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A mission visited Ouagadougou during November 10-24, 2003 to conduct discussions for
the first review under the Poverty Reduction and Growth Facility (PRGF) arrangement
and, together with a World Bank team, assess the third progress report of the authorities
on the implementation of their poverty reduction strategy paper (PRSP).

The mission met with the Minister of Finance and Budget, the National Director of the
Central Bank of West African States (BCEAQ) and other government officials, and the
management and senior staff of the cotton development company (SOFITEX), as well as
representatives of the private sector and the donor community.

The staff team comprised Mr. Thiam (head), Ms. Adenauer, Mr. Williams (all AFR),

Mr. Ross (FIN), Mr. Franco (the Fund’s Resident Representative), and Mr. Matson (Staff
Assistant—LEG). Mr. Menye, Advisor to the Executive Director for Burkina Faso,
participated in the policy discussions. The mission worked closely with two World Bank
teams visiting Ouagadougou at the same time, to prepare a fourth poverty reduction
support credit and participate in the discussions of the third annual PRSP progress report,
and to prepare an energy sector project, respectively.

Upon completion of the first review under the PRGF arrangement, SDR 3.4 million will
become available for disbursement to Burkina Faso (Table 1). With this disbursement,
Burkina Faso’s outstanding use of Fund resources would amount to SDR 80.5 million
(equivalent to 133.7 percent of quota) at end-June 2004, down from SDR 83.9 million
(139.4 percent of quota) at end-December 2003 (Table 2).

The Burkinabé authorities have agreed to publish the staff report and the letter of intent,
following their consideration by the Executive Board.
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EXECUTIVE SUMMARY

. Against the backdrop of better-than-anticipated economic developments,
performance under the PRGF-supported program during 2003 was satisfactory. All
performance criteria and indicative targets through end-December 2003 were observed, with the
exception of the structural performance criterion for end-October on the effective
computerization of the large and medium-sized taxpayers’ units in Ouagadougou and in Bobo-
Dioulasso, and the targets for end-June and end-December on spending already committed but
for which payment orders have not been issued, as well as the target for end-December on the
wage bill.

) Real GDP growth is now estimated at 6.5 percent for 2003, compared with the

2.6 percent originally estimated. This upward revision stems mainly from substantially higher
than projected agricultural production. Inflation on a 12-month basis declined to below

2 percent at end-December 2003, from 3.9 percent at end-December 2002, reflecting mainly
the excess food supply resulting from higher agricultural production and the appreciation of the

CFA franc, which is pegged to the euro.

. Fiscal performance was satisfactory during 2003, with government revenue exceeding
the end-September and end-December targets by large margins. Total expenditure (on a
commitment basis) was below program projections, and, as a result, the basic budget deficit was
contained below the program ceiling in 2003. In the area of governance, the High Authority to
Fight Corruption was made operational in June 2003, and the annual audited budget acts for both
2001 and 2002 were submitted to the Auditor General Office.

. For 2004, the program now aims at stabilizing the end-period inflation rate at about

2 percent by end-December and at reducing the external current account deficit (excluding
official transfers) to about 12 percent of GDP. Real GDP growth, which was initially projected at
4.0 percent in 2004, is now expected to be 5.2 percent, spurred by continued increase in cotton
output. Fiscal policy aims at raising the revenue to GDP ratio, while social spending is
programmed to increase. Privatization and public enterprise reform programs, price and trade
liberalization, and governance are the principal elements of the government’s medium-term
structural reform agenda.

. Main points in the staff appraisal. First, notwithstanding the good progress made in
2003, Burkina Faso continues to depend heavily on external assistance and on cotton exports,
and to be highly vulnerable to terms of trade fluctuations and the volatility of aid flows. In
addition, the ratio of the NPV of external debt to exports remains above 150 percent, even
following the completion point under the HIPC Initiative. Second, the authorities’ continued
resolve to strengthen transparency in public finance management, promote good
governance, and combat corruption is welcome. The authorities are encouraged to strictly
adhere to the timetable agreed for the submission of the audited budget acts for 2002 and 2003 to
the Auditor General Office and to the National Assembly. Third, the full PRSP should be
updated soon for 2004-06, following a participatory process involving civil society, the private
sector, and donors, to take account of the revised macroeconomic framework.



1. INTRODUCTION

1. In the attached supplementary letter of intent (LOI, Appendix I), the Burkinabé
authorities review performance under the Poverty Reduction and Growth Facility
(PRGF)-supported program and describe their policy program for 2004. The authorities
request a waiver for the nonobservance of the structural performance criterion at end-
October 2003 on the effective implementation of the computerization of the large and
medium-sized taxpayers’ units. A progress report on the third year of implementation of the
poverty reduction strategy paper (PRSP) has been prepared by Burkina Faso and issued
separately (IMF Country Report No. 04/78), together with a joint staff assessment (IMF
Country Report No. 04/79).

2. On June 11, 2003, the Executive Board concluded the 2003 Article IV
consultation with Burkina Faso and approved a three-year PRGF arrangement, in an
amount equivalent to SDR 24.08 million (40 percent of quota) Executive Directors
commended the authorities for their sound economic policies and progress in structural
reforms under three medium-term PRGF-supported programs during 1993-2002. Looking
ahead, they stressed the need to achieve a competitive, efficient, and resilient economy,
capable of delivering sustained economic growth and faster improvement in social indicators.

3. Based on a participatory process involving civil society and the donor community, the
PRSP has become the central framework for government policies in Burkina Faso, and for
donor support. In April 2002, Burkina Faso reached the completion point under the enhanced
Initiative for Heavily Indebted Poor Countries (HIPC Initiative) and was granted exceptional
debt relief (topping up) to achieve debt sustainability and mitigate the adverse effect of terms
of trade shocks on the country’s debt ratios. In this context, Paris Club creditors agreed on a
stock-of-debt treatment on Cologne terms in June 2002, and committed themselves to
topping-up relief and additional b11atera1 debt forgiveness, with an equal distribution of this
additional relief among creditors.” Summaries of Burkina Faso’s relations with the Fund and
the World Bank Group are presented in Appendices II and III, respectively.

! IMF Country Report No. 03/197.

? The Fund’s share of the HIPC Initiative topping-up assistance remains undisbursed, as
financing assurances in place fall short of the required 80 percent of the total assistance
anticipated. So far, financing assurances have been provided by the IMF, the World Bank,
the African Development Bank (AfDB), the European Investment Bank, the West African
Development Bank, the OPEC Fund, and Paris Club creditors, accounting for 78 percent of
the total assistance anticipated. The authorities are seeking the participation of Burkina
Faso’s other multilateral creditors and non-Paris Club bilateral creditors in the HIPC
Initiative.



II. RECENT DEVELOPMENTS AND PROGRAM PERFORMANCE

4, Against the backdrop of better-than-anticipated economic developments,
performance under the PRGF-supported program during 2003 was satisfactory.
Auvailable information indicates that all performance criteria and benchmarks through end-
December 2003 were observed, with the exception of the structural performance criterion for
end-October on the effective computerization of the large and medium-sized taxpayers’ units
in Ouagadougou and Bobo-Dioulasso,’ the targets for end-June and end-December on
spending already committed but for which payment orders have not been issued (DENMs),*
and the target at end-December on the wage bill, which was missed by a very small margin
(Tables 3-4).

5. Real GDP growth is now estimated at 6.5 percent for 2003, compared with the
2.6 percent envisaged under the program (IMF Country Report No. 03/197), up from a
revised real GDP growth rate of 4.4 percent in 2002 (Table 5).> This upward revision
stems from an estimate of agricultural production that is substantially higher than initially
projected under the program; food crop production has been raised by about 15 percent
and cotton production by almost 23 percent, reflecting mainly the impact of the
unanticipated abundant rainfall and the 6 percent increase in the producer price of cotton to
CFAF 185 per kilogram. Moreover, the adverse impact on the secondary and tertiary
sectors of the crisis that broke out in Cdte d’Ivoire in September 2002 was considerably
smaller than projected under the program: the economy proved to be much more resilient
than had been assumed, including as regards diversifying transportation routes and sources of
supply for key imports, particularly raw materials and spare parts for the manufacturing
sector.

6. Reflecting the excess food supply resulting from higher agricultural production, as
well as the implementation of prudent financial policies, inflation is estimated to have

? The computerization of the large and medium-sized taxpayers’ unit was achieved in
Ouagadougou in October 2003, in line with the program, but that of Bobo-Dioulasse has
been delayed because of the resignation of a computer specialist. The departure of the
computer specialist was beyond the authorities” control, and the completion of the
computerization of the large and medium-sized taxpayers’ unit in Bobo-Dioulasso, now
expected by mid-March 2004, is a prior action for the conclusion of the first PRGF review.

* The indicative target on DENMs was met at end-September 2003.

5 During the discussions, the authorities provided the mission with definitive national
accounts for the period 1994-98, and with “semidefinitive” accounts for 1999. The net effect
of the changes was to increase nominal GDP on average by about 2 percent for the period
2000-02. The trends in terms of real GDP growth rates have changed by up to 0.2 percentage
pomt,



declined to below 2 percent at end-December 2003, on a 12-month basis, compared with
a program objective of 5 percent and the 3.9 percent registered at end-December 2002.°
In addition, the appreciation of the CFA franc (pegged to the euro—see para. 24 below)
reduced the costs of imports, including petroleum products, helping to contain transportation
costs.

7. Fiscal performance was satisfactory during 2003, with government revenue
exceeding the end-September and end-December targets by large margins in spite of the
failure of the West African Economic and Monetary Union (WAEMU) to transfer some
CFAF 7 billion in compensation for the application of preferential customs tariffs.” The three
factors at the origin of the strong revenue performance in 2003 are described in the letter of
intent (LOI, para. 6). Total expenditure (on a commitment basis) was below program
projections (see LOI, para. 7). As a result, the basic budget deficit was contained below the
program’s quarterly ceilings in 2003.

8. The deficit was financed by disbursements of nonproject assistance from the Fund,
the World Bank, the African Development Bank, and the European Union (EU), by the
issuance of government bills and bonds on the WAEMU’s regional financial market in line
with the program, and by net bank credit to the government. The increase in net domestic
financing of the government (including net bank credit to the government and the stock
of government bills and bonds held outside banks, the amount of which was a
performance criterion at end-September) was held at CFAF 29 billion in September
and CFAF 13 billion in December (Table 6), well below the program targets adjusted
for the shortfall in program assistance (Table 3).% There was no accumulation of domestic
or external payments arrears during the period. However, given the large shortfall in program

® The National Institute of Statistics and Demography (INSD) computed the consumer price
index through end-October 2003, showing that inflation had abated to 1.8 percent at that
date, on a 12-month basis. No consumer price observations were made in November and
December 2003 for lack of budgetary funding, but the authorities have estimated that
inflationary pressures continued to subside during these two months. The Ministry of Finance
reallocated budgetary resources to the INSD in January 2004, and the observation of
consumer prices has resumed.

" The WAEMU could not pay the compensation because of financial difficulties resulting
from, inter alia, the crisis in Céte d’Ivoire.

8 All data for end-September 2003 (test date for the performance criterion on net domestic
financing) are definitive. For end-December (test date for the indicative target on net
domestic financing), data on government revenue are definitive, but those on government
spending and on net bank credit to the government may be revised when the final fiscal
operations table and monetary survey become available.



grants and concessional loans (CFAF 24.6 billion, or 1 percent of GDP),’ the stock of
DENMs continued to increase in 2003, compared with a CFAF 15 billion targeted reduction
(a quantitative benchmark). Nevertheless, deposits at the freasury were reduced substantially
and all nonfinancial private accounts at the treasury were closed at end-September 2003 (a
structural performance criterion).

9. Monetary growth continued to be moderate in 2003, and helped to contain
inflation (Table 10). Money supply increased by about 9 percent, in line with nominal GDP
growth, With the shortfall in external program assistance, net banking system credit to the
government was higher than anticipated under the program, while the increase in the credit to
the economy (of about 11 percent) was lower than envisaged (14.5 percent). The decline in
net foreign assets of the banking system was somewhat larger than anticipated.'” The Central
Bank of West African States (BCEAQ) reduced its discount rate and repurchase rates by

50 basis points in October 2003, reflecting the developments in euro zone interest rates.

10.  In the external sector, the current account deficit, including official transfers, is
estimated to have continued to narrow to about 8 percent of GDP in 2003 (compared with a
program objective of slightly more than 9 percent of GDP) from about 10 percent of GDP in
2002 (Table 11 and Figure 3). This improvement in the current account deficit resulted
from higher cotton exports, following the very good harvest in the 2002-03 crop year,
and lower-than-programmed imports. .

11.  On the structural front, progress was made in several areas in 2003. However,
delays were encountered in the adoption of the envisaged energy sector strategy, which
is now scheduled for end-March 2004. All nonfinancial private enterprise deposit accounts
with the treasury were closed (a structural performance criterion; see para. 8), and the
government adopted the WAEMU budgetary nomenclature, including specific codes for
identifying social expenditure and expenditure financed under the HIPC Initiative

(a structural benchmark). Regarding trade and price liberalization, the government has
continued to implement transparently the automatic adjustment mechanisms for petroleum
product retail prices (a continuous structural benchmark) and for water rates. In addition, the

® The floating tranche of the EU’s program grant for 2003 (of CFAF 7.7 billion) will be
disbursed only in 2004, because of delays by the authorities in submitting data on social
indicators. The disbursement of the second tranche of the structural adjustment credit from
the African Development Bank (of CFAF 9.1 billion) also slipped to 2004. Moreover, several
donors did not disburse their program assistance that was meant to mitigate the adverse
impact of the Ivoirien crisis on Burkina Faso in 2003, as the economy adapted better than
anticipated.

10 Biirkina Faso’s contribution to the international reserves position of the BCEAO rose
during 2003, but this increase was more than offset by the decline in commercial banks’ net
foreign assets.



authorities launched the bid for the opening of two cotton-growing regions to private
operators in May 2003, as well as that for the privatization of the telecommunications
company (ONATEL).

12.  In the area of governance, the High Authority to Fight Corruption was made
operational in June 2003, and progress in implementing the action plan to ensure
transparency and accountability in fiscal management was in line with the program (1.OI,
para. 10). In addition, the draft audited budget act for 2002 was submitted to the Auditor
General Office. To enhance the efficiency of expenditure, the government has conducted ten
public expenditure reviews; the most recent focused on rural development and transport
infrastructure.

111. PoLICY DISCUSSIONS AND PROGRAM FOR 2004

13.  Discussions focused primarily on (i) the revised macroeconomic framework,
including the outcome and prospects for agricultural output in the 2003/04 and 2004/05 crop
years, and the response of the Burkinabe economy 1o the crisis in neighboring Céte d’Ivoire
(see also para. 5 above); (ii) fiscal performance and policy; and (iii) structural reforms.

Box i summarizes structural conditionality under the PRGF arrangement and World Bank
poverty reduction support credits (PRSCs).

A. Macroeconomic Framework and Growth Prospects

14.  The macroeconomic framework has been revised to reflect the improved prospects
for agricultural production and the resilience shown by the Burkinabé economy in
confronting the crisis in Cdte d’Tvoire. In addition, reflecting the higher-than-foreseen export
crop and food crop output in 2003, inflation and the external current account deficit in 2003
were better than targeted under the program. For 2004, the program now aims at stabilizing
the end-period inflation rate at about 2 percent by end-December and at containing the
external current account deficit (excluding official transfers) to about 12 percent of GDP (or
about 9 percent of GDP, including official transfers). Real GDP growth, which was initially
forecast at 4 percent in 2004, is now projected at 5.2 percent. While a stagnation of cereal
output is anticipated, following the bumper crop in 2003, real GDP growth in 2004 1s
expected to be spurred by a continued increase in cotton output and by a robust expansion in
the secondary and tertiary sectors, following the sharp rise in disposable incomes in the rural
sector in 2003.

15.  For 2005-06, the macroeconomic objectives of the revised program are to (i) contain
inflation at 2.2 percent, on an end-of-year basis; and (ii) limit the external current account
deficit (including official transfers) to about 10 percent of GDP. Real GDP growth is
projected to increase to 5.7 percent by 2006, compared with 5.2 percent in the original
program. Growth is expected to stem from further development of the cotton sector,
measures to diversify the economy and increase competitiveness, and higher efficiency in
agriculture.
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Box 1. Burkina Faso: The PRGF Arrangement and World Bank Structural Conditionality

The structural reform agenda for the new program was developed in close collaboration with the
World Bank, aiming for a clear division of labor between the two institutions. The Fund-
supported program will concentrate on structural measures and governance issues that are key to
macroeconomic stability in Burkina Faso, including raising tax revenue and improving budget
formulation, execution, and reporting. The World Bank complements this agenda with support in
the areas of public finance management, good governance, decentralization, and reform of the
health, education and cotton sectors, coupled with specific projects relating to basic education,
infrastructure investments in transport, water, and urban areas, rural development, and private
sector development (Appendix III).

| Structural performance criteria and benchmarks through the first months of the new Fund-
supported program in 2003 comprised measures to broaden the budgetary nomenclature to
include codes for social expenditure and expenditure financed by the HIPC Initiative, the
processing of the draft annual audited budget acts for both 2001 and 2002, and the
computerization of tax management of large and medium-sized contributors. Moreover, the
government adopted an action plan to strengthen tax and revenue collection based on the
recommendations made by a Fund technical assistance mission in early 2003; implementation of
this plan will be crucial to help raise tax levels over the medium term.

For 2004, the government committed itself to making a swift submission of the 2002 and 2003
draft annual audited budget acts to parliament. Other key elements of structural conditionality
under the Fund-supported program include the introduction of a taxpayer registration system and
the establishment of a single large taxpayers’ unit in the main tax administration office.

B. Fiscal Policy

16.  The fiscal program for 2004 has been revised to take account of the new real GDP
growth prospects discussed above, a lower-than-projected fiscal deficit-to-GDP ratio in 2003,
and updated projections of donor assistance. The revised fiscal program aims at reducing
further the basic budget deficit to 2.9 percent of GDP in 2004 from an estimated 3.7 percent
of GDP in 2003 by raising revenue levels through a strong revenue mobilization effort and
by containing nonpriority expenditures (Figure 4).'! To achieve these objectives, government
tax revenue is to increase to the equivalent of 12.2 percent of GDP in 2004 from an estimated
11.1 percent of GDP in 2003. This target is ambitious, given continued low revenue levels
throughout the past years, and not without risk. Revenue performance in 2004 will critically
depend on the swift implementation of measures to strengthen tax and customs revenue
collection. Total budgetary outlays, excluding foreign-financed investment, but including the
enhanced HIPC Initiative-related spending plan, are to be contained to 16.1 percent of GDP
in 2004, the same ratio as in 2003. The government budget for 2004, which was submitted to

1 The overall fiscal deficit, including grants, will reach 4.9 percent of GDP in 2004, driven
by a strong increase in externally-financed investment.
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the National Assembly in September (a structural performance criterion under the original
program) and approved in December, is in line with these objectives.

17.  On the revenue side, performance in 2004 will benefit from the successful
implementation of an action plan to strengthen tax and customs revenue collection that
was adopted by the authorities in December 2003 (a prior action for the conclusion of
the first semiannual review of the PRGF-supported program), based on the
recommendations of a Fund technical assistance mission in March 2003. The measures of the
action plan are described in the letter of intent (LOI, para. 15). The authorities will also make
effective the computerization of the large and medium-sized taxpayers’ unit in Bobo-
Dioulasso by mid-March 2004 to make up for the nonobservance of a related structural
performance criterion at end-October 2003 (see para. 4 above and LOI, para.11).

18. On the expenditure side, the stabilization of total government outlays and net
lending, excluding foreign-financed investment,'” at 16.1 percent of GDP in the budget for
2004 (as in 2003, and up from 15.4 percent of GDP in 2002) refiects further efforts to fully
absorb resources freed under the HIPC Initiative in the social sectors. Current expenditures
are projected to increase to 11.5 percent of GDP during 2004 from 11.1 percent in 2003,
owing to the greater priority given to the social sectors, agriculture, and infrastructure;
meanwhile, the government is committed to bringing down its outlays for the consumption of
telephone services, electricity, and water. The wage bill will be contained at 4.5 percent of
GDP in 2004 (LO], para.16). '

19.  The increase in current transfers in 2004 to 3.5 percent of GDP from 2.9 percent in
2003 reflects outlays for the education and health sectors, as well as spending on agriculture
and infrastructure maintenance. It also includes the continued provision of support to
SONABEL for the price of petroleum products, as well as a subsidy of CFAF 3 billion to
cotton farmers (0.1 percent of GDP) to help offset the impact of higher transportation costs
on the prices of inputs following the disruptions caused by the Ivoirien crisis, Domestically-
financed investment, including HIPC Initiative-related spending, would increase to

4.8 percent of GDP in 2004 from about 4 percent during 2002-03. Overall, social expenditure
will reach 24.6 percent of total expenditure in 2004, compared with 24.4 percent in 2003
(Table 9). _

20.  The revised 2004 fiscal program calls for reducing the stock of DENMs by CFAF 15
billion, as the programmed reduction of the stock could not be achieved as foreseen in 2003
(see Table 6 and para. 8 above). Deposits at the treasury should also decline further by .
CFAF 11 billion in 2004, resulting in a cash deficit of 6 percent of GDP. This deficit will be
financed through external concessional assistance from Burkina Faso’s main donors and the
issuance of government bonds on the WAEMU’s regional financial market. An additional

12 Foréign—financed capital expenditure is projected to increase from 5.5 percent of GDP in
2003 10 6.7 percent in 2004.
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source of financing in 2004 will come from the proceeds of the partial privatization of
ONATEL.

C. Monetary Policy and Financial Sector

21.  Monetary policy, conducted by the BCEAQ, will continue to focus on
maintaining an inflation rate and an international reserves position consistent with the
peg of the CFA franc to the euro. In 2004, money supply growth is targeted to match the
nominal GDP growth of about 8 percent (Table 10), a level that is compatible with a real
growth in credit to the economy and stabilization in the net foreign assets position of the
banking system. Planned issues of treasury bills will continue to help develop the regional
money market, and the monetary program provides for most of the increase in banking
system credit to the government to be realized through purchases of treasury bills by
commercial banks, with some decline in government deposits at the BCEAO."

22.  The financial position of Burkina Faso’s banking system remained satisfactory
in 2003. Prudential ratios were generally adhered to, except for the portfolio structure ratio
which reflected the lack of economic diversification. In line with the PRSP, the authorities
reiterated their commitment to continue to develop and implement measures to
strengthen the financial sector in order to mobilize domestic savings and promote
financial sector intermediation for the private sector (LOI, para. 21).

23.  The authorities remain committed to promoting the microfinance sector to
increase the population’s access to financial services. Microfinance has continued to
develop, and the number of microfinance institutions has more than doubled, while their size
has increased considerably since the mid-1990s. At end-2001, more than 10 percent of the
population were clients of these institutions. In October 2003, the authorities organized a
national conference on microfinance to discuss a draft national strategy for the sector. This
draft strategy has been developed along three principal lines: (i) enhancing the capacity of
microfinance institutions and their integration into the financial sector; (ii) improving the
communication and dissemination of information to customers, the public, and supervisory
authorities; and (iii) developing an organizational structure to represent microfinance
institutions. The government plans to complete its strategy to develop the financial sector by
end-March 2004 (LOI, para. 21).

13 This takes into account the September 2002 decision of the Council of Ministers of the
WAEMU to phase out the BCEAQ’s statutory advances to governments. No new central
bank advance has been made since end-2002, and Burkina Faso agreed to repay the stock of
statutory advances to the BCEAO in 40 equal quarterly installments, starting in 2003.
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D. External Sector Policies, Debt Sustainability, and Capacity
to Repay the Fund

24,  While Burkina Faso has largely maintained the external competitiveness gains
from the 1994 devaluation of the CFA franc, the 7 percent appreciation of the currency
in real effective terms during 2002-03 (Figure 1), reflecting the nominal appreciation of
the euro vis-a-vis the U.S. dollar, has raised concerns about competitiveness in the '
secondary and tertiary sectors, In addition, overall factor costs, including for water,
energy, telecommunications, and transportation, are high. Finally, infrastructure bottlenecks,
impediments to foreign direct investment, inadequate access to credit and financial services,
limited external market access, heavy reliance on external assistance and cotton exports, and
_ vulnerability to terms of trade fluctuations remain a concern. The program’s structural
reforms, combined with the continued implementation of prudent financial policies, are
targeted at addressing these weaknesses, improving the investment climate and stimulating
private sector development, diversifying the export base, and increasing productivity. '

25.  Trade reform and regional integration will continue to be pursued through Burkina
Faso’s participation in WAEMU initiatives. Regarding trade policy, Burkina Faso has
implemented most of the regional norms of the Union. The common external tariff (CET)
was adopted in 2000, and has been implemented since. Burkina Faso does not maintain
nontariff import restrictions, except for a quantity-based restriction on the import of sugar—
which has, however, not been enforced since mid-2002. With this limited restriction, the
index of trade policy restrictiveness compiled by Fund staff is estimated at 5 on a scale of

1 to 10."* Burkina Faso also benefits from the provisions of the Cotonou Convention,”

26.  To ensure debt sustainability following Burkina Faso’s reaching the completion point
under the HIPC Initiative, the authorities are focusing on improving debt management and
maintaining prudent borrowing policies. The authorities indicated that they had contacted all
non-Paris Club bilateral creditors and some multilateral creditors to seek their participation in
the enhanced HIPC Initiative for Burkina Faso. Some non-Patis Club bilateral creditors have
not responded while others, such as the Kuwait Fund, the Saudi Fund for Development, and
the Islamic Development Bank have agreed 1o provide debt relief for Burkina Faso in
amounts lower than envisaged under the HIPC Initiative, including the topping up. The

14 The index of trade restrictiveness combines the main elements of customs tariff protection,
namely, the unweighted average level of statutory tariffs, and nontariff barriers in relation to
trade and production. Countries are rated on a scale from 1 to 10, with 1 indicating complete
openness and 10 indicating complete restrictiveness. The highest customs duty rate is

20 percent, while the average customs duty is 12 percent.

15 The convention regulates relations between the European Union and the African,
Caribbean and Pacific (ACP) countries in the areas of trade cooperation and development
aid. Burkina Faso ratified the convention on May 6, 2002.
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International Fund for Agricultural Development (IFAD) has indicated its willingness to
provide assistance and has initiated debt data reconciliation. The authorities requested the -
Fund and the Bank to call again on all creditors to provide the assistance envisaged under the
enhanced HIPC Initiative.

27. Including new external debt, the net present value (NPV) of debt-to-exports ratio,
which was brought to 150 percent at the completion point reference date of end-2001, is
projected to rise and peak to 178 percent in 2004 before declining gradually to below

150 percent by 2012 (Figure 5 and Table 15). Burkina Faso’s debt profile has improved,
compared with the HIPC completion point document, as indicated in Box 2, reflecting a shift
in new financing from loans to grants and an improved medium-term outlook for exports.
The authorities shared the staff’s concerns about debt sustainability, notwithstanding the
improvement in the debt profile. However, they did not agree with the staff’s proposal to
increase the required grant element of concessional external debt to 50 percent, arguing that
the grant element does not exceed 35 percent for the PRGF arrangement and for loans
provided by several of the country’s important donors, including the West African
Development Bank (BOAD), the Arab Bank for Economic Development in Africa
(BADEA), the OPEC Fund, and some bilateral donors; and that an increase in minimum
concessionality could undermine important parts of their development program. It was
agreed to assess debt sustainability again on the occasion of the second review of the PRGF-
supported program.

28.  Nevertheless, given the country’s rising debt sustainability indicators, the authorities
committed themselves to relying on grants and concessional external assistance, with a grant
element of at least 35 percent (LOI, para. 28). New disbursements on loans with a grant
element of between 35 percent and 50 percent are projected at CFAF 20.2 billion in 2004 (or
US$39 million). The financing requirements for 2004, after private capital inflows, are
expected to be fully covered by concessional assistance from multilateral and bilateral
creditors and donors, including the World Bank, the United Nations Development Program,
to secure the financing of the investment program and other financing needs for 2005-06.
The completion of the third review of the program will be contingent on sources of adequate
financing for 2005.

29. Burkina Faso has always met its debt-service obligations to the Fund on schedule,
and, given the projected improvements in its fiscal and balance of payments positions and the
strength of the BCEAQ’s international reserves position, the country is expected to meet its
future financial obligations to the Fund promptly. 1o

16 Financial obligations to the Fund are expected to peak in 2004, when repayments, interest,
and charges will total SDR 14 million, equivalent to 26.8 percent of total debt-service
obligations, 4.4 percent of projected exports of goods and services, and 3.4 percent of
government tax revenue (Table 16).
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Box 2. Burkina Faso: Debt Sustainability

In April 2002, Burkina Faso met the conditions to reach the completion point under the enhanced
HIPC Initiative and the Fund and Bank Boards agreed to provide the country exceptional debt
relief (topping up). Total nominal debt relief provided under the enhanced HIPC Initiative
equaled about US$930 million or US$514 million in net present value (NPV) terms at end-2001.
This amount included US$176 million (in NPV terms) under the original HIPC Initiative
framework and US$129 million of topping up or exceptional debt relief. Financing assurances
have been received from most creditors, accounting for 78 percent of the total assistance
anticipated, while the authorities are seeking the participation of other creditors. This treatment
together with additional bilateral assistance beyond HIPC Initiative relief (US$22 million in NPV
terms) reduced Burkina Faso's NPV of debt-to-exports ratio to 150 percent at end-2001.
However, taking into account new debt disbursements (projected at the completion point), the
NPV of debt-to-exports ratio was anticipated to remain above 150 percent until 2015.

Since the completion point, several factors have affected the NPV of Burkina Faso’s debt.
First, discount rates used to calculate the NPV of debt have declined substantially, contributing
1o increasing the NPV of debt by about 22 percent at end-2003 and through 2012. Second, the
CFA franc (pegged to the euro) has appreciated strongly vis-a-vis the U.S. doliar during 2002-03,
reducing the NPV of debt by about 10 percent at end-2003 and through 2012. Third, actual and
projected new disbursements in 2002-06 are lower than anticipated at the completion point,
reflecting principally a shift to more grant financing by some donors, including the World Bank,
as well as delays in loan disbursements in 2002-03. After 2006, loan disbursements are similar to
the completion point projections. While lower disbursements in 2002-06 reduce somewhat the
nominal stock of debt, this is more than offset by lower discount rates which increase the NPV of
new disbursements. As a result, the NPV of debt in 2012 is some 10 percent higher than the
completion point projection. Fourth, the medium-term outlook for exports has improved,
principally for cotton. The national cotton development company (SOFITEX) has provided
transparency in the producer price and improved services and input procurement to cotton
farmers. In addition, the area under cultivation can double and yields are improving with greater
mechanization, providing considerable scope for increasing the volume of cotton exports over the
medium term. There has already been an increase in the cultivated area and output and exports
have increased substantially during 2002-03. Exports are now projected to be some 30 percent
higher in 2012 than projected at the completion point.

The combined impact of these factors improves the outlook for debt sustainability, as
reflected in expected lower levels of the NPV of debt-to-exports ratio over the medium term. At
end-2003, this ratio is estimated at some 20 percentage points lower than projected in the
completion point document. It is projected to be some 40 percentage points lower by end- 2006,
and to decrease to less than 150 percent by 2012, earlier than anticipated in the completion point
document (Table 15 and Figure 5).
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E. Structural Reforms and Governance

30.  Privatization and public enterprise reform programs, as well as price and trade
liberalization, are the principal elements of the government’s medium-term structural reform
agenda. The government launched the bid for the privatization of the national
telecommunications company (ONATEL) in December 2003 and is committed to starting
negotiations with the selected buyer by end-March 2004 (LOI, para. 22). Initially, 34 percent
of the shares will be offered for sale to the buyer in 2004, with 17 percent slated for sale in
two tranches in the future. The government is also committed to finalizing the development
strategy for the energy sector (including a legal and regulatory framework for the sector) by
end-March 2004, with support from the World Bank. Moreover, audits of the 2002 and 2003
accounts will be carried out by end-December 2004 for both the electricity utility company
(SONABEL) and the national petroleum distribution company (SONABHY). Finally, the
government is initiating the privatization or liquidation of the remaining government-owned
hotels, public and social entities, insurance companies, and banks, while divestiture is

- planned for the water distribution utility (ONEA) in the medium term.

31.  Regarding the cotton development company (SOFITEX), although the bid
Jaunched in May 2003 for the opening of two cotton-producing zones to private operators
generated significant interest from several international enterprises, administrative
bottlenecks have delayed the government’s decision on the choice of enterprises.
Nevertheless, the program calls for the bidding procedures to be completed in time to allow
two new private sector firms to begin operations by end-May 2004, In the area of price and
trade liberalization, the government will continue to implement its automatic adjustment
mechanisms for petroleum product retail prices (a continuous indicative target) and for water
rates in a fully transparent manner. In addition, the government will review the cost structure
of the electrlclty utility (SONABEL), in consultation with the World Bank, with a view to
preparing cost-cutting measures.

"~ 32.  In the area of governance, the program for 2004 calls for the submission to the
National Assembly of the audited budget acts for 2002 and 2003 by end-March and
end-December 2004, respectively, and for the submission to the Auditor General Office of
general balance sheets of the treasury for 2001 and 2002 by end-April and end-October 2004,
respectively (LOI, para. 19). The government also plans to strengthen the effectiveness of
public spending through the conduct of sectoral public expenditure reviews, to adhere to its
medium-term expenditure framework (MTEF) (LOI, para. 17), to prepare and adopt a
national policy to fight corruption by end-June 2004, and to finalize the first progress report
of the High Authority to Fight Corruption by end-September 2004 (LOI, para. 23).

E. Poverty Reduction

33, The third PRSP progress report, which provides a review of the implementation
of the authorities’ poverty reduction strategy during the three-year period 2000-02, was
finalized by the authorities in December 2003, following comments made by civil society
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and donors during a meeting organized in July 2003 in the context of the PRSP
participatory process (LOI, para. 24). In the joint staff assessment of the PRSP progress
report, the staffs conclude that macroeconomic policies were generally adequate in 2000-02,
but that more efforts are needed to enhance competitiveness, increase rural incomes, and
diversify the Burkinabé economy. Continued low tax revenue collection also presented an
obstacle to a smooth implementation of the country’s poverty reduction strategy, affecting

" health and education.

34. In the education sector, school enrollment increased during 2000-02, while primary
school repetition rates declined considerably; however, overall progress was slower than
originally projected. Further improvements in the quantity, and especially quality, of
education are necessary. In the area of health, progress was made with regard to vaccination
rates, while usage of health centers and health center staffing increased somewhat. The staffs
believe that the capacity of the Ministry of Health needs to be strengthened to improve health
outcomes, as originally targeted. In order to clearly undersiand the links between budgetary
expenditure and the results achieved, the authorities should also strengthen the analysis of
budget implementation. Since the beginning of the PRSP process, participation has
broadened and become more effective. Both civil society and private sector groups were
more actively involved throughout the last year. Overall, the government has made further
progress in the implementation of its poverty reduction strategy, and is committed to
addressing remaining weaknesses.

G. Program Monitoring

35.  The authorities agreed to implement two measures or actions in order to complete the
review. First, in December 2003, they adopted an action plan to strengthen tax and customs
revenue collection based on the recommendations made by the March 2003 Fund technical
assistance mission in order to ensure that the program remained firmly on track. Second, by
mid-March 2004, they will implement a computerized tax management sysiem in the large
and medium-sized taxpayers’ unit of the regional tax directorate in the west (Bobo-
Dioulasso) to make up for the nonobservance of a structural performance criterion.

36.  Inaccordance with the revised program objectives for 2004, and in light of the
end-September and end-December 2003 outcomes, quantitative performance criteria are
proposed for end-March and end-September 2004, together with quantitative indicative
targets for end-June and end-December 2004, and structural performance criteria and
indicative targets for end-March 2004 and the remainder of 2004 (1O, para. 30 and
appendix I, Tables 1-2). The second and third reviews under the PRGF arrangement are
scheduled to be completed by end-August 2004 and end-February 2005, respectively (LOI,
para. 31). At the time of the second review, quantitative performance criteria will be set for
end-March 2005 and quantitative indicative targets for end-June 2005, as well as structural
indicative targets and performance criteria for the first half of 2005.
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IV. STAFF APPRAISAL

37.  The adverse impact of the crisis in Cote d’Ivoire on the Burkinab¢ economy was
considerably smaller than projected, reflecting its enhanced flexibility and resilience and the
ability of Burkina Faso to diversify transportation routes and sources of supply for key
imports. In addition, unanticipated abundant rainfall and an increase in the effective producer
price of cotton led to substantially higher than projected agricultural production, both for
food crops and the cotton export crop. As a result, inflation and the external current account
deficit were better than targeted in 2003 under the program, while the ratio to GDP of the
basic budget deficit was maintained at its 2002 level and the near-term prospects for real
GDP growth improved significantly.

38.  Against this background, performance under the PRGF-supported program in 2003,
and in implementing the policy agenda laid out in the PRSP adopted in 2000, was
satisfactory. All quantitative performance criteria and most quantitative indicative targets
were observed, as well as all structural performance criteria and indicative targets, with the
exception of one structural performance criterion that was missed for reasons beyond
government control. This outcome is attributable to continued efforts of fiscal consolidation,
including an improvement in tax revenue collection, compared with 2002, and continued
containment of government spending within the limits of budgetary appropriations; these
actions made it possible to consistently reduce the basic budget deficit below the program’s
quarterly ceilings.

39.  Progress was also made in implementing most of the structural reform agenda,
and the authorities were successful in strengthening transparency and accountability in
fiscal management, in line with the program, inctuding through the submission of the annual
audited budget acts for 2001 and 2002 to the Auditor General Office, the finalization of
treasury annual accounts for the last two decades, the implementation of measures to
strengthen budget execution, and the effective establishment of the High Authority to Fight
Corruption.

40.  However, notwithstanding the good progress made in 2003, Burkina Faso’s
economic, financial, and social situation remains fragile. The country continues to depend
heavily on external assistance and on cotton exports, making it highly vulnerable to terms of
trade fluctuations and to the volatility of aid flows. Moreover, the external debt burden
remains high, even following the completion point under the HIPC Initiative. In this context,
while the rise in the overall fiscal deficit in 2004 is a cause for concern, it is justified by the
higher spending on infrastructure, needed to improve competitiveness, financed by
concessional external resources. In addition, while the program remains on track, government
tax revenue performance is still significantly weaker than required under the WAEMU”s
convergence criteria, and limited absorptive capacity of HIPC Initiative resources in the
social sectors has contributed to a slower execution of the government’s public investment
program, limiting the authorities’ performance in reducing poverty and achieving the
Millennium Development Goals. Finally, in the staff’s view the continued rise in the stock of
DENMs in 2003 is worrisome and reflects underlying public expenditure management
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problems that require the authorities’ attention. These weaknesses need to be addressed to
achieve the objectives of the PRSP and the PRGF-supported program. Strict adherence to the
quarterly program targets on DENMs through 2004 will be crucial in this respect.

41.  The successful implementation of the program in 2004 will critically depend on a
substantial strengthening of revenue collection performance, and on the effective
assertion of continued control over public expenditure management, On the revenue
side, projections are ambitious and the authorities” commitment to reduce non-priority
spending if they are not achieved is welcome. Achievement of the significant revenue
increase depends crucially on the recent adoption and rigorous implementation by the
authorities of a comprehensive action plan to improve tax and customs revenue collection,
based on the recommendations of the Fund March 2003 technical assistance mission. The
staff also welcomes the effective computerization of the large and medium-sized taxpayers’
unit in Quagadougoun, and urges the authorities to implement that in Bobo-Dioulasso.

42.  On the expenditure side, it is essential for the authorities to contain domestically
financed expenditure, including the wage bill and public investment, while making adequate
provisions for the education and health sectors, pursuing their poverty reduction objectives,
and remaining current on external debt-service obligations. The authorities should strictly
follow the fiscal policy stance agreed on for 2004, strengthen the effectiveness of public
spending, including HIPC Initiative-related social spending, and continue to adhere to the
medium-term expenditure framework (MTEF) developed with the Fund and the World Bank.

43,  The staff endorses the authorities’ commitment to absorb fully in 2004 all HIPC
Initiative-related resources made available to date, including the carryover from 2003,
in order to finance priority education, health, and other poverty-reducing spending,
while lowering the ratio of the basic budget deficit to GDP. Taking these actions will help -
increase public spending in social sectors, as intended, and achieve the policy objectives and
priorities of the PRSP, '

44,  The authorities’ continued resolve to strengthen transparency in public finance
management, promote good governance, and combat corruption is welcome. They are to
be commended for the progress made in these areas in 2003, with the effective functioning of
the Auditor General Office and the High Authority to Fight Corruption. The authorities are
also encouraged to adhere strictly to the timetable agreed for the submission of the audited
budget acts for 2002 and 2003 to the Auditor General Office and to the National Assembly.

45.  While Burkina Faso, along with other WAEMU countries, has largely
maintained the external competitiveness gains from the 1994 devaluation of the

CFA franc, the recent appreciation of the euro and the CFA franc during 2002-03
raises concern about competitiveness in the secondary and tertiary sectors. In addition,
high factor costs, infrastructure bottlenecks, inadequate access to credit and financial
services, and limited external market access are likely to continue to hamper economic
diversification. Continued implementation of the program structural reforms and strict
adherence to prudent financial policies are needed to address these weaknesses, improve the
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investment climate, and stimulate private sector development. In this regard, continued
determination is needed on the part of the authorities to carry out their price and trade
liberalization policies, including the effective implementation of the mechanism for adjusting
petroleum product prices in line with imports and distribution costs, and their privatization
and public enterprise reform programs, especially in the cotton, telecommunications, and
energy sectors.

46. In the banking sector, the central bank should continue to monitor closely lending
activities and bank portfolio performance, and financial sector development should be
promoted, including microfinance, with a view to increasing access to bank credit-and
financial services for small and medium-sized enterprises and the rural sector. There is also
an urgent need to improve the quality and timeliness of external debt data and adhere to
the very prudent borrowing pelicy intended under the program.

47.  Following a participatory process involving civil society, the private sector, and
donors, the full PRSP should be updated soon for 2004-06, to take into account the revised
macroeconomic framework. In this regard, the staff welcomes the finalization of a
household survey by the authorities in 2003 and would urge them to carry out poverty
assessments and prepare adequate series of social and poverty indicators in a timely manner.
More generally, the staff urges the anthorities to ensure that resources are made available to
fund the timely preparation of reliable and high-quality statistics, including with regard to the
consumer price mdex.

48.  In view of the strength of the program for 2004 and provided that the prior action on
the completion of the effective computerization of a large and medium-sized taxpayers’ unit
has been implemented to make up for the nonobservance of the relaied structural
performance criterion, the staff would recommend that the Executive Board approve the
authorities’ request for a waiver of performance criterion and complete the first review
under the PRGF arrangement.



Figure 1. Burkina Faso: Real and Nominal Effective Exchange Rates, January 1990 - November 2003
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Figure 2. Burkina Faso: Investment and Savings, 1997-2006
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Figure 3. Burkina Faso: External Sector Developments, 1997-2006
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Figure 4. Burkina Faso: Fiscal Sector Developments, 1997-2006
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Figure 5. Burkina Faso: Ratio of Net Present Value of External Debt to Exports, 2001-25
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Table 1. Burkina Faso; Schedule of Disbursements Under the PRGF Arrangement, 2003-06

Amount

Available Date

Conditions Necessary for Disbursement 1/

SDR 3.44 million

SDR 3.44 million

SDR 3.44 million

SDR 3.44 million

SDR 3.44 million

SDR 3.44 million

SDR 3.44 million

June 11, 2003

March 19, 2004

August 15, 2004

February 1, 2005

Tuly 1, 2005

January 15, 2006

June 11, 2006

Following Executive Board approval of the three-
vear PRGF arrangement

Observance of the performance criteria for
September 30, 2003 and completion of the first
review under the arrangement

QObservance of the performance criteria for
March 31, 2004 and completion of the second
review under the arrangement

Observance of the performance criteria for
September 30, 2004 and completion of the third
review under the arrangement

Qbservance of the performance criteria for
March 31, 2005 and completion of the fourth
review under the arrangement

Observance of the performance criteria for
September 30, 2005 and completion of the fifth
review under the arrangement

Observance of the performance criteria for
March 31, 2006 and completion of the sixth
review under the arrangement

Smiroe: International Monetary Fund.

1/ In addition to the generally applicable conditions under the Poverty Reduction and Growth Facility (PRGF)

arrangement,



Table 2. Burkina Faso: Fund Position During the PRGF Arrangement, 2003-06

2003 2004 2005 2006
Jul-Dec.  Jan.-June Jul-Dec. Jan-June Jul-Dec. Jan.-June Jul.-Dec.
(in millions of SDRs)

Poverty Reduction and Growth Facility {PRGF) 6.2 -3.4 -3.2 -2.9 -2.0 1.8 -5.0
Loans 0.0 34 34 34 34 6.9 0.0
Repayments 6.2 6.9 6.6 6.3 54 5.1 5.0

Total Fund credit outstanding end of period 33.9 80.5 713 74.4 724 74.2 69.2
Of which: PRGF 83.9 80.5 77.3 74.4 72.4 74.2 69.2

(In percent of quota)

Total Fund credit outstanding end of period 139.4 133.7 128.4 123.6 120.3 123.3 115.0

Of which: PRGF 139.4 133.7 128.4 123.6 1203 1233 115.0

Source: IMF, Finance Department.

..iz..-



Under the Poverty Reduetion and Growth Facility Arrangement, 2002-03
(In billions of CFA francs; cumulatve from beginming of year)

Table 3. Burkina Faso: Quantitetive Performance Criterie and Indicative Targets for the Program

2002 2003
Dee. End-Sep. End-Sep. End-Sep. End-Sep. End-Dec End-Dec. End-Dec. End-Dec.
Est. Performance Adjusted Est. Observance Indicative Adjusted Est. Ohbzervance
Criteria Criteria Targst Targets
Performance criteria and indicative targets 1/
Ceiling on curnulative change in net domestic irancing to government 2/ -23.8 338 387 289 Obaerved 234 482 13.2 Observed
Ceiling, on the cumulative amount of new nonconcessional externat debt
contracted or guarantoad by the government 3/ 4/ 0.0 0.0 0.0 0.0 Observad 0.0 0.0 0.0 Observed
Of which: less than one year's maturity 3/ 4/ 0.0 0.0 0.0 0.0 Observed 0.0 0.0 0.0 Observed
Accurmulation of dortestic payments arrears 4/ 0.0 0.0 00 0.0 Observed 0.0 0.0 0.0 Observed
Accumulation of extermal payments arvears 4/ 0.0 0.0 0.0 0.0 Observed 0.0 0.0 0.0 Observed
Observed
Indicators
Government revenue 259.4 200.2 209.2 222.7 Observed 291.7 251.7 3009 Observed
Current expenditure 258.9 205.4 205.4 195.4 Observed 269.8 2668 2689 Observed
Expenditura on wages and salaries 105.0 841 841 B4 Ohbserved 111.4 1114 1121 Not observed
Basic balance 5/ 6/ -83.4 -0.0 Brivty) -68.8 Observed -106.0 -106.0 -89.0 Obaerved
Change i the stock of expenditure committed but withont payment orders 6/ 123 15.0 15.0 113 Observed -15.0 -15.0 13.6 Not observed
Adjustment factors
Balance of payments assistance 75.9 391 342 342 108.4 B36 6
Adjustment lending (excluding IMF) 46.0 0.0 oo 0.0 212 12.1 12.1
Adjustment grants 29.9 39.1 342 34.2 871 71.6 .6

Sources: Burkinabé authorities; and stafT estimates.

1/ Performance criteria at end-September 2003 and end-March 2004.

2 For 2003 and 2004, the ceiling on the cumulative change in net domestic financing is to be adjusted upward (downward) by the amount of shortfall (surplus) in balance of payrments
assistance (excluding debt relief under the HIPC Initiative). At end-September 2003, the adjustment is limited to a8 maximum, of CFAF 30 billion.
3/ Excluding treasury notes and bonds issued in CFA trancs on the regional West African and Econornic Monetary Union (WAEMLU) market

4/ To be observed on a continuots basis,

5/ Revenue (exclnding pranis} minus expenditure, excluding foreign-financed investrment outlays and net lending.

&/ Including HIPC Initiative expenditure.

8¢ -
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Table 4. Burkina Faso: Structural Performance Criteria
and Structural Indicative Targets for the 2003-04 Program

Measures Date Status
Adoption by the government of the West African End- Observed
Economic and Monetary Union (WAEMU) September 2003
budgetary nomenclature with specific codes for
identifying social expenditure and expenditure
financed under the HIPC Initiative.
Submission to the National Assembly of the 2004 End- Observed
draft budget law. September 2003
Submission to the National Assembly of the 2001 End- Observed
draft annual audited budget act. September 2003
Closing of all nonfinancial private enterprise deposit End- Observed
accounts with the treasury.’ September 2003
Implementation of a computerized tax management  End-October 2003 Not observed,

system in the large and medium-sized taxpayers’
units of the regional tax directorates in the center
(Ouagadougou) and the west (Bobo-Dioulasso).’

Submission to the National Assembly of the 2002
draft annual audited budget act.’

Implementation of the automatic price structure
adjustment mechanism for petroleum products in
relation o costs.

End-March 2004

Continuous

implemented in
Ouagadougou in
October 2003, as
scheduled; to be
implemented in
Bobo-Dioulasso by
mid-March 2004, as
a prior action for the
completion of the
first review

Not applicable

Observed

! Performance criterion.
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Table 5. Burkina Faso: Selected Economic and Financinl Indicators, 2002-06

2002 2003 2004 2005 2006
Est. Prog. Est. FProg. Rev. Progr, Prog. Rev. Progr, Prog. Rev. Progr.
{Ammual percenlage changs, unless otherwise specified)

GDP and prices
GDF gt constanl prices 4.4 24 4.5 4.0 32 4.8 53 52 57
GOP deflator 22 6.4 22 24 26 21 21 28 18
Consumes prices {anmal aversge) 3 4.5 1.8 28 19 2.6 20 24 pA
Coosumes prices (end of peciad) 13 540 19 3.0 2l 1% 22 2.6 22

Money and credit
Net domestic assets (panking system) £/ 0.4 57 il 54 1.3 54 55 6.1 17
Credit to the govermment. 1/ -0 -03 6.7 -04 23 0.2 1.2 00 2.5
Credit to the privale sector I/ 1.9 1049 7.2 58 54 5.4 32 6.1 5.1
Broad money (M2) 29 9.2 %4 71 79 70 75 77 87
Velacity {GDP/2) 51 51 5.1 51 5.1 5.1 51 51 5.1

External sectar
Exports (f.a.b.; valued in CFA francs) 0.2 85 187 15 i1 T8 117 6.9 35
[mports (fob.; valued in CFA fracks) 2.3 1 g5 18 80 17 71 52 54
Terms of trade -l4.6 110 7.5 4.3 4.3 4.1 21 1.5 L%
Real effective exchange rate (depreciation -} 2/ 52 " 14

(In percent of GDP, unlese otherwise specified)

Oross investment 184 181 189 1l 205 206 212 1.5 2.0
Goveromenm 72 17 6.7 83 B0 a7 83 9.0 87
HNongovermment sectot 1.2 114 122 108 12.5 120 12.9 12.5 133

Gross domestic savings 2.3 4.1 6.4 6.l 83 g1 2.3 9.2 10.6
Governmenl savings 29 m 4.1 438 49 57 57 [ 2] 6.7
Nongovermment savings 2.4 (X 23 13 34 25 37 26 19

Gross national savings 8.6 5.8 10.8 9.0 11.2 1.7 1.2 12.8 12.1

Cemral government finances
‘Tax revemie 10.8 14 1] 24 i22 130 128 136 135
Current expenditure 116 L3 11.1 113 11.5 113 113 1.2 il1
Qwerall fiscal bafance, excluding grasks -10.2 -ilo 22 9.9 .6 9.5 -2.1 -9.2 83
Overall fiscal balance, including grants 4.9 25 3.7 33 4.5 2 36 1.7 3.5
Basic balance 3/ 37 4.5 37 35 29 -3.2 -3.0 -31 «23

Extluding use of HIPC Initistive resources =23 -2l 22 A -4 -1.9 -1.9 -1 =21

Extemal sector
Expoqs of goods and nonfectar services 8.5 8.7 &3 &7 2.5 8.7 9.8 8.7 95
Impoyts of goods and nonfactor services 2.6 3.2 217 1.7 nT 212 "8 209 0.9
Currestt account batance (excluding currem official trnsfers) 123 -14.2 122 126 -11.8 -12.0 112 117 108
Current acconmt batance (inpluding current officiel ransfers) 5.8 9.4 N =10l 2.3 -89 -10.0 8.7 2.9

External debt indicators (hefore HIPC Initintive)

TDebi-service ratio 4/ 5/ 71 4.8 PLY ) n: T 212 19.1 19.0 17.0
NPV of debt/exports of gaods and services (in percent) 169.8 1524 171.5 169.2 177.5 1757 1586 179.5 152.0
Grass official reserves {in momths of imports of goods and services) 42 i9 LX: 3z 33 kX 3z 37 33
Nominal GDP (in billiors of CFA francs} 2,233 2,330 1430 1548 2624 2,728 2819 2,936 3,064

Sources: Burkinabé aulharities; and staff estimates and projectians.

1/ In percent of begiming-of-period broad money.
2/ Far 2003, estimates are for 11 months through end-November.
3/ Revenus, excluding grants, minus expendituees, excluding foreign-financed inyestment outlays.
From 1995 on, revenue inchides taxes paid by conleagtors on foreign-fimanced public investments using checks issued by the treasury.

4f in percent of expons of goods and services.

5 After tradilional debtrelief mechanisms and before original Heavily Indebted Poor Countries (HIPC) Initialive assistance delivered as of end-2001.



Table &. Burkina Faso: Consalideted Opérations of the Central Gavernment, 2002-06

2002 2003 2004 2005 2006
Est. 1/ Proar. 1/ Sep. Sep. Est. 1/ Fragr. 1/ Rev. Progr, I/ Progr. 1/ Rev. Progr. If Progr. 1/ Rev. Progr. 1/
Progr. 1/ Est.
(Th billions of CF A francs)
Tolal revenue and grints 2 i7el 494.3 BLE 3033 434.3 304.6 470.0 3Bl.3 544.2 650.6 6038
Current tevenue 2/ 2594 291.7 209.2 1227 300.9 3373 345.6 380.2 912 429.0 447 6
Tax reverme 240.9 2710 195.1 203.0 2701 A7 3193 3533 3613 8.3 414.%
Income and profits 61.7 0.5 0.3 514 617 815 7.0 4.0 21.0 1072 8.2
Durtiestic goods and services 1302 1517 1082 115 1472 1759 17198 260.6 20006 2287 2307
Intemnational trade 42.4 420 305 3238 43.8 470 526 48.5 60.5 30.0 66.0
Crther 6.6 6.8 51 53 11.8 2.2 19 10.2 &2 124 10.0
Nontax revenue 18.5 20.7 14.3 198 g - 253 269 299 307 37
Capital reverme a0 a0 0.0 al 0.1 (4] 4.0 0.9 0.0 2.0 0.0
Granis 118.6 025 1225 80.6 1333 1573 1244 2011 153.0 2216 161.2
Project 8.7 1154 834 464 61.8 130.4 B8 145.7 145.7 161.2 161.2
Program 299 871 3% 34.2 e 369 356 354 73 6.4 0.0
Expenditure and net lending 3/ 436.4 5542 403 4 3399 524.4 589.5 5915 639.7 6470 06 718.3
Current expenditires 2589 269.8 2054 196.4 2489 2889 300.7 309 G4 3294 M1
OF which: HIPC 110 1 187 59 1.2 131 112 [2.6 168 10.2 87
Wages and salaries 113.0 1114 .1 §24 1121 118.1 L:A] 1352 1252 132.7 1327
Goods and services 2.5 66.8 518 q5.1 G1.5 713 0.0 759 6.9 8.7 3L7
Cther expenditure 51 a0 0.0 0.0 70 [ER1) 0.0 0.0 00 10 10
Tnterest payments 16.8 14.4 a9 126 163 160 18.7 15.5 16.8 148 16.5
Domestic ER 40 16 4.1 52 &3 80 61 63 6.2 62
Externat 12.9 10.4 73 8.5 [N} 9.7 10.7 9.2 105 2.6 103
Current ransfers 0.1 758 574 55,7 0.7 Bl.G .4 0.5 98.5 101.3 7.3
Safely net / oil and gas subsidies 15 1.6 00 0.6 13 0 7.3 2.0 0 0 e
Investment expenditure 2303 614 174.5 1676 8320 3026 299.8 376 M6 371 3421
Domestically fimanced 86.7 150 G0.3 L 1.6 1384 1250 165.2 1622 197.1 w01
Gf which: HIPC 17.2 325 264 14.8 5.0 2.3 29.7 215 20.1 17.3 161
tax commponent 134 1.z 54 14.9 188 1.0 [1L1} 14.0 14.0 14.0 14.0
Externally financed 143.5 146.4 1142 883 134 4 164.2 1138 1724 1724 18L.0 18L.0
et lemding 2.7 23.0 s 25.8 35 2.0 3.0 -0 270 70 270
Of which: foreign financed 0.0 10.0 100 0.0 00 "
ZACA 0.0 15.0 150 15.0 150 -5.0 =54 -5.0 -5.0
Overall amplus/deficit (commmitment. basis) -108.3 -59.9 16 -86.5 -90.1 -84.9 -127.3 -584 -102.8 -50.0 -107.5
Excluding grants 1270 2624 -i94.1 -167.1 1224 2522 -252.0 -259.5 -255.8 27L6 -268.7
Basi¢ balance 4/ 834 -106.0 -T0.0 -68.83 -89.0 -48.0 171 7.1 834 .6 -81.7
Excluding use of HIFC resources =553 -50.% 436 471 =523 +52.8 -36.2 -33.0 -52.3 -63.1 -62.9
Cash basis adjusiment a7 370 01 14 34 430 +30.0 70 10 70 20
Change in paymenis arreers 3.2 0.0 o .2)] 0.6 X} 0.0 0.0 00 °0 2.0
Domestic -3.2 Q.0 0.0 it} Q.0 -1} 0.0 [FAY] 0.0 +X13 +X1]
Extemnal oo 0.0 0.0 0.0 a0 0.0 0.0 0.0 0.0 o.u o
Expendilures commmiticd but pat paid 5/ 123 -15.0 150 113 136 0.0 -15.0 3o 3.0 0 30
Gf which: HIPC 10.2 0.0 30 0.0 9.6 n.o 0.0 0.0 0.0 0.0 0.0
Expeaditires with payment orders but not paid 0.0 0.0 0.0 32 4.0 0.0 40 0.0 0.0 0.0 0.0
Change in treasury’s commitments 30.6 -210 149 -128 =209 -13.0 -l1.0 -10.0 -10.0 -10.0 -10.0
Gverall deficit (cash basis) -68.6 96,9 L3 84,9 934 479 1575 654 1098 570 148
Excluding grants -187.3 2994 =194.0 -165.5 -226.8 -265.2 22820 21665 2628 2786 32757
121.6
Financing 704 911 63.6 79.7 216 101 1523 55.5 26.9 132 14.6
Foreign 941 67.7 4.8 50.8 3 974 1326 69.} 243 558 133
i 1216 8.2 308 517 847 924 1334 66.6 267 597 1528
Project loans 548 41.0 30.8 517 26 338 0.0 26.7 267 198 19.8
Adjustment aid 464 21.2 oo 0.0 12.t 38.6 434 399 0.0 39 0.0
HIPC Initialive w8 360 250 173 55 354 1240 341 309 275 248
Amortization 174 =305 -21.0 -18.2 317 -30.5 328 E-10) =331 233 4
Domestic financing 238 234 EER] 289 13.2 <273 137 QER] 24 16 i.4
Bt Bnancing 433 -1.4 6.7 370 9.1 2.0 12.0 By 10.0 00 14.0
Central bank 364 18 52 174 53 2.0 5.0 -1.0 50 0.0 10.0
Of which: HIPC account - 198 58 ..
Commercial banks 15 -3.2 =14 19.6 738 2.0 16 0.0 5.0 0.0 4.0
Nantank firancing 20.1 b1 F 8t 8.2 -16.0 253 17 -12.6 -16 -12.6 -12.5
Governmett bands 61 4.3 271 2.0 -4.8 -36.8 -3.8 -12.6 -18 -12.6 -12.6
New issues 14.2 513 313 59 Q.0 30 0.0 50 a.0 0.0
Amortization 82 izt 233 40.5 368 168 126 128 126 12.6
Privatization revenue 0.9 0.0 0.0 0.0 1.0 1.3 115 0.0 0.0 a0 0.0
Orher 13.2 0.0 oo -16.1 -123 0.0 0.0 090 a.0 0.0 a.0
Fyrors and omissions 17 00 oo 51 18 ] 0.0 04 an 0.0 0.0
Financing gap 0.0 5.8 b2 0.0 0.0 219 53 245 3] 138 99.8
Memorandum itéms:
Poverty-reducing social expenditures 1085 L55.7 - 1282 164.4 147.1 1520 1642 143.0 179.0
Of which: education 427 60.5 4.3 65.3 532 65.3 0.8 62.9 769
health 385 48.3 04 52.2 423 52.2 564 457 614
Military expenditure 334 350 359 320 30 EXE]) 130 1o 34.0
(In percent of GEP, unless otherwise specified)

Totzl revenue and prame 16.9 208 139 123 179 200 e 21.3 193 222 19.9
T revenue 10.8 114 82 8.4 il.l 124 122 12.9 12.8 13.6 135
Grants 53 8.5 51 31 55 6.6 4.7 T4 54 15 5.3
Expenditure and net Lending 21.8 233 169 16.0 e 214 2.8 34 2.9 3.9 234
Current expenditure 1.6 1.3 8.6 81 111 i3 11.5 113 113 11.2 1.1
Caphtal expenditure 103 110 73 6.9 8.5 124 114 12.4 HE:] 129 i2s
Domestically financed 39 4.3 2.5 .9 4.0 5.5 43 6.1 58 6.7 6.5
Foreign firanced 64 6.2 48 4.0 55 6.5 6.7 6.3 6.1 6.2 5%

Overal! balance (conunitment basis)
Including grants -9 <15 30 36 <37 -3 439 221 -3.6 -L7 =35
Excluding grants -16.2 -11.0 -8.2 5.9 3.2 9.5 8.6 5.5 8.1 03 -23
Basic balance 4/ =37 4.5 -2% -8 -37 -5 -2.9 -2 -30 31 19
Excluding nse of HIPC resources -2.5 =21 -1.8 -9 222 -2.1 -1.4 1.9 -1.9 -2 221
Financing gap [T 0.2 0l 0.6 o0 1.1 0.2 0.4 29 w5 13
GDP (in billions of CFA francs) 2,233 2,380 2380 2430 2430 2,543 2,624 2,728 1,819 2,936 3,064

Sources; Burkinabd authoritics; and stefY estimates and projections.

1/ Tnetudes HIPC resources.

2/ Revenue includes taxes on poods and services paid during the execution of public investment prajects using checks issued by the trensury.

3/Ons i Pasis and including the tax

4/ Reverue {excluding grants) mims expenditure, excluding foreign-financed investment and net leding outlays.

of the public i

5/ Float during the year, Decline of stock of expenditure committed but not paid : ().

prajects, which is paid by the treasury.



Table 7. Burkina Fasa: Fiscal Operations, 2004

(In billions of CFA francs)

2004
March June Sept. Dec.
Rev. Prog. Rev. Prop. Rev. Prog. Rev. Prog.
Total revenue and grants 96.5 209.3 340.6 470.0
Cuirent revenue 707 162.4 248.8 345.6
Tax revenue 65.3 1501 229.9 3193
Income and profits 16.2 371 56.9 0
Domestic gonds and services 36.8 84.5 129.4 179.8
Intemational trade 10.8 24.7 37.9 526
Other tax revenue 1.6 37 37 79
Nontax revenue 54 123 189 263
Capital revenue 0.0 0.0 0.0 0.0
Grants 259 46.9 91.8 1244
Project 10.6 283 56.8 843
Program 153 18.6 50 ne
Expenditure and net lending 120.7 2752 431.5 597.5
Current expenditures 7.2 148.8 225.5 300.7
Wages and salaries 283 585 886 1181
Goods and services 168 34.7 52.5 0.0
Interest payments 45 93 14.0 187
Domestic 1.9 4.0 6.0 2.0
Extemal 26 53 8.0 10.7
Curent transfers 218 45.2 £8.5 214
Safety net / oil and gas subsidies 0.6 12 1.9 25
Investment expenditures 58.2 1278 2082 299.8
Domestically financed 260 550 §3.% 125.0
Of which : tax component ne 1.9 4.7 297
Externally financed 322 728 1243 174.8
Net lending 0.7 -1.5 -2.2 230
Cverall surplus/deficit (commitment basis) -331 £5.9 -90.8 -127.5
Excluding grants -39.0 -1i28 -182.6 -252.0
Basic balance -26.8 40,0 -58.3 77
Clash basis adjustment 0.5 2.4 -19.8 -30.0
Change in payments arrears 0.0 0.0 0.Q 0.0
Domestic 0.0 00 0.0 0.0
External 0.0 0.0 0.0 a0
Expenditures committed but not paid 290 26 -123 -15.0
Expenditures with payment orders but not paid -1.0 2.0 30 40
Change in treasury's commitments 2.5 -5.0 -13 -11.0
Overall deficit (cash basis) -33.6 -68.3 -110.7 -157.5
Excluding grants -58.5 -115.2 <2025 -282.0
Financing 310 65.6 105.4 1523
Foreign financing 13.7 444 1023 132.6
Drawings 216 60.7 1269 165.4
Project loans 216 446 67.5 93.0
Adjustment aid 0.0 8.1 a34 43.4
HIPC Initiative 0o 80 16.0 320
Amortization -19 -16.3 -24.6 328
Domestic financing, 173 212 31 19.7
Bank financing 17.3 212 -84 12.0
Central bank 123 16.2 -134 50
Commercial banks 5.0 5.0 5.0 7.0
Monbank financing 0.0 0.0 115 77
Govemnment bonds 0.0 0.0 0.0 3.8
Privatization revenue 0.0 a.0 iLs 1n.s
Other 0.0 a.0 Q.0 0.0
Errors and omissions 00 0.0 0.0 0.0
Financing gap 27 27 53 53

Sources: Burkinabé authorities; and staff estimates and projections.
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Table 8. Burkina Faso: Fiscal Impact of the HIPC Initiative, 2000-06
(In billions of CFA francs, unless otherwise specified)

2000 2001 2002 2003 2004 2005 2006
Rev. Progr.
Initiative for Heavily Indebted Poor Countries (HIPC Initiative) assistance given
A. Tnterest due before HIPC Initiative assistance 131 12.5 12.¢ 11.1 107 105 10.3
B. Interest paid before HTPC nitiative assistance 131 125 129 1.1 10.7 1035 10.3
. HIPC Initiative assistance on interest
(as a result of stock-of-debt operation only) 00 0.0 0.0 0.2 0.4 05 23
D. Interest due after HIPC Initiative assistance 13.1 12.5 12.9 105 103 10.0 8.0
E. Amodtization due before HIPC Initiative assistance 2738 271 274 31.7 328 331 314
F. Amortization paid before HIPC Tnitiative assisiance 278 271 274 3.7 328 331 314
. HIPC Initiative assistance on amortization
(as a result of stock-of-debt operation anly) 0.0 0.0 a0 0.0 0.0 0.0 0.0
1. Amortization due after HIPC Initiative assistance 278 27.1 274 317 328 31 314
1. HIPC Initiative assistance provided as grants
(to cover debt service due) a0 0.0 0.0 00 0.0 0.0 0.0
1. HIPC Initiative assistance as exceptional financing
(ta cover debt service dus) 71 26.5 20.8 255 32.0 309 24.8
Total HTPC Initiative assistance (C+G+I+1) 7.1 265 20.8 25.7 324 314 271
Total HIPC Initiative assistance (in millions of U.5. dollars) 10.0 362 239 44.3 626 .7 525
Net cash flow 1o the budget from HIPC Initiative
assistance { B+F-(D+H-I-1)) 71 26.5 208 257 324 314 271
Memorandum items:
Other donor flows 2013 2373 2194 218.0 257.8 179.7 181.0
Total net external flows
(net external financing less debit service due) 160.4 197.7 1791 1752 2143 136.2 139.3
Poverty reduction government expenditures 1/
Baseline pre-HIPC Initiative assistance expenditure projections 359 739 566 .
Post-LIPC Initiative assistance expenditure projections 839 80.4 1089 128.2 1471 164.2 172.0
Memorandum items:
Tax revenus (in percent of GDF) 10.7 10.3 10.8 11 122 12.8 13.5
COverall fiscal balance before HIPC Initiative assistance
(in percent of GDP) -39 -53 40 -4.9 -12 104 99
Overall fiscal halance after HIPC Initiative assistance
(in percent of GDP) -3.5 -39 -9 3.7 4.9 =36 =35

Sources: Burkinabé authorities; and staff estimates and projections.

1/ Excludes foreign-financed investment.



Table 9. Burkina Faso: Poverty-Reducing Social Expenditure, 1999-2004 1/

1999 2000 2001 2002 2003 2004
Rev. Prog.

{As percentage of total expenditure)

Total poverty-reducing social expenditure 16.0 16.6 21,7 224 244 24.6
Current 13.3 144 16.0 158 17.1 169
Capital 27 22 5.7 6.6 74 7.7

Health 3.5 5.5 8.4 7.9 7.5 7.1
Current expenditure 46 49 6.9 6.5 6.1 55
Capital expenditure 0.9 0.6 1.5 14 14 16

Education 6.7 7.1 93 B8 104 9.7
Current expenditure 6.0 6.0 67 6.3 7.6 7.6
Capital expenditure 0.7 0.5 2.7 25 2.7 21

Women's welfare and other poverty-reducing social

expenditure 38 4.0 35 53 6.1 6.9
Current expenditure 27 29 24 3.0 34 37
Capital expenditure 1.0 1.1 1.1 23 2.7 32

Rural roads (capital) 0.0 0.0 0.4 04 0.5 0.9

(As percentage of GDP)

Total poverty-reducing social expenditure 4.0 37 4.8 49 533 3.6
Current 34 32 35 34 37 3.8
Capital 0.7 0.5 1.3 14 1.6 1.8

Health 1.4 1.2 1.9 1.7 1.6 1.6
Current expenditure 12 1.1 1.5 14 1.3 1.3
Capital expenditure 0.2 0.1 03 03 0.3 0.4

Education 1.7 1.6 2.1 1.9 22 2.2
Current expenditure 15 1.5 15 14 1.6 1.7
Capital expenditure 0.2 0.1 0.6 0.5 0.6 0.5

Women's welfare and other poverty-reducing social

expenditure 1.0 09 0.8 1.2 1.3 1.6
Current expenditure 0.7 0.6 0.5 0.7 0.7 0.9
Capital expenditure 03 02 0.2 0.5 0.6 07

Rural roads (capital) 0.0 0.0 0.1 0.1 0.1 0.2

Sources; Burkinabé authorities; and staff estimates and projections.

1/ Including use of HIPC Initiative resources, and excluding foreign-financed investment.



Table 10. Burkina Faso: Monetary Survey, 2002-04

2002 2003 2004 2005
Dec. Mar. June Sep. Dec. Mar. Tune Sep. Diec. Dec.
Est. Prog. Est. Prog, Est. Prog. Est Prog, Est.  Rev. Prog. Rev. Prag. Rev. Prog Prog.  Rev.Prog.  Rev. Prog.
{In biflions of CF A france)
Net foreign assets 1405 136.0 117.3 135.5 124.5 1350 1302 134.4 131.5 1315 131.5 131.5 1423 1315 1397
Central Bank of West African States {BCEAQ) 80.9 770 794 765 78.6 76.0 734 754 86.3 863 863 853 833 863 94.6
Assets 190.1 183.6 151.8 1818 175.7 1803 1678 178.4 183.8 1825 181.3 180.0 1808 178.7 183.2
Liabilities 1082 106.5 1125 1054 97.1 104.2 94.0 103.0 7.5 96.2 94.9 937 97.% 92.4 88.6
Commercial banks 526 39.0 Eris] 590 45.9 590 563 5.0 45.1 451 451 451 590 45.1 451
Net domestic assets 2962 3015 3433 311.8 328.0 3222 3536 3325 344.8 3543 363.8 373z 3578 3827 4128
Met domestic credit 3179 3339 362G 3511 355.9 3474 3801 349.9 3783 4021 4125 3893 3751 1162 446.3
Net credit to government 17.7 284 353 349 A41.0 205 54.4 2.2 45.8 64.1 68.0 38.4 102 388 68.8
Treasury 3.0 34.1 73.0 5.6 K09 6.2 9.6 68.0 867 107.0 1169 B3 &6} 107 117
BCEAO 36.3 519 363 59.2 39.6 45.6 328 38.2 41.1 534 573 27.7 36.2 45.] 311
Commercial banks 367 322 357 314 51.3 30.6 46.9 298 48.7 53.7 537 537 298 557 60.7
Other centra govermment -553 =557 -37.7 -55.7 -456.9 -55.7 -43.2 -35.7 -43.0 -43.0 -43.0 -43.0 -55.7 -43.0 -43.0
Of which: project deposits -43.6 -25.2 -43.6 2252 375 =252 -37.2 -25.2 -35.4 -36.4 -36.1 -36.4 2252 -36.4 -36.4
Credit to the econemy 300.0 3055 3268 3162 3119 326.9 3256 3377 3316 338.¢ 344.5 351.0 364.9 3574 377.5
Of which: crop credit 4768 49.4 548 512 550 53.0 515 548 400 60.0 &30 61.0 593 435 46.0
Dther items (net) AR -32.4 -18.7 =393 219 =252 -26.5 -17.3 -33.5 -47.8 -48.7 -16.1 -17.3 -33.5 <335
Broud money 4368 4375 460.6 4473 452.5 4571 483.7 467.0 4763 AB5.8 495.2 5047 5001 sl4.2 5525
Of which: eurrency in circulation 83.2 828 43.7 84.9 63.6 87.0 56.7 89.1 55.0 614 61.9 633 96.3 64.8 73.0
{Changes in percent of beginning-of-period broad money, unless otherwisc specified)

Memerandum items
Net loreign assets 29 -0.1 -3.3 0.1 226 -0.1 -1.5 0.5 -2 0.0 0.0 0.0 1.7 00 1.6
MNet domestic assets 0.0 2.4 103 2.4 al 23 146 87 11.1 20 1.0 6.0 54 1.8 59
et credit to government -0l 34 4.0 1.5 36 32 9.5 -03 6.7 EX) 4.5 1B -0.4 25 1.9
Credit to the economy il.9 2, 6.1 25 1.5 24 7.2 10.0 7.2 1.4 2.7 4.1 5.8 54 3.9
{annual percentage change) 202 36 8.9 35 21 34 278 14.5 10.5 34 5.4 3.9 81 7.8 56
Money supply 29 23 5.5 22 34 22 131 g2 91 2.0 4.0 6.0 7.1 7.9 15
Currency velocity (GDP/broad money) 51 51 51 5.1 51 51 51 51 5.1 31 51 3.1 a3l 3.1 51

Sources: Burkinabé authorities, and staff estimates and projections.



Table 11. Barkina Faso: Balance of Payments, 2000-06

2000 2001 2002 2003 2004 2005 2006
Est. Prog. EsL. Prog. Rev. Prog. Prog. Rev. Prog. Frog. Rev. Prog.
(In billions of CFA Tramcs)
Exports, fo.b. 146.4 163.8 164.2 178.1 194.9 191.6 2166 206.6 2418 20.7 255.2
Qf which: cotton 22 9%6.0 974 110.0 1233 1125 1398 117.8 156.8 1193 153.6
gold 6.2 2.2 39 81 a1 10.6 45 133 10.5 134 17
Imports, fo.b. -368.6 -3733 -3L7 -427.2 -114.3 -433.) -4474 -446.7 -479.6 ~A69.8 -503.5
Cf which: capital goods -1228 -1155 -124.5 1459 1345 1471 -1534 -151.6 -163.9 1567 -168.8
Trade balance 2322 2095 2175 2491 2194 2435 .230.8 -240.5 2378 2481 -250.3
Services and income {net} -85 3.6 -59.0 -196.6 -96.6 -100.0 -igta -111.9 -107.1 -1222 -1k13
Services 2773 767 ~75.9 -04.6 -840 386 890 -100.8 -94.7 -1116 2903
Income -143 =179 -13.1 -11.% -12.6 -il4 -12.4 -11.0 -12.3 -10.6 -123
Of whick: inleresl payments -13.2 -153 -13.3 -104 -11.1 -9.7 -10.7 -32 -3 -8.6 -10.3
G which: tudpet =131 =125 -119 -10.4 -11.1 -9.7 -10.7 -9 =103 -B.6 <103
Lurrent transfets (ner) 8.8 038 880 1331 118.5 852 88.3 1080 62.8 116.0 58.8
Private 154 258 313 18.9 199 220 214 251 279 78 309
3 which : workers' remittences {gross) 45 320 313 244 25.0 279 274 as Mo M7 37.5
Officis) 51.2 650 56.7 1142 986 64.2 66.9 825 3.9 88.3 279
Of which: budgetary (program gras) 1/ 229 73 %9 Y8 74 369 395 554 73 60.4 0.9
Crrrent aceount {deficit= ) 270 213.3 2185 2226 -197.5 25713 2438 2440 2820 2552 031
Excluding current official mansfers -278.1 -2783 -2752 -336.8 -296.1 -32L.5 -310.7 -316.9 -316.9 =335 -3310
Capital fransfers 1154 126.0 921 112.0 65.3 1 386 149.6 149.4 165.3 165.3
Project grants nLy 121k 8.7 1154 618 1304 M8 145.7 143.7 161.2 161.2
Other capital wansfers 3.5 5.0 34 36 36 37 a7 3.9 3% 4.1 4.1
Finarcial operalions §2.7 T84 118.0 £5.4 87.6 7.5 1232 54.2 322 599 4.1
Official capital 329 61.9 733 317 53.0 6L9 100.5 3.9 -84 284 -11.6
Tisbursements 60.7 82.1 100.8 622 .7 92.4 1354 66.6 267 8.7 19.8
Project foans 6.5 56.0 548 410 72.6 338 50.0 26.7 2.7 15.8 9.8
Program leans 1/ 0.0 33 46,0 21.2 121 586 4314 199 0.0 39.9 0.0
Amonization -278 2271 274 =305 =317 -30.5 -32.8 =317 -33.1 -313 -4
Jovernmenl securities 2 . 14.3 14.9 18.5 -19.6 =100 5.0 -5.0 =50 -5.0
Private cupital 3/ %8 16.5 285 188 161 3z 327 3.2 43.6 8.5 40.6
Errors and ofvissions 14 =153 19 09 100 00 o 0.0 G0 0.0 [tEY
Overall balance -A7.5 -24.1 -22.7 -38.2 -3.6 -49.7 -32.0 -30.2 -1002 -3.0 -113.8
Financing 475 .1 B4 324 M6 249 26.7 2.2 17.3 16.2 13.8
Ml foreipn asseta 77 -4 -124 21 2.6 -7.9 0.0 -8.2 -8.2 -84 -5.7
el official reserves 4/ 376 225 4.4 2] 9.1 7.9 0.0 -82 8.2 -84 .57
Of which: gross official reserves 3.3 -28.7 4.7 89 16.5 =24 LN 4.2 w5 -2.9 -3.2
IMF (ner) 1.7 6.3 0.3 =105 -74 112 =104 -7 9.1 -84 1§
Use of resources 5 52 15.7 04 28 .
Repayments =10 0.5 10 -10,5 -10.2 -11.2 104 97 5.1 -84 18
Net foreign assets, commercial banks 02 20.1 -5.0 0.0 14.3 0.0 0.9 00 0.0 00 0.0
Change in arrears {reduclion= -} 0.0 0.0 2.0 0.0 90 0.0 0.0 00 0.0 0 0.0
HIPC Initiative 7.1 26.5 0.8 36.0 2535 354 30 M.l .8 275 4.8
Debt under discussion 6/ 2.6 0.0 0.0 00 3.0 0.0 00 0.0 0.0 0.6 0.0
Financing pap 0.0 0.0 1.0 58 0.0 279 53 99 82.9 13.3 99.8
Memorandum items: (In percent of GDP, unless otherwise indicated)

Trade balance (deficit= -} -11.8 -10.2 A7 =105 -3 E-X -B8 B8 R4 25 B2
Corton export volume (thousands of metnc tong) 109.1 1133 1547 164.6 1760 l64.6 207.5 164.6 236.6 164.6 2283
Curren! aecount (deficit=-) =120 -10.3 9.8 B4 -8.1 -10.1 -9.3 -89 -10.9 -8.7 -09
Excluding current officisl transfers ~14.7 -13.5 -12.3 -14.2 -12.2 -126 -l1.8 -J2.0 -11.2 <117 -10.3
Overall balance (deficit=-) <25 -1.2 -1 =16 =14 -2.0 -1.2 =11 236 -1.0 37
Total debi-zervice ratio before HIPC 8/ 284 15 71 48 256 22 217 212 151 190 170
Total debt-service ratio after HIPC 8/ A7 136 16,1 7z 38 59 19 82 85 62 41
Net present value of debvexports of goods and services (Perconl) 2446 201.4 169 8 1524 1715 169.2 1775 175.7 158.6 178.5 1520
Gros international reserves (in billions of CFA francs) 1713 154.0 1987 1894 182.2 1913 177.1 196.0 18L& 1989 18483
Inmonths of imports of goods, ¢.if. 5.5 6.1 X3 5.2 4.9 52 4.4 50 43 48 4.2
In months of imports of gaods and services 43 44 4.2 ay A6 a7 33 36 12 37 33

GDP of current prices (in billions of CFA francs) 1,890 2,063 2,233 2,380 2430 2548 2624 728 2.81% .53 3,064

Sources: Central Bank of West African Siates (BCEACY, and stafT estimates and projections.

1/ The World Bank has been providing its assistance mainly in the form of budgetary program grants from 2003 opwigd,

2 Outstending government bonds and treasury bilis issued on the regional market that are held by resident in countres other than Buckina Faso.
¥ Includes portfolie investment and foreign divect investment.

4/ In 2004-04, {loes not nclude the increase in liabilities owing 1o possible IMF disbursements.

5/ In 2004.06, IMF financing is inciuded in the financing gap.

6 Contention debt in Regotiation witl non-Paris Club creditors.

7/ Includes IMF financing in 2004-06.

& In percent of exports of goods and services.
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Table 12. Burkina Faso: External Financing Requirements, 2003-06

(In billions of CFA francs)

2003 2004 2005 2006
Est. Rev. Prog.
External financing requirements 321.5 3488 363.6 3733
Current account, excluding current official
transfers and interest payments 285.0 300.0 3064 320.7
Interest payments 11.1 10.7 10.5 10.3
Amortization 317 328 331 314
Fund repurchases 0.2 10.4 9.1 78
Increase in external reserves -16.5 -5.1 4.5 32
Change in arrears 0.0 0.0 0.0 0.0
Government securities 1/ 18.5 -10.0 -3.0 -5.0
Private capital, net 16.1 327 43.6 40.6
Net external financing requirements 286.9 ‘3262 3249 3377
Financing 286.9 3262 324.9 3377
Disbursements 2514 2889 211.2 213.0
Loans 87.5 1334 26.7 19.8
Project loans 72.6 90.0 26.7 19.8
Program loans 14.9 434 0.0 0.0
Official transfers 164.0 1555 184.5 193.2
Project grants 61.8 848 145.7 161.2
Program grants 71.6 396 73 0.0
Other current transfers 27.1 273 276 27.9
Other capital transfers 36 37 39 4.1
Other 3/ 10.0
HIPC Initiative assistance 2/ 255 320 30.9 24.8
Financing gap 0.0 53 829 99.8
Memorandum items:
New program assistance disbursements
and debt relief
Multitateral 68.2 72.8
IMF disbursements 28 5.3
World Bank 28.5 352
European Union 248 24.1
African Development Bank 121 8.2
HIPC Initiative 25.5 320
Bilateral 211 15.5

Sources: Burkinabé authorities; and staff estimates and projections.

1/ Outstanding government bonds and treasury bills issued on the regional market that are held by residents in countries other than

Burkina Faso.

2/ Includes the share of topping-up assistance of the Fund, which remains undisbursed.



Table 13. Burkina Faso: Tracking Delivery of HIPC Inifiative Assistance—Original and Enhanced Framework

Ongmal Enhanced
Agreement to Begun to deliver Begun to deliver Agreement 1o Agreement to Begun to deliver Begun to deliver Agreement to
provide HIPC interim comp. peint provide HIPC provide interim interim comnp. point provide
relief under original  assistance assistance relief assistance assistance assistance topping up
Multilateral creditors
IMF yes yes yes yes yes yes ves yes
DA ves ves yes yes yey yes yes yes
African Development Bank/Fund yes ves yes yes ves yes yes yes
International Fund for Agricultural Development yes ves yes yes ne no no no
European Union yes yes yes yes ¥es yes no yes
OPEC Fund yes limited limited pending no no pending yes
Arab Bank for Economic Dovelopment in Africa yes Jimited lignitad pending ne ne pending pending
Economic Community of West African States o ne no no ne ne no no
Conseil de 'Entente ihimis minimis minimis minimis minimis minimis minimis no
West African Development Bank yes yes yos yes ves yes yes ves
Islamic Development Bank yes limited limited pending no ne pending pending
Paris Club creditors
Austria 1/ yes yes ves yes no no yes yes b
Russia 2/ yes yes yes yes no no yes yea "63
France 2/ yes yes yes yes yes yes yes yes
Italy 3/ yes yes yes yes yes yes yes yes
Netherlands 2/ yes ¥es yes yes ves ¥es yos ¥es
Spain 2/ yes yes yes yes yes yes yes yes
United Kingdom 3/ yes yes . yes yes no no yes yes
Non-Paris Club bilateral creditors
Algeria no no no no no no no
China no no no no ne no no
Kuwait yes yes yes yes pending pending pending pending
Sandi Arabia no no no no no no no no
Libya no ne no no no no no ne
Taiwan Province of China no ne no no no no no no
Céte dTvoire no no no no ne no no ne

Sources: Burkinabé authoritics; and staff estimates.

1/ Agreement on debt cancellation signed on June 20, 2002,
2/ Cancellation of 85 percent of debt stock agreed on June 20, 2002 (agreement nat signed).
3/ Agreement not signed.
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Table 14. Burkina Faso: Expenditure Accountability Assessment and

Action Plan (AAP)}—Update Table

Indicator Actions to Strengthen — From  Status ©  Progress to Date on Action Plans
Agreed Action Plans ¥ and and Indicated Improvements
Time Horizon (S/M) ¥ (Outcomes)
(from AAP)
Budget formulation
Composition of budget Apply WAEMU guidelines on public | The current fiscal accounts cover only a
entity finances, including to local narrow definition of central government.
governments (M) The government will work on extending
coverage of fiscal accounts to comply
with WAEMU guidelines with the 2004
budget cycle.
Limitations to use of off- n.a. {meets benchmark)
budget transactions
Reliability of budget as n.a. {meets benchmark) The government still needs to include
guide to outturn level outturn data in the budget laws presented
to the National Assembly.
Data on donor financing  Integrate the computerized )i The computer links between the
expenditure management systems of government departments have been
the Department for Cooperation and reestablished and currently information
the Budget/Treasury (S) of foreign-financed investments is being
gathered 1o feed it into the computerized
expenditure management system.
Classification of budget  Implement WAEMU budget 1 The government will convert its
transactions classification system (S) expenditure management system to the
new classification system in 2003 and
apply the new classification system with
the 2004 budget.
Make the necessary adjustments to n Adjustments to the computerized
automatically generate a functional expenditure management system are
budget classification (S} under way for the 2004 budget exercise.
Identification of poverty- n.a. Poveriy-reducing expenditure is
reducing expenditures identified through budgetary lines by
ministry (administrative classification).
Quality of multiyear n.a. {meets benchmark) The MTEF is fully integrated in the
expenditure projections budget cycle and includes HIPC
resources.
Budget execution
Level of payment arrears ~ Link commitment decisions to cash F1 Implemented in 2002. No new arrears
reserves and reinforce use of cash- were accumulated.
flow plan (8)
Prepare an annual cash-flow plan and FI Implemented in 2002.
update monthly (S)
Extend computerized expenditure 1| Pilot extension for Bobo-Dioulasso

management system to local level
(M)

became effective in 2003.
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Table 14. Burkina Faso: Expenditure Accountability Assessment and
Action Plan (AAP)—Update Table (concluded)

Indicator Actions to Strengthen — From  Status " Progress to Date on Action Plans
Agreed Action Plans Y and and Indicated Improvements
Time Horizon (S/M) ¥ (Outcomes)
(from AAP)
Quality of internal audit  n.a. Internal audit function effective and
fully integrated in commitment process.
Use of tracking surveys Reinforce the use of tracking surveys I Tracking surveys arc conducted under
on the decentralized level (S) the PRSP process but could be
broadened and deepened further.
Disseminate results of tracking FI Implemented in 2002,
surveys within the administration (8)
Quality of fiscal/banking  n.a. (meets benchmark)
data reconciliation
Budget reporting
Timeliness of internal n.a. {meets benchmark)
budget reports
Classification used for n.z. Tracking uses administrative
budget tracking classification system as functional
classification sysem is not yet available.
Timeliness of accounts n.a.
closure
Timeliness of final Take an administrative decision as 1] Legal opinions have been sought out to
audited accounts regards the treasury account balances define a procedure for the administrative
prior to 1994 (S) decision.
Regularly produce treasury account I The government has accelerated the
balances and submit accounts to the production of treasury account balances.
Supreme Audit Court jointly with
budget execution reports (S)
Fully operationalize the Supreme F1 The court was set up, offices have been
Audit Court (8) identified and renovated, and
magistrates were named. The court
became fully operational in 2003.
Respect the delays in presenting II The 1999 and 2000 execution reports

budget exceution reports to the
National Assembly {S)

were sent to the National Assembly. The
2001 execution reports were approved
by the Couneil of Ministers in April
2003, and submitted to Parliament.

1/ Action plans were agreed by the government, the IMF, and World Bank at the time of the 2001 AAP mission.
In the meantime, the government adopted an action plan for the improvement of budget management (PRGB} in
July 2002 that encompasses the recommendations of the AAP and other analytical work, including the Country
Financial Accountability Assessment (CFAA). The implementation of the PRGB is supported by the World
Bank’s Poverty Reduction Support Credit (PRSC). The AAP update table reflects only certain elements of the
government’s public expenditure reform program.
2/ § = short term, i.e., action that is expected to be completed in one year. M = medium term, i.e, action that is
expected to be completed in two-three years.
3/ Degree of implementation, i.e., whether implementation has been initiated (II), is not yet started (NS), or is
complete (FI, for fully implemented).



Table 15. Burkina Faso: New External Borrowing and Debt Indicators, 2003-16

{In millions of U.S. dollars, unless otherwise indicated)

2003 2004 2005 2006 2009 2012 2016

Est, Projections
Annual disbursements 146.0 260.8 105.1 102.8 107.7 154.4 178.1
Projected project loans 125.1 173.7 51.6 383 303 65.9 87.5
Projected program loans 20.8 76.9 0.0 0.0 65.9 V1.5 920.7
Remaining financing needs (loans) 0.0 10.2 534 64.4 11.6 11.0 0.0
Cumulative disbursements 291.0 551.8 656.9 7597 1,080.5 1,483.1 2,154.9
Wet present value (NPV) of debt I/ 520.0 21 T67.6 826.1 1,009.1 1,233.9 1,598.4
NPV of debt/ government revenue (in percent) 100.2 105.3 101.4 95.3 83.9 70.3 547
NPV of debt/GDP (in percent) 12.4 139 14.1 13.9 13.2 12.5 11.6
NEV of debt/exports of goods and services (in percent) 171.5 177.5 1586 1320 1517 143.9 142.6

Sources: Burkinabé authorities; and staff estimates and projections.

1/ Government revenue, excluding grants.

_'[i?...



Table 16. Burkina Faso: IMF Credit Position and Projecicd Payments to the IME, 2003-13 1/

2003 2004 2005 2006 2007 2608 2009 2010 2011 2012 2013
{In miltions of SDRs, unless otherwise indicated )
Fund credit, net changes 9.2 5.6 ~4.8 -3.2 -12.1 -11.5 9.5 9.1 9.1 6.5 -4.4
Poverty Reduction and Growth Facility
(PRGF) disbursements (+) 34 6.9 8.9 6.9 0.0 0.0 0.0 0.0 0.0 0.0 0.0
PRGF repayments (-} -12.6 -13.3 -11.7 -10.1 -12.1 -11.5 -85 %1 2.1 0.5 -4.4
PRGF charges and intercst {-) 0.6 0.5 -0.5 -0.3 -0.4 -0.4 -0.3 0.3 0.2 0.2 -0.1
Quota 60.2 60.2 60.2 60.2 60.2 60.2 60.2 60.2 60.2 60.2 60.2
Exchange rate: CFA francs per SDR
(period average) 8112 773.9 774.7 775.7 776.3 776.4 716.6 776.6 776.6 T16.6 T16.6
(In billions of CFA franes, unless otherwise indicated )
Exports of goods and services 225.0 248.6 275.8 2012 3120 334.6 359.0 3875 4183 4519 488.4
Tax revenue 2701 319.3 361.3 414.9 449.9 508.6 5754 651.3 738.9 8384 8384
GbP 2,430.4 2,623.6 2,819.2 3,064.5 3,331.8 3,6232 3,940.8 4,287.1 4,664.8 5,076.6 5,525.9
Chtstanding Fund eredit, end of period
In millions of SDRs 839 773 724 69.2 571 45.6 36.1 27.0 17.9 11.4 7.0
In billions of CFA francs 68.1 39.8 56.1 53.7 443 354 28.1 21.0 13.9 8.9 5.5
In percent of quota 139.4 128.4 120.3 115.0 94.9 758 60.0 44.9 20.8 19.0 iL7
Debt service to the Fund
In millions of SDRs 13.2 14.0 122 10.4 125 1.9 9.8 9.4 93 6.7 4.5
In bitlions of CFA francs 10.7 10.8 9.5 81 9.7 9.2 7.6 7.3 12 5.2 3.5
In percent of exports of goods and
services 4.8 4.4 34 28 3.1 2.8 2.1 19 1.7 1.2 0.7
In percent of tax revenue 4.0 3.4 26 19 22 1.8 1.3 1.1 1.0 0.6 0.4
In percent of GDP 0.4 0.4 0.3 03 0.3 0.3 0.2 0.2 0.2 0.1 0.1

Source: IMF, Finance Department.

1/ Assumes Iwo disbursements of SDR. 3.44 mllion in each year in 2004-06.

-‘Z17._



Table 17. Burkina Faso: Poverty and Social Indicators, 2002

- 43

Burkina Faso Sub-Saharan Africa Low-Income
Countries
Population, midyear (millions) 11.8 674 2,511
(NI per capita (Atlas method, in U.8. dollars) 230 470 430
GNI (Atlas method, in billions of U.S. dollars) 27 317 1.069
Average annual growth, 1996-2002
Population (annual percentage change) 24 23 19
Labor force (annual percentage change) 20 2.6 2.3
Most recent estimate (latest year available, 1996-2002)
Poverty (percent of population below national poverty line) 45
Utban population (percent of total populaticn}) 17 32 3
Life expectancy (years) 44 47 59
Infant mortality (per 1,000 live births) 104 91 76
Child malnutrition (percent of children under age 3) 34
Access to an improved water source (percent of population) 78 35 76
Tlliteracy (percent of population age 15+) 74 37 37
Gross primary enrollment {pereert of school-age population) 44 78 96
Male 51 85 103
Female 36 72 88

Source; World Bank.
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Ouagadougou, March 4, 2004

Mr. Horst Kohler
Managing Director
International Monetary Fund
700, 19th Street, N.W.

- Washington, D.C. 20431
U.S.A.

Dear Mr. Kohler:

1. . To build on the progress achieved in the past ten years and intensify reform efforts,
the Burkina Faso authorities adopted a program of economic and financial reforms for the
period 2003-06, in support of which the International Monetary Fund approved a three-year
arrangement under the Poverty Reduction and Growth Facility (PRGF) for a total amount
equivalent to SDR 24.08 million (40 percent of quota). The objectives of this program were
in line with the Poverty Reduction Strategy Paper (PRSP) adopted in 2000 and updated by
the second progress report discussed at meetings of the Executive Boards of the Fund and the
World Bank in November 2002.

2. Despite the disruption cansed by the crisis in Cote d’Ivoire, major progress was
achieved in implementing the program during the first nine months of 2003. The government
continued to strengthen its fiscal policy and accelerated the introduction of numerous
structural measures, in particular in the areas of privatization, governance, and price and
trade liberalization. All of the performance criteria, indicators, and benchmarks

(quantitative and structural) were observed, except for the structural performance criterion at
end-October 2003 on the implementation of a computerized tax management system in the
large- and medium-sized enterprises’ units of the regional tax directorates in the center of the
country (Ouagadougou) and in the west (Bobo-Dioulasso), and the quantitative benchmarks
at end-June and at end-December on the reduction of expenditure committed but for which
payment orders have not been issued (dépenses engagées et non mandatées—DENMs).

3. This letter, which updates and supplements the Memorandum of Economic and
Financial Policies of May 28, 2003, reviews program implementation during the first nine
months of 2003, describes the additional measures introduced during the fourth quarter

of 2003, and presents the government’s macroeconomic objectives for the period 2004-06,
as well as the objectives and the specific economic and financial pelicies planned for 2004.
Based on the measures introduced and on the objectives and measures envisaged, the
government requests a waiver for nonobservance at end-October of the performance criterion
regarding establishment of a computerized tax management system. The government also
hopes to continue receiving assistance from the Fund, the World Bank, and the international
financial community, in particular within the framework of the enhanced Heavily Indebted
Poor Countries Initiative (HIPC Initiative).
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I. PROGRAM IMPLEMENTATION IN 2003

4. With the good rainfall in 2003, the increase by CFAF 10 per kilogram of the effective
producer price for cotton, and the stabilization of agricultural input prices, areas cultivated
increased, and agricultural yields improved. In this context and on the basis of the
preliminary estimates of cotton and grain production, agricultural GDP seems to have grown
at a much higher rate than initially expected under the program. However, the economy '
continues to cope with the adverse impact of the crisis in Cote d’Ivoire, especially in the _
secondary and tertiary sectors in the west of the couniry, in the region of Bobo-Dioulasso. In
spite of the reopening of the border with Cote d’Ivoire at end-August 2003, that is,

two months later than envisaged in the program, trade with this country has not actually
resumed, because of persistent road security problems. Nevertheless, economic agents have
diversified the channels of communication and the sources of supply, thereby beginning to
help the economy adjust to the repercussions and to the increase in transportation costs
imposed by regional tensions. Traffic increases with frequent transit toward Mali and Niger
have significantly deteriorated roads, leading to the implementation of a road strengthening
program. Overall, the rate of growth in real GDP was estimated at 6.5 percent in 2003,
compared with 2.6 percent anticipated under the program, as a result of the improved
performance by the agricultural sector and the economy’s adjustment 1o the shock of the
Ivoirien crisis.

5. The increase in agricultural production led to a decline in the inflation rate in the first
ten months of 2003, from 3.9 percent on a year-to-year basis at end-December 2002 to

1.8 percent at end-October 2003, despite the disruptions in transportation and trade. At end-
December 2003, the inflation rate stabilized at below 2 percent, compared with a program
forecast of 5 percent. In the external sector, the current account deficit (including official
transfers) is estimated at 8.1 percent of GDP in 2003, less than initially expected.

6. As illustrated by the observance of all the programmed fiscal performance criteria and
quantitative benchmarks at end-September 2003, the government budget was executed most
satisfactorily in 2003. On the revenue side, actual collection exceeded the indicative target by
CFAF 13 billion (0.5 percent of GDP) at end-September, despite the failure of the West
African Economic and Monetary Union (WAEMU) to pay fully compensation for shortfalls
in preferential community tax (taxes préférentielles communautaires—TPC), At end-
December, government revenue exceeded the program objective by CFAF 9 billion. The
government exceeded its total revenue target for three main reasons. First, large enterprises
realized major profits in 2002, in particular public enterprises such as SONABHY,
ONATEL, and SONABEL; this led to a higher yield from the business profit tax (BIC) and
from dividends paid to the government. Second, the diversification of the sources of supply
through the Ghanaian corridor meant that the ordinary law customs tariff was applied to a
larger proportion of imports. Third, the efforts made to increase tax audits have begun to
deliver results, in particular as regards the VAT.

7. Expenditure, excluding externally financed investment and net lending, was generally
executed as planned during the first nine months of the year, with current expenditure
savings offsetting overruns with respect to domestically financed investment. For 2003
overall, large savings were recorded on domestically financed investment (CFA 17 billion, or
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0.7 percent of GDP). helping to maintain total spending below the program target, despite
expenditure on humanitarian assistance and security and the granting of loans to SONATUR
and SONABEL for promotion of the Commercial and Administrative Zone Development
(ZACA) project and for investment in the energy sector. In this context, the basic deficit of
the government budget was CFAF 69 billion at end-September (compared with a benchmark
of CFAF 70 billion) and is estimated at CFAF 89 billion at end-December 2003 (compared
with a benchmark of CFAF 106 billion).

8. The government continued to pay the remaining service on its external debt to
multilateral and bilateral creditors. It did not accumulate domestic or external payment
arrears. Nevertheless, sizable shortfalls were recorded with respect to the mobilization of
nonproject external assistance during the second half of the year and the government had to
increase the DENM stock in 2003, including on HIPC-financed social expenditure.

9. The money supply increased by 9 percent in 2003, slightly above the nominal GDP
growth rate. The insufficient mobilization of nonproject external assistance led to higher-
than-anticipated growth in net banking system credit to the government, and the government
had to issue more treasury bills. However, after adjustment for the shortfall in external
assistance, the quantitative performance criterion at end-September and the quantitative
benchmark at end-December on domestic financing to the government were observed. The
Central Bank of West African States (BCEAQ) reduced its discount rate and its repurchase
~ rate by 50 basis points in October 2003, 10 4.5 percent and 5 percent respectively. Credit to
the economy grew in real terms during the program period, reflecting the financing
requirements for the 2002-03 agricultural crop year, and the banking system’s net foreign
assets deteriorated 1n 2003.

10. Several structural measures planned in the context of the program in 2003 were
introduced. In particular, in May the authorities issued a call for bids for opening up two
cotton-producing regions to private firms (as planned), as well as a call for expressions of
interest for the privatization of ONATEL (ahead of schedule). Moreover, in the area of trade
and price liberalization, the government continued to apply the automatic mechanism for
continuously and transparently adjusting the structure of petroleum product prices

(a continuous structural benchmark under the program). In the area of governance, members
of the High Authority for Coordination of the Fight Against Corruption took their oath of
office in April, while progress was made in implementation of the action plan for increasing
transparency in fiscal management, including the submission of the 2001 budget review law
to the Auditor General’s Office and then to the National Assembly. The Treasury has
produced the list of accounts opened in its books, certifying that nonfinancial private
enterprises no longer held deposit accounts with the Treasury at end-September 2003

(a program performance criterion).

11.  On the other hand, as indicated above (paragraph 2), one structural performance
criterion was not observed in October 2003. Computerization of the large and medium-sized
enterprises’ units in Ouagadougou was introduced as planned, but the computerization of
the Bobo-Dioulasso unit had to be postponed to mid-March 2004 owing to the resignation of
the project head in the service provider company. In addition, there were delays in the
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preparation of the energy sector strategy and the project proposed for World Bank financing
in this sector.

II. MEDIUM-TERM OBJECTIVES AND THE 2004 PROGRAM

12. In the context of the PRSP, the government’s main objectives for the period 2004-06
are to hold the year-on-year inflation rate to about 2 percent and contain the external current -
account deficit to less than 12 percent of GDP. Real GDP growth 1s expected to reach

5.7 percent in 2006. '

13.  For 2004, the macroeconomic objectives of the program are as follows: (a) to keep
the inflation rate below 3 percent, year on year; and (b) to limit the external current account
deficit {excluding official transfers) to 11.8 percent of GDP. Real GDP growth is projected at
5.2 percent in 2004. In the fiscal area, the program aims to reduce the basic deficit of the
government budget to 2.9 percent of GDP in 2004, To attain these objectives, a package of
measures will be implemented in 2004 in the areas of government finance, money and credit,
the external sector, and structural reforms.

A. Macroeconomic Policies
Fiscal policy

14.  Fiscal policy will aim to contain the government financial operations deficit (on

a commitment basis, including HIPC-financed expenditure) at 9.6 percent of GDP in 2004,
and to lower the basic deficit to 2.9 percent of GDP in 2004, compared with 3.7 percent

in 2003. The draft 2004 budget law that was submitted to the National Assembly in
September 2003 is consistent with these program objectives. The draft budget is based on a
package of administrative measures aimed at increasing the collection of taxes and customs
duty, broadening the tax base, and controlling expenditure performance while improving the
capacity to absorb HIPC resources. Should shortfalls be recorded in the tax revenue collected
in 2004, the Minister responsible for Finance will reduce commitments of non-poverty
reducing expenditure, including domestically financed investments, up to the amount of
those shortfalls, with a view to observing the program objectives. The government of
Burkina Faso remains current in its external and domestic payments. It will not accumulate
external or domestic payment arrears during the program period. The government will also
make a sizable reduction in the DENM stock.

15.  Tax revenue is projected to increase to 12.2 percent of GDP in 2004, from

11.1 percent of GDP in 2003. To attain this objective, the government in December 2003
adopted an action plan for strengthening the tax and customs administrations. This action
plan, which is based on the recommendations of the March 2003 technical assistance mission
from the IMF’s Fiscal Affairs Department, includes the rapid implementation of the
following actions: (i) the enhancement of supervision over the largest taxpayers through the
establishment of a directorate responsible for large enterprises at the head office of the
General Directorate of Taxes in Quagadougou (by end-September 2004); (ii) the effective
computerization of tax administration; (iii) the introduction of a new taxpayer identification
system (by end-June 2004); and (iv) the modernization of customs administration through
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enhanced controls over valuations and the setting up of an SYDONIA computer system in
the main customs offices (by end-April 2004). The authorities will request IMF technical
assistance to review the progress made by the tax and customs departments on a regular
basis, in connection with the implementation of this action plan.

16.  On the expenditure side, control of government spending, exclusive of interest on
public debt, will be pursued through wage bill restraint. To achieve this, the government will
continue implementation of its overall civil service reform program during the program
period, with a view to introducing increased flexibility in civil service management.

Tt will also pursue the implementation of its merit-based compensation and promotion
system, as well as the improvement of the single civil service and payroll computer database.
No general wage hike is planned for 2004. However, the authorities have realized a study on
the procedures for raising the retirement age of civil servants and the attendant implications
for the pension system. The application of this wage policy will make it possible to limit the
wage bill increase to 6.0 percent in 2004, primarily reflecting the planned integration of
people on temporary contracts (intégrations statutaires) in the education and health sectors
and the revenue collection agencies (régies financiéres). It will also stabilize the ratio of
government personnel expenditure to GDP at 4.5 percent in 2004,

17.  Other current expenditure on goods and services are expected to stabilize at around
2.7 percent of GDP in 2004, in light of the priority given to improving nonwage spending
in favor of the education, health, agriculture, and infrastructure maintenance sectors.
Transfer spending will represent 3.5 percent of GDP in 2004, compared with 3.2 percent of
GDP in 2003, lar%cly because of the support provided for agricultural inputs in cotton-
producing areas.'’ The government will design its sectoral development strategies and
continue to conduct sectoral public expenditure reviews, with World Bank technical
assistance. It will conduct public expenditure reviews in the sectors of secondary and higher
education, scientific research, and the judicial system, by end-March 2004. The government
will also spell out in greater detail its public investment program and its medium-term
expenditure framework (MTEF). The 2005-07 MTEF, which will be adopted by end-

- April 2004, will continue to reflect the priorities stated in the PRSP. More generally, the
government will make every effort to improve the tracking of public investment, in particular
externally financed investment, by specifically integrating such investment into

the computerized expenditure system.

18.  The government will increase the budgetary appropriation ceiling for health and
education spending and for poverty reduction in general, in accordance with the PRSP.
Total education expenditure (excluding externally financed investment and including HIPC
Initiative-related spending) is forecast to stabilize at 2.2 percent of GDP in 2004, as in 2003.
The government may further increase its education expenditure in the context of the

17 Subsidies to input prices for cotton producers should help improve the standard of living in
rural areas. These subsidies offset the additional transportation costs imposed by the traffic-
diverted because of the crisis in Cote d’Ivoire.
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accelerated “Education for All” initiative. Spending will also stabilize in the health sector at
1.6 percent of GDP in 2004, as in 2003.

16, In the context of the Budget Management Improvement Plan (PRGB) and with a view
to strengthening governance, transparency, and staff accountability in accordance with the
objectives stated in the PRSP, the government submitted the draft 2002 budget review law to
the Auditor General’s Office at end-2003. Based on the report of the Auditor General’s
Office, the government will submit this draft budget review law to the National Assembly at
end-March 2004. Following the same procedure of obtaining a prior review by the Auditor
General’s Office, the government will submit the draft 2003 budget review law to the
National Assembly by end-December 2004 in accordance with the law on budget laws,

~ which was published in October 2003 in line with the WAEMU guidelines. In accordance
with the recommendations of the studies of the Country Financial Accountability Assessment
(CFAA), the Report on the Observance of Standards and Codes (ROSC), and the PRGB, the
government made substantial efforts in improving its book keeping record by producing its
final accounts (balances du Trésor) through 2002, and submitted to the Auditor General’s
Office in December 2003 a draft administrative audit of the individual accounts of public
accountants (comptes de gestion) for the years 1984 to 2000. It will also produce these
accounts regularly in future, and in particular it will submit the comptes de gestion for 2001
and 2002 to the Auditor General’s Office, respectively by end-April and by end-
October 2004. The government will also adopt the WAEMU general rules of public
accounting by end-June 2004,

Monetary policy and financial sector

20. The BCEAO will pursue a prudent monetary policy in 2004. It will aim to curb
inflation and to limit the decline in the net foreign assets of the banking system in 2004.

In light of the decision by the WAEMU member countries to refrain from BCEAO advances
to public treasuries, the government will issue Treasury bills and bonds to finance

its operations and to contribute to the development of a regional financial market. Credit to
the private sector is expected to increase by 7.8 percent in 2004, in line with the projected
growth of the economy. The money supply is expected to increase by 7.9 percent in 2004—at
the same pace as nominal GDP growth.

21.  To strengthen the development of the financial sector in accordance with the PRSP,
to improve the mobilization of domestic savings, and to promote the latier’s intermediation
for financing the private sector, the government will pursue its judicial system reform
program, with the assistance of the World Bank, so as to permit foreclosure on collateral and
improve loan collection. It will also encourage small and medium-sized enterprises

to implement accounting standards and will pursue its efforts to develop the microfinance
sector, with a view to providing increased access to credit and financial services for

the people, particularly women and inhabitants of rural areas, and to reduce poverty.

In the context of the revision of its PRSP, the government will by end-March 2004 prepare

a strategy for the development of microfinance, with the assistance of its technical and
financial partners. The Banking Commission of the West African Monetary Union (WAMU)
will further strengthen banking supervision to ensure that banks continue to observe the
prudential ratios it has set. '
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B. Structural Policies

22.  The government will continue to implement its privatization and public enterprise
reform program during the program period, with the assistance of the World Bank.

In the telecommunications sector, the government issued invitations in December 2003
seeking prequalification bids for the privatization of the telecommunications company
(ONATEL); it will by end-March 2004 begin negotiations on the financial bids with the
enterprises selected on the basis of technical criteria. In the energy sector, the government is
planning to arrange for the financial accounts of the national electricity company
(SONABEL) and the oil company (SONABHY ) for 2002 and 2003 to be audited by end-
2004, in the context of the negotiation of a World Bank credit; and it will reexamine the
structure of electricity production and distribution costs, in consultation with the World

* Bank, with a view to introducing cost-saving measures. It will continue to apply the
automatic mechanism for adjusting public water rates on the basis of costs. The government
will also continue to apply the automatic mechanism for adjusting retail petroleum product
prices as a function of import and distribution costs. In the agricultural sector, the

- government will close the May 2003 bidding procedures, to allow two new firms to set up
their business in two cotton-producing areas where SOFITEX is still in operation, by end-
May 2004.

23.  Governance. The government is committed to pursuing a consistent practice of
transparency and good governance. In addition to moving toward greater transparency in

the management of public affairs, as described above, the government will by end-June 2004
adopt a national policy on combating corruption and examine by end-September 2004 the
first annual report of the High Authority for the Coordination of the Fight Corruption, which
was established in April 2003. The High Authority will strengthen its collaboration with the
monitoring agencies (the Inspector General’s Office of the Government, the Office of the
Inspector General of Finance, and the technical Inspectorates of line ministries), and the
Auditor or General’s Office to investigate irregularities. The government will also continue
the reform of the judicial system, with the assistance its development partners.

24.  Poverty reduction. With the support of donors and lenders, and in consultation with
civil society, the government in September 2003 completed the third progress report on

its PRSP. It submitted this annual report to the Managing Director of the IMF and to the
President of the World Bank in separate letters. The government also plans to update

the PRSP, using a participatory approach, by end-March 2004. The revised PRSP will
continue to serve as the sole benchmark for action by the government and its development
partners. One of the objectives of its revision will therefore be to ensure that it is a genuine
strategy for sustainable development. '

25.  Statistics. The government will redouble its efforts to improve the quality and
timeliness of its statistical data. It will provide Fund staff with the basic data required

in the context of Article IV consultations and will strengthen program control and
monitoring. To ensure the efficient monitoring of progress made in implementing social
objectives and poverty reduction goals, a system of indicators was established in June 2003,
in consultation with development partners. The authorities will report to the Fund and the
World Bank the annual figures for these indicators.
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I11. EXTERNAL SECTOR, DEBT SUSTAINABILITY, AND FINANCING REQUIREMENTS

26.  In the external sector, the government will pursue its objective of reducing the
external current account deficit by implementing the macroeconomic and structural
adjustment policies described in this letter of intent, without imposing any restrictions on
current transactions.

27.  The external current account deficit (excluding official transfers) is projected at
CFAF 310.7 billion in 2004, or 11.8 percent of GDP (compared with 12.2 percent of GDP
“in 2003). Given the amortization of the external public debt, including IMF repurchases
(CFAF 43.2 billion) and the projected negative contribution of Burkina Faso to the
international reserves of the central bank (CFAF -5.1 billion), gross external financing
requirements will amount to CFAF 348.8 billion in 2004. These financing requirements will
be met in part by grants and by project and nonproject concessional lending from multilateral
and bilateral donors and lenders, by assistance received under the HIPC Initiative, and by
private capital flows. Residual borrowing requirements of CFAF 5.3 billion will remain,
which the government intends to finance by applying disbursements from the three-year
arrangement under the PRGF in 2004. The government hopes to identify adequate resources
* for financing the program for 2005 on the occasion of the second review.

28.  The government will continue to seek only grants and highly concessional loans to
meet its financing requirements. In this respect, it will not contract or guarantee new
nonconcessional external loans (with a grant element of less than 35 percent) maturing in
more than a year, except for treasury bills and bonds offered on the WAEMU capital market.
In addition, the government will not contract or guarantee any external loans with original
maturities of less than a year. To pursue the normalization of its relations with its main
external creditors, donors, and lenders, Burkina Faso will continue to service its external debt
‘and will not accumulate external arrears during the program period. The Paris Club extended
for the second time, to December 31, 2003, the deadline for signing the June 2002 bilateral
agreements on the treatment of the stock of debt. The government has signed all those
bilateral agreements, except for the agreement with France, which it intends to sign as soon
as possible. The government will also make every effort to obtain the participation of all its
multilateral creditors and its non-Paris Club bilateral creditors in providing assistance to
Burkina Faso in the context of the HIPC Initiative. To date, the authorities have obtained
assurances of financing from the country’s HIPC Initiative creditors, representing 78 percent
of the additional debt relief (topping up}.

IV. MONITORING OF PROGRAM IMPLEMENTATION

29.  The government believes that the policies set forth above are adequate to achieve

the objectives of its program, but will take any further measures that may prove necessary for
this purpose. During the implementation period of the three-year arrangement, the authorities
will consult with the Managing Director of the IMF, either at their own initiative or whenever
the Managing Director of the IMF requests such consultation, regarding the adoption of any
additional measures that may be appropriate. Morcover, after the implementation period of
the arrangement and while Burkina Faso has outstanding financial obligations to the IMF
arising from loans under the arrangement, the government will consult with the IMF from
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time to time, at its own initiative or whenever the Managing Director requests such
consultations, regarding its economic and financial policies.

30.  To ensure that the progress made in implementing the program is monitored, the
government has established quantitative performance criteria and benchmarks for end-March,
end-June, and end-September 2004 (Table 1) and structural performance criteria and
benchmarks (Table 2). The Technical Memorandum of Understanding (TMU) describing
the quantitative performance criteria and benchmarks of the program is attached herewith
(Attachment). The government will also provide the International Monetary Fund with other
statistical data and information specified in the TMU, on a monthly basis, as well as any
‘information it deems necessary, or that the Fund staff requests for program-monitoring
purposes. During the program period, the government will not impose or intensify
restrictions on the making of payments and transfers on current international transactions
without the approval of the Fund, introduce or modify multiple currency practices, conclude
bilateral payment agreements inconsistent with Article VIII of the IMF’s Articles of
Agreement, or introduce or intensify import restrictions for balance of payments reasons.

31.  The government will, by end-August 2004, conduct the second half-yearly review of
the program with the Fund, to evaluate the progress made as at end-March 2004. The third
half-yearly review of the program is also expected to be carried out by end-February 2005,
on the basis of the results at end-September 2004.

' Sincerely yours,

/sl

Jean-Baptiste M. P. Compaoré
Minister of Finance and Budget

Ouagadougou, Burkina Faso

Attachment: technical memorandum of understanding



Table 1. Burkina Faso: Quantitative Performance Criteria, and Indicative Targets for the Program
Under the Poverty Reduction and Growth Facility Arrangement, 2004
(In billions of CFA. francs; cumulative from beginning of vear)

2003 2004
Dec. End-March End-June End-Sep. End-Dec.
Indicative Performance Indicative Performance Indicative
Target Criteria Target Criteria Target
Performance criteria and indicative targets 1/
Ceiling on cumulative change in net domestic financing to government 2/ 132 173 212 3.1 187
Ceiling on the cumulative amount of new nonconcessional external debt
contracted or guaranteed by the government 3/ 4/ 0.0 0.0 0.0 0.0 0.0
Of whick: less than one year's maturity 3/ 4/ 0.0 0.0 0.0 0.0 0.0
Accumulation of domestic payments arrears 4/ 0.0 0.0 0.0 0.0 .0
Accumulation of external payments arrears 4/ 0.0 0.0 0.0 0.0 0.0
Indicators
Government revenue 3009 707 162.4 248.8 3456
Current expenditure 268.9 722 148.8 225.5 300.7
Fxpenditure on wages and salaries 112.1 283 58.5 8R.6 118.1
Basic balance 5/ 6/ -89.0 -26.8 -40.0 -583 -77.1
Change in the stock of expenditure committed but without payment orders 6/ 13.6 2.0 2.6 -12.3 -15.0
Adjustment factors
Balance of payments assistance 83.6 15.3 26.7 78.4 83.0
Adjustment lending (excluding IMF) 12.1 0.0 8.1 434 43.4
Adjustment grants 71.6 15.3 18.6 35.0 39.6

Sources: Burkinab& anthorities; and staff estimates and projections.
1/ Performance criteria at end-March and end-September 2004.

2/ For 2004, the ceiling on the cumulative change in net domestic financing is to be adjusted upward (downward) by the amount of shortfall (surplus} in balance of payments

assistance (exchuding debt relief under the HIPC Initiative). At end- March 2004, the adjustment is limited to a maximum of CFAF 10 billion, to a maximum of CFAF 15 billion

at end-June 2004, to 2 maximum of CFAF 435 billion at end-September 2004, and to a maximum of CFAF 50 billion at end-December 2004.

3/ Excluding treasury notes and bonds issned in CFA francs on the regional West African and Economic Monetary Union {(WAEMU) market.

4/ To be observed on a continuous basis,

5/ Revenue (exchiding grants} minus expenditire, exchiding foreign-financed investment outlays and net lending.

6/ Including HIPC Initiative expenditure.

_Eg_
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Table 2. Burkina Faso: Prior Actions, and Structural Performance Criteria

and Indicative Targets for 2004

Measures

Date

Prior actions

1.

Implementation of a computerized tax management systern
in the large- and medium-sized taxpayers’ unit of the
regional tax directorate in the west (Bobo-Dioulasso), as
described in paragraph 11.

Adoption by the government of an action plan to -

strengthen tax and customs revenue collection, as

described in paragraph 15.

Performance criteria and indicative targets

1.

Submission to the National Assembly of the 2002 draft
annual audited budget act, as described in paragraph 19."

Submission to the Auditor General Office of the general
balance sheets of the Central Accountant of the Treasury
(Agent Comptable Central du Trésor), the General
Spending Accountant (Payeur Général), and the General
Revenue Accountant (Receveur Général), as described in
paragraph 19. '

Implementation of the customs computerization system
SYDONIA in ten (10) main customs field offices, as
described in paragraph 15.]

Introduction of a taxpayer registration system, as described
in paragraph 13.

Establishing a single large taxpayers’ unit in the tax
administration main office in Ouagadougou, as described
in paragraph 15.]

Submission to the National Assembly of the 2003 draft
annual audited budget act. as described in paragraph 19

Implementation of the automatic price structure adjustment
mechanism for petroleum products in relation to costs, as
described in paragraph 22.

18 parformance criterion.

End-March 2004

End-April 2004

End-April 2004

End-June 2004

End-September 2004

End-December 2004

Continuous
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Translated from French
INTERNATIONAL MONETARY FUND
BURKINA FASO
Technical Memorandum of Understanding

Ouagadougou, March 4, 2004

L. This memorandum of understanding defines the quantitative performance criteria and
indicative targets for the program supported by the Poverty Reduction and Growth Facility
(PRGF) of the International Monetary Fund (IMF). It also sets the deadlines for reporting
data to Fund staff to facilitate program monitoring.

I. DEFINITIONS

2. For the purposes of this memorandum, the following defimtions of “debt,”

“government,” “payments arrears,” and “government obligations” will be used:

e As specified in point 9 of the Guidelines on Performance Criteria with Respect to
Foreign Debt adopted by the Executive Board of the IMF on August 24, 2000," debt
will be understood to mean a current, that is, not contingent, liability, created under
a contractual arrangement through the provision of value in the form of assets
(including currency) or services, and which requires the obligor to make one or more
payments in the form of assets (including currency) or services, at some future
point(s) in time; these payments will discharge the principal and/or interest liabilities
incurred under the contract. Debts can take a number of forms, the primary ones
being as follows: (i) loans, that is, advances of money to obligor by the lender made
on the basis of an undertaking that the obligor will repay the funds in the future
(including deposits, bonds, obligations, commercial loans, and buyers’ credits) and
temporary exchanges of assets that are equivalent to fully collateralized loans under
which the obligor is required to repay the funds, and usually pay interest, by
repurchasing the collateral from the buyer in the future (such as repurchase
agreements and official swap arrangements}; (ii) suppliers® credits, that is, contracts
where the supplier permits the obligor to defer payments until some time after the
date on which the goods have been delivered or the services provided; and (iii) leases,
that is, arrangements under which property is provided that the lessee has the right to
use for one or more specified periods of time, which are usually shorter than the total
expected life of the property, while the lessor retains the title to the property. For the

19 See hitp://www.imf.org — “Limits on External Debt or Borrowing in Fund Arrangements—
Proposed Change in Coverage of Debt Limits.”
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expected life of the property, while the lessor retains the title to the property. For the
purpose of this guideline, the debt is the present value (at the inception of the lease)
of all lease payments expected to be made during the period of the agreement,
excluding those payments that cover the operation, repair, or maintenance of the
property. Treasury bills and bonds issued in CFA francs on the WAEMU (West
African Economic and Monetary Union) regional market, are included in domestic
debt for the purposes of this memorandum.

s Government is defined as the central government of Burkina Faso and does not
include any political subdivision, government-owned entity, or central bank having a
separate legal personality.

¢ External payments arrears are external payments due but unpaid. Domestic payments
arrears under the 2004 program are domestic payments due (following the expiration
of a 90-day grace period, except where the obligation provides for a specific grace
period, in which case that grace period will apply) but unpaid.

s Government obligation is any financial obligation of the government accepted as such
by the government (including any government debt).

II. QUANTITATIVE PERFORMANCE CRITERIA

A. Cumulative Change in Net Domestic Financing to the Government
Definition
3. Under the 2004 program, net domestic financing of the government is defined as the

sum of (i) net bank credit to the government, including both the net bank credit to the
treasury as defined below, and other government claims and.debts vis-a-vis national banking
institutions; and (ii) the unredeemed stock of government bills and bonds held outside
national commercial banks.

4, Net bank credit to the treasury is defined as the balance of the treasury’s claims and
debts vis-a-vis national banking institutions. Treasury claims include the cash holdings of the
Burkinabé Treasury, deposits with the central bank, deposits with the commercial banks,
secured obligations, and government deposits with the postal system (CCP). Treasury debt to
the banking system includes funding from the central bank (including statutory advances,
consolidated advances, IMF financing, and refinancing of secured obligations), government
securities held by the central bank, funding from commercial banks (including government
securities held by commercial banks), and CNE (Caisse Nationale d’Epargne Postale)/CCP
securitized deposits.

5. Net bank credit to the government is calculated by the Central Bank of West African
States (BCEAQ), whose figures are deemed valid within the context of the program. The
stock of treasury bills and other government debt is calculated by the Ministry of Finance.
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6. In 2003, net domestic financing of the government was CFAF 13.2 billion, made up
of CFAF 29.1 billion in changes in net bank credit to the government and CFAF -16 billion
in nonbank financing.

Quantitative performance criterion/indicative targets

7. The ceiling on the cumulative change (from January 1, 2004 onward) in net domestic
financing of the government is set at CFAF 17.3 billion at March 31, 2004, and

CFAF 21.2 billion at June 30, 2004. These ceilings represent a performance criterion at end-
March 2004 and an indicative target at end-June 2004 . The ceiling is projected at

CFAF 3.1 billion at September 30, 2004 and at CFAF 19.7 billion at December 31, 2004.
These figures will be re-examined and set as a performance criterion at end-September 2004
and as an indicative target at end-December 2004 during the second program review.

Adjustment

8. The ceilings on the camulative change in net domestic financing to the government
will be subject to adjustment when actual disbursements differ from program forecasts of
external budgetary assistance, excluding external debt relief (whether in the context of
traditional mechanisms or under the Heavily Indebted Poor Countries (HIPC) Initiative).
When disbursements exceed forecasts, the ceilings will be adjusted downward by the amount
of excess disbursements. In contrast, when disbursements fall short of forecasts, the ceilings
will be adjusted upward by the amount of the shortfall. However, upward adjustments of
ceilings are limited to a maximum of CFAF 10 billion at end-March 2004, a maximum of
CFAF 15 billion at end-June 2004, a maximum of CFAF 45 billion at end-September 2004,
and a maximum of CFAF 50 billion at end-December 2004,

Reporting deadlines

9. Data on net bank credit to the government will be forwarded monthly to the IMF by
BCEAQO staff, and those on the stock of government bills and other government debt by the
Ministry of Finance within six weeks following the end of each month.

B. Nonaccumulation of Domestic Payments Arrears
" Definition

10.  The government undertakes not to accumulate any new domestic payments arrears on
government obligations. The treasury keeps records of domestic payments arrears on
government obligations and records pertinent repayments.

Performance criterion

11.  The government will not accumulate any domestic payments arrears on government
obligations in 2003 and 2004. Said nonaccumulation of domestic payments arrears is a
performance criterion, to be observed continuously.
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Reporting deadlines

12.  Data on outstanding balances, accumulation, and repayment of domestic arrears on
government obligations will be reported monthly within four weeks following the end of
each month. '

C. Nonaccumulation of External Payments Arrears
Performance criterion

13.  The government’s external debt is the stock of debt owed or guaranteed by the
government. External payments arrears are external payments due but unpaid on the due

- date. Under the program, the government undertakes not (0 accumulate external payments
arrears on its debt, with the exception of external payments arrears arising from government
debt being renegotiated with external creditors, including non-Paris Club bilateral creditors
and multilateral creditors participating under the enhanced HIPC Initiative. Nonaccumulation
of external payments arrears is a performance criterion, to be observed continuously.

Reporting deadlines

14.  Data on outstanding balances, accumulation, and repayment of external payments
- arrears will be forwarded monthly within four weeks following the end of each month.

D. Nonconcessional External Debt Contracted or Guaranteed by the Government
of Burkina Faso

Performance criterion

15.  The government undertakes not to contract or guarantee any external debt maturing in
one year or more with a grant element of less than 35 percent {calculated using the interest
‘reference rate for borrowed foreign currencies provided by the IMF). This performance
criterion applies not only to debt as defined in point 9 of the Guidelines on Performance
Criteria with Resg)ect to Foreign Debt, adopted by the IMF’s Executive Board on

August 24, 2000, % but also to all commitments contracted or guaranteed for which value has
not been received. However, this performance criterion does not apply to treasury bills and
bonds issued in CFA francs on the WAEMU regional market. This commitment is a
performance criterion, to be observed continuously.

2 See para, 2.
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Reporting deadlines

16. Details on any government loan (terms of the loan and creditors) must be reported
monthly within four weeks of the end of each month. The same requirement applies to
guarantees extended by the government.

- K. Government Short-Term External Debt

17.  The government undertakes not to accumulate or guaraniee any new external debt
with a contractual maturity of less than one year. This performance criterion applies not only
to debt as defined in point 9 of the Guidelines on Performance Criteria with Respect to
Foreign Debt, adopted by the IMF’s Executive Board on August 24, 2000, but also to
commitments contracted or guaranteed for which value has not been received. Excluded from
this performance criterion are import- and export-related loans and treasury bills and bonds
issued in CFA francs on the WAEMU regional market. This obligation is a performance
criterion to be observed continuously. As of December 31, 2003, the government of Burkina
Faso had no short-term external debt.

II1. OTHER QUANTITATIVE INDICATIVE TARGETS

18.  The program also includes indicative targets on the basic balance of the government
budget, total government revenue, current expenditure, the government’s wage bill, and
expenditure committed but not authorized.

Definitions

19.  The basic balance of government financial operations is defined as the difference
between total government revenue (excluding grants and the proceeds of privatization) and
total government expenditure and net lending, excluding foreign-financed investment and net
lending. It is valued according to the statement of government budgetary execution, which is
established monthly in the central government’s financial operations table prepared by the
Permanent Secretariat for the Monitoring of Financial Policies and Programs (SP-PPF), in
collaboration with the other directorates of the Ministry of Finance and Budget.

20.  Total government revenue is valued on a cash basis. It includes all tax and nontax
revenue collected by the Directorate General of Taxation, the Directorate General of
Customs, the Burkinabé Treasury and the revenue collection units at ministries and
institutions, and it includes revenue from treasury checks.

21.  Expenditure is valued on a commitment basis, including expenditure financed from
HIPC Initiative funds. It includes current expenditure and capital expenditure financed by the
Treasury.
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22, Current expenditure is defined as the difference between total expenditure (including
expenditure financed from HIPC Initiative resources) and capital expenditure and net
lending. It is made up of the wage bill, expenditure on goods and services, interest on the
debt (domestic and external), transfers, subsidies, and other current expenditure. '

23.  The wage bill is defined as the entire government payroll (on a commitment basis),
including wages and benefits for all permanent and temporary civilian and military
personnel, and the wage bill paid out of HIPC Initiative funds.

24,  Expenditure committed for which a payment orders have not been issued (DENMs) is
defined as all expenditure proposed for commitment that has been certified by the financial
comptroller (including HIPC Initiative expenditure) but for which the payment authorization
(mandat) has not been issued and forwarded to the treasury. Its stock is valued according to
the statement of government budgetary execution, which is established monthly in the central
government’s financial operations table prepared by the SP-PPF, in collaboration with the
other directorates of the Ministry of Finance and Budget.

25.  In 2003, the basic deficit was valued at CFAF 89 billion, made up of
CFAF 300.9 billion in government revenue and CEAF 390 billion in expenditure, excluding
foreign-financed investments. Total revenue was made up of the following:

e tax revenue {customs, Directorate General of Taxation): CFAF 270 billion; and

s nontax revenue, including capital revenue: CFAF 30.8 billion.

Expenditure, excluding foreign-financed investment, was made up of the following:

Expenditure Category Amount {In billions of CFA francs)
Current Expenditure 268.9
Wage bill 112.1
Goods and services 61.5
Interest on debt (domestic and foreign) 16.3
Transfers and subsidies 72.0
Other 7.0
Capital expenditure financed by treasury 97.6
Capital expenditure financed from HIPC funds 25.0

26. The stock of DENMs was valued at CEAF 54 .4 billion at end-December 2003.

Other quantitative indicative targets

27. The ceiling for the cumulative basic deficit (from January 1, 2004 onward) of
government financial operations is established at CFAF 26.8 billion at March 31, 2004 and at
CFAF 40.0 billion at June 30, 2004. These ceilings are indicative targets at end-March 2004
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and end-June 2004. The ceiling is projected at CFAF 58.3 billion at September 30, 2004 and
at CFAF 77.1 billion at December 31, 2004. These figures will be reexamined and
established as indicative targets during the second program review.

28. The floor for total government revenue (cumulative from January 1, 2004 onward) is
set at CFAF 70.7 billion at March 31, 2004 and at CFAF 162.4 billion at June 30, 2004. _
These floors are end-March 2004 and end-June 2004 indicative targets. The floor is projected
at CFAF 248.8 billion at September 30, 2004 and CFAF 345.6 billion at December 31, 2004.
These figures will be reexamined and established as indicative targets during the second
prograim review.

29.  The respective ceilings for current expenditure and the wage bill (cumulative from
January 1, 2004 onward) are established at CFAF 72.2 billion, respectively, and

CFAF 28.3 billion, respectively, at March 31, 2004, and at CFAF 148.8 billion and

CFAF 58.5 billion, respectively, at June 30, 2004. These ceilings are end-March 2004 and
end-June 2004 indicatives targets. They are projected, respectively, at CFAF 225.5 billion
and CFAF 88.6 billion at September 30, 2004, and at CFAF 300.7 billion and

CFAF 118.1 billion at December 31, 2004. These figures will be reexamined and established
as indicative targets during the second program review.

30. The ceiling for the cumulative increase (from January 1, 2004 onward) in the stock of
DENMs is set at CFAF 2.0 billion at end-March 2004 and CFAF 2.6 billion at end-

June 2004. These ceilings are indicative targets. The floor for the cumulative reduction of the
stock of DENMs is projected at CFAF 12.3 billion at end-September 2004 and at

CFAF 15 billion at December 31, 2004. These figures will be reexamined and established as
indicative targets at end-September 2004,

Reporting deadlines

31. Details on the basic balance of the government budget, total revenue, current -
expenditure, the wage bill, and the DENMs will be sent monthly to IMF staff by the SP-PPF
of the Ministry of Finance and Budget within six weeks following the end of each month.

1Vv. ADDITIONAL INFORMATION FOR PROGRAM-MONITORING PURPOSES

A. Public Finance
32.  The government will report the following to Fund staff:

¢ amonthly government flow-of-funds table (TOFE) and the 13 customary
appendix tables, to be forwarded monthly within six weeks following the end of
each month; if the data on actual investment financed by external grants and loans
are not available in time, a linear implementation estimate based on the annual
projections will be adopted;
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e complete monthly data on domestic budgetary financing (net bank credit to the
government and stock of unredeemed treasury bonds and bills), to be provided
monthly within six weeks following the end of each month;

e quarterly data on implementation of the public investment program, including
details on financing sources. These data will be sent quarterly within six weeks
following the end of each quarter;

o monthly data on external debt stock and service, to be sent within four weeks
following the end of each month;

e monthly data on prices and the taxation of petroleum products, including (i) the
price structure prevailing during the month; (ii) the detailed calculation of the
price structure, from the f.0.b.-MED price to the retail price; (iii) the volumes
purchased and made available for consumption by the petroleum distributor
(SONABHY); and (iv) the breakdown of receipts from the taxation of petroleum
products—customs duties, tax on petroleum products (TPP), and value-added tax
(VAT)—and of subsidies, to be provided within four weeks following the end of
each month; and

* the status of accounts with the treasury, classified by major category
(administrative services, state enterprises, mixed enterprises, public administrative
enterprises, international organizations, private depositors, and others), and to be
provided monthly within four weeks following the end of each month.

B. Monetary Sector

The government will provide monthly the following information within six weeks

following the end of each month:

34.

the consolidated balance sheet of monetary institutions;

the monetary survey, within six weeks following the end of each month for
provisional data, and ten weeks following the end of each month for final data;

borrowing and lending interest rates; and

customary banking supervision indicators for bank and nonbank financial institutions,
if necessary.

C. Balance of Payments
The government will report the following to Fund staff:

any revision of balance of payments data (including services, private transfers,
official transfers, and capital transactions), whenever they occur;



-63 - APPENDIX I
ATTACHMENT

e foreign trade statistics compiled by the National Statistics Institute, within three
months following the end of the month concerned; and

e preliminary annual balance of payments data, within nine months following the end
of the year concerned.

D. Real Sector
35.  The government will report the following to Fund staff:

e disaggregated monthly consumer price indices, within two weeks following the
end of each month;
e provisional national accounts, within six months after the end of the year; and

e any revision of the national accounts.
E. Structural Reforms and Other Data
36.  The government will report the following information:

¢ any study or official report on Burkina Faso’s economy, within two weeks
following its publication; and

+ any decision, order, law, decree, ordinance, or circular with economic or financial
implications, upon its publication or, at the latest, when it enters into force.

F. HIPC Initiative

37.  The government will report monthly, within three weeks following the end of each
month, monthly data on resources, uses, and balances in the special account established at the
BCEAQO for the use of resources generated by a reduced debt burden under the HIPC
Initiative.
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G. Summary of Data Requirements
Type of Data Tables Frequency Reporting Deadline
Real sector Provisional national accounts Annual Year’s end + six months
.Revisions of national accounts Variable End of revision +
eight weeks
Disaggregated consumer price index Monthly Month’s end + two weeks
Public finance Net treasury and government position  Monthly Month’s end + six weeks
' at the BCEAQ and details of nonbank
financing, including the stock of
treasury bills and bonds
Government flow-of-funds table Monthly Month’s end + six weeks
(TOFE) and the 13 customary
appendix tables
Execution of capital budget Quarterly End of quarter +six weeks
Petroleum product pricing formula, tax  Monthly Month’s end + four weeks
receipts on petroleum products, and
subsidies paid
Status of the deposit accounts with the  Monthly Month’s end + four weeks
public treasury, classified by major
category
Monetary and Monetary survey Monthly Month’s end +six weeks
financial data
Consolidated balance sheet of Monthiy Month’s end + six weeks
monetary institutions
Borrowing and lending interest rates Monthly - Month’s end + six weeks
Banking supervision ratios Quarterly End of guarter +
: eight weeks
Balance of payments  Balance of payments Annual End of year + nine months
Revised balance of payments data Variable When revisions occur
External debt Outstanding external arrears and Monthly Month’s end + four weeks
repayments (if applicable}
Details of all new external borrowing Monthly Month’s end + four weeks
HIPC Initiative Statement of special account at the Monthly Month’s end + three weeks

BCEAQOQ, that rececives resources
generated by the HIPC Initiative and
tracks their use
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Burkina Faso: Relations with the Fund

(As of December 31, 2003)
I. Membership Status: Joined: May 2, 1963; accepted Article VIII on June 1996

1. General Resources Account: SDR Million In percent of quota
Quota 60.20 100.00
Fund holdings of currency 52.93 87.92
Reserve position in Fund 7.28 12.10
Holdings Exchange Rate '

TIL. SDR Department: SDR Million In percent of

allocation
Net cumulative allocation 941 100.00
Holdings 0.21 ' 2.21

IV. Outstanding Purchases and Loans: SDR Million In percent of quota
Enhanced Structural Adjustment Facility

(ESAF)/Poverty Reductien and Growth _

Facility (PRGF) arrangements 83.89 - 13935

V. Latest Financial Arrangements:
Approval Expiration Amount Approved Amount Drawn
Type Date Date (SDR Million) (SDR Million)
PRGF Jun. 11, 2003 Jun. 10, 2006 24.08 3.44
ESAF/PRGF Sep. 10, 1999 Dec. 09, 2002 39.12 39.12
ESAF Jun. 14, 1996  Sep. 09, 1999 39.78 39.78

VI. Projected Payments to Fund ( without HIPC Assistance)
(SDR Million; based on existing use of resources and present holdings of SDRs):

Forthcoming
2004 2005 2006 2007 2008
Principal 13.48 11.73 10.09 12.12 11.48
Charges/interest 0.54 0.47 041 0.36 0.30
Total 14.02 12.20 10.50 12.47 11.78

Projected Payments to Fund ( with Board-approved HIPC Assistance)
(SDR Million; based on existing use of resources and present holdings

of SDRs):
Forthcoming
2004 2005 2006 2007 2008
Principal _ 2.86 2.07 7.07 10.71 11.48
Charges/interest 0.54 0.47 0.41 0.36 0.30

Total 3.39 2.55 7.48 11.07 11.78
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VII. Implementation of HIPC Initiative:
' Original  Enhanced

I. Commitment of HIPC assistance Framework Framework Total
Decision point date Sep. 1997  Jul. 2000
Assistance committed
by all creditors (US$ Million)’ 229.00 195.60

Of which: IMF assistance (US$ million) 21.70 22.21
(SDR equivalent in millions} 16.30 16.74*

Completion point date Jul. 2000  Apr. 2002

II. Disbursement of IMF assistance (SDR Million)

Assistance disbursed to the member 16.30 16.74  33.04
Interim assistance : 0.0 4.15 4.15
Completion point balance 16.30 1259  28.89

Additional disbursement of interest income ° 0.0 1.34 1.34

Total disbursements : 16.30 1808  34.38

VIII. Safeguards Assessments:

The Central Bank of the West African States (BCEAQ) is the common central bank of the
west African states, which includes Burkina Faso. An on-site safeguards assessment of the
BCEAOQO proposed specific remedies to alleviate vulnerabilities that were identified by staff.
Although Fund staff and BCEAO authorities disagreed on the initial modalities of the
recommendations, the following specific understandings were subsequently reached
regarding the key remedies.

Financial reporting framework. Fund staff recommended that the BCEAO formally adopt
International Accounting Standards (IAS) and publish a complete set of financial statements,
including detailed explanatory notes. It was agreed between the BCEAO and Fund staff that
the BCEAOQ will strive to improve its financial and accounting reporting by aligning its
practices with those recommended by IAS, as adopted internationally by other central
barks.

! Assistance committed under the original framework is expressed in net present value (NPV)
terms at the completion point, and assistance committed under the enhanced framework 1s
expressed in NPV terms at the decision point. Hence, these two amounts can not be added.

% Excludes commitment of additional enhanced HIPC Initiative assistance of SDR 10,93
million, subject to receipt of satisfactory financial assurances from other creditors.

3 Under the enhanced framework, an additional disbursement is made at the completion point
corresponding to interest income earned on the amount committed at the decision point but
not disbursed during the interim period.
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Internal controls system. The staff noted that the absence of oversight of the bank’s
governance, financial reporting, and internal control practices by an entity external to the
management of the BCEAOQ represented a significant risk. It was agreed between the
BCEAQ and Fund staff that, after seeking the opinion of the external auditor (Commissaire
Contréleur), BCEAO staff will propose to the BCEAO Board of Directors that it adopt a
resolution whereby the external auditor will be required to apprise the Board of
Directors, during its annual review and approval of the financial statements, of the state
and quality of internal controls within the bank.

Based on the 2001 financial statements, the staff noted that the BCEAO has improved the
explanatory notes to the financial statements and further changes are scheduled for the next
fiscal year, with a view toward a graduate alignment with IAS accounting to the extent
applicable to central banks by 2005. The external auditor has apprised the Board of Directors
of the BCEAO of the quality of internal controls in June 2003, and the financial statements
for the year 2001 were published on the bank's website. The staff will continue its follow up
on the progress of the BCEAO in implementing the proposed recommendations as part of the
ongoing safeguards monitoring process.”

IX. Exchange Rate Arrangement:

Starting on January 1, 1999, Burkina Faso’s currency, the CFA franc, has been pegged to the
euro at the rate of €1=CFAF 655.957. The exchange rate as of February 4, 2004 was

CFAF 780.4=SDR 1. The exchange and trade system is free of restrictions on the making of
payments and transfers on current international transactions.

X. Article I'V Consultations:

Burkina Faso is on the standard 12-month consultation cycle. The 2003 Article TV
consultation and discussions on a new three-year arrangement under the Poverty Reduction
and Growth Facility (PRGF) were held during the period February 17—March 7, 2003 in
Ouagadougou. The staff report (IMF Country Report No. 03/197) and the Statistical Annex
(IMF Country Report No. 03/198) were considered by the Executive Board on June 11, 2003.

XI. ROSC/AAP:

An FAD mission visited Ouagadougou during May 7-18, 2001 to assist the authorities
undertake a draft fiscal module of a Report on the Observance of Standards and Codes
(ROSC). The final report, which was issued in July 2002, found that Burkina Faso was
making good progress in a number of areas to increase the transparency and accountability of
government. But additional efforts are needed to bring a number of improvements to the
point of implementation, particularly with regard to expenditure tracking at the local level
and external audit functions. Initial discussions indicated that the authorities were in broad
agreement with the mission assessment. On July 31, 2002, the authorities formally adopted
an action plan based on the recommendations of the final ROSC.

The team, jointly with World Bank staff, also discussed a HIPC Initiative Assessment and
Action Plan (AAP) with the authorities. The aim was to assess the capacity of the public
expenditure management system to track poverty-reducing public expenditures under the
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~ HIPC Initiative and the need for technical assistance to enhance that capacity. The mission
secured the officials’ agreement with the jointly prepared preliminary assessment; identified
the main needs for technical assistance on upgrading the capacity to track such expenditures;
and drew up a draft outline action plan. This plan identifies the main needs for further
technical assistance to improve tracking of poverty-reducing expenditures. The AAP has
been communicated to the authorities by the staff of the IMF and the World Bank for final
endorsement.

XII. Technical Assistance:

Significant technical assistance has been provided since 1989, more recently especially in the
fiscal area:

Department  Type of Assistance Time of Delivery Purpose

FAD Staff October 6-17, 1997 Assessing the fiscal
impact of the common
external tariff (CET) and
regional integration and
defining policies to offset
revenue losses.

FAD Staff November 20-30, 1998 Assessing implementation
of the 1997 mission
recommendations, and
proposing complementary
reforms to strengthen the
fiscal and customs
administration.

FAD Staff February 11-25, 1999 Assisting in upgrading the

' computer system used for
large taxpayers and
following up on the
implementation of
previously recommended
measures.

FAD Staff December 4-11, 1959 Monitoring the upgrading of
the computer system used
for large taxpayers;
reviewing the establishment
of a withholding system for
business taxes; reviewing

. the system of treasury
refunds of taxes due on
foreign-financed projects;
and proposing modalities
for eliminating value-added
tax exemptions on investments.
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FAD Staff May 7-18, 2001

STA Staff Since April 2002
FAD Staff March 6-17, 2003
STA Staff May 8-21, 2003

" XIII. Resident Representative:

APPENDIX 11

Assisting in completion
of the fiscal module of
the ROSC, and drafting
on assessment of an
action plan on the
capacity of the public
expenditure management
system to track and report
on the uses of HIPC
Initiative assistance and
all poverty-reducing
expenditures.

Assisting West African
Economic and Monetary
Union (WAEMU)
countries in improving
government finance
statistics (GFS).
Reviewing the status

of implementation of
previous FAD
recommendations and
developing a program of
measures to further
improve the effectiveness
of the tax and customs
administration.

Assist in completing the
data module of the
ROSC, assessing the
quality and timeliness of
macroeconomic data, and
helping draft an action
plan to ensure the timely
disclosure and improve
the quality of data.

Mr. Robert Franco took up the post of Resident Representative in early December 2000.
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Burkina Faso: Relations with the World Bank Group

(As of January 14, 2004)
Partnership in Burkina Faso’s development strategy

1. The government of Burkina Faso outlined its development strategy in a poverty
reduction strategy paper (PRSP) in May 2000. The Bank and Fund Board endorsed this
strategy in June 2000, as well as the first (December 2001) and second (November 2002)
annual progress report. The government is currently undertaking the full update of the PRSP.
The PRSP sets out the following four pillars of the government’s strategy: (i) accelerating
equitable growth; (ii) promoting access to social services; (iii) increasing employment and
income-generating activities for the poor; and (iv) promoting good governance.

2. The Fund has supported Burkina Faso under three arrangements under the Poverty
Reduction and Growth Facility between 1993 and 2002, and the authorities are currently
receiving support under a fourth arrangement covering 2003-06. The Fund takes the lead n

- the policy dialogue on macroeconomic policies and monitors macroeconomic performance
through quantitative performance criteria. In addition, it established recently structural
performance criteria in the areas of tax policy, financial transparency and good governance,
and trade policy. The Bank is supporting the implementation of the PRSP in the areas of
public finance management, good governance, decentralization, health, education, and cotton
" reform through a series of poverty reduction support credits (PRSC), complemented with a
portfolio of specific projects to address issues relating to HIV/AIDS, basic education,
infrastructure investments in transport, water and urban areas, rural development, and private
sector development, as outlined below.

The Country Assistance Strategy (FY 00-03) and the Bank portfolio

3. The general objective of the November 2000 Country Assistance Strategy (CAS) for
the World Bank is to support the government'’s efforts, as described in the June 2000 PRSP,
to achieve sustained high growth rates, to reduce the high incidence of poverty, and to
improve the nutrition, health, and education of the rural population, which constitutes the
largest group among the poor. The CAS has three specific objectives: (i} supporting policies
and programs aimed at improving the supply side of the economy in order to allow for
sustained, broad-based, and export-oriented growth; (ii) improving public finance
management to increase efficiency of public spending, and (iii) ensuring that the allocation
process and public spending effectiveness goals result in a special emphasis on social
services.

4. The Bank’s assistance to the PRSP is intended to be selective and complementary to
activities supported by other donors. Specifically, the Bank envisages a program and related
couniry budget allocation that will (i) give priority to supervision of ongoing projects;

(ii) acknowledge the important role of donors; (iii) consolidate lending operations into fewer
but broader resource transfer mechanisms that are more closely integrated with the
government’s own budgetary allocation and execution processes; and (iv) include a share of
nonlending services to foster a robust analytical base for consensus and parinership building.
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5. To refocus its assistance program and put a consistent emphasis on rapid growth with
poverty reduction, the Bank Group strategy in Burkina Faso focuses attention on (1) key
social sectors, where there are viable long-term strategies or where they can be developed;
(ii) longer-term economic reforms to improve competitiveness and reduce business costs;
(iii) the improvement of public resource management; and (iv) the adapting of Bank-
supported programs to the subregional framework and potentials. Bank lending to Burkina
Faso takes the form of results-driven programmatic credits (Poverty Reduction Support
Credits—PRSCs) and self-standing projects for capacity building, support for community
driven development activities (concentrating on rural, social, and HIV/AIDS interventions)
and infrastructure investments directly targeted 1o poverty alleviation and private seclor

- development. There is a continued commitment to analytical and advisory activities, as
knowledge is the critical input for progress in the substantive areas presented in the PRSP.

6. The March 2003 CAS Progress Report (i) assesses the progress made in
implementing the PRSP and the FY01-03 CAS, (ii) provides an update on the economic and
social developments, (iii) elaborates the new challenges that Burkina Faso is facing, and
(iv) identifies the risks for continued 1mp]ementat10n of the PRSP and CAS. The progress
report confirms that the strategy set out in the 2000 CAS remains appropriate and proposes
an extension of this strategy for 12-18 months to cover the period until the new CAS is
prepared. The new CAS is expected to follow closely the full update of the PRSP.

7. Assessment of country policies. In close collaboration with the Burkinabg
authorities, IDA has undertaken substantial analytical work over the past three years to assess
key social, structural, and sectoral development policies and identify policy and institutional
reform priorities for poverty reduction. IDA has relied on a combination of the PRSP and its
annual progress reports, a second priority poverty survey and two poverty profiles, sectoral
policy notes, and informal papers on specific issues, such as constraints in growth and
competitiveness, or the dynamics of poverty and income inequality. IDA has also helped the
Burkinabg authorities carry out analytical work in key sectors (education, health, rural
development, encrgy, transport, and private sector development) and assisted with the
preparation of a comprehenswe economic study on long-term sources of growth and
competitiveness in 2001. On poverty reduction, two further studies are underway - a
participatory poverty assessment and the third national household survey.

8. Since the beginning of the structural reforms in the early 1990s, the World Bank has
approved, in addition to support for investment projects, two structural adjustment credits, an
economic recovery credit, an agricultural sector adjustment credit, a transport adjustment
credit, an economic management reform credit, and three poverty reduction support credits
(PRSC-1, PRSC-2, and PRSC-3). The Bank’s cumulative commitments to Burkina Faso as
of January 14, 2004 amount to US$1,403.6 million equivalent for 68 operations, comprising
65 IDA credits and 3 IDA grants.

9. The current portfolio amounts to IDA commitments of US$519.3 million, of which
US$312.8 million is undisbursed. There is also a GEF Project for US$7.5 million, of which
$1.54 million has been disbursed. IDA’s active portfolio in Burkina Faso is as follows:

o The PRSC-3 grant was approved in July 2003 for US$50 million. The PRSC program
focuses on key sectoral action plans and reforms to improve public finance
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management, the competitiveness of the economy, and to facilitate the country’s
integration into the regional and world economy.

Three operations support IDA’s strategy in the agriculture sector. A second
agricultural services project (US$41.3 million, FY98) aims at increasing agricultural
productivity and farmers’ incomes, improving natural resource management, and
promoting institutional development. A private irrigation project (US$5.2 million,
FY99) supports provision of the demand-driven services necessary for the
development of an efficient, sustainable small irrigation subsector in Burkina Faso. A
community-based rural development program (US$66.7 million, FYO1) aims at
reducing poverty and promoting sustainable development in rural areas. Its first phase
provides for building local capacity to plan and implement rural development
projects, accelerating the pace of public transfers for decentralized rural development,
and supporting implementation of the country's decentralization framework. A Rural
Intensification and Market Diversification Project is currently under preparation for
delivery in FY05.

To support human resource development, four operations are being implemented.
In education, a basic education operation (US$32.6 million) was approved in

~ JTanuary 2002 by the World Bank Executive Board. The project provides support for
the government's ten-year basic education program, which will be implemented in
three phases, the first of which covers the period 2001-05. The main development
objective of Phase I of the ten-year program is to lay the foundation for accelerating
the development of basic education, while ensuring adequate quality and financial
sustainability. A post-primary education project {US$26 million, FY97) finances
parts of the government’s post-primary education strategy. The Bank also assists the
country with the implementation of a new development learning center (US$2.5
million, FY03) for distance-learning activities that will give the Burkinabe access to
the latest research worldwide. A HIV/AIDS disaster response project (US$22 million,
FY02) underpins the implementation of the government's 2001-04 medium-term
HIV/AIDS/STISs strategic plan, which has been endorsed by the country's technical
and financial partners. The second phase of the HIV/AIDS project is under
preparation and the project is expected to be approved in FY05.

In the urban sector, an urban environment project {US$37 million, FY95) aims at
improving living conditions through priority urban works and urban services
benefiting low-income groups. Under this project, supplemental financing of

US$22 million for the government’s decentralization process was approved in FY02.

A water supply project (US$70 million, FY01) aims at increasing access 1o adequate
and reliable potable water in Quagadougou through expanded distribution and tertiary
water networks and improved urban water subsector management.

In the mining sector, a mining sector capacity building and environmental
management project (US$21.4 million, FY97) supports regulatory reform and
training, institutional strengthening and resource management, environmental
management, and small-scale artisanal mining.

A technical assistance credit for private sector development (competitiveness and
enterprise development project, US$30.7, FY03) provides support to implement the
privatization program; improve the quality, access, and cost of telecommunications;
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and promote the development of a strong indigenous private sector in Burkina Faso
through a streamlined business environment and well-targeted financial and
nonfinancial services to small and medium-sized enterprises.

e The Bank approved a transport sector project in April 2003 for US$92.1 million.
The project concentrates on rural roads as the rural economy is the main source of
income and employment for 80 percent of the population.

The Bank’s proposed lending program is as follows:

o In the energy sector, the Bank is considering assisting the government, through a
sector reform operation (late-FY04) aimed at introducing private sector participation
to improve the efficiency of the provision of electricity services and the supply of
hydrocarbon products to the economy. A second Rural Energy Project will be
prepared for delivery in FY05 which will aim at increasing access to infrastructure
services, especially for rural communities.

s A fourth poverty reduction support credit (PRSC-4) is envisaged for Board
presentation in late FY04.

Bank-Fund collaboration in specific areas

10.  Cotton sector and energy sector. The Bank and Fund staffs jointly follow
developments in the cotton sector because of its importance for macroeconomic aggregates
and rural incomes. The Fund staff focuses on the overall financial management of the cotton
sector in order to limit spillover effects for government finances and the banking sector. The
Bank staff is accompanying the government’s structural reform agenda in the sector under a
series of PRSCs, These reforms aim at creating a more competitive environment by
introducing additional operators over time, while safeguarding the historical achievements of
a prudent financial management and the involvement of producer organizations in decision-
making processes, including the setting of producer prices.

11. Public finance management and good governance. The Bank and the Fund closely
collaborate in supporting the government’s reforms in the area of public finance management
and good governance, Important elements of the reform program are enshrined in the
government’s own action plan for the improvement of budget management and incorporate
the main recommendations of the HIPC Assessment and Action Plan prepared jointly by
Bank and Fund staff and the Country Financial Accountability Assessment (CFAA).
Recently, the Bank’s PRSC focused on the creation and operationalization of the Auditor
General Office, resumption of regular submissions of budget audit laws to the Auditor
General Office and the National Assembly, and revisions of procurement laws and
regulations. The Bank’s PRSC is also supporting extensions of the computerized expenditure
circuit to deconcentrate budget execution and, together with sector-specific projects, 1s
assisting with the preparation for the political decentralization planned for 2003. The PRGF-
supported program included measures to ensure the effectiveness of the Auditor General
Office, and the Fund has given technical assistance in the area of tax and customs
administration. Both the Bank and Fund staffs have followed jointly the government’s
anticorruption policies, including the creation of the High Authority to Fight Corruption. The
Fund is focusing its support under the PRGF on tax administration and tax reform issues
while the Bank is supporting expenditure management and control reform under the PRSCs.
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12.  Promotion of private sector activity. Given the importance of private sector
development for accelerating growth, the Bank and Fund staffs take a close common interest
in policies that foster competition, as well as privatization. The Fund focuses on trade
policies and monitors the financial performance of public enterprises. The Bank has taken the
lead in assisting with the privatization of the energy and telecommunications sectors and
removing administrative obstacles to the creation of enterprises and private investment.

Statement of IDA Credits/Grants

(In millions of U.S. dollars)

Credit/Grant Fiscal

Number Year Sector DA Undisbursed
C27280-BF 1995 Urban Environment 59.0 16.3
CNQOO70-BF 1997 Post-Primary Education 26.0 6.7
CNO0290-BF 1997 Mining Capacity Building 21.4 6.7
C29740-BF 1998 Agricultural Services II 41.3 11.0
C31610-BF 1999  Private Irrigation 5.2 1.0
C34360-BF 2001 Community-Based Rural Devipt.  66.7 51.5
C34760-BF 2001 OQuagadougou Water Supply 700 - 60.8
C35570-BF 2062 HIV/AIDS Disaster Response 22.0 12.4
C35970-BF 2002 Basic Education 32.6 28.1
C37070-BF 2003 Development Learning Center 2.3 1.8
C37330/H0220 2003 Competitiveness & Ent. Dev. 30.7 30.7
C37450/H0320 2003 Transport Sector 92.1 85.8
HO0580 2004 PRSC-3 50.0 0.0

Total (number of credits/grants: 13) 519.3 312.8

Source: World Bank.

For additional information, please contact A. David Craig, Country Director, Tel. 473-2589
or Jan Walliser, Senior Country Economist, Tel. 473-2329, '



Statement by the IMF Staff Representative
March 19, 2004

Following the issuance of the staff report on the first review under the PRGF arrangement
and request for waiver of performance criteria (3/4/04), the staff was informed by the
authorities that the prior action on the effective implementation of the computerized tax
management system in the large and medium-sized taxpayers’ unit in Bobo-Dioulasso
has been met since March 1, 2004. This information does not change the thrust of the staff
appraisal.

The computerization of the large and medium-sized taxpayers’ unit in Bobo-Dioulasso,
which was delayed owing to the resignation of the project manager in the information
technology service provider company, has been accelerated since December 2003. The
computer network was built during December 2003-January 2004, including the server,
workstations, and printers. In February, the tax management software, which has already
been operational in Ouagadougou since October 2003, was installed in Bobo-Dioulasso, and
the fifteen staff members of the taxpayers’ unit attended computer and software training
sessions. Starting on March 1, all tax assessment and collection tasks have been
computerized in the unit.
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Press Release No. 04/56 International Monetary Fund
FOR IMMEDIATE RELEASE Washington, D.C. 20431 USA
March 19, 2004

IMF Completes First Review Under Burkina Faso's PRGF Arrangement
and Approves US$5.1 Million Disbursement

The Executive Board of the International Monetary Fund (IMF) today completed the first review
of Burkina Faso’s economic performance under a SDR 24.08 million (about US$35.5 million)
Poverty Reduction and Growth Facility (PRGF) arrangement (see Press Release No. 03/82).

The completion of the review enables the release of a further SDR 3.44 million (about

US$5.1 million), which will bring the total amount drawn under the arrangement to SDR

6.88 million (about US$10.2 million).

In completing the review, the Board waived the nonobservance of the performance criterion
pertaining to the effective computerization of the large and medium-sized taxpayers’ units in two
main cities, Ouagadougou and Bobo-Dioulasso. The Board also concluded that the third progress
report submitted by Burkina Faso on its Poverty Reduction Strategy Paper (PRSP) provided a
sound basis for IMF concessional assistance.

The PRGF is the IMF’s concessional facility for low-income countries. PRGF-supported
programs are based on country-owned poverty reduction strategies adopted in a participatory
process involving civil society and development partners and articulated in a PRSP. This is
intended to ensure that PRGF-supported programs are consistent with a comprehensive
framework to foster growth and reduce poverty. PRGF loans carry an annual interest rate of

0.5 percent and are repayable over 10 years with a 5 Y2-year grace period on principal payments,

Following the Executive Board’s discussion on Burkina Faso’s economic performance,
Agustin Carstens, Deputy Managing Director and Acting Chair, stated:

“The performance of the Burkinabé economy under the PRGF-supported program has been
satisfactory to date. The Burkinabé authorities implemented prudent macroeconomic policies and
strengthened fiscal transparency and accountability in 2003. This, along with abundant rainfall
and a higher producer price for cotton that boosted agricultural production, resulted in robust
economic growth, subdued inflation, and continued narrowing of the current account deficit in
2003. Nevertheless, the Burkinabé economy remains fragile and vulnerable, owing to the
country’s heavy reliance on cotton exports and external assistance, the high public external debt
burden, and the continued difficulties in Cote d’Ivoire.

Washington, D.C. 20431 » Telephone 202-623-7100 ¢ Fax 202-623-6772 « www.imf.org



“The authorities’ economic program for 2004 remains guided by the objectives set out in the
Poverty Reduction Strategy Paper (PRSP). Successful implementation of the program will
depend critically on further fiscal consolidation. The main fiscal challenges will be to increase
tax revenue, contain domestically-financed expenditure while re-orienting resources to priority
areas, and fully utilize HIPC Initiative-related resources to finance priority social spending.

In this regard, the authorities are implementing a comprehensive action plan to improve tax and
customs revenue collection, and are taking steps to control the wage bill and non-priority
spending and to increase absorptive capacity in the social sectors.

“In the context of the 2004 program, the authorities aim to continue to make progress in
enhancing transparency, accountability, and governance; liberalizing prices and trade; privatizing
and restructuring public enterprises; and opening up the cotton sector to private firms. These
reforms will be important to enhance Burkina Faso’s external competitiveness and spur private
sector growth.

“The broad participatory approach to preparing the PRSP progress report has been helpful in
building national consensus on the poverty reduction strategy. The PRSP is being updated for the
period 200406, and for this purpose it would be useful to carry out a poverty assessment and
develop adequate social and poverty indicators,” Mr. Carstens said.



Statement by Damian Ondo Maiie, Executive Director for Burkina Faso
March 19, 2004

1. Introduction

As a landlocked Sahelian country, Burkina Faso has to overcome the challenges of
transportation and adverse weather conditions while striving to improve the well-being of its
population. In this regard, it is important to note that my Burkinab¢ authorities have set for
the period 2000-03, an ambitious real GDP growth rate target of 8 percent in their 2000
PRSP. In 2000-03, average growth was 4.5 percent, lower than targeted, due to external
shocks such as adverse weather conditions in 2000-01 and the deterioration in the terms of
trade. However, in 2004, better prospects are expected and growth is projected to be about 5
percent of GDP. I should add that Burkina Faso is among the best performers of the region.
My Burkinabé authorities would also like to express their appreciation to Fund’s
management and staff for the fruitful dialogue that has contributed to improving the
macroeconomic framework over the past years.

IL. Poverty Reduction

My authorities have completed the third annual progress report of the PRSP in consultation
with civil society. The report indicates that structural reforms have advanced, the
macroeconomic program remained broadly on track, fiscal consolidation efforts remained
solid, and several social indicators have also progressed. Thus, priority measures were taken
toward improving the environment of private sector development, and reducing vulnerability
in the rural sector. On the social front, after a slow progress in several areas in 2000-01,
availability of HIPC resources allowed Burkina Faso to increase poverty-related spending,
with a view to improving human and technical capacities. In the education sector,
infrastructure investments have increased as well as recruitment of primary school teachers.
As a result, the enrollment rate reached 47.5 percent during schoo! year 2002-03. Moreover,
in the health sector, most vaccination rates exceeded targets and staffing along with usage
rates of health services have improved. My authorities are also grateful for the support
received from the international community in their fight against poverty. Indeed, donors’
enhanced coordination has had a positive impact on these achievements.

My Burkinabé authorities are well aware that social indicators are still low as compared to
their initial objectives set forth in their PRSP. They are determined to further enhance social
services in order to improve social indicators and achieve MDGs. They generally share the
candid analysis and recommendations provided by the staff in the context of the Joint Staff
Assessment (JSA) of the third annual progress report of the PRSP and the first review of the
PRGF-supported program. Using the participatory approach, a revised PRSP will focus on
decentralization of the rural development process, in line with MDGs objectives. The revised
PRSP will be produced by end-March 2004 and will continue to serve as the sole reference
for action by the government and its development partners. At a Donors conference held in
early March 2004 in Ouagadougou, the international community has made a commitment to
support the country’s priority actions set forth in the revised PRSP for the period 2004-06.



IT1. Recent Economic Developments

Burkina Faso’s economic performance under the PRGF-supported program in 2003 and in
the implementation of the PRSP was satisfactory. All quantitative performance criteria for
end-September 2003 and most indicative targets for end-December 2003 were observed.
Macroeconomic developments were marked by a sharp increase of economic growth, Real
GDP is estimated to have increased by about 6.5 percent, compared with a program objective
of 2.6 percent, with inflation falling below 2 percent, reflecting a better than projected cereal
production. In fact, the agricultural sector remains the foremost engine that leads growth in
Burkina Faso as reflected by the magnitude of cotton (about 500 000 tons) and cereal (about
3.5 million tens) production in 2003. The production level of cotton, cereal and other food
crops was helped by a combined effect of good rainfall, stabilized agricultural inputs prices,
and a price incentive of CFAF 10 per kg to cotton growers. Although one structural
performance criterion was not observed in October 2003 and for which the authorities are
requesting a waiver, corrective measures have already been taken. And the computerization
of the large and medium sized enterprise unit in Bebo Dioulasso was completed in early
March 2004.

As regards the fiscal area, my authorities pursued their efforts to strengthen the country’s
fiscal stance and the 2003 budget was executed satisfactorily. On the revenue side, collection
exceeded the indicative target by CFAF 9 billion at end-December 2003, due mainly to
substantial profits made by public enterprises such as SONABHY, ONATEL and SONABEL
and to dividend paid to the government. Expenditures were generally carried out as planned
during the year. The government continued to pay the remaining service of its external debt
to multilateral and bilateral creditors and did not accumulate domestic or external arrears.
However, substantial shortfalls were recorded with respect to the mobilization of non-project
external assistance and the government had to issue treasury bills in the West African
Economic and Monetary Union’s (WAEMU) regional financial market.

In the monetary and banking area, the Central Bank of West African States (BCEAQ)
reduced its discount rate and its repurchase rate by 50 basis points in October 2003, to 4.5
percent and 5 percent respectively. The money supply increased by 9 percent, slightly above
the nominal GDP growth rate. Also, the insufficient mobilization of non-project external
assistance mentioned above led to higher-than anticipated growth in net banking system
credit to the government, but the relevant performance criteria was met.

On the structural front, progress was made in the implementation of reforms. My
authorities are resolved to reform and privatize public enterprises as reflected by a call for
bids issued in May 2003 for opening up two cotton-producing regions to private firms as well
as a call for the privatization of ONATEL. In the area of trade and price liberalization, the
government continued to apply the automatic price adjustment mechanism for petroleum
products. In the area of governance, the members of the High Authority for the Coordination
of the Fight against Corruption (ILACLC) took their oath in April 2003. In addition, the
Treasury has produced the list of accounts opened in its books, certifying that non financial
private enterprises no lenger hold deposit accounts with it as of end-September 2003.
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IV. Medium-Term Program and Policies for 2004
Fiscal Policy

The 2004 budget law is consistent with the program objectives. Fiscal policy will focus on
containing the government financial operations deficits at 9.6 percent of GDP. My authorities
have adopted measures aimed at improving collection of taxes and customs, through
strengthening of tax and customs administrations, broadening the tax base, and controlling
expenditure performance while improving the capacity to absorb HIPC resources. The
government is committed to not accumulate external or domestic arrears during the program
period; in case of shortfalls in tax revenue collected in 2004, commitments of non-poverty
related expenditure will be reduced up to the amount of those shortfalls. In the same vein, my
authorities are committed to substantially reduce the stock of expenditures committed but not
paid (DENMs).

On the revenue side, the government is committed to increase tax revenue to 12.2 percent of
GDP from 11.1 percent of the 2003 GDP. This objective will be attained through the
implementation of an action plan adopted in December 2003 for strengthening the tax and
customs administrations, and improve tax collection. This action plan includes the following
measures: establishment of a Large Taxpayers Unit and enhancement of supervision of the
largest taxpayers, effective computerization of the tax administration, introduction of the new
taxpayer identification system, modernization of the customs service and setting of a
SYDONIA computer system in the main customs offices.

On the expenditure side, the quality of spending will be enhanced. The government will
continue to carry out civil service reform with the view to increasing flexibility in civil
service management, limiting increase in the wage bill and computerizing the payroll. Also,
my authorities will complete a study on the procedures for raising the retirement age of civil
servants and on its implication to the pension system. In order to offset the additional
transportation cost imposed by the traffic diverted because of the crisis in Céte d’Ivoire,
transfer spending will be limited to 3.5 percent of GDP in 2004, compared wit 3.2 percent of
GDP in 2003. In line with the PRSP, my authorities will substantially increase outlays for
health, education and poverty-related activities in general, reflecting the acceleration in the
use of HIPC resources. Also, with the TA of the World Bank, public sector expenditure
reviews will be conducted in the sectors of secondary and higher education, scientific
research, and the judicial system by end-March 2004,

With a view to strengthening governance, transparency and staff accountability, my
authorities submitted to the Auditor General’s Office, the final individual accounts (comptes
de gestion) of the government’s operations for the years prior to 2001. Substantial efforts
were made in improving its book-keeping records by producing its 1987-2002 final accounts.
My authorities will adopt the WAEMU general rules of public accounting by end-June 2004.



Monetary Policy and Financial Sector

The BCEAOQ will pursue prudent monetary policy in 2004 aimed at curbing inflation and
limiting the decline in the net foreign assets of the banking system. In light of the decision of
the WAEMU member countries to refrain from BCEAOQO advances to public treasuries, my
authorities will issue treasury bills and bonds, in order to finance government operations and
also contribute to the development of the regional financial market. Credit to the private
sector is expected to grow, in line with the projected growth of the economy, while net bank
credit to the government will decline.

Regarding the financial sector, the authorities are committed to pursue their efforts towards
improvement in the mobilization of domestic savings and the development of the
microfinance sector, with a view to increasing access to credit and financial services for the
people, particularly women and inhabitants of rural areas, and to reducing poverty. The
Banking Commission of the West African Monetary Union (WAMU) will further strengthen
banking supervision to ensure that banks continue to observe prudential ratios.

Structural Reforms

My authorities will deepen structural reforms and stimulate the development of the private
sector, improve the business climate and enhance competitiveness. With the assistance of the
World Bank and other donors, my authorities are determined to continue to implement
privatization and public enterprises reform program. Three major state owned companies in
the telecommunication, electricity and oil sectors are in the process of being privatized..
Also, the government will continue the antomatic price adjustment policies of water and
petroleum products. Moreover, the cotton sector will be opened up further to create more
competition and stimulate and increase productivity. Additionally, my authorities have taken
steps to improve governance by working on a legislation adopting a national policy
combating corruption. Thus the first report of the High Authority for the Coordination of the
Fight against Corruption (HACLC) will be submitted to the government by September 2604.
The HACLC will strengthen its collaboration with other monitoring agencies and the
government will continue the reform the judicial system.

Impact of the Cotton Sector on Debt sustainability

After reaching the completion point under the enhanced HIPC initiative in April 2002,
Burkina Faso was provided a topping up and has received financing assurances from most of
its creditors, accounting for 78 percent of the total debt relief anticipated. Nevertheless, its
external debt burden remains high as the country continues to depend heavily on external
assistance and on cotton exports. Since the completion point, based on the combination of
several factors affecting the NPV of Burkina Faso’s Debt, the new DSA is suggesting that its
debt profile has improved. Debt projections detailed in box 2 of the Staff Report anticipate
the decrease of Burkina Faso’s NPV of debt-to-export ratio to less than 150 percent by 2012,
While this scenario is principally based on an assumption of an improvement of cotton
production, nevertheless, it does not consider the volatilities of prices in the international
market and the subsidies of some developed countries. Without subsidized production, terms



-5-

of trade would improve and Burkina Faso would therefore further improve its debt profile.
My authorities call for a total elimination of subsidies in cotton production in developed
countries, a position put forward during the Cancin WTO summit,

V. Conclusion

My Burkinabe authorities have demonstrated their commitment to face persistent difficult
economic conditions and to implementing sound economic policies, in order to foster
economic growth and poverty reduction. My authorities are aware of the fragility of progress
achieved so far, since their economy remains vulnerable to exogenous shocks, as evidenced
by yearly weather changes and sharp variations in cotton prices. They will continue their
reform efforts and continue to seek the international community’s support in these efforts
aimed at transforming their economy and making it more resilient to shocks.



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

