert to
coordinate capital restructuring.

Revision of banking law.
refinancing instruments;
reinforcement of banks' supervision;
establishment of new accounting
plan.

Changes in

Reduction of the number of prices
subject to administrative

controls. Preparation of a
comprehensive study for reform the
price control system with World Bank
assistance.

Allocation of credit to support
productive sectors. Contribution to
the containment of inflation.
Maintalnance of positive real
interest rates.

Maintalnance of adequate
competitiveness of the export and
import substitution sector.

Decrease in the external debt
service ratio. Limit to the use of
nonconcessional borrowing.

Preparation of a study to reform the
tariff structure with World Bank
assistance.

Further progress to be achieved

during entire program period.

Audits to be completed early 1987.

1986 and 1987.

1986

1986-87

1986.

1986-87.

1987

Study to be completed early in 1987.

Annual targets

Further adjustment implemented in
1986. Frequest reviews thereafter.

Annual targets

Study to be completed in 1987.
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projected performance of the fishing sector, and the reduction in custom .
duty exemptionsj on the expenditure side the increase in the wage bill
will be maintained in line with the projected rate of inflation, while
expenditure for defense outlays and subsidies and transfers will remain
stable in nominal terms. Credit to the government will remain unchanged
from its end-1985 level. The expansion of credit to the economy is
targeted at about 8 percent in the period mid-1986-mid-1987. As the
projected increase of international reserves will be broadly offset by
the strengthening of the capital base of the banking system, the
increase in money and quasi-money is projected at about 9.5 percent,
somewhat lower than the projected increase of nominal GDP.

b. External policies

The authorities have reaffirmed their commitments to a flexible
exchange rate policy, aimed at ensuring the competitiveness of the
export sector and promote import substitution. In order to encourage
viable projects, and correct for existing distortions, the system of
tariffs and quantitative restrictions will be restructured starting in
1987 with World Bank assistance. The authorities will continue to
pursue a cautious external borrowing policy, in view of the high level
of outstanding debt; the government will not contract or guarantee
nonconcessional loans with less than 15 years maturity.

c. Policies affecting resource allocation

In the area of agricultural policy, the authorities are committed
to increase the participation of the private sector in food processing,
distribution and marketing, which will involve a change in the role of
the public agencies operating in the sectors. Following the substantial
increase in producer and retail prices of cereals in 1985 and 1986, a
mechanism for the adjustment of prices in relation to production and
import costs will be established by end-1986 with World Bank
assistance. The increased allocation of food aid to finance
agricultural projects will be a major instrument to promote production;
in this connection the administrative and programming capability of the
government food security agency will be strengthened.

In the fishery sector, a comprehensive strategy to increase the
contribution of this sector to the national economy will be elaborated
on the basis of a study to be completed with foreign assistance in the
coming months. An action program will be presented at a sectoral donor
group meeting in early 1987.

During the program period, the rehabilitation of public enterprises
will focus on the strengthening of the electricity's company, on the
reorganization of the petroleum distribution company and of the other
companies involved in the energy sector, and on the restructuring of the
public enterprises in the transportation and construction sectors. A
new scheme for the establishment of electricity tariffs will be
introduced in early 1987 with World Bank assistance with the purpose to




better reflect actual costs. In the energy sector, the focus will be on
redefining the role of the public enterprises involved so as to improve
efficiency; the price structure of petroleum prices will be revised
before the end of 1986. The banking sector reorganization is expected
to be finalized in 1987; it will include the restructuring and
recapitalization of banks with enlarged foreign participation,
substantially strengthened management and accounting system and a better
system of Central Bank control; a new accounting plan and banking law
will be introduced in 1987.

Measures to promote the development of the small private enterprise
sector will include the revision of the investment code with World Bank
assistance which is to be implemented in 1987, further liberalization of
the price system, and the reform of the tariff system with the view to
preventing monopoly positions and increasing efficiency; this reform
will be based on a World Bank study expected to be completed in early
1987.

d. Benchmarks under the SAF

The Mauritanian authorities will be monitoring the implementation
of the adjustment effort with reference to two sets of benchmarks,
namely one relating to certain quantitative indicators of performance
and another related to the adoption of certain policy actions (Table 6).

The quantitative benchmarks cover quarterly targets for (a) total
domestic credit; (b) net credit to the government; (c) nonconcessional
foreign borrowing contracted and/or guaranteed by the Government with
less than 15 year maturity; (d) external arrears; (e) annual target for
the Treasury surplus. The benchmarks for the adoption of specific
policy actions cover: (a) the reduction of the custom duty exemptions
and the introducticon of a new investment codej (b) the reform of the
system for establishing agricultural prices; (c) measures for public
enterprises, including the establishment of a new structure of
electricity and energy tariffs; (d) measures concerning the reform of
the banking system.

VII. Staff Appraisal

In an effort to deal with the country's severe imbalances, the
Mauritanian government embarked in 1985 and 1986 on a comprehensive
recovery program supported by two successive one year stand-by
arrangements and extensive assistance from the World Bank and a large
group of donors. In particular, it has taken a number of decisive
supply side measures, including a depreciation of the real exchange
rate, increases 1n the prices of cereals at the producer and consumer
levels, price liberalization, increases in interest rates, public
enterprise rehabilitation and a major rationalization of the investment
program to support directly productive activities., It has also
contained domestic demand through a tightening of budgetary policies, a
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Table 6. Mauritania: Benchmarks for the First Year Under the
Structural Adjustment Facility, July 1986 - June 1987

A. Quantitative Benchmarks

1986 1987
Sept. Dec. March June

(In millions of ouguivyas)

Net domestic credit 1/ 1,000 1,200 1,700 2,000
Net credit to the Government 1/ - - - -

(In millions of SDRs)

New noncessional foreign
borrowing contracted or
guaranteed by the Government
with 0-15 years' maturity 1/ 2/ - - -- ~-=

External payments arrears - - - -

(In millions of ouguiyas)

Target for Treasury surplus 1,600 o 2,000 }j

B. Benchmarks of Policy Implementation

Actions Timetable

1. Fiscal policy and Investment Program

= Reduction of the custom duty exemptions Before end-1986
- Preparation of a new investment code Before June 1987

2. Agricultural policy

- Reform of the system of agricultural
prices and incentives Early 1987

3. Public enterprises

= Introduction of a new structure of electricity Early 1987
tariffs and of petroleum prices.

- Further progress in the rehabilitation of During period
SONELEC and reorganization of SMCPP program

4. Restructuring of the banking system

- Intensification of recovery of nonperforming loan During program
period

= Improvement in management and risk assessment, and During program

increase in profitability period

- Reorganlzation and recapitalization of individual Initial agreements
banks with foreign participation before end-1986

- Strengthening of Central Bank supervision, During program

preparation of a new accounting plan and banking law period

1/ Cumulative change from end-December 1985.
2/ Excluding debt rescheduling.
3/ In the July 1986 - June 1987 period.



containment of the overall investment effort, and restrictive credit
policies. As a result of these measures and of a significant
improvement of the terms of trade the external current account deficit
(including public transfers) declined from about 22 percent of GDP in
1984 to 11 percent of GDP in 1985%; for 1986 a further improvement of the
current account deficit to somewhat less than 8 percent of GDP or less
than the program target is projected. This adjustment is supported by a
substantial increase in the savings ratio, resulting from the
improvement of the Treasury situation and higher profitability of the
export sector, The 1986 financing gap is now covered and the
implementation of the Fund supported financial program for 1986 remains
on tracki an excessive credit expansion in the first four months of the
year has been corrected in May and June, so that all end-June
quantitative criteria are expected to be met.

Despite the improvement achieved 1n the fiseal and external
positions in 1985 and so far in 1986, Mauritania is expected to face
continuing financial and economic difficulties for a number of years.
The production base remains limited in view of the difficult physical
environment, and is very vulnerable to exogenous factors. The balance
of payments and the budget face a large debt service burden, despite the
relief provided by certain official creditors, so that a return to
domestic and external financial equilibrium will require a sustained and
extensive adjustment effort. The share of total investment covered by
domestic resources remain modest, and will have to increase
substantially if the debt service 1s to be gradually reduced. Although
significant improvement has been achieved in the management of certain
public enterprises, the financial position of the electricity company
remalns weak. Private sector activity in agriculture and light industry
1s still hampered by administrative rigidities and the fishing sector
contribution to the national economy still remains substantially short
of its potential. In order to deal with these difficulties, the
Mauritanian government is firmly committed to pursue over the years
ahead the reforms and adjustment effort outlined in the 1985-88 Recovery
Program adopted last year and further elaborated in the Policy Framework
Paper with Fund and World Bank asststance and in support of which
resources under the Structural Adjustment Facility are being requested.

In the budgetary area, the staff welcomes the decisive actions
adopted in 1985 and so far in 1986 to improve the Treasury situation and
to achieve a reduction in the consolidated government deficit. In the
years ahead, this effort will have to be sustained so as to provide
domestic resources for investment financing within the overall fiscal
target. Some room exists to increase the tax base, through the
reduction of the custom duties and other tax exemptions, but the scope
of increasing revenue is limited 1f sufficient stimulus is to be
provided to private sector activity: continued emphasis will therefore
have to be placed on the containment of public expenditure through a
strict limitation of the growth of personnel, and the freeze of military
outlays and subsidies and transters. A major effort has been conducted
to institute a centralized investment budget by 1987 to enable a
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rigorous selection, programming and monitering of public investments.

As the administrative mechanism for the implementation of the investment
budget has been put in place, it is now necessary that it will be
efrectively managed. The shift in the composition of investment
external financing toward grants that has been recorded in 1986 is
welcome, and it is important that it will be maintained in the future.

An important element of the 1985 and 1986 programs was the increase
of the incentive to agricultural production, through higher producer
prices. The productive effort in this sector can be strengthened by the
substantial resources deriving from food aid which are available for
project financing. It is therefore important that in the period ahead
the planning and organizational capability obf the state food agency be
improved. At the same time, the mobilization of private initiative in
the agricultural sector should be intensified, and the role of public
sector agencies reviewed. Other areas in which the private sector can
play a larger and beneficial role are fishery and light industry. It is
therefore welcome that the authorities are conducting a full review of
the appropriate strategy to promote the maximum contribution of the
fishery sector to national value added and that they are ready to revise
the present system of incentives and controls for light manufacturing.
More efficient provision of basic services, especially in the energy
sector, is essential for the development of the economy. The staff
welcomes the steps underway to rehabilitate the electricity company and
the commitment of the authorities to introduce in the coming months a
structure of energy and electricity prices more consonant to the need of
the production sector.

The commitment to a flexible exchange rate policy is a positive
element in ensuring the strengthening of the export and import
substitution sector. The expansion of productive activity needs an
etficient banking system, able to mobilize resources and channel them
effectively., Significant steps for rehabilitating the banking system
are underway, and a reinforcement of the commercial banks with larger
foreign participation is presently under negotiation. 1t is essential
that the restructuring of banks be accompanied by a substantial
strengthening of internal controls and procedures to ensure that the
mismanagement of the past does not repeat itself.

The medium—-term external objectives, which are to be supported by
the policies outlined in the Policy Framework paper, entail gradually
reduced reliance on exceptional financing, balance of payments viability
by 1Y90 and a reduced debt service burden. To achieve the intended
objectives, these policies will have to be pursued rigorously and with
determination, taking into account the difficult physical environment
that confronts Mauritania and the uncertainties regarding the
projections on external demand and prices. During the period of
ad justment it will be necessary that adequate exceptional financing,
including debt relief, be granted to Mauritania by its partners.
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It is the staff's view that the firm commitment of the Mauritanian
authorities to carry out a sustained effort of economic restructuring
and the positive results achieved so far in the adjustment process are
worthy of the Fund support. Accordingly, the staff recommends approval
by the Executive Board of the proposed decisions on the completion of

the review and the request for arrangements under the Structural
Ad justment Facilicy.

It is expected that the next Article IV consultation will be held
on the standard l2-month cycle.



VIIL. Proposed Decisions

In view of the above, the following draft decisions are proposed
for adoption by the Lxecutive Board:

A. 1986 Consultation

1. The Fund takes this deciston relating to llauritania's exchange
nmeasures subject tov Article VIII, Section 2 in concluding the 1486
Article XIV consultation with Mauritania and in the light of the 1936
article IV consultation with Mauritania conducted under Decision
Nu. 5392-(77/03), adopted April 29, 1977 (Surveillance over Exchange
Rate Policies).

2. The Fund welcomes the elimination of exchange restrictions
evidenced by the accumulation of external pavments arrears.

B. Review Under the Stand-By Arrangement

1. Mauritania has consulted with the Fund in accordance with

paragraph 4 of the stand-by arrangement for Mauritania (EBS/86/70,
Supplement 1) and paragraph 4 of the letter of the HMinister of Economy
and Finance and the Covernor of the Central Bank of Mauritania dated
February 4, 198f, annexed thereto, in order to review policies and
astablish performance criteria for the second semester of 1986,
2. The letter dated June 26, 1986 from the Secretary of State in
charge of the Budget and the Governor of the Central Bank of Mauritania
{(Appendix 1) shall be attached to the stand-by arrangement for
Hauritania, and the lertter dated February 4, 1986 shall be read as
supplemented by the letter of June 26, 19806,

3. Mauritania will not make purchases under the arrangement that

would increase the Fund's holdings of Mauritania's currency in the




credit tranches beyond 25 percent of guora during any pericd in which
the data at the end of the preceding period indicare that thae Limic un
total net domestic credic of the banking svstem specified in paragraph 7
ol the letter of June 2o, 1986 hus not been obhserved;

4, In view of the understandings reached with Hauricania in the
context ot this review, the Fund decides that the review 1s cumpleted

and that Mauritania may proceed to make purchases under the arranpement.

C. Structural Adjustwent Facility

L. The Guvernment of Mauritania has requested a three-vear
structural adjustment arrangement, and the first annual arrangement
thereunder, under the Structural Adjustment Facilivv.

2. The Fund approves the d4rrangements set rforch in EES/86/102.
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Hauritania:  Three-vear and First Annual Arrangements
Under rthe Structural Adjustment Facilicy

Attached hervoo is a4 letter with an daunexzed Policy Framework Paper
and an annexed Memorandom or Ecenomnic and Financial Policies dated
June 2o, 1986 from the Secretary of State in charpge of the Budzet of
Mauritania, and the Governuwr of the Central Bank of Mauritania,
requesting from the Fund a threc-yvear structnural ad justment arrangement

And the first annwal arrangement thereunder, and sctting forth

(i) the objectives and pulicies of the program to be supporced by

the three-vear arrangement,
and

(ii) the objecrives and policies ot the program teo be supported by
the firsco annual arrangement.

T support these objectives and pulicies, the Intevuacional
Honetary Fund grants the requested arrdnpements in accordance wich the
tullowing provisions and subject to the Regnlations for the
ddniniscracion of the Structural Adjustment Facilitv:

1. For a periovd of three years from , 1980 Mauritania will
have the right to obtain three successive loans from the Fund under thwe
Structural Adjustment Facility in & total amount eqguilvalent £o SUR
15.933 million.

2. The tirst loan, in an ameunt equivalent teo SDR 0,75 million,
is available lor disbursement at the tequest ol Mauritania,

3. The scoond and third loans will be available upon approval by
the Fund of the carresponding annual arrdangements and will be disbursed
at the request of Mauritania. The amount of the seoond lean will be
equivalent to SDK 4.57605 willion, and the amount of the third loan will
be cquivalent to 3DR 4.5765 million.

4. Befoure appruving the secoend annual arrangement, the Fund will
appraise the prugress of Mauritania in implementing the policies and
tedaching the objectives of the prugram supported by the first annaal
arrangement, taking inte acceunt primarily:

(a) the indicaturs described 1o paragraphs 5 and LD of the
flemorandun ot Ecuneomic and Financial Pulicies,

{(b) impusitiuvn or intensification of rescrictlions on payments
and transters for current intfernational transactions,

(¢) introducticn or modificacion of multiple currency
ice
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{d) conclusion of bilateral payments agreements which are
inconsistent with Article VIIL,

(¢) imposition or intensitfication of import restrictions for
balance ot payments reasons.

5. In accordance with paragraph 3 of the attached letter,
Mauritania will provide the Fund with such information as the Fund
requests in connection with the progress of Mauritania in implementing
the pulicies and reaching the cobjectives supported by the first annual
Arrdngement .

b. Tn accordance with paragraph 4 of the attached letter,
Hauritania will consult with the Managing Director on the adoption of
ANy measures that may be appropriate at the initiative of the Governuent
ur whenever the Managing Directur requests consulration because he
vonsiders that consultation on the program is desirable. These
censultations may include correspondence and visits of officials of the
Fund te Mauritania or of representatives of Mauritania to the Fund.
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Hlauritania - Letter of Transmittal, Reyguest tor Three=Year Arrangement
under the SAF and the First Arrangement Therounder

Houakchott,
June 26, 1986

Mr. Jacques de Larosicre

tlanaging Director

International Monetary Fund

U0 19th Street, N.W. Washington, D.C. 20431

Dear Mr. De Larosicére:

. The attached Folicy Framework Paper has been prepared in
cullaboration with the staffs of the Fund and the World Bank. It
describes the majur economic problems and challenges facing Mauritania;
the ubjectives ot a three-ycar medium—term program, the priorities and
the broad thrust of macroeconomic and structural adjustment policies and
the Likely external financing requirements together with the available
sources of such financing.

The authorities ot the Islamic Republic of Mauritania will remain
in close contact with the staffs of the Fund and the World Bank on
developments and prugress in implementing these policies, and the Policy
Framework Paper will be updated annually as the program is implemented.

e The attached Memorandum of Economic and Financial Policies
pursuant to the policy tramework described above sets out the objectives
and pulicies for which balance of payments assistance is needed that the
authurities of the ILslamic Republic of Mauritania intend to pursue for
the period July 1, 19486 to June 30, 1989, and the objectives and
pulicies for the first vear of this period. 1In support of these
vbjectives and policies, the Islamic Republic of HMauritania hereby
requests a structural adjustment arrangement Irom the Fund for a period
vl three years in the amgunts that will be available to it under the
Fund's Structural Adjustment Facility, and requests the first annual
arrangement thereunder.

3. Mauritania will provide the Fund with such information as the
Fund requests in connectivn with its progress in implementing the
policies and achieving the objectives of the prougram.

4. The Guvernment believes that the policies set forth in the
attached Memorandum are adequate to achieve the cobjectives of its
program but will take any further measures that may become appropriate
tor this purpese. The Government will consult with the Managing
Virector un the adoption of any measures that may be appropriate, at the
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initiative of the Government of Mauritania or whenever the Managing
Director requests such consultation.

Sincerely yours

The Secretary of State The Governor of the Central Bank
in charge of the Budget of Mauritania
s/s
Thiam Samba Dieng Boubou Farba

Annexes: (1)} Policy Framework Paper
(2) Memorandum of Economic and Financial Policies




MAURTTANTA

Policy Framework Paper, 1986-89

I. Economic Background

1, In the last fifteen years Mauritania's economic development has
been uneven and has been marked by major [inancial imbalances. The most
serious problem has been the persistent series ot droughts, which has
led to a rapid process of desertification; as a result, the country has
become structurally dependent on food aid. At the same time, the iron
ore mining sector, which was a main source of growth in the early 1970s,
was affected by the crisis i1n the world steel market in the second part
of the decade and, as a result, the mining industry's share in GDP
declined sharply. During this period, the country implemented a large
public investment program financed almost entirely with external
borrowing; the program channeled resources toward low-vielding projects
and led to a large external debt and debt service. Domestic demand was
sustained by an excessive growth of public expenditures, contributing to
large balance of payments deficits, Price distortions and a restraining
regulatory framework discouraged the development of viable small-scale
private activity in the secondary sector, while, at the same time,
hampering agricultural development.

2. Faced with growing economic and financial imbalances, the
Government pursued corrective financial policies during the 1979-81
pericd in the framework of a program supported by Fund resocurces; as a
result, a return to balance of payments equilibrium was achieved, thanks
also to better rain conditions and a rapid growth in the fisheries
sector's exports. Investment policies continued, however, to be
ambitious {with fixed investment exceeding 30 percent of GDP over the
1981-84 period)}, and measures to correct structural imbalances remained
inadequate. With a resumption of expansionary budgetary and monetary
policies in 1982-83 and a growing overvaluation of the exchange rate,
the balance of payments deteriorated sharply. By 1983, the Covernment's
consolidated fiscal deficit, excluding external grants, was equivalent
to 25 percent of GDP, and the current account deficit of the balance of
payments {excluding grants)} to 39 percent. Although in 1984 the
Government tightened fiscal and monetary policies and started the
rehabilitation of public enterprises, the adjustment efforc did not
adequately address the major supply-side problems -- in particular,
price and exchange rate distortions. Despite an improvement in the
current account, in 1984 the overall balance of payments deficit rose,
and external arrears increased markedly to reach about SDR 105 millien
by end 1984. As a result of these trends, coupled with a population
growth rate of 2.7 percent per annum, per capita income remained no
higher in real terms than a decade hefore.




3. Because of its natural disadvantages, its history and its
geopolitical situation, Mauritania has benefitted from a high level of
foreign assistance, which has not been always used productively and has
allowed delays in the introduction of the inevitable structural reforms
of the economy. As noted above, the need for adjustment was accentuated
by weak overall economic policies which resulted in poor management of
public enterprises, inappropriate sectoral strategies, and selection of
projects with low and even negative rates of return.

4., Against this background, since early 1985, the Government has
embarked on a comprehensive adjustment effort. This effort has been
supported by two successive one-year stand-by arrangements from the
Fund; the latest, for an amount equivalent to SDR 12 million

(35.4 percent of quota), expires on April 26, 1987, The major

ad justment measures implemented so far have been: (i) substantial
devaluation of the ouguiya and adoption of a flexible exchange rate
policy; (1i1) increase in official prices for basic foodstuffs, utilities
and petroleum products, and the gradual decontrol of other prices; {(i1ii)
improvement in tax administration, together with stronger controls over
current outlays, scaling down of public investment expenditures, and
improvement in decision-making; (iv) intensification of the reform of
public enterprises; and (v} increase in interest rates and
implementation of restrictive credit policies, in particular vis-a-vis
the Government. All the measures envisaged under the 1985 stabilization
program have been implemented; the targeted substantial reduction of
both external and fiscal imbalances achieved; and all the performance
criteria through end-December 1985 observed. Similarly, all the
measures envisaged under the first phase of the 1986 stabilization
program in the area of agricultural prices, public investment, public
finance, and banking sector were adopted as scheduled.

3. The Government is aware of the challenges posed by the country's
poor resource endowment and harsh natural environment. Tt is
decermined, however, to implement all necessary measures to take full
advantage of the potentialities which exist and to develop human
resources. A first set of medium-term policy reforms was designed as
part of an Economic and Financial Recovery Program for the 1985-88
period, formulated with assistance from the World Bank. This Program
includes appropriate macro-economic objectives, together with structural
policy measures and a public investment program. The contents of the
Recovery Program have been extensively explained to the population in
order to justify the magnitude of the austerity measures that have to be
implemented. Based on this Program, the Government is negotiating
specific measures with the donor countries. The donors, as a group,
have extensively supported this adjustment effort. In the context of
the Consultative Group in November 1985, they have pledged to maintain
their past high level of support. In particular, they have granted debt
relief and exceptional assistance amounting to SDR 160 million in 1985,
which allowed the elimination of payments arrears. Debt relief for 1986
is projected to amount to about SDR 105 million. Debt rescheduling was
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negotliated in two Paris Club meetings (April 1985 and May 1986} and
through bilateral agreements,

6. The World Bank, 1in addition to supporting public enterprise
rehabilitation, i1s assisting in the reform of the agricultural sector
and in developing small-scale enterprise. A structural adjustment credit
of US%35 million and a new technical assistance project are currently
under preparation to support the Government's structural reform efforts.

II. The Medium-Term Economic Framework

7. The broad objectives of the Recovery Program are: (i) to maintain
an annual rate of growth of real GDP higher than population growth and
reduce the rate of inflation; (ii) to improve the productivity of public
investment, promote the efficiency of public enterprises, and stimulate
the development of fisheries, the rural sector and small enterprises;
and (111) to increase the public and private savings rate so as to
reduce reliance on foreign resources for financing investments and to
reduce the current account deficits and achieve significant progress
toward viability of the balance of payments. Teo achieve these
objectives, structural policy reforms will continue during the 1986-89
period; these reforms are described in Section III.

Economic prospects

8. The Government has discussed the macroeconomic scenario attached to
the Recovery Program with the Fund and the Bank staffs. The projections
for 1986-89 are considered reasonable. The implementation of the
restructuring measures are expected to increase GDP by 4 percent p.a.
over the program periocd a rate which seems quite realistic i1f allowance
1s made for recovery from the climate-induced record low agricultural
production of 1983-84, However, it must be recognized that over a
longer time, the GDP growth rate may not exceed 2.5-3 percent, due to
limited availability of natural resources, slow progress in water
management and slow reconstitution of the livestock herd decimated by
the drought. The expected recovery in GDP growth will be based on
better integration of fisheries activities; development of agriculture
based on flood recesstion and irrigation; and the promotion of new
activities such as copper mining. The rehabilitation of the public
sector and the restructuring of the incentive system and the banking
system should allow a relatively rapid expansion of the still poorly
developed private sector.

9. Investment efficiency will be improved through better programming

and selection of high-return projects, which will lead to a decline in

the ratio of public investment to GDP from 32 percent over 1982-84 to an

average of 20 percent over 1985-89. This will require a significant

change in public sector management. The size of public investment will

be calibrated so as to limit new borrowing and reduce gradually the

amount of disbursed debt in proportion to GDP. Starting in 1986,

particular attention will be given to development projects financed both

through "food for work' programs and through the proceeds from the sales .
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of food aid. A public investment prozram for 1985-88 consistent with
these cbjectives has been prepared in consultation with the Bank,

10. The effort to mobilize domestic savings will be reinforced, the
purpose being to increase the proportion of public investment financed
domestically to more than 13 percent in 1989. This objective should be
attained by achieving in 1989 a significant surplus in Treasury
operations and by raising the profit margins of public enterprises. The
consolidated budget deficit, including grants, will be reduced from

4.9 percent of GDP in 1985 rto equilibrium in 1983 and a small surplus
will be achieved in 1989. Moreover, actions will be taken to promote
private savings.

Social impact

11. These austerity measures will demand sacrifices from the
Mauritanian population. Moreover, the reform of the public sector will
have a negative impact on employment 1n that sector. Budgetary
austeritv and the increase i1n prices and in charges for public services
will aftect the low income groups of the urban population, whose
essential needs are currently inadequately met.

12. The Government will have limited resources to alleviate the
nepgative social consequences of the recovery program. Nevertheless,
some measures are expected to provide countervailing effects. Higher
employment should result from the greater participation aof Mauritanian
citizens 1in the sectors promoted hy the recovery pregram. Food palicy,
with 1ts combination of remunerative producer prices and better criteria
for free distributinon and food-for-work projects, should start a process
of promoting production and income for rural families, thereby helping
reduce the exodus to urban areas, Strengthened income tax collection
should promote a more equitable sharing of social costs and will be
accompanied by a more important budgetary effort regarding social
expenditures for essential needs.

I1I. The Policy Reforms

Administrative reform

13. The Government, aware of the inadequacy of the administration to
discharge the tasks required by the Recovery Program, has started an
administrative reform with the multiple objectives of strengthening
economlc management, improving operating procedures and rationalizing
civil service organization. The retorms will take several years to
complete but, in close cooperation with the World Bank, prioricy
measures will be implemented over the next four years. Emphasis will be
put on improving budgerary and programming procedures in the area of
public finance. This will require a restructuring of the Ministry of
FEcenomy and Finance, which will take effect in 1987, The reform will be
expanded to other key ministries starting with Rural Development.
Central povernmental ftunctions will be reviewed to strengthen the inter-
ministerial coordinating process and the efficiency of legislative
procedures. A coordinating unit will supervise the implementation of
the reform.
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l4. A prerequisite for strengthening the efficiency of the
administration is improving civil service management. The first steps
will be to carry out an audit of the payroll and an analysis of the wage
and benefits structure to be completed by the mid of 1987. Perscnnel
and financial management will be computerized and coordinated in 1987,
and the Ministry in charge of the civil service will be strengthened to
provide it with human rescurces planning capabilities. Together with
the reorganization of the main ministerial departments, public service
regulations will be more clearly defined, promotion rules clarified, and
training and career planning strengthened before 1988. Efforts will be
undertaken to reallocate personnel to the most essential positions,
while eliminating redundancies.

Public finance management

15. There is now room to increase tax revenues through improved tax
collection and a reduction in the large number of present exemptions,
while a comprehensive fiscal reform is completed. The Government has
already taken steps to that end. Additional reforms under study will
focus on: (i) the complete review of the system of customs and tax
exemptions, including those under the Investment Code; (ii) the
improvement of the income tax basej and (iii) reform of the tax on the
fishing and mining sectors to enlarge revenue while preserving
competitiveness. These reforms, which are expected to be implemented
beginning in 1987, should increase the buoyancy of tax revenues in
relation to economic activity. In the medium and long-term, however,
revenue expansion will depend on the growth of the ecanomy,

16. The Government will continue to pursue restrictive expenditure
policies, especially as regards wages and salaries, defense outlays, and
subsidies and transfers. This will permit allocating a larger share of
expenditures to the material and maintenance budget. Road maintenance,
health and primary and technical education will receive priority. The
staffing of the civil service will be strictly controlled in the period
1986-1989, and additional recruitment will have to be offset through the
containment of wages, so as to maintain the wage bill unchanged in real
terms, in conformity with the objectives of the recovery program.
Subsidies, transfers and military outlays will be frozen in nominal
terms. These policies will be reinforced by the administrative reform.

17. The Government intends to reorganize the investment programming
process. To that end, a consolidated operations account will be
implemented starting in 1987 with the technical assistance of the IMF;
it will include a comprehensive public investment budget, including all
the sources of financing. The Government expects through a rigorous
system of project selection, programming and monitoring, to achieve a
substantial improvement in project productivity.

Public enterprise rehabilitation

18. The Government is committed to improving the efficiency of the
public enterprise sector in order to maximize the benefits from the
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substantial investments that have already taken place. A program of
public enterprise rehabilitation was introduced at the end of 1983 with
the assistance of the World Bank. The enterprises whose restructuring
i5 the most advanced are the electricity and water company, the port of
Nuuakchott, the post and telecommunications authority, the iron ore
mining company, and the rural development agency. The Government will
extend the scope of the rehabilitation program to other enterprises,
starting in 198b with these in the energy sector. Energy pricing and
marketing will receilve particular attention. At the same time, the
Government has decided not to increase the number of public enterprises,
to dissolve non-viable ones, and to privatize certain others. The
Covernment has also put into eftect a procedure for the settlement of
raciprocal claims and debts between the State and the enterprises on the
one hand, and between enterprises con the other, [t will monitor the
szttlement of these debts. This first phase of the publiic sector
rehabilitation program will be completed by the end of 1989.

The banking sector reform and credit policy

19. An essential task fer the rehabilitation of the Mauritanian economy
is the reform of the banking system whose efficient funcrioning 1is
hampered by wedk management, resulting in a large amount of non-
performing loans representing about 60 percent of total bank assets. An
important aspect of the new policy in this field will be the reduction
of the Government equity participation in banks whenever required to
establish independent and viable commercial banks with local or foraign
private participation. At an initial stage, the participation of
certain international institutions could be necessary. To achieve these
objectives, preliminary actions have already been taken or will be
adopted before the end of 1986 in close coeoperation with the Fund, the
Bank and the Arab Monetary Fund.

20. The Goverument is currently implementing measures to: (1)
accelerate the recovery of frozen credits; (i1} stop the increase of
banks' operating costs and strengthen profit marginss: (iii} improve
Central Bank control over commercial bank policies and strengthen 1its
own organization and procedures: {iv) transfer the Central Bank's
participations to the State; and (v) assess realistically the commercial
banks' net worth and losses in order to prepare viable individual
restructuring plans.

J1. Agreements on restructuring plans for each bank -- through the
increase of the participarion of foreign and private shareholders -- are
expected to be concluded in 1987. Returning the banks te a viable
position and increasing the foreign participation in their capital will
require a significant 1mprovement of their balance sheets., To that end,
it will be necessary that the Government assesses the State's financilal
cbligations as shareholder, as owner of indebred companies, and as
puarantor of non-performing credits, Its financial obligations could be
covervd by the cancellation of outstanding refinancing of banks by the
Central Bank and by the proceeds ot foreign aid, such as part of the

ad justment credit currently being negotiated with the Worid Bank.



- 14 ANMEX I

22. Concomitantly with the above financial and legal actions, the
Government will proceed to reform the legal and administrative rules
governing the banking system. Tt 1s expected that an agreement on the
principle of the reform will be reached before March 1987, and its
implementation will take place before the end of 1987,

23, Monetary and credit policy will be directed at containing the rate
of inflation and maintalining aggregate demand in line with available
resources and prometing private savings. In the allocation of credit,
priority will be given to the sectors which are to be promoted under the
Recovery Program. Credit accorded to the Government will not Increase
in view of the targeted improvement in its financial position. Interest
rates are at present positive in real terms and their level and
structure will continue to be adjusted so as to promote savings and
ensure an efficient distribution of financial resources. Measures will
be taken to stimulate workers' remittances from abroad.

Promotion of domestic production

24, One of the principal objectives of the structural adjustment
strategy is to provide appropriate incentives for, and remove
impediments to, the development of priority sectors, such as agriculture
and fisheries., To stimulate agricultural producticn and processing and
reduce the present dependence on food aid and imports, official producer
and consumer prices have been increased significantly since 1985. A
larger role is being given Lo the private sector in supplying the
necessary inputs to the agricultural sector and to increase its role in
all forms of production, servicing and maintenance activities. The
policies that are being pursued to this end include the rationalization
and strengthening of public services in which the Government has an
irreplaceable role, the increased participation of farmers and herders
in water and pasture management, and the encouragement of private sector
involvement in food processing, distribution and marketing through
changes in the incentive system. Following the reform of the banking
system, a decentralization of farm credit system will be started.

25. A major instrument for promoting domestic production will be the
increased allocation of food aid to finance projects that foster
production, while containing the free distribution of food; this will
require a strengthening of the administrative and programming capability
of the Government food security agency (C.S.A.) and the full use of the
Common Fund created in 1986. This Fund will coordinate the use of the
proceeds from the food aid sales in agreement with the main donors. By
October 1986, the Government will establish a coherent framework to set
and review official agricultural prices with a view to encouraging
agricultural production, and to avotd recourse to subsidies. The role
of public agencies in food distribution will be subject to a
comprehensive review. Over the long term, the promotion of food
production requires careful planning of irrigation development; a first
step in that direction will be the preparation of a master plan on the
use of water provided by the new dams on the Senegal River. This master
plan will be discussed in a special sectoral group meeting of donors to
be convened before July 1987.
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26. The Government intends to increase the contribution of the
fisheries sector to the national economy. To this end, it will retorm
the incentive system, so as to attract more Mauritanian private sector
participation, and it will take acrtions directed at strengthening port
and other on-shore services, modﬂrnizing the fleet, diversifying foreign
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surveillance, training, banking services). An action program to
mobilize foreign invulvement will be presented at a secteoral group donor

meeting 1in earlyv 1987.

27. In the industrial and handicrafts sector, steps arz beina taken
with World Bank assistance to improve the lnstitutional orzanization
with a view to prometing small- and medium-scale private enterprises,
including credit facilities and technical assistance better suited to
their needs. The liberalization of the price system, already underway,
the revision of import cantrols and of the Investment Code (expected o
be implemanted in 1987), and the maintenance of an appropriate exchange
rate will be important steps to encourage private initiative Ln this
sector.,

28. The iron ore mining sector, which has been a key source of econemic
expansion, has succeeded thus far to maintain 1ts present contribution
to the national economy through a successful improvement in the
productivity and efficiency of the state mining company. However, the
recent adverse trends in world prices will keep heavy pressure on the
company to continue improving its performance.

Human resource development

29, The Mauritanian population has limited access to basic social
services such as primary education and preventive health care. The
trends in key social indicators such as literacy, infant mortality, and
nutritional balance will have to be ilmproved through a better-targeted
use of public resources and grearter population participation Ln social
service delivery, 1n particular through food-for-work programs and the
promotion of the private services. The main constraint remains the lack
of budgetary funds. In the context of public finance rehabilitation,
health services will 1ncrease their relative share ot current
expenditure in order to expand purchases of drugs and other products
without which existing personnel and capital would be under-utilized.
Concerning education, it is necessary to define precisely the allocation
within the budgetary envelope, to focus on reducing costs, to promote
training cycles that can be efficiently implemented in Mauritania, and
to concentrate public assistance at the secondary and university levels
on needy, deserving students. A stgnificant reform of the education
system will be implemented. Employment planning measures will be put in
place to adjust training to the qualifications in need. More generally,
efforts will be developed to control the rate of population growth and
to program a better distribution of public infrastructure among regions,
cn the basis of thetir economic petential.
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IV. External Policies and Financing Requirenents

30. The toverament attaches the highest priority to maintaining an
apprupriate exchange rate, which would ensure the competitiveness of the
eXport sector and promote import substitution. This, together with an
apprupriate credit and public investment policy will allow the control
of import growth. The current tlexible exchange rate policy will be
continued.

31. The implementation of structural policy reforms and the pursuit of
the financial poulicies indicated above should lead to a sharp reduction
in external current account deticity over the next four vears: from

25 percent of GDP in 1985 to about 4 percent in 1989 excluding official
transfers (or cluse to equitibrium inclusive of official transfers).
These estimates are based on certain assumptions with respect to prices
and international demand for the two main export cumnmodities, iron ore
and tish, but are surrounded by some uncertainties. If exogenous
developments would be less favorable than projected, further adjustment
measures may be needed. On the basis of these projections, the debt
service ratio (30 percent of export revenues in 1985, before debt
rescheduling) will gradually decline, and the need for exceptional
financial assistance, including debt relief, will decrease from an
estimated SDR 125 million in 1986 to about SDR 30 million in 1989. The
closing ot the financing gap and a desirable Increase of toreign

rocorves [t the annivalont of rhros manrhe af imnorte) will roaonirs
reseives (Lo Lhe equlva.ient ol thicw monins ol 1mpOoris; wWlai requlire

in addition to disbursements under the Fund's Structural Adjustment
Facility and the Bank's Structural Adjustment Credit -- further debt
rescheduling. However, the rescheduling needed will gradually decline
aud new toreign borrowing will be serviced on schedule. For 1987, the
financing gap will decline to about SPR 70 million which could be
covered by possible disbursements under the Structural Adjustment
Facility of the Fund, the Structural Adjustment Credit of the Bank,
further debt rescheduling and possible exceptional assistance. These
requirements are additional to approximately SDR 500 million already
committed in external assistance (in the form of grants and lovans) to
finance the investment program in the 1986-89 period. The CGovernment
will seek an improvement in the composition of this assistance in favor
of grants, in view of the high level of debt already contracted. As a
result, total disbursed debt should decline gradually as a ratio to GDP
frow almost 200 percent in 1985. To improve external debt management,
any new loans contracted or guaranteed by the Government, as well as any
drawings against such lpans, will require the authorization of an Inter—
wministerial Comumittee, which will strictly monitor project appraisal and
tinancing. The Government will not contract or guarantee loans at non—
concessional terms of less than 15 years maturity.
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2. The Government is determined to implement the necessary reforms
which fall under its responsibility in order to contrul financial
imbalances, improve the efficiency of the economy, promote savings, and
thus lay the ground tfor tuture growth. External current and capital




market developments will be monitored closely to enable the authorities
and the donor community to respond in an appropriate and timely manner
to unexpected developments. Through its actions, the Covernment expects
to convince the donor community to strengthen its assistance and target
1t to the various needs of the adjustment effort. Reactions to
Government's policies from the donor community and internaticnal
institutions had been favorable during the first Consultative Group
meeting held in Paris in November 1985, The investment program which
was presented at that meeting constitutes the basis for bilateral
discussions with the donors to finance specific projects. Because of
their priaoricy in the economy, three sectors, fishing, drinkable water
and irrigation, will be the object of sectoral meetings with donors
during the first part of 1987. These three meetings are being prepared
with the technical assistance from the Kuwaiti Fund, the Caisse Centrale
de Coopération Economique, the UNDP and the World Bank. A second
consultative Croup meeting will be held in November 1987 to review the
progress made after two years of the Recovery Program; ar the same time
a five-year development program for the 1988-92 period will be submitted
for donors' support. The Government is improving the internal
mechanisms of aid coordination, through a strengthening of the Financing
Directerate of the Ministry of Economy and Finance.
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MAURITANIA

Structural Adjustment Facility
Memorandum on Economic and Financial Policies
for the July 1986-June 1987 Period

1. The document setting forth the economic policy framework, which
accompanies this memorandum, describes the objectives of the Economic
and Financial Recovery Propgram for the period from mid-1986 to mid-1989
and the financial and structural steps envisaged to attain them,

The principal objectives sought are a rate of economic growth of
about 4 percent on averape, a reductlon in the rate of inflation from
10.5 percent in 1985, to 6 percent in 1987 and 5 percent in 1988 and
1989, and a reduction in the current account deficit of the balance of
payments, not including official transfers, from 25 percent of GDP in
1985 to about 9 percent of GDP in 1989, corresponding to approximate
equilibrium when official transfers are taken into account. The
improvement in the balance ot paymenls on current account will entail
substantial progress toward a viable balance of payments position and
will make it possible to reduce recourse to exceptional assistance
(including debt rescheduling) from about SDR 125 million in 1986 to
about SDR 30 million in 1989.

2. To achieve these objectives, the autherities will pursue a firm
policy of demand management through a reduction of the disequilibria in
public finances and prudent credit and incomes policies, accompanied by
intensification of the structural reforms already under way in the area
of public investment, the public administration and the tax system,
agriculture, and public enterprises, fisheries, small and medium-sized
enterprises and the banking sector. These reforms include (a) a
strengthening of administrative structures, enhanced effectiveness of
current expenditure and expansion of the tax base by reducing exemptions
and reforming direct taxationi (b} a more rigorous selection and
monitoring of investments through the establishment of an investment
budget, so as to increase the contribution of investment Lo growth while
limiting the debt burden; (c) the establishment of an agricultural price
structure which provides Incentives to producers, together with a more
important role for the private sector in marketing, processing,
maintenance and service activitiess {d) the reform of the fisheries
sector to increase the extent to which it 1s integrated into the
national economy; (e) rehabilitation of the main public enterprises; (f)
reorganization of the banking system featuring an increased collection
effort, restructuring and rationalization of the banks, and
strengthening of management methods} and (g) reform of the Investiment




Code and a liberalization of pricing and import regulations in order to
encourage economic activity.

3. As regards fiscal policy, the recovery program seeks to achieve
balance in the consolidated budget, including grants, by 1988 and to
repister a surplus in 1989. These targets are consistent with the im-
provement in the balance of payments: they imply an increase in the
surplus of the Treasury, and an increase in the proportion of the
investment program that is financed by grants., In line with the
improvement in the Central Government's financial situation, bank credit
to the Government will not be increased, so that the expansion of total
credit may be devoted in its entirety to the productive sector. The
expansion of credit to the econemy will be kept in line with the real
growth rate of CDP and the programmed rate of inflation.

4. The annual program for the July 1986-June 1987 period, which
represents the first year of the three-year perlod for which an
arrangement 1s requesrted within the framework of the Structural

Ad justment Facility, incorporates the objectives and measures for 1986
described in the letter of February 4, 1986 from the Minister of Economy
and Finance and the Governor of the Central Bank of Mauritania and in
the memorandum on economic and financial policies attached to that
letrer, as updated by the letter of June 26, 1986 regarding the review
of the stand-by arrangement.

The main objectives for 1987 are (i) to achieve a growth rate of
GDP of about 4 percent, (ii) to reduce the rate of inflation to 6
percent, {iii) to reduce the current account deficit to about 6 percent
of CDP and the overall balance of payments deficit to about SDR 70
million, and to achieve some increase in reserves. The financing need
wauld be covered by further debt relief, possible disbursements under
the Structural Adjustment Facility, the Structural Adjustment Credit of
the Bank and some exceptional assistance.

In the first half of 1987, the Government plans to pursue a
rigorous fiscal and credit policy and to make significant progress in
the implementation of structural reforms. In view of the objective set
forth in the Economic and Financial Recovery Program to reduce the
consolidated budpet deficit in 1987 by more than 1 percent of GDP, the
Treasury's surplus should rise to about UM 2,400 million in the same
year., This would be reflected by a Treasury surplus from July 1986 to
June 1987 of about UM 2,000 million. On the revenue side, steps will be
taken to reduce customs duty exemptions and an effort will be made to
expand the base for direct taxes. The new Investment Code will enter
into effect before mid-1987, but certain changes in exemptions will be
introduced in the Finance Law for 1987. Tax reform in the fisheries and
mining sectors will be implemented on the basis of recommendations in
World Bank studies scheduled for completion by end-1986, and after
consultation with the Fund. Changes will also be introduced for the tax
on business profits. On the revenue side, the increase in personnel
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expenditure will not exceed the projected rate of inflation and there
will be no nominal increase in expenditure on subsidies and military
spending. In order to enhance the efficiency of the administration, a
civil service census will be completsd in the early months of 1987 and
the reorganization of career paths and the structures of ministries will
be implemented with assistance from the World Bank.

5. As in 1986, credit to the Central Covernment will not increase
during the first half of 1937, The rate of increase in credit to the
private sector will be maintained within a limit of about 8 percent in
accordance with the financing requirements for new investments; this
corresponds to an 1ncrease in domestic credit of approximately UM 1,700
million between end-December 1985 and end-March 1987 and of about
UM 2,000 million between end-December 1985 and end-June 1987,

During the period July 1986-June 1987 the Government will not
contract or guarantee nonconcessional leoans with less than 15-year
maturitiesi no external payments arrears will be accumulated.

The targets through June 1987 as regards the Treasury surplus, the
expansion of overall domestic eredit and credit to the Cencral
Covernment, nonconcessional borrowing and external payments arrears
represent benchmarks for program monitoring.

6. As regards agricultural policy, a study of the entire grain sector,
including the structure of production and marketing costs, will be
completed by end-1986 and will serve as a basis for a readjustment of
producer and censumer prices in March 1987. The role of the private
sector in marketing and processing domestic agricultural output will be
gradually expanded and the existing monopolies on the marketing of food
products will be reviewed. Some rice mills will he privatized. In
1987, the present channels for distributing fertilizers and other inputs
and supplies will be privaticed in connection with the establishment of
new credit facilities, thereby easing the role of SONADER. The
reorganization of the Food Security Agency will continue in order to cut
costs and improve 1ts management. This should make it possible to free
a greater proportion of the sales proceeds from food aid for use in
project financing by the Common Fund for food aid counterparts.

7. An in-depth study on the fisheries sector and the steps necessary
to promote its expanslon and integration intoc the national economy 1s
now under wav: it will be completed by September 1986. On the basis of
the results of the study, steps will be taken to promote expansion of
the fishing fleet as well as to improve the supply of the on-shore
processing facilities with a4 view Lo increasing value added.

8. In order to promote the development of the small industry and
crafts sector, implementation of the reform of the incentive system
under the Investment Code will start in the first half of 1987 on the
basis of a study now in progress. The price liberalization policy begun
in 1985 and 1986 will be continued. This will make it possible to
prevent monopolistic situations and to encourage greater efficiency on
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the part of domestic industry. The rariff protection system will be
reviewed 1n the context of a study financed by the World Bank.

9. The steps to rehabilitate the public enterprises will be pursued
vigorously with assistance from the World Bank. In addition to the
actions under way for SONELEC {water and electricity), EMN {port), OPT
(posts and telecommunications) and SMCPP {petroleum products
distribution), technical and financial audits will be conducted by mid-
1987 for STPN (urban transport), SOCOGIM {construction) and PHARMARIM
(pharmaceutical products). The system for establishing energy product
prices, which will be negotiated with the World Bank in July 1986, will
be implemented in the course of 1986. This will be complemented by a
price setting scheme for electricity based upon a study financed by the
Warld Bank: a new price structure will be implemented in early 1987

.
The role of SMCPP 1n importing petroleum products will be reviewed and

efforts te strengthen its financial structure will be continued.

10. The financial restructuring cof the Mauritanian banks, with
increased participation by foreign shareholders, will be finalized in
1987. TIn 1987, the authorities will implement the banking reform now
under study and will prepare a revision of the accounting scheme and of
the regulations regarding risks, capital and solvency. Particular
effort will be made with regard to improving bank management
procedures, This will be accompanied by a program of actions aimed at
strengthening the Central Bank's ability to supervise the banking
system. Major progress in this area will be accomplished by mid-1987,

11. The reduction of customs exemptions, the preparation of a new
investment code, the reform of the system for establishing agricultural
prices, the introduction of a new structure of electricity tariffs and
petroleum prices, progress in the restructuring of SONELEC, SMCPP and of
the banking sector will also constitute benchmarks for monitoring the
implementation of the program.
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Mr. Jacques de Larosiére
Managing Director
International Monetary Fund
700 19th Streetr, N.W.
Washington, D.C. 20431

Dear Mr. de Larosiere:

Under the stand-by arrangement approved by the Internaticnal
Monetary Fund on April 21, 198b, it was stipulated that a program review
was to be conducted by August 31, 1986 in order to examine the progress
achieved in executing the program during the first half of 1986, in par-
ticular with respect to the results of the rescheduling agreements,
budgetary policy, pricing, interest rate and exchange rate policies, as
well as to define the credit ceilings for the second half of the year
which are to serve as performance criteria. It was also envisaged that
the authorities would reach understandings with the Fund during the
review on further steps to pe takes on the ongouing trehabilitation of the
banking system and on any adjustment in the program that may prove
necessary. Discussions were held with Fund staff in connection with
this review in conjunction with the Article IV consultation in
Nouakchott from June 12 to 27, 1986, at which time there were also
discussions on the use of Fund rescurces under the new Structural
Ad justment Facility.

1. Economic developments have been favorable during the first half of
1986. The goud rainfall makes it likely that the grain harvest will
total 66,000 metric tons as compared to 30,000 tons in 1955. The rate
of inflation as measured by the consumer price index was 3.l percent in
the tirst five months of the year.

During the first months of the year, the authovities have
vigorously pursued the envisaged program of reforms and adjustment. 1In
particular, significant tax measures have been adopted; these include an
increase in the rate of the minimum tax on profits, an increase in the
withholding rate on higher salaries, an increase in the rate of the
consumption tax on petroleum products, and the intreduction of
administrative measures aimed at reducing customs duty exemptions.
Agricultural prices have been raised at the producer and retail level
and the list of domestically produced goods with administered prices has
been shortened to eight items. Exchange rate adjustment has continued. .
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Rigorous measures have been adopted to facilitate and accelerate
the collection of the banking system’s nonperforming credits, and other
measures have been adopted with a view to reducing bank costs; the
Central Bank's controls on the granting of loans have been
strengthened. In particular, a separate banking supervision department
has been created within the Central Bank, and borrowers of nonperforuwming
loans who have railed to establish protocols of agreement or to abide by
the provisiocns of protocols already signed have been denied access to
all banking operations and to government contracts. This action has
resulted in an increase in the number of new protocols and has made it
possible to speed up collections. 1In order to allow for enhanced
monitoring of the banking system, banks have been required to provide to
the Central Bank, without delays, the required documentation on their
operations; banks failing to meet the relevant deadlines have been
denied access to the facilities of the Central Bank. The legal costs of
recording the protocols of agreement have been reduced and the Special
Court of Justice has sped up its procedures with the objective of making
it possible to handle all disputes and the recording of protocols of
agreement before the end of the year. Measures relating to tax
exemption for the interest on nonperforming credits and to the Govern-
ment's assumption of the banks' equity holdings in the Central Bank's
portfolio are now being adopted. Steps have been taken to mobilize the
savings of Mauritanian expatriate workers, including the possibility of
making deposits at attractive interest rates through the Government's
diplomatic offices abroad.

2. Within the tramework of the May 16 meeting of the Paris Club, cred-
itor countries granted substantial assistance in the form of debt
rescheduling. The rescheduling cobtained slightly exceeds that forecast
in the program; however, effective payments in 1986 after rescheduling
will be higher than projected, largely because certain end-1985
maturities were carried forward and paid early this year. Additional
external financing is needed in order to achieve the objectives of the
program, including the increase of foreign exchange reserves. To this
end, assistance from the Arab Monetary Fund is expected in the next few
weeks, and friendly countries have provided assurances of their

support. In addition, the Government wishes to make use of Fund
resources under the new Structural Adjustment Facility. Accordingly,
and on behalf of the Government of the Islamic Republic of Mauritania,
we are today submitting a request for an arrangement under that facility
in support of the three-year macro-economic and structural adjustment
program from mid-1986 to mid-1989 and a request of the first annual
arrangement thereunder covering the period from mid-1986 to mid-1957.

3. As regards the Central Government budget, in overall terms, budge-
tary expenditure excluding interest on the debt was in line with the
program projections for the first five months of the year. Wage and
salary expenditure increased slightly more rapidly that foreseen in the
program, but outlays for material remained well below the projections.
There was no new hiring in the first five months of the year and the
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departure of 36 persons from government employment In January 1986 was
followed by that of 68 persons from February 1 through end-May.

With regard to budgetary revenues, a conslderable {ncrease has begn
recorded over the same period for last year. However, revenue has
remained below the level projected in the program. This is attributable
in part to certain delays in the implementation of the new tax provi-
sions regarding the minimum profit tax (IMF) and the personal income tax
(LTS) and to delays in payment of the SNIM mining royalty owing to
operational problems in the first months of the year, but may also be
traced to the customarily slower pace of collections, especlally of
customs duties, early in the year. Their pace of collection began to
pick up in May. As regards external debt service, available information
indicates that for the year as a whole, actual payments will be abour UM
1,400 million higher than forecast because of the carrying forward of
certain end-1985 maturities, which were paid in early 1986, and the
larger than projected amount of contractual maturities for 1986 that are
not eligible for rescheduling. The Covernment is confident that these
additional unforeseen expenditures will be covered, on the cne hand by
sizable gains expected in fishing duties resulting from the increase in
export volumes and prices, and, on the other, by the revenues resulting
from the decline in international petroleum prices. This implies that
the Treasury surplus will reach UM 1,600 millien. This surplus is
higher than the UM 900 million programmed, as part of the exceptional
resources indicated above will cover amortization charges. As a resulr
of revenue and expenditure developments, and especially of expenditure
on debt service for the first five months of the vear, the authorities
had to¢ make use of thelr credit tacility with the banking system in the
amount of UM 700 million, thus exceeding the end-April performance
¢riterion for net bank credit to the Central Government, which was set
at the end-December 1985 level. On the other hand, there was no
accumulation of domestic or external arrears.

3. At end-April 1986, outstanding credit te the economy, excluding the
mobilization of foreign claims, amounted provisionally to UM lb.8 bil-
lion, an increase of UM 1.4 billion over the end-December 1985 level,
well bevond the credit expansion limit set forth in the progranm.

Scveral factors, including the recording as credit of some UM 230 mil-
lion in set-aside interest, contributed to this increase. The expansion
of credit other than set-aside interest results inter alia from special
operations for the fisheries sector (UM 150 million) and fur SNIM (UM
200 million), the latter having experienced temporary production
problems. In recent weeks, outstanding credit to the econcmy has
declined sharply owing to sizable repatriations of export receipts.

S buring the first five months of the vear, the trade balance
improved by comparison with the same period last year, which would
suggest that the targeted trade surplus for the year will be exceeded.
In particular, fish exports have increased and prices have rLirmed.
Afrer some technical difticulties early in the vear, ilron exports have
returned tw their normal pace and the projected volume of 10 million
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wetric tons is expected to be achieved., Although interest un the
external debt is higher than forecast, the vear's targel for the
fmprovement of current account of the balance of pavments could be
reded. After some decline in the fivst three months of the year,
fureign exchange resvrves incredsed in the second quarter.

(e

6. The Government is firmly resolved to further pursue the adjustment

attached to our letter of Februavy 4, 1498b.  In the tax area, a compre-
hensive loventory of all customs exemptions under the various repimes
fias been conpleted with o view to instituting a reform which is expected
to be Implemented as part of the Budget Law for [9E87.  One aspect of the
reftorm entails the revision of the Investment Code, which will be final-
fzed in the months ahezad with assistance from the Werld Bank.  Asg
repards direct taxes, the eftort to improve assessment of the tax base
will be continued threugh enhanced cross—checking and a more effective
circulation of intwrmation on taxpayvers. Ln addition, & mechanism will
be introduced whereby the Central Guvernment will be able to absorb a
large proporticen of the galns resulting from the decline in oil prices
on international markets. @i the expenditure side ot the budget, the
Loverumeint will continue the austerity policy now in furce. In keeping
with the commitmencs set foreh in our letter of February 4, 19%w, net
recruitment will be limited to the HMinistry of bBEducstion and the
Minisrry ovi Health, ana the increase in the wage bill for each of these
two ministries will not exceed the apreed ceiling of 7 percent.  An
ordinance awending the organic law wn budget laws is now being

adopted. It establishes the requirement of drawing up a consolidated
account ut cenpral govermment operations, including central government
and public euterprise investment. This account will be annexed tuo the
Finance Law for 1967, In accordance with the guidelines of the 19&86-80
Evonomic Recovery Program, the Governwent will take care to ensure that
approximately lalf of 1987 central government investment Is [inanced by
grants.  The decree establishing the Common Fund for food aid
counterparts, tunded by the proceeds of sales,
being adupted; it stipulates that financing proposals subnitted by the
technical ministries must be approved by the Interministerial Monitoring
Committee, In its food 2id policvy, the Government will encourage the
preparation of prujects that make use of the "Foud tor Work™ approach,
thereby limiting free distribution.

is in the process of

7. Tutal bhank credit will increase by ww mors than UM 1,000 million
between end-becember 1985 and end-September 1986, and by no more than UM
1,200 million between end-December 14£5 and end-lLecember 1%5b.  Net bank
credit tw the Ceutral Government 4t end-September and end-lDecember 1986
will not exceed the end=-becember 19485 level. The above ceilings on
total bank credit and net bank credit to the Central Government consti-
tute performance criteria.  They are consistent with a L percent
incresse in total bank credit and a 7.6 percent incteaswe In credit to
Lhe ceonomy for 1986 as a whole. Credit to the cconumy exeludes the
mobilication of foreign claims.
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5. The Government will resclutely move ahead with the ongoing process
vt rehabilitating the major public enterprises and restructuring the
sectur. For SONELEC, the rehabilitation effort will be pursued
rigoruusly. The rate of collections, which was 45 percent in 1985, rose
Lo bU percent in the first Lalf year and is expected to increase to 70
percent in the second. The measures contcibuting to this improvement
irnclude in particular the Government's authorization to SUNELEC in
February 198t to interrupt the service of any customer in payments
atrears, {ncluding the public administrations. To avoid the
auenmulation of government arrears for elecuricity consumption, budpet
allecations four the consumption of water and electricvity incredased trom
Uk 30 million in 1989 to UM 50 million in IY56. However, SUNELEC
continmies to experience seriouns financial difficulties as a result in
particular of the heavy debt service and its gas—-oil power-generating
tacilities, which are relatively expensive to operate. Conversion ot
these gas—-oil plants to diesel will make it possible to improve the
financial situwation in the medium term. In Julv, a series of measures
will be implemented with a view to improving SONELEC's financial
pusition. Thev would include, inter alia, increases in water d4nd
electricity tariffs and & reduction in the price of gas-oil. 1n
addition, a World Bank mission will assist the Government in devising =
new and more appropriate rate stracture tor electricity and energy which
will take the requirements ot the productive and expourt sectors into
daccaunt.  The new structure is expected to be introduced in early 1987.

The restructuring of the petroleum products distribution company
(SMCPEF) will be continued, and SMCPP's role in importing pettoleum
products will be reviewed in the mouths ahedad in cooperation with the
Wourld Bank. A signiticant improvement in operating resultls was made in
1985 and the first wonths of 1936, and has made it possible
substantially to reduce the losses ccumulated over the past three
Yadars., A Qule eftective procursment policy has been introduced.  Steps
dare under way (o improve the maanagement of the Fuod bSecurity Agency. A
first provisional balance sheet has been drawn up far 1950 and steps
hiave heen Laken to vut asdministrative costs, thereby making it poussible
to increase the resources available to the Common Fund for project
Financing. The iree distribotion of grains during the first part ot the
vear amounted to 27,000 metrie tons, 3 figure in line with the
ubhjectives for the year.

9. As repards the reorganization of the banking syvstem, discussions
almed at the tatiwnalization of Mauritanian banks are under way with
foreign shareholders.  Agreements are expected to be reached in the next
tew months.  The banks will continue to be required to adhere o o4
rigoraus policv in the recovery of fruzen credits and in the granting ot
new loans.  In order to improve management methods in the banking
system, in the latter half of the year the monetary authorities will
introduce a reform of the procedures for munitoring bank operations and

will strengthen risk analveis.
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10. This letter supplements our letter of February 4, 1986.

Sincerely yours,

/s/ /s/
Thiam Samba Dieng Boubou Farba
Secretary of State Governor

in Charge of the Budget Central Bank of Mauritania
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Table 1. Hauritania: Tressury Operations, 1984-1989 1/

(In milliong of Ouguiya)

1984 1985 1936 1987 1988 1984
Prel. Rev. Frog. Rev. Projections
(EBS/b6/70)

Revenua and grants 11,288 13,108 13,105 14,695 16,245 17,640 19,370 21,490
budgetary revenue 10,296 12,304 12,301 14,595 15,945 17,240 18,770 20,890
Budgerary grants b3 6l 61 100 300 400 500 600
Special accounts 9249 743 143 _ - - - -

Expenditure and net lending 12,117 13,001 13,315 13,795 14,636 15,240 15,780 16,470
Uperating expenditure 2/ 10,463 11,432 11,747 12,804 13,645 13,971 14,330 14,820

0f which: interest due (994) (1,299) (1,659) (1,994) (2,835) (2,713) (2,6002) (2,558)
Investment expenditure 583 706 706 790 790 1,269 1,450 1,650
Special accounts 929 687 w87 - —_ _ _ .
Net lending 142 176 176 201 201 - - -

Surplus or defictic (-)

(commitment basis) ~-829 107 -210 900 1,60% 2,400 3,59 5,020

Change in payments arrears

(increase +) 649 -8,371 =-4.809 —_— - - -— -_—
External (51433/ (-7,671)  (-4,109) -— - -— - --
Domestic (135) {-700) (=700) -- - - —

Surplus ovr deflcic (-}

{cash basis) -1B0 -8,2p6 =-5,019 950 1,609 2,400 3,590 5,020

Finaacing 180 8,264 5,019 -500  -1,609 -2,4600 -3,55¢ -5,020

Foreign borrowing (net) -829 -2,675 -3,032 4,763 =7,000 -b,145 -7,415 -7,540
Drawings 4/ (387 () (2) (== (--) (--) (-3 (-}
Amortization (=1,Z1b) (=2,677) {(-3,034) (~4,763) (-7,000) [—b,l45) (=7,415) (=7,540)

Domestic (net) 1,009 -3n9 -bb1] =438 =405 -- - --
Banking system (-125) (-530) {=530) (--) (—-}) (—-} (—-) (-~}
Uther (1,134) (161} (-133) (-438) {-405) {-- (—-) (==3

External debt relief and
exceptional assistance -~ 11,308 4,714 ves 5,796 ve . ves
kescheduling - 8,858 b,264 . 5,796 ‘e fes .

Incerest - (==) (1,163) {(«ee) (942) - . e
Princlpal - {—) {1,060) (...} (4,854) e . .

Arrears - (-=) (3,441) --) =) - - ==
Exceptional assistance - 2,450 2,450 5/ v - i . .

Financing gap - -- - 4,301 -= 3,745 3,825 2,520
0f which:

Pessible debt rellef (== (--) (=) (4,301) (-=) eee Pee

Memorandum ilems: (in percent of GOP)

Budgetary revenue 22.3 23.1 13. 4.9 2b.5 6.1 26.1 6.2
Operating expenditure 22.7 21.5 | 21.9 22.7 21.1 19.8 18.6
Treasury surplus ot

deficit (=)

on a commitment basis -1.8 0.2 0.4 1.5 2.7 3.h 5.0 b.3

Un a cash basis -U.4 -15.5 ~9.4 1.5 2.7 J.b 5.0 6.3

Financing gap -— - == 7.3 - 5.7 5.3 3.2

Source: Data provided by the Mauritanian authorities; and stafi estimates. .

1/ Excludlng most forelign-iinanced government ovperations.
B Including interest due.
3/ Arrears on interest due.
4/ Drawing on budgetary losns onty.
TS/ lncluding a grant from Saudl Arabla of US$3U million (UM 2,019 milllon), budgetary assistance from France of
F 40 millien (UM 355 millfen), and a grant from Yatar of US51 million (UM 76 million).
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lable 3. Mauritania: Monetary Survey, 1984-86

(In billicns of ouguivas)

1954 1985 19hb

Dec. Lec. April June Sept. Dec.

Act. ACl. Prog. Frel. Frog. Proyg. Prog.
Het tureign assels =9.41 -4.70 < -10.77 ~10. 60 -10.,00 -¥.70
Lentral Bank ~3.55 =5. 1 ..o -5.10 =5.040 -5.20 -5.2u
Uipusit money banks ~-5.80 —4.00 ‘e ~5.6/7 =5.40 -4.70 -4.50
Vomestic credit 14,76 Zu.l7 20045 Ll D J0.h5 2117 21.37
Claims on Government {(nel) N0 4.4% 4o4Y 5.01 4048 4,44 4out
Central Bank 5.2 dubb .. 5.28 4.57 4.57 4.57
Veposit money banks =0.u5 U2 AN G.U5 (AP 0.2 (SPRU
Fust oftice and Treasury ~0.2 -u.2¢ .e -u.32 -0. 11 -u.ll -u. 11
Llaims oun the economy 14.75 15.04 1/ 15.97 17.25 1/ 1b.17 L6.6Y In. &9
Muney and yuasi-wnoney 10.99 13.n1 ‘o 15,24 13.5%3 A Li. 84
Muney Y.29 11.71 .- 12.94 11.23 12.31 12,54
Curréency in circulatiun 3.31 4.05 N 4.9 4.30 4,033 4.35
Lemand depusits 2.8y 7.5u - B.45 b.78 7.53 b4
Fust Utfice 0.01 U. 10 “es u.l1b u.15 0.15 u.15
Quasi money L.70 1.92 “o 2030 .30 2030 2.3y
Long—tern borrowing U lu 0.5 .o U.Ub O.ub C.ub Ue b
Uther items net ~U.74 -3.21 .. -3.81 ~3.54 -3.50 -3.44

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

I/ Under a new presentatiovun of monetary statistics, in which provisiuned accrued
interest (inLvrests reserves) is uniturmly classitied under other items for all banks,
credit tu the eceonony anuvunted o UM 15,417 milliun at end-lecember 1985, and tu
UM 6,750 willion at end-April 1%86. In the old presentation, still used In this table,
swike banks include such lnturest under other ifems, and others under domestic credit.
Domestic credit expdnsion tor the purpese of the ceilings (Table 4) is based on the new
presentaticn.
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Tabie 4. Mauritania: Balance of Payments, 19Ba=1992
(ln milllons of SDRe)
1944 1985 14bn 1966 1987 1983 1989 1990 14%1 JLEN
Prel, Prog. 1/ Erojections
Irade palance (t.o.b.) RPN 89.5 Bl.1 1lb.0 127.5 132.7 165.9 1750 185.1 190, 4
LEperia Lhbn 3719 346 1723 kLR 4078 470.2 49304 Ata.s 54500
lopoces -3l3.5 -n2.4 257.5 -2%6.3 -257. =275%.1 =304.3 ~li8.6 =-3133.4 -3ay.l
servives tnet) EEL “21B.0 -1%1.b R =230.7 -229.3 =228.3 -4M.3 =213 —2ui.
aonlictor services (net) —-lb4.] -li0.4 -l4n.0 1721 -175.7 -17%.9 -1680.% R LEI -193.1 -2ul
Iniestment {ncume (net) -43.3 4.6 —45.4 —uy. b -55,0 -50.5 47,6 -4h,2 4%.2 —45.0
Ut owhich:
Interest piyments due L/ L-5u.1) (=50.2) (-47.%) (-n2.3) (-98.7) {-55.2) {-51.2; (-51.1 {-50.4) (=50.0)
Iranslers (ueg) 5.0 b3 47.5 w17 58.5 59.0 59.9 62,9 to.h bH 3
Frivate transfers =224 -1d.2 —18.2 -l8.0 -l18.0 -17.5 -17.5% =17y -11.0 -1n.5
Fublic transfers 97.5 94.5 b3.7 41.7 Tu.5 15,9 1.4 79.9 Bi.b B4 4
turrent accountl
o luding public transfers -158.1 -1t.2 -01.0 =511 4, b -i7.¢6 -2.5 e 12.4 16,02
Exciudling publle transiers -295.7 =loh.} -128.7 -134.8 -121.1 -114.1 -719.9 =127 -73,.2 -l
hunwonetary caplia]l (net) 55.0 36,8 -17.0 -21.1 1.7 12.4 -25.3 -b,7 -4, =257
Lifect ifnvestment 4.3 n,9 25.3 9.0 9.4 30,0 15.3 1b.2 17.2 1d..
drticial medium- and long-term
luans 15,73 Tay -39.% =3l.1 -7.7 =142 =40.5 =22.9 -a1.3 ES )
Lisbursementa 47 ion.7 .0 73.9 8.1 91,3 91.8 75.1 9.5 Hi.a LT
Frinsipal due 2/ ~n9.s -55.1 -113.3 -lu9.? —9&.0 -116.0 -115%.6 =luz.h -125.7 “133.a
Uther caplral «f 7.4 3. -21.5 1.0 2. 6.5 -- - -— --
twerall balance ~1013.2 =1%.4 -Ro. 1 ~14.3 40,4 -25.2 -27.8 0.5 -11.5 =77
Flpanelug Lng.d 35.4 =~51.4 74.3 -16h.03 -18.3 -%.5 ~5.5 -95.5 -%.4
Uhanges fo uel lorelgn assetuw

at the baablng system B -2t 3 =-57.6 -dd.l -18.6 -18.3 -5.5 -3.5 -5.5 =-5.3
(- Indlcates an lncreaww)

Mumet ary autharities (net) 27n A.d —ul.h =31 -1%.6 ~-18.13 -5.5 -5.% -5.5 =56
Lhange $1 gfoss resetrveés sl 24,4 ~i%.0 -0 =-17.4 -la.8 2.3 ) =0, -3¢
Lhange In llabllities -4Lh -15.5 =iy -1k.1 -2,2 -3.5 -7.8 ~le. s -%.4 -1.7

wt whfch! Fund credit -9.0 ~da? =713 L) -%.2 -3.5 -7.48 -10.5 =53 =1L
Furchiases (== (3.0} (l.4) {18.5) 3/ (2.1 {--3 (-1 (--) {--) (--
Repuritases {—4%.1 {(-12.3) {-9.7) (-9.7) (~4.9) (=3.5) (-7.4) (-10.9%) (-5.3%) (=1.7
[ poslt @oney banka inet) woh -35.2 -1g.0 -5.0 - - - -- - --
Avcupalatlen of arrears wl.? “%b.b -- -- -- -= .- - - .-
(- indicates a decreane)
lflLEfP'\l 1’5-'.' _'1‘1\7 - == - == == == - -
Frinoipal 231.7 ~54.9 - - -- -- -= -- -= -
tecernal debt relle! and
wroiepLlional assistance 2y.1 195.3 4.4 112.4 I.n ‘e . .

Feschedullng 4.3 121.%8 B 102.0 N N - - . .
Interest 12.4 21.8 e 15.% .. e e
Frircipal 1h.9 In.0 wee dh.4 - . P .

Arredars -- 2.0 -= -- - -- -= - - --

Excepticnal agslstance - 36,3 - 10.4 . ae e e KT .

Flrinclng gup - am 132.9 -— 57.0 43.5 33.3 S0 17.3 3.2
Puz-lble debt reliet - - 96.b - P .- s . .
residual gap - ~-= Ju.3 -= . . . . .

Hemoranduw J1em: {lo percent of GLFP}

Lurrent account deticit
Including wtticial cransiers 2a =126 =9.5 -1.7 -h.1 -4 8 0.3 n.R 1-3 1.=
Lacluaing oftlcral translers =3h.4 P -19.3 -19.6 -1b.5 ~lb.4 =9.3 -4.0 -7.3 -h.t

TUrgest

1/ A=

‘_‘l
-
‘III' Y

indlcated in EBS/8o/7u.

under [l TBKD Struclural Ad jusatment Credit.
“/  lucludlng private shori—-term vapltal and errors and omissions

lncluding debt service un [inancing uwf Lhe gap.
Includes projected disbursements ot SUK 4.4 sdllion, SUR 13.0 miilion, and SDR 12.8 million in 1986, 1987 and 1988, respectivel;

Dita ptuvided by the Mauritanian authoricles; and stafl estimstes.

L/ DMifers trom 1% program by additional purchases af SDR 9.3 million under the new Stand-By Arrangement and SGR u.¥ willion

upder the “tructural Ad justment Facility.

tncluded In the projection.

Posslble digbursements under the S5AF of SUR 4.6 million in 1987 and 1948 ate uut
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Table 5. Mauritania: Assumptions Underlying the
Med ium~-Term Balance of Payments Project ions, 1986-92

(In_annual percentage changes)

1986 1986 1987 1988 1989 1990 1991 1992

Prog. 1/ Project ions
Total exports, f.o0.b.
Value {in SDRs) 3.2 0.l 3.4 5.9 15.3 4.9 5.1 5.2
Volume 1.5 5.4 2.5 4,2 13.4 3.2 3.3 3.4
Unit value (in SDRs) 1.7 -5.0 0.9 1.6 1.6 1.7 L.7 1.7
0f which:
lron ore
V alue (in SDRs) 6.3 -6.4 -1.0 1.4 3.7 -1.0 -1.0 -1.0
Volume 5.3 10,9 -= 2.4 4,8 - - -
Unit value (in SDRs) 0.9 -15.6 -1.0 ~1,0 -1,0 -1.0 -1.0 -1.0
Fish
Value (in SDRs} 0.1 4.5 5.6 8.2 8.2 8.1 8.1 8.1
Volume -2.1 2.5 3.5 5.0 5.0 5.0 5.0 5.0
Unit value {(in SDRs) 2,2 2.0 2.0 3.0 3.0 3.0 3.0 3.0
Total imports, f.o.b.
V alue (in SDRs) -5.6 -15.2 0.9 6.8 10.6 4ot 4,7 4.8
Volume -2.1 -9.4 -0.9 3.6 7.3 L.5 1.5 L.6
Unit value {in SDRs) -3.6 -6.5 1.5 3.1 3.1 3.1 3.1 3.1
Nf which:
Foodstuffs (incl. food aid)
Value (in SDRs) =44 -25.6 l.1 5.7 5.3 5.3 9.3 5.3
Volume ~He5 -20.1 2.1 2.1 1.7 1.7 1.7 1.7
Unit value (in SDRs) 2.2 -6.9 -1.0 3.5 3.5 3.5 3.5 3.5
Petroleum products
V alue (in SDRs) -27.0 44,6 -3.7 7.1 7.1 7.1 7.1 7.1
Volune 5.0 4.0 4.0 4.0 4.0 4.0 4.0 4,0
Unit value (in SDRs) -30.5 -46.7 ~7.4 3.0 3.0 3.0 3.0 3.0
Project related imports
vV alue (in SDRs) - 4.1 0.5 11.4 -7.8 0.0 6.0 6.0
Volume -2.2 1.5 -2.4 8.1 ~10.5 2.9 2.9 2.9
Unit value (in SDRs) 2.2 2.6 3.0 3.0 1.0 3.0 3.0 3.0
Tarms of trade 5.5 1.6 -0.5 -1.5 -1.4 -1.4 ~1.4 -1.3

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

1/ As indicated in ERS/86/70.
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Table . Maurltania: Mediun-Terp External Debt Projections, 198n-92
195k 1957 1988 11389 1390 1991 1322
ProjJections
(In milllons uf SDRs)
Total deht service due 171.5 156,7 171.2 LhS.3 154.2 176.1 183 .4
Frincipal due low, 2 ug.n 11,0 115.5 1025 125.7 IBREE

M beans commleted untll end~1985 106, 2 9500 11z2.1 113.1 10w, . 1054 llon

M dobr reschaduled in 1930 - 25 2.5 - - 19.4 19.4

on financing of the gap 1/ - -— 1.4 2.5 1.9 1.0 11.n
Interest due R2.3 58.7 595.2 53.2 51.7 501, 4 50,0

O Loz camnltted aneil end-1345 52.0 43.3 7.1 13,1 .. 280 27.0

G Yoans committed after ocnd-1935 -- 0.3 n.h 1.0 l.n 2.2 J.1

O dett rescheduled Lo 198, Teh A8 b.h h.h [ 5.7 4.4

fin financing »f the gap i/ - 1.9 5.1 7.4 H.5 1.5 0.9

on use of Fund rosources 3.1 3.1 T.a 1.7 1.2 0.h 0.3

On shorc—term credit 3.6 3.4 3.4 3.4 .4 3.4 [JEA
Disbursenents of medlion- and leng-

trrm Inans 18,1 0.3 a1.9 75.1 L6 B4 LA 29,9

Undor commitments until end-1935 2.8 Thoh R, 2 h4,0 S50 44,1 4.0

Bilateeal Laans Ca.0Y  (A4Lny (39.1)  (37.8) 0 (3201 (PB.S) 0 (75.1)
Malrflateral loans (24.1) t7a. (2h.4) (26 {228 (L9.8) (17.0)
Finanzial [{nstitutions {5.3) (A, (0.7) (== {(--) {(--) {~=3
Under new commitments 5.3 15.7 29.h Tt.1 Lha0 k.1 470
M which: SAQ (4.4) (L3y.m) t12.8) (--) {(--1} (--) (--)
Total Jdisbursed Jdebt autstanding 1,400.4  L,457.A L,a8l.4d |,ae8.9  1,0204 0 L al3.e 1,19
Offretal medinm amd long-term
loans 1,33008  1,32000 1,400.9 | ¥ee, 20 ], 30010 1,357.0 0 1,337,2
Fund credit 2/ AL 34,2 .7 2004 2.4 7.l 5.4
Short—term credit 42,3 43,1 49.8 49,8 ah.n 49.8 49,8
(As percentage of wxpurts of poods and servleas)
Tatal debt service [ a7.4 2.2 1.8 in.l 3. 0.8

Interest and charges 14.9 13.6 12.1 10,2 G5 a.8 2.3

aOf which:  an use of Fund credit  (0.7) (0.7) (0.5) (0.7) {(0.2) (0.1 {(——)

Principal and repurchases 8.5 23.8 5.1 A ) 0.7 229 2.

0f which: Fund repurchases {2.31) (1.1} (0.8) {1.5) {1.9) (0.9} (7.3
(As pereoentage of GUP)
Taral Jdisbursed debt outstanding 2045 198.1n 187.4 17]1.1 159.1 147 .0 13h.b
0f which: Fund credit (5.3 (4.1) (3.9 (2.7) {1.4) (0.7) (D5}
Fuad credit as percent of gnuota 1a7.1 100.7 0.4 67.5 n.7 211 In. 0
Memorandum 1tems:
Average interest rates (In Earcent)
On dlshursed debt under
commltments unt {1l and-19485 1.8 3.h 3.1 2.9 2.8 2.7 2.K
On diatursed Jebt ander
commitments after end-[1985 .7 1.2 1.3 1.7 1.1 1.9 2.0
On rescheduled debt and
financing of the gap b.3 .5 .5 .5 h.5 h.5 h.5

Sources: Data provided by the Mauritanian authorttles; and staff esrimates.

I/ Assuming that 5 percent of the financing provided will be repaid within the first twe vears
fobllowing the gap, and 95 pereent after a grace perlod of five years, over 4 perlod of flve
_-,'-5-?7’-:.

2/ Inecludes proposed disbursements undet the flest annual arrangement nder the Structnral

AdjﬁaLment Far{llty.
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MAURITANIA - Relations with the Fund

{As of June 30, 1986; awmounts in SDRs
unless otherwise indicated)

i. Membership Status

(a) Dbate of membersnip: September 10, 1963
(b} Status: Article XIV

(4) Financial Kelations

11. General bepartment {General Resources Account)

(a) Quota: 33.9 million

(b) Total Fund currency holdings: 59.0Y million
(174.2% percent of quota)

{c) Fund credit: 25.18 million (74.26 percenr of quota)
0f which:

Million Percent

credit tranche 15.84 4,73
sup. tinancing 9.3 27.53

(d) Reserve tranche position: None
{e) Current operation budget (maximum use of currency): None

(f) Lending to the Fund: None

I1[. Current and Previous Stand-By Arrangements and Special Facilities

fype Uate of Approval Duration Amount Utilizaction

{(a) Current arrangement:
SBA April 21, 1Ysb 12 monthsy 12.0 million 1.2 million

{(b) Previcus arrangements:

SBA July 23, 1980 11 months lj 29.7 million 8.9 million
SBA June 5, 1931 10 months 25.8 million 25.8 million
SHA April 12, 1955 1?2 wanths 12.0 wmillion 12,0 million

{(c) Special facilities:
CFF December 1979 lu.5 million

Iv. SOR Department

(a) Net cumulative allocation; 9.72 million
(b) Holdings: 0.67 million (h.9 percent of allocation)
(¢} Current designation plan (awount of maximum designation: None

1/ Arrangement became inoperative and was replaced by a new stand-by arrangement
in—June 198F. P =p = b v Yy a ng
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MAURITANIA — Kelations with the Fund (continued)

V. Administered accounts

N

(a) Trust Fund louan:

(i) Uisbursed: 12,70 million
(ii) Outstanding: 7.09Y million
(b} SFF Subsidy Account: 1.82 million
Vi. Overdue Obligutions to the Fund: None

{(b) Nonfinancial Relations

VI, Exchange Rate Arrangement

Since January 22, 1974, the exchange rate of the ouguiya has becn

determined un the basis of a basket of currencies.

VIIL. ULast Article IV Counsultation, Review Under the Stand-by
Arrangement, and Reguest for New Stand—by Arrangement

The staff held discussions with the anthorities on the 1985
Article IV consultation and the first review under the stand-by
arrangement during the period June 27-tuly 11, 1985,

The statt report (EBS/E5/23Y) and the report on recent economic
developments (S8M/85/270) were considered by the Executive Board on

Hovenber 1, 1985, The decision adopred was:

1955 Artivle 1V Consultatiun

1. The Fund takes this decision relating to Mauritania's
exchange measures subject to Article VLILIT, Section 2, and in concluding
the 1985 Arricle M1V consultation with Mauritania, in the light of the
Y85 Article LV consultation with Mauritania conducted under Decision
No. 9392~(77/03), adopred April 29, 1977 (Suvveillance over Exchange
Kate Policies).

2 Mauritania maintains a restriction on payments and transfers
fur current interndational transactiens giving rise to external pavinents
arrears, which is subject to approval under Article V1II, Section

2{a). The Fund welcomes the elimination of the multiple currency
practice arising from broken cruss—-rates and urges Hauritania to
climinate the exchange restriction piving rise to external pavments
ATrears.

Mauritania is oun the staandard IZ-month cyucle for Article IV
consulration.

The start held discussions with the authorities on the second
review under the stand=by arrangement and on an ecuvnwvmic aud financial
program for 1980 in support of 4 new l2-month stand-by arrangement
during the periods November 28-December 12, 1985 and January 23-
February 4, lY3o.
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HAURITAHIA — Relations with the Fund {concluded)

The staff report (EB5/34/70) was considered by the Executive Buard
on april 21, 198b. The decisiovns adopted were:

Review under Stand-by Arrangement

L. Mauritanie has consulted with the Fund in accurdance with
parupraph 4 (e} of the stand-by arrangement [or Mauritania (EBS/85/41,
Supplenent 2) aud paragraph 3 of the ietter of January 25, 1985, in
order to reach understandings on the fiscal policies of the program.

2. The Fund finds that no additional understandings are
necessary and decides that the review is cowpleted.

Stand-by Arranyement

L. The Govermnent of Mauritanla has requested a stand-by
arrangement for a pericd of twelve ponths from April 26, 1986, in an
awount equivalent to SUR 11.0 willian.

2. The Fund approves the stand=~by arrangement attached to
EBS/86/70.

3. The stand-by arrangement shall become effective on April Lo,
l%6h.
Ix. Technival Assistance (since 1980)

{a) CBD

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

Bank supervision advisor: February 1931-June 1983 and
September 1Y853- Uctuber 1984 and Lctuber 1983 tu date.

Foreign exchange advisor: Hovember 19%0-May 1983 and May
1Y53-June 19835,

Researcl deparement advisoar:  February 1981-dune 1985,
External debt consultant: May=Octoler 1983,
Externdal debt adviscr: Hovenmber 1¥85 to date.

{b) Fiscal
Technical asgistanve mission wno tax administratien and
policy, budget administration, and expenditure policies:
Septembar 20-Ociober 18, 1933,
Technical assistunce mission on investment budgeting:
Ucrober 3-24, 1945.
Advisor tv the {linister of Economy and Finance: February

lybe—Jduly 1986,

A Resident representative:  flone
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MAURITANLA - Financial Relations with the World Bank Group

(As of march 31, 1Y&b)

1. Date of membership, IBRL/IDA: September 10, 1963
N Capital subscription, LERD: SLBR 14 million

IDA: USs577 thuusand
3. Status of disbursements: Amount (less cancetlations)

(In willions of U.5. dollars)

Twe loans and ten credits fully disbursed Li6.0 35.Y 126,0 35.6
Agriculture, livestack, and rural
development 3.2 12.6
Transportation 4.0 O.b
Education 5.7 2.8
Industry 0.0 13.3 7.9
Energy i.0 1.4
Parapublic lo.4 0.0
Technical assistance 4.6 1.4
Total FET Y 124.1 Ll 67.7
Repavments 75.0 2.5 75.0 2.5
Debt outstanding 71.0 117.9 51.0 hb.t
4. IFC: The 1FC financed an edible oil refinery in 1985 tor LSS 1.2 million.
5. Status of Bank Group dialogue and operations

To date, the Bank CGroup has had 24 projects in Mauritania for a total of
Ussz70.1 million., wf these, three are Bank loaus for wining operations
(USSob million for MIFERMA in 1960, USS60 million for SNIM in 1479 for the Guelbs
Iron Ore Project, and another USS20 million foar SNIM's rehabilitation in 14%83).
The other 21 are LDA credits totaling US$24.1 million. 1o 1985, IFC financed an
edible ¢il refinerv. At present, the Bank Group's share in Mauritania's external
capital assistance amounts to about 3.0 percent.

After a comprehensive review of the public enterprise sector financed under
the first Technical Assistance Project, assistance was also provided to
enLerprises in preparing a4 medium—tern rehabilitation measures to incredse the
vificiency of existing enterprises through selective rehabilitation,
privatization, and liquidation and outlines rehabilitation prugrams for several
of these enterprises, including pricing poelicies, personnel adjustments,
streamlining of management, and daprropriate maintenance of equipment. Lo suppurt
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of this program, a Public Enterprise Technical Assistance and Rehabilitation
Project was presented to the Board of Executive Directors in 1985.

In order to address Mauritania's severe balance of payments problems, tight
fiscal situatioun, and inability to service its public debt, the Bank Group, in
cluse collaboration with the IMF, helped the Government to prepare a
Kehabilitation Program (1985-88) which was presented to a Consultative Group
meeting in November 1985. A Structural Ad justment Credit is now being reguired
in support of reform measures outlined in the Recovery Program. The loan is at
an advanced stage of preparation. It will support in particular an action
program in the area of public administration, food policy, energy policy, banking
reform, fishing sector and private sector activity.

Assistance to the education sector is being provided under the Second
Education Project (FY 1982) which aims at expanding access to primary education,
improving vocational training in the modern industrial and commercial sectors,
and training lower secondary school teachers to replace a substantial number of
foreign technical assistants. Future 1DA assistance should continue to focus on
the need to reduce expensive technical assistance personnel. The Government
recent ly requested the Association to assist the Government Education Heform
Committee in the definition of overall leng—term uvbjectives, and the formulation
of policies.

Assistance to agriculture will continue hecause this sector is still
considered Mauritania's principal source of long-term growth, despite its weak
base and extreme vulnerability to drought, and the high cost of investments due
to ditficult physical conditions, limited transport infrastructure and the high
level of technical assistance needed. Through the 5Second Technical Assistance to
the Rural Sectur Project (FY 1983), rural institutions are being strengthened and
efficient incentives developed by addressing such fundamental issues as input and
product pricing, subsidies, and land tenure. Development of small scale
irrigation 1s beinpg assisted through a small-scale irrigation project (FY 19d5).

A sector study has been prepared to assist the Government in the elaboration
of a strategy in the fisheries sector, which could be an important source of
future growth. The objective is to enable Mauritania to capture a larger share
of the benefits currently reapied by foreign trawlers operating along the
coast. Unce this sector's strategy is in place, a fisheries project could be
considered.

In the energy sector, assistance from the World Bank Group consists of
supporting the Government's search for oil through the Petroleum Exploration
Pruject (FY 1¥82) and carrying out an energy assessment.

The Bank Group is also helping Mauritania to develop an overall stratepy for
the urban sector. Urbanization has accelerated dramatically in recent vears, but
appropriate neasures tou adjust to this development have not been taken.

To assist in Mauritania's efforts tu diversify empluyment and sources of
income, financing was provided througlh the Mauritanian Development Bank to
encaurage private enterprise and to promote artisanal carpet—weaving
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activities. A Second Industrial Development Project approved by the Board in FY
19¢S is contiouing to develop appropriate policies tor improving subsecror

performance and to assess the possibilities for further expansion of
manufacturing sectur.

the

The Bank is presently preparing a loan to provide assistance to public

sector management rativnalisation, and in particular for improvement

in persconnel

mAndgement, budgetary and pruogramming procedures, and interminiscerial

cuardination.

L. Resident Representative: The Bank has had a resident representative in

livukchott since Uctober 1985,
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MAURITANIA - Basic Data

Area, population, and GDP per capita

Area: 1.0 million square kilometers
Resident population: Total (1985): 1.75 million
Growth rate: 2.4 percent
GUP per capita (1965): SDR 380 million
1981 1952 1983 1984 1985 1986
Prov. Proj.

GDOP (at 14982 market prices)

Total (in millions of ouguiyas) 39,692 38,838 41,401 40,053 41,293 43,440
Agriculture and livestock
(in percent of total) 24.9 25.5 24.6 20.5 20.2 20.¢
Fishiong (in percent of total) 4.0 4.5 7.8 7.0 7.7 7.6
Mining (in percent of total) 11.0 9.2 9.3 14.5 13.7 14.4
Manufacturing (in percent of total) 3.3 3.2 3.1 3.4 3.5 3.4
Government {in percent of total) 11.2 12.2 12.8 12.1 11.3 10.7
Aunual real rate of growth (percent) 3.7 -z.2 6.b -3.3 3.1 5.2
Gross tixed investment as percent 41.9 47.1 17.9 23.9 2t.9 21.5
of CDP (at market prices)
Prices (percent change)
GLP deflator 7.0 9.9 4.0 11.2 12.0 7.3
Consumer price index
{lower—income group) 11.5 5.4 4.9 8.0 12.0 7.0
Central government finance {In milliovns of ougulyas)
Recurrent revenue 6,665 7,211 8,935 10,2496 12,301 15,945
Foreign grants 5,035 4,02l 3,728 v,270 6,480 5,873
Total expenditure 13,357 16,302 19,583 21,593 21,396 22,406
Recurrent (9.579) (1lu,881) (12,137) (12,751) (14,982) (1o6,179)
beveloppement (3,778)  (5,421) (7,446) (B,842) (6,415) (b,227)
Cverall defiecit {(-) {(commitment
basis) ~-1,657 —~4,4bh -6,920 -5,027 -2,615 -58Y
Changes in arrears (decrease (-)) 436 498 449 649 -4 ,809 --
Overall deficit (~) (cash basis) -1,221 -3,966 -0,471 -4, 378 -7,424 - 588
Foreign borrowing (net) 3,844 5,411 5,020 3,369 -683 -4,009
Domestic borrowing -2,623 -1,445 1,451 1,009 -007 -549
Of which: from banking system (703) (420) (1,458) (-125) {-530) {—=)
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MAURITANIA - Basic Data (continued)

Money and credit

Domestic credit
Government
Private sector
Money and quasi-money

Balance of payments

Exports, f.o.b.
Imports, f.o.b.
Trade balance

1981

——

15.8
(27.5)

(12.5)

33.2

229.7
-99 W0

Services and private transfers (net) -121.6

Sub-total

Public transfers

Current account

Capital account
Disbursements
Amortization
Uther capital lj

Overall balance 2/

Current account deficit as
percent of GDP

Gross official foreign reserves

{end of period)
In weeks of imports, c.i.f.

External public debt

Debt outstanding (end of period)
Debt service (in percent of exports
of goods and servces) 1/
Excluding the Fund
Including the Fund

-220.6
85.5
~135,1
111.6
(114.3)
(~58.,5)
(55.8)
-23,5

21.2

151.8

21.6

7157.9

APPENDIX V

1982 1983 1984 1985 1986
Prov. Proj.

(Percent change)
21.3 10.0 9.3 2.1 5.9

(13.1) (39.8) (-2.4) (-10.8) (--)

(23.9) (1.5) (13.9) {6.4) {7.6)

=2.0 9.1 9.0 24,1 9.0
{In millions of SDRs)

217.,4 2985.,0 286.6 371.9 372.3
-407.5 -360.6 -313.4 -302.4 =256.3
"'190-1 _6506 "'26.8 69-5 11600
-180.8 -222.8 -228.2 -236.2 =250.Y9
-371.0 -288.4 -255.0 -166.7 -134.9

17.9 74.0 97.5 94.5 8l.7
-293.0 -214.4 -157.5 -72.2 ~53.1

182.2 130.6 54.3 36.8 ~21.1
(172.4) (163.2) (108.7) (90.0) (78.1)
(-43.5) {(=54.6) (-09.4) (-65.1) (-109.2)

(53.4) (22.0) (15.0) (12.9) (16.0)
-110.8 -83.6 -103.2 ~35.4 ~74.3

43.1 29,2 22.4 11.8 7.7
130.1 i04.3 76.9 40.6 61.6
15.4 13.8 11.6 7.2 11.4
1,05¢.7 1,231.0 1,336.7 1,318.4 1,405,2
29,1 28.5 34.9 27.3 41.2
31.5 30.3 38.4 30.9 44,2

1/ Including private and short—term capital, valuation adjustments, and errors and

omissions
2/ Before debt relief.
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HMAURLITANTA - Basic bLata (concluded)

(b 1)

pIBU Dizsh

EIVATLALALL

IMF data
voel Cavi Ly tovl Cdk] A _
TON DaLeﬂof memberthp —— September 1lu, 1963
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FIAURLITANLA--Statistical Issuegys

l. UGutstanaing statistical issues

4. Prices

The dericiencies of the consumer price index were discusscd
durine a teclmica]l gesicstance imissicn in December 1985 The migssiap'as
during technica]l assistance wmission in December 198%. The missicn's
recommenddations in this regard ave being implemented.

be GouvernwenlL tinance

The 1985 GFS Yearbook includes central government data for the
1975-79 pericd and tor 1%83. Fullowing his participation in the French
IMF Imstituce GFS course earliev this vear, a Hinistry of Finance
wtricial received twoe weeks additional training In government finance
statistics In Lhe Bureau of bdtatistics. This should be helpful to the
Hauritanian anthorities in cowmpiling data fur the missing vears.

Ce  bMuneldry avcounls

A technical assistance mission made a detailed review of
mauritaunia’s monetary data in dovember [954. Shortcomings were tound in
the cumpilation of data sevies for both the Central Bank of Mauritania
(Cbirl) and the Deposit Muney bBanks (DMB). In the CBH data, the
transacbions withh the Fund were not coerrectly treated; the valuation
ad justments of Accounts denuvminated in foreign currencies were based un
constant rates; and, Cinally, a number of claims on government were
treated as unclassitied accounts. Regarding DMB data, there was a
considerable delay in their compilation, due wmainly to an inappropriate
Veport form system. In additicn, the banks did not have standard
procedures for valuing thelr foreipn currency accounts nor a clear
understanding ot the difterence between resideat and nonresident
accuunts.  Fioslly, the DMB series included under unclassitied assets a
nutitbe t of claims on the Central Government and public enterprises.

These prublems were raised during the technical assistance mission and
specific recommendations were made to solve them. The present mission
discussed these recommendations in detail with the authorities and there
Wwas a4 cunsensus that the recomnendations should be iamplemented.

£v  Cuvering, currentness, and reporting of data in 1FS

The table on the next page shows the currentness and caverage of
data published in Lhe country page tor Mauritania in the July 1936 issue
ot IFs. The data are based on repurts sent Lo the Fund's Bureau of
statistics by the Ceutral Bank of Mauritania, which during the past vear
have been prouvided on a rairly regular basis; however, the currentness
wl the data needs to be improved in certain areas.



Real sector

Government finance

Interest rates

Monetary accounts

External sector
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Status of IFS Data

National accounts
Prices
Production
Employment
Earnings

Deficit/Surplus
Financing
Debt

Division rate
Bank depositflending rates
Bond yields

Monetary authorities
Deposit money banks
Other financial institutions

Merchandise trade: Values

Prices
Balance of payments
International reserves
Exchange rates
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Latest Data in
July 1986 TFS

1980
Q4 1984
N.a.
M«
N.a.

1979
1979

Ned.

Ql 1985
Q2 1985
Nede.

January 1986
January 1986
N.a.

February 1986
n.a.

1984

May 1986

May 1986




