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I. INTRODUCTION

1. This paper presents an assessment of Burundi’s eligibility for assistance under the
enhanced Initiative for Heavily Indebted Poor Countries (HIPC). The Executive Boards of
the IMF and IDA discussed the preliminary HIPC document for Burundi on January 19 and
27, 2005, respectively. On these occasions, Executive Directors made a preliminary
determination that Burundi could be eligible for assistance under the enhanced HIPC
Initiative on the basis of its heavy debt burden, its track record of performance under IDA-
and IMF-supported programs, and its status as an IDA-only and PRGF-eligible country.
Directors generally agreed that Burundi could reach its decision point by mid-2005, provided
that policy implementation under the government’s macroeconomic and structural program is
satisfactory. They noted that Burundi’s heavy debt burden would require strong export
growth and external assistance in the form of grants or loans on highly concessional terms.

2. The debt sustainability analysis (DSA) herein indicates that Burundi’s external debt
would remain above the HIPC threshold even after the full application of traditional debt-
relief mechanisms. The present value (NPV) of debt-to-exports ratio is estimated at

1,772 percent at end-2004 and is projected to remain above 150 percent throughout the
projection period.

3. With the implementation of the Arusha Peace accord of August 2000, Burundi has
achieved, through early 2005, demonstrable progress with economic stabilization and reform,
and the authorities have remained committed to policies of macroeconomic and financial
stability, growth and poverty reduction. In light of such progress and commitment and of
Burundi’s heavy debt burden, it is the opinion of IDA and IMF staff that Burundi has met the
conditions for reaching the HIPC decision point.

4. Section II provides background information on eligibility and qualification for the
enhanced HIPC Initiative, the dimensions of poverty, political and security developments,
and the policy track record. Section III discusses the Poverty Reduction Strategy Paper
(PRSP) process, medium-term macroeconomic objectives, and the sectoral and structural
reforms to be implemented before reaching the completion point. Section IV presents the
DSA. Section V lists the proposed floating completion point triggers, specifies how the
enhanced HIPC Initiative assistance after the decision point will be used and tracked, and
reports the views of the authorities. Finally, Section VI presents issues for discussion by the
Boards of Executive Directors.

II. BACKGROUND AND ASSESSMENT OF ELIGIBILITY AND QUALIFICATION FOR
HIPC ASSISTANCE

A. PRGF and IDA Status

5. Burundi is an IDA-only country, with a nominal per capita GDP of about US$83 in
2003, and is eligible to receive resources under the IMF’s Poverty Reduction and Growth
Facility (PRGF). Burundi will continue to need substantial concessional assistance from the



international community and is likely to remain an IDA-only country and eligible for PRGF
resources for many years to come.

B. Dimensions of Poverty

6. Although income per capita in Burundi has recovered since 2000, it still remains less
than one-half the historic high of US$180 attained before civil conflict erupted in 1993. Since
1992, the percentage of people living below the poverty line has doubled, from 35 percent
overall to 68 percent in 2002 (68.7 percent in rural areas, 66.0 percent in urban areas). In
terms of social welfare indicators, Burundi is the fourth least developed country in the world
(2004 Human Development Index).' The government’s immediate priority is to restore pre-
conflict levels of social services recognizing that meeting the Millennium Development
Goals (MDGs) will be a challenge.

7. Burundi’s social indicators reflect the effects of poverty compounded by decades of
violence (Box 1). In addition, child malnutrition has risen from 35 percent in 1987 to

45 percent in 2000. Access to safe water and health services remains extremely low, at less
than 48 percent and 20 percent of the population, respectively. Displaced persons (some
200,000 internally and in refugee camps, down from one million at the peak of the

fighting) suffer from deprivation, malnutrition, and lack of sanitation, health, and education
services. HIV/AIDS prevalence is rising, particularly in the refugee camps, and an estimated
1 in 9 sexually active Burundians is infected. The number of people with HIV/AIDS in 1999
was about 360,000 in the 1549 age group, and 19,000 for those under 15. There are some
200,000 AIDS orphans (out of a total of some 556,000 orphans).

Box 1. Poverty and Social Indicators
(In percent, unless otherwise specified; as of latest year for which data are available)
Indicator Burundi Sub-Saharan Africa

Population (in millions; 2002) 7.3 702.6
Population growth (2003) 2.0 2.1
GDP per capita (USS$; 2003) 83 490
Life expectancy at birth (years; 2002) 41.7 45.8
Infant mortality rate (per thousand, 2002) 123 103.1
Child mortality rate (per thousand, 1998) 208 173.9
Maternal mortality rate (per 100,000/live births; 2001) 1300 916.8
HIV/AIDS prevalence (percent of active sexually population ; 2001) 11.3 n.a.
Literacy rate (percent of population; 2001) 55.4 64.9
Gross school enrollment rate (percent of age group; 2001) 71.0 87.0

Male 79.5 94.0

Female 62.4 80.0
Population density (persons/sq km) 262.0 29.2
Sources: Burundi I-PRSP; World Bank, African Development Indicators 2004 and World Development
Report 2005; and UNESCO database.

'"The United Nations Development Program (UNDP) Human Development Index measures a country’s
achievements in three aspects of human development: longevity, knowledge, and a decent standard of living.



C. Recent Political and Security Developments

8. After independence in 1962, Burundi was one of the best performers in the economic
and social areas in sub-Saharan African countries, although progress was marred by periods
of ethnic violence. However, with the 1993 civil conflict progress was halted and, combined
with the effects of a regional economic embargo in 1996-99, Burundi underwent a ten-year
period of economic decline. The turning point was the signing in August 2000 of a peace
and reconciliation accord among 39 political-ethnic groups, in Arusha, Tanzania. A
transition government and ethnically balanced senate and parliament chambers were
established in 2002, and a peaceful rotation of the president from a Tutsi to a Hutu took place
as envisaged in 2003. The remaining holdout rebel group agreed to a cease-fire in May 2005.
The political transition is now drawing to a close. In February 2005, a national referendum
overwhelmingly approved a new constitution and, on June 23, communal elections were
held. Parliamentary elections were held on July 4, 2005. The new parliament is to elect a new
president by late August; subsequent presidents will be directly elected by popular vote. The
new constitution provides for majority rule while maintaining rights and representation for
minorities and women; minority Tutsis are assured 40 percent of seats in the National
Assembly and of positions in the council of ministers.

9. The creation of a new, ethnically balanced army and national police force began
in late 2004 by incorporating former rebel combatants. The United Nations maintains
operations in Burundi (ONUB), including a peacekeeping force of 5,650 (including
civilians), which is assuring security and supporting the national Disarmament,
Demobilization, Reinsertion, and Reintegration Program (DDR), along with IDA and
bilateral donors through the regional Multi-Country Demobilization and Reintegration
Program (MDRP). By end-May 2005, almost 10,000 ex-combatants had been demobilized. A
National Commission on Reintegration of Refugees was established in 2003, and has since
assisted the resettlement of some 500,000 refugees and internally displaced persons. In
January 2005, a National Truth and Reconciliation Commission was set up with a two-year
mandate to investigate acts of ethnic violence between Burundi’s independence in 1962 and
the 2000 peace accord.

D. Macroeconomic and Structural Adjustment Record

10.  Within a difficult political environment, and starting from dire economic and social
conditions, Burundi has made good initial progress in stabilizing the economy,
implementing financial and structural reforms, and beginning to restore social services.
However, large challenges remain, including the consolidation of democracy, full
demobilization of armed combatants, promotion of private sector-led growth, and, especially,
addressing widespread deep poverty.

11. Burundi’s economic and social recovery has been supported by IDA and the
IMF. IDA has provided an Emergency Economic Recovery Credit in 2000, an Economic



Recovery Credit in 2002, sector grants and credits (including for DDR), and managed
support through a trust fund for multilateral debt service.” A Post-Conflict Transition
Economic Recovery grant (US$50 million) is planned for 2005. In 2001-02, Burundi
implemented an IMF Staff-Monitored Program and, subsequently, received support under the
IMF’s Emergency Post-Conflict Assistance policy (2002—03), which led to approval of a
three-year PRGF arrangement beginning in January 2004 (SDR 69 million). The first review
of the PRGF-supported program was concluded by the Executive Board of the IMF on
January 19, 2005. The European Union and bilateral donors have also provided important
assistance and in a donor forum in January 2004, Burundi received pledges of more than
USS$1 billion over three years.

12. Since 2002, the authorities have maintained generally prudent financial policies
and implemented structural reforms that have helped to establish the conditions to
resume economic growth. Real GDP growth has picked up, inflation has been broadly
contained, and the international reserve position has strengthened, while financial support
from the international community has been mobilized (Table 1). During 2004 and early 2005,
performance under the PRGF-supported program has been good. Such progress is all the
more noteworthy in that it has been achieved in a difficult political and economic
environment of strong expenditure pressures stemming from the establishment of the
transitional institutions envisaged in the Arusha peace accord to include representatives from
former rebel factions and the need to restore social programs. The heavy political agenda,

which has drawn out the transition process, has, at times, delayed sensitive structural reforms
(Box 2).

13.  Real economic growth picked up in 2004 to close to 5 percent and is expected to be
sustained at that level in 2005. Continued vigor in the service sector would offset a cyclically
smaller coffee crop in 2005 and uncertainties regarding the food crop. Consumer price
inflation did not decline as planned in 2004, but rose to almost 12 percent, owing to the
impact on food prices of drought in the north, the surge in imported petroleum prices, and
pressure on nontradable goods prices from the increasing international presence in the
capital.’ The continued impact of these factors, together with rapid monetary growth, led to a
further increase in inflation in early 2005. On the external side, the current account deficit,
including grants, in 2004 (7.2 percent of GDP) was significantly smaller than expected and
international reserves increased. Exports rose strongly on account of a large coffee harvest
and a strong recovery in world coffee prices, while imports rose less than projected, owing to
lower-than-expected humanitarian assistance.

? Belgium, Italy, the United Kingdom, France, and Norway have supported an IDA-managed trust fund for debt
service and arrears clearance to the African Development Bank.

? The only available CPI is for Bujumbura, which may not accurately reflect price developments for the country
as a whole.



14. Fiscal performance was broadly in line with the PRGF-supported program in 2004,
although the primary deficit was somewhat higher than programmed, owing to higher
domestic counterpart outlays for project spending that was only partially offset by a lower-
than-expected wage bill. Overall revenues exceeded the program target, reflecting
strengthened tax administration. Social sector spending rose to 6.7 percent of GDP. Fiscal
performance in the first quarter of 2005 was well within program targets.

Box 2. Selected Economic Policy and Structural Measures, 2003—05

Measures

Status

Elimination of remaining exchange restrictions on current account
transactions and bona fide amortization payments.

Preparation and adoption by the cabinet of a gender action plan,
satisfactory to IDA, to eliminate gender disparities, including
enabling women to inherit land and other properties.

Extension of transactions tax to domestically produced goods and
services.

Adoption by the cabinet of draft legislation to establish an Office of
Auditor General responsible for auditing the financial operations of
public agencies, and the submission of the draft legislation to the
National Assembly.

Assessment of bank compliance with minimum capital requirement.

Adoption by the cabinet of an action plan for the reform of the public
procurement administration.

Adoption by the cabinet of a comprehensive strategy, developed in
consultation with stakeholders, to revive the coffee, tea, and cotton
subsectors.

Mandatory nature of BRB auction reference exchange rate for
commercial bank transactions abolished; official exchange rate now a
weighted average of daily commercial bank transactions.

Adoption of a new government budget and accounting nomenclature.
Reduction in number of import tariff bands and rates.

Decree liberalizing private entry and investment in the coffee sector,
and operations at all levels of the supply chain.

Abolished the remaining export foreign exchange surrender
requirement (50 percent of coffee, tea, and cotton exports).

Establishment of a new audit court (Cour des Comptes).

Abolished the central bank’s credit ceilings to financial institutions
and directed sectoral credit.

Market-based liquidity (credit/deposit) auctions introduced.

Trade restrictions and price controls on sugar abolished.

September 2003

September 2003

January 2004

March 2004; audit service to be created in
2005

March 2004; two banks subsequently closed

August 2004

October 2004

December 2004

December 2004
Implemented with 2005 budget
January 2005

January 2005
December 2004. Audit of 2004 government
accounts began in April 2005

April 2005

April 2005
May 2005




15. A Kkey strand of fiscal policy in 2005 is the transition from a “conflict” to a
“peacetime” budget. The security sector projects (military integration and creation of the
national police force), which are vital for securing durable peace, will raise the share of
military and security spending in the short term, while the demobilization effort will
eventually permit a shift from military spending to social outlays. As a result, the share of
military spending in total expenditure would rise in 2005, while the share of social sector
spending would decline slightly.* Assuming the pace of demobilization is maintained, and
given the smaller number of soldiers and ex-combatants than originally assumed, budget
savings on security spending appear possible from late 2005.

16. The management of public finances, severely weakened by the loss of skilled and
experienced staff because of the conflict and low wages, is being strengthened. Key actions
have been undertaken in public expenditure management, supported by IDA since 2000
and currently under the Economic Management Support Project (EMSP). These include
adoption of a unified functional and economic classification of budgetary expenditure and a
double-entry accounting system, implementation of a system for monitoring the flows of
external assistance and government expenditures, and computerization of expenditure
management.’ In addition, civil service payroll management is being strengthened. In May
2005, an inventory of domestic payments arrears of the government was completed, on
which an external audit is expected to begin shortly. A sustained effort in these areas will be
needed, supported by technical assistance from the IMF and IDA. Measures to improve
budget transparency include the establishment of an audit court (Cour des Comptes) in
2004, which began a review of the 2004 government accounts in April 2005. Revenue
mobilization reforms include strengthened tax administration and collection, the introduction
of a single taxpayer identification number, the elimination of loopholes in the import pre-
shipment inspection regime, and the income tax liability of Burundian nationals working for
international organizations is now being recognized and enforced.

17. For the remainder of 2005, the authorities aim to contain monetary growth with
a view to reducing inflation to 10 percent by year-end. To this end, the BRB has taken
measures to enhance the efficiency and effectiveness of its liquidity management. In April
2005, liquidity auctions were introduced and the central bank’s specific credit ceiling system
was abolished.

18. Major progress has been made in liberalizing the foreign exchange system since
2000, which has led to the gradual convergence of the parallel and official exchange rates, to
about 3 percent by late 2004. Restrictions on current transactions were removed in 2003 and

* The share of social spending may be higher by year-end taking into account the use of possible HIPC debt
relief and the payment of retroactive wage adjustments to teachers.

> An integrated public expenditure computerized system connected to the central bank (BRB) designed for
(1) efficient and transparent public finance management, (ii) poverty spending monitoring, including HIPC
resources, and (iii) accurate reporting and closing of budget execution account books, is expected to be
introduced by October 2005.



in December 2004, the BRB abolished the mandatory nature of its foreign exchange auction
reference price for commercial transactions and changed the determination of the official
exchange rate to the daily weighted average of banking system transactions. In early January
2005, the remaining foreign exchange surrender requirement on export earnings was
abolished.

19. Further structural and sectoral reforms are being undertaken or have been initiated
as follows:

e A reform program with IDA support is being implemented to strengthen the capacity
of the Ministry of Development Planning and Reconstruction, in particular to collect
and process statistical information, leading to timely and reliable availability of
national accounts, estimates, and forecasting.

e Reform of the justice system to bring about ethnic balance, and ensure equity and
human rights. To that end, a Judiciary Reform Strategy is to be prepared with
assistance from IDA’s EMSP project.

e The coffee sector reform strategy, adopted in October 2004, is under way. The first
step was the opening of the state marketing board (OCIBU) auctions to a wider range
of participants in December 2004. In January 2005, private entry and investment in
the sector and operations at all levels of the supply chain was liberalized. The coffee
production tax (loyer verger) was abolished in April and a ministerial order was
issued in June freeing coffee sales outside of the state marketing board (OCIBU). In
mid-2005, the privatization of state assets in the coffee sector is expected to begin
with the launching of offers to sell of washing stations and processing factories. Later
in 2005, an action plan will be adopted defining the new roles of coffee sector
institutions (including OCIBU) to be in place for the start of the 2006 crop season
(April 2006), consistent with the coffee sector reform strategy.

e A tea and cotton sector reform strategy was approved in October 2004.

e The sugar sector was also liberalized in May 2005 with the abolition of export
restrictions, minimum import prices, and domestic price controls.

III. MEDIUM-TERM STRATEGY FOR POVERTY REDUCTION
A. The PRSP Formulation Process

20. The government’s Interim Poverty Reduction Strategy Paper (I-PRSP) is based on
broad consultations, limited in some provinces by security conditions. The I-PRSP presents a
long-term vision of development based on six strategic themes for promoting sustainable,
equitable economic growth deemed essential for poverty alleviation: (i) peace and
democratic governance; (ii) reintegration of conflict victims and disadvantaged groups into
the economy; (iii) private sector development; (iv) human capital development; (v) fighting
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HIV/AIDS; and (vi) advancing the role of women in development. These priorities were
confirmed in a 2004 opinion survey covering 3,000 respondents nationwide. The survey
found that (i) while more than 80 percent of respondents think that poverty has remained
constant or increased over the last 5 years, some 40 percent predict that poverty will decrease
in the next five years; (ii) poverty is related to the inability for households to feed their
family, have decent housing, and pay for health care; (ii1) satisfaction with the quality of
public services is low, except for primary schooling; (iv) the end of the conflict is cited as the
most important factor for reducing poverty, and together with the provision of education
services, is seen as the most important action that the government can undertake; and

(v) improving food security and increasing youth employment are also seen as important
areas for government intervention.

21. With the forthcoming finalization of Burundi’s full PRSP, it will be essential to put
in place a sound monitoring and evaluation system. At present, reliable and detailed data are
lacking to monitor poverty and other social indicators in Burundi, and to assess who benefits
from public spending. The last available household survey, dated 1998-99, estimates poverty
at close to two-thirds of the population. The situation has likely changed over the last seven
years. The implementation in 2005 of a new nationally representative extended Core Welfare
Indicators Questionnaire (CWIQ) will be an opportunity to reassess the level of poverty in
the country and the main vulnerable groups, and to provide a benchmark assessment of the
state of social services delivery. Budgetary and delivery data for social services also need to
be strengthened in order to better target and assess pro-poor spending, including specifying
what expenditure should be considered pro-poor. To this end, data will be collected among
potential users of facilities such as hospitals, clinics, and schools to help measure more
precisely user-satisfaction with basic service delivery and identify unmet needs, and assess
how to more effectively transfer resources to end-users.

22. The Joint Staff Assessment (JSA) of the I-PRSP by IDA and IMF staff, endorsed by
the respective Boards of Directors, concluded that the I-PRSP framework was sound. A
PRSP Preparation Status Report (PSR), issued by the Burundi authorities in April 2005,
indicates that Burundi is on track to adopt a full PRSP based on a comprehensive
participatory process at the colline (neighborhood) level, with local and provincial reports
now completed. The analysis and synthesis of the results, including existing sources of
poverty data, especially the household surveys, is expected to be completed by mid-July. The
authorities now expect the full PRSP to be finalized in late 2005 (compared with end-August
in the PSR), to account for the possibility of further technical delays and the possible impact
of the current electoral process. It will be important to prepare well-costed sector strategies
that would be integrated into the budgetary process. In a Joint Staff Advisory Note (JSAN)
on the PSR, IDA and IMF staff found that the authorities’ revised PRSP preparation
timetable appears feasible.
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B. Macroeconomic Objectives

23. The authorities’ medium-term macroeconomic objectives are to achieve sustained
economic growth of some 5 percent per annum, lower inflation to about 4-5 percent,
maintain foreign reserves at 6 months of imports of goods and services, reduce the external
current account deficit (after grants) to some 5% percent of GDP by 2015, limit external
financing to grants and highly concessional credits, restore a sustainable external debt
position, and boost private savings and investment. To achieve these objectives, the
government’s reform agenda focuses on promoting private-sector-led growth, including
through privatization, improved governance, and nurturing a business and regulatory
environment that encourages private sector activity. Sustained export-led growth will also be
essential and policies to attain this objective are addressed in a recently completed Diagnostic
Trade Integration Study (DTIS), prepared in the context of the Integrated Framework and
will be furthered by an IDA Sources of Growth study to be completed by June 2006.°

C. Governance, Structural and Institutional Reforms

24. Good governance is a major aspiration of the Burundian people as evidenced in
the Arusha Accord and in the I-PRSP. Measures taken include the appointment of a state
minister for good governance in 2003, the establishment of an inter-ministerial committee to
promote good governance and fight corruption, the preparation of a governance action plan,
the strengthening of the Inspectorate General of Finances and the creation of an audit court,
and the establishment of an International Commission of Inquiry on political prisoners.
Outside the government, an Observatory for the Fight against Corruption and Economic
Embezzlement (OLUCOME) provides vocal criticism of malfeasance.

25.  Private sector development underpins pro-poor growth. As with public resources,
attention to the local and ethnic aspects of privatization programs is essential in order to
reduce the origins of violent conflict. Actions undertaken to promote the private sector
include programs to clear the government’s arrears to private sector suppliers, the
implementation of a revised corporate law, and preparation of a new commercial law.
Revisions to the bankruptcy law and improvements in the arbitration system are under way,
and a policy framework to implement the public enterprise privatization program has been
prepared. Like other countries in conflict, Burundi has experienced major net disinvestment
and destruction and as a result now has a deteriorated capital stock. Durable peace is
necessary, as well as further policy actions, to improve the business environment and sustain

% The DTIS provided a comprehensive assessment of Burundi’s strengths, weaknesses and opportunities, and
necessary steps to be taken to improve trade performance through the promotion of trade facilitation. Burundi’s
integration into the global economy would be enhanced through better market access, further liberalization of its
trade regime, an investment climate conducive to the development of a strong private sector, and promotion of
sectors with high export and growth potential to expand the export base and generate sustained growth for
poverty reduction.
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the revival of growth. The DTIS will also provide guidance on the pro-private sector growth
strategy.

26. Other key reforms concern community development and decentralization. The
government’s priority in this area is effective decentralization and improved social services
delivery through a community-driven project, supported by IDA. The main goals of the
project are to: (i) promote social cohesion within and across communities; (i1) facilitate and
support the reintegration of social groups displaced, or marginalized, as a result of the
conflict; and (iii) foster local accountability through a participatory decision-making process
for communities’ investments.

D. Social and Sectoral Policies

27. Burundi is far from meeting the MDGs related to health, education, including
both child and general mortality. Public sector contributions to social services have been
neither sufficient to restore services that were diminished or lost to the effects of conflict,
nor—despite extensive programs—to raise the level of services to previously disadvantaged
groups to national levels. Large-scale population displacements have seriously disrupted the
delivery of social services, while the equally large return of refugees and displaced persons
will place new burdens on overloaded local services.

28. Human resource development. Programs for the rehabilitation of education and
health infrastructure are being implemented. Priorities are to improve access to these services
in formerly underserved ethnic communities, decentralize health management to improve
coverage and quality of basic health services, introduce an independent and autonomous
management structure for public hospitals, and use cost-recovery mechanisms to improve
and ensure sustainable provision of health services. A multi-sector strategy for the fight
against HIV/AIDS is under way.

29.  Education sector. The government’s efforts in the short term will be focused on
rehabilitating facilities, ensuring the availability of minimum supplies, redeploying teachers
to where there are shortages, and organizing teacher-training courses. In addition to these
emergency actions, strategies need to be launched to revive the development of the sector.
Key actions needed to reach the objectives of universal primary enrollment and improved
access, quality and relevance for secondary and higher education include: (i) training of
teachers at all levels in sufficient quantity and quality; (ii) updating technical education and
university curricula and regulation; (iii) providing suitable teaching materials; (iv) upgrading
the status and career prospects of teachers; (v) improving school planning and the
distribution of schools; and (vi) implementing a framework for community empowerment
and participation in primary and secondary schools.

30.  Health sector. The government has embarked on a national consultation process to
formulate a strategy that aims at improving access to affordable basic services to the general
population. In line with the short-term objective of restoring services to pre-crisis
performance levels, the government is focusing its efforts on: (i) improving health care
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coverage by rehabilitating and strengthening existing basic health services, establishing new
facilities in line with the health map, and re-equipping health centers; (ii) strengthening
preventive (reproductive health, immunization, sanitation, and nutrition education) and
curative care through structured management and monitoring of epidemics, particularly
HIV/AIDS; (iii) improving the availability of medical services and drugs by enhancing local
production capacities and improving distribution channels; and (iv) redeploying health
workers to, and offering incentives to retain available human resources in, areas of shortages
especially rural and secondary towns, while continuing to train medical personnel. The
medium-term objective is to institute and carry through reforms including: (i) establishing an
independent national drug agency with management autonomy; (ii) initiating and developing
a decentralized health sector management system; and (iii) establishing a coherent
operational research program to identify and adequately address vulnerability and
inequalities.

31. Gender and social protection. Actions taken include the preparation of a gender
action plan, and establishment of a fund to support the development of micro-finance
institutions in rural communities and safety net mechanisms to assist the poor and victims of
conflict. The matrimonial code has been revised to grant property rights to wives, including
the right of widows to inherit land. Campaigns to promote the role of women have been
undertaken. Representation of women in public offices has been increased (the new
Constitution assures 40 percent of parliamentarians are women, and the Arusha Accord
established a minimum threshold that 30 percent of public office holders must be women).

32. Rural sector. This sector contributes nearly 50 percent of GDP and supports more
than 90 percent of the population. Therefore, increasing agricultural productivity and
diversification and rural development are among the government’s major priorities to
revitalize the economy and reduce poverty. Implementation of the coffee sector reform
strategy is expected to raise the income levels of some 800,000 small rural producers of this
main cash crop. Measures have been implemented to rebuild livestock herds. Demographic
pressures have led to the degradation of land and the government is addressing this through
an Agriculture Rehabilitation and Sustainable Land Management Program supported by IDA.
While seeking to increase the area available for farming, the government gives priority to
programs for resettling war victims and returning refugees and reintegrating them in
agricultural activities, restoring them where possible to their former properties, and arranging
new properties or vocations for others.

33.  Agriculture. The government’s priorities include enactment of new land legislation
that would reduce disincentives against on-farm investment; implementation of a matching
grant program designed to provide training and funding support to farmers’ groups for the
start-up of productive and income-generating activities; a national program to enhance the
supply and the quality of training and extension services to small producers, and to provide
backstopping support to farmers’ organizations; and a National Action Program to address
the problem of land degradation. Beginning in 2005, activities funded by IDA and the Global
Environment Facility (GEF) are expected to reduce pressure on critical fragile marshlands,



- 14 -

help maintain hydrological cycles, and contribute to carbon storage and nutrient cycling in
forests and wetlands.

34.  Infrastructure. The [-PRSP establishes a direct link between limited access to
infrastructure services and the deteriorated social and economic indicators. The government
strategy for the sector emphasizes seven areas: (i) preservation of the existing road networks;
(i1) an increase in local financial resources for road maintenance; (iii) improvement of sector
management; (iv) involvement of beneficiary populations; (v) improvement of access to the
sea and balanced development of road infrastructure; and (vi) improvement of road safety.
Labor-intensive techniques, together with active community ownership and participation, can
help speed up an increase in the stock of sustainable infrastructure and the delivery of
services in rural and urban areas, while making a direct contribution to poverty reduction.
IDA will continue to support this area through a supplement to its ongoing Public Works and
Employment Creation project.

35. Mining. The mining sector holds some promise. The government's strategy is to
relaunch a national mining exploration promotion program and to improve the legal and
regulatory framework for the sector in order to attract private local and foreign investment.
The government—with technical and financial assistance from UNDP, Germany, and
France—has been exploring Burundi’s mineral potential with the objective of developing
sufficient information to attract foreign investments.

IV. DEBT SUSTAINABILITY ANALYSIS AND ENHANCED HIPC INITIATIVE ASSISTANCE
A. Debt Reconciliation Status

36. The DSA presented below was prepared jointly by the authorities and IDA and IMF
staff, based on loan-by-loan data provided by the authorities and creditors for public and
publicly guaranteed debt outstanding and disbursed as of end-December 2004. All
outstanding debt data has been reconciled with creditors.

B. The Structure of External Debt

37.  Atend-December 2004, Burundi’s public and publicly guaranteed external debt,
including arrears, is estimated at US$1,384 million.” Multilateral creditors account for
84.5 percent of this debt and Paris Club bilateral creditors for 10.5 percent (Box 3). Other
official and commercial creditors account for the remaining 5 percent. After assuming full
use of traditional debt relief mechanisms for bilateral and commercial debt, and excluding
remaining multilateral arrears (which have been cleared primarily through external grants),

7 Or a net increase of US$33 million compared to the stock of debt at end-2003 reported in the preliminary
document on the HIPC Initiative for Burundi. This is mainly due to new borrowing from IDA (US$43 million)
and under the PRGF (US$10 million) and the effect of the devaluation of the dollar vis-a-vis other currencies
in 2004.
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the stock of external debt outstanding at end-2004 in present value (NPV) terms is US$902
million (Table 3, Figures 1 and 2).*

Box 3. Paris Club Rescheduling

Paris Club creditors agreed, on March 4, 2004, to a restructuring of Burundi’s public external debt,
following the approval of a PRGF arrangement in January 2004. The deadline for concluding the
bilateral agreements was extended from end-September 2004 to March 2005 and further to September.
By February 2005, bilateral agreements had been signed with all but one creditor (Austria is waiting to
sign a write-off with an elected government). The reconciliation of the debt was carried out in the
context of the bilateral agreements. A total of US$85 million was treated, of which US$4 million was
cancelled. The specifics are summarized below:

o The agreement treats both accumulated arrears as of end-2003 and current maturities falling due in
2004—06 under Naples terms.

o Pre-cutoff date (June 20, 1999) official development aid (ODA) debts are rescheduled over 40 years,
with 16 years grace, at interest rates at least as favorable as the original interest rates.

e Pre-cutoff date commercial credits are rescheduled over 23 years, with 8 years of grace, at market
interest rates, with a present value reduction of 67 percent.

e 75 percent of interest accruing in 2005-06 on rescheduled amounts was capitalized, with repayment
(in equal semi-annual installments) between September 2008 and March 2016.

e Creditors agreed to top-up the reduction rate to 90 percent (Cologne terms) as soon as Burundi has
reached its decision point under the enhanced HIPC Initiative.

e Burundi committed to seek comparable treatment from other external creditors.

38.  Burundi had reached agreements to clear all its arrears to multilateral by
end-2004 (Box 4). At end-2004, the total stock of remaining arrears amounted to US$78.6
million or 6 percent of total debt outstanding. This represents a US$106.1 million decrease
compared to end-2003. About 27 percent of total arrears (US$21.3 million) were owed to
multilateral creditors, but either resources have already been pledged to clear the arrears
(conditioned on reaching the decision point) or the government has reached an understanding
with the creditor to reschedule the arrears. The remaining 73 percent of total arrears
(US$57.3 million) were owed to bilateral and commercial creditors, of which arrears to Paris
Club bilateral creditors amounted to US$13.8 million (Box 4). US$43.5 million of arrears
was still outstanding to other bilateral and commercial creditors.

¥ The clearance of arrears to multilateral creditors (or an agreement in principle to do so) is a condition to reach
the HIPC decision point and, as a rule, the concessional element embedded in the treatment of the arrears counts
toward the creditor’s share of HIPC debt relief ( “HIPC Debt Initiative-Approach to Arrears to Multilateral
Institutions,” March 2, 1998).
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Box 4. Arrears Clearance

Burundi has made major efforts to normalize relations with creditors, and from 2003 to February 2005 reached the
following agreements with multilateral and bilateral creditors:

e The African Development Bank Group (AfDB) approved a framework for assisting post-conflict countries
(PCCQ) to clear their arrears to the AfDB in July 2004. The framework is based on sharing the financing cost
amongst the country, donors, and the AfDB PCC facility determined on a case-by-case basis. Earlier in 2004,
Burundi had paid UA 6.7 million to clear 30 percent of total UA 22.6 million (US$35.9) in arrears at end-2003."
Donors (France and the EU) committed UA 8.0 million and the AfDB Board of Directors approved a UA 8.0
million grant from the PPC facility to complete the arrears clearance program in October 2004.

e The OPEC Fund implemented a Commodity Import Program (CIP) to achieve a concessional rescheduling of
US$6.0 million in arrears at end-1998. The program was frozen after Burundi failed to repay US$1.5 million
falling due in 1999. The CIP was resumed in 2003, after a payment from Burundi. The OPEC Fund granted an
additional CIP to clear US$3.2 million in arrears accrued since 1998.

e BADEA agreed on consolidating US$16.7 million in arrears in July 2003 and repayments falling due from
August 2003 to end-2004. The total amount of US$17.3 million will be repaid on concessional terms over
11 years.

e Arrears to the European Union totaling US$27.1 million to the EU and the European Investment Bank were
cleared in mid-2004 entirely with a grant provided by the European Commission as budget support.

e Arrears to Paris Club creditors were cleared in the context of the March 2004 rescheduling, with the last
bilateral agreement signed in February 2005. Austria is awaiting an elected government with which to sign a
write-off of its debt (Box 3).

'/ The PCC facility is a legal autonomous entity under the auspices of the African Development Fund (AfDF) for the

sole purpose of providing grant resources to assist qualifying PCCs clear their AfDB Group arrears. The facility is

financed from UA 100 million from the AfDB net income allocations, UA 100 million from ADF-10 resources, and

UA 7 million from Nigeria Trust Fund income allocations.

C. Debt Sustainability Analysis

39. The underlying macroeconomic projections assume that Burundi’s economy
continues to recover in line with the government’s 2005 program, with the support of
external financing on highly concessional terms (Box 5). According to the baseline
scenario, which incorporates a domestic savings effort taking hold as recovery continues,
Burundi’s external debt is projected to remain above the HIPC threshold for a considerable
period and even after HIPC assistance (Tables 4-7). To reach the HIPC threshold at an early
date would require a very high proportion of external financing to be provided as grants early
in the projection period to finance priority expenditure (see sensitivity analysis below) and
deep reforms to underpin stronger growth and export performance.

40. The medium-term outlook envisages strong economic growth, continued
consolidation of the peace process, macroeconomic stability, a deepening of structural
reforms, and full normalization of relations with creditors. Real GDP growth is projected
to be maintained at 5 percent, a pace that could be exceeded early in the projection period,
under the impulse of the reconstruction effort, as returning refugees and demobilized
combatants begin productive activities, land and other property in recently insecure locations
are reclaimed and are put to economic use, and structural reforms take hold (Box 5 and
Table 10). Starting from a low base in 2004, exports are projected to drive growth over the
long term, with the recovery of traditional sectors such as coffee, tea and cotton, as reforms
and privatization take effect. In particular, coffee sector reforms are geared toward enhancing
the quality of production and Burundi’s coffee is projected once again to fetch a premium
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over international prices starting in 2008. Nontraditional sectors in areas such as horticulture,
fresh fruits and vegetables, and tourism are expected to make an increasing contribution with
the expected return of direct air links to Europe, as the security situation continues to
improve. Securing these developments will require the authorities to energetically implement
their private sector growth strategy. With imports easing after the reconstruction period, the
trade balance of goods and services improves over the projection period. The current account
deficit is projected to widen initially to above 10 percent of GDP, before narrowing to about
3.5 percent of GDP by 2024, while gross investment and national savings gradually rise to
13.7 and 10.1 percent of GDP, respectively, by 2024. Program financing is assumed to be on
IDA credit terms, while project financing is assumed to be 50 percent on IDA terms and

50 percent on ODA terms. The financing gap would be covered by enhanced HIPC Initiative
debt relief.

Box 5. Main Assumptions in the Debt Sustainability Analysis

Real GDP growth averages 5 percent over 2004—24, underpinned by a peacetime broad-based
recovery in agricultural production and other private sector activities.

CPI inflation (end-period) is projected to decelerate from 12 percent in 2004 to 10 percent in 2005,
and subsequently to drop steadily to 4 percent by 2011 and remain at that level through 2024.

Fiscal policy aims at achieving the government’s spending priorities while maintaining
macroeconomic stability. Revenues, excluding grants, are assumed to rise from about 18 percent of
GDP in 2005 to about 21 percent of GDP by 2024.

Gross official external financing (grants plus loan disbursements) is expected to be about

22 percent of GDP during 200405, then trend down to about 10 percent by 2009 and further to
6 percent of GDP in 2024. Net resource transfers are expected to remain positive throughout the
projection period trending down from 32 percent in 2005 to 9 percent of GDP in 2024.

Official financing: program loans (excluding the IMF) are assumed to be entirely at concessional
rates on IDA or comparable terms. The financing gap would be covered by HIPC debt relief. Project
loans would be evenly split between official ODA terms and IDA terms.

Export receipts in U.S. dollars are expected to remain stable in 2006, rise by 21 percent in 2007,
and then rise annually at rates between 7 and 11 percent, with coffee production gradually reaching
about 55,000 tons. Coffee quality is assumed to improve, reflecting the impact of the sector’s
reform, and the price discount relative to world prices is assumed to revert to a premium after 2008.
The composition of exports is expected to gradually shift from predominantly coffee and tea to
include other sectors (other agricultural products, processed foods and light manufactures). In
volume terms export growth would average 6.5 percent over the projection period, including a spurt
to 8 percent in the 2015-20 period from non-traditional sectors. The GDP share of exports of goods
and services is projected to rise from 10 percent in 2005 to about 13 percent in 2024.

Imports of goods and services in U.S. dollars are projected to average 34 percent of GDP in 2004—
05 and, with emergency assistance and reconstruction-related imports winding down, to decline to
25 percent of GDP in 2013 and subsequently trend gradually down to 22 percent of GDP in 2024. In
volume terms, import volumes would rise an average of 4.5 percent from 2009 onwards, following
the 2006-08 period of consolidation.
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41. The projected baseline growth rates and export performance may appear
optimistic, especially seen against Burundi’s past experience. The rate of real GDP
growth slightly exceeds that observed in periods of peace during the 1980s, but is in line with
evidence from post-conflict recovery elsewhere. It is likely that growth will be bolstered by
the economic contribution of the hundreds of thousands of returning refugees and displaced
persons, and the reintegration of tens of thousands of former armed combatants into
productive society. Moreover, the baseline does not incorporate a likely post-conflict catch-
up period with higher rates of growth. Coffee exports are projected to about triple over the
next twenty years, consistent with Burundi’s potential and historical high production. The
projections also take into account an export-led diversification of the economy, which has
potential to expand into agro-based goods, light industrial manufactures, and possibly high
value mineral resources.

42. On the basis of these assumptions, and taking into account the phased-in
provision of enhanced HIPC Initiative assistance, the NPV of outstanding debt-to-
exports ratio would remain significantly above 150 percent throughout the interim
period (Table 7 and Figure 3), notwithstanding the assumed high share of grants in official
assistance. The estimates for the amount of HIPC assistance are based on the NPV of the
stock of multilateral debt at end-2004 prior to arrears clearance and on the end-2004 NPV of
bilateral and commercial debt assuming the full use of traditional debt relief mechanisms as
simulated by a hypothetical stock-of-debt operation on eligible debt on Naples terms. After
the full delivery of HIPC assistance, the ratio of the NPV of debt to exports is projected to
rise initially to 168 percent in 2010 and then to decline steadily to 86 percent in 2024. This
profile reflects significant new reconstruction and adjustment lending by multilaterals on
highly concessional terms or as grants in the 2005-06 period.’

D. Possible HIPC Initiative Assistance

43. To bring the external debt-to-exports ratio down to the target ratio of

150 percent requires, after the full use of traditional debt-relief mechanisms, a common
reduction factor of 91.5 percent for all creditors or relief in the amount of US$826
million in NPV terms (Table 4). Possible assistance from multilateral creditors would be
about US$701 million in NPV terms, and relief from bilateral and commercial creditors
would amount to US$124 million. Paris Club are expected to provide US$86 million of relief
in NPV terms, commercial creditors US$5 million, and other official bilateral creditors
US$33 million. Assuming the time profile and modalities laid out below, this translates into
about US$1,495 million of debt relief in nominal terms over time.'” The following

? During the period June 2005 to June 2006, IDA will provide financing of about US$120 million in the form of
grants, according to IDA allocation rules for fiscal year 2005/06. Multilateral lending includes disbursements
under the current PRGF arrangement and the ongoing lending program on the AfDB.

1 Paris Club creditors, together with IDA, the IMF, and the AfDB, represent 84 percent of the NPV of debt.
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assumptions were made in projecting the time profile of possible enhanced HIPC Initiative
assistance:

e Paris Club bilateral creditors. There would be a flow rescheduling on Cologne
terms—or a 90 percent NPV reduction—after reaching the decision point (which is
assumed to take place at end-June 2005), with delivery of the remaining required
assistance at the completion point expected at end-2006, through a stock-of-debt
operation. Paris Club creditors agreed to grant a topping-up of the debt reduction to
Cologne terms once Burundi reaches decision point under the HIPC Initiative.

e Comparable treatment would be provided by non-Paris Club official bilateral and
commercial creditors.

e IMF assistance would total US$27.84 million in NPV terms. Immediately following
the approval of the decision point by the Boards of IDA and the IMF, the IMF
would provide interim assistance equivalent to about 50 percent of debt-service
falling due (equivalent to interest obligations on PRGF borrowing) from the decision
point in 2005 through end-2006. PRGF principal repayments are due to the IMF
beginning August 2009. Therefore, most of the IMF’s remaining HIPC relief would
be delivered following the completion point, with debt-service reduction through
2015 (Table 11).

e IDA would provide total assistance amounting to US$424.8 million in NPV terms.
Immediately following the approval of the decision point by the Boards of IDA and
the IMF, IDA would begin to provide interim assistance in the form of debt-service
reduction on debt outstanding and disbursed at end-2004, and, assuming that
Burundi reaches the completion point at end-2006, would continue until 2039
(Table 12). Delivery of the interim assistance by IDA is expected to start in August
2005. Savings as a percent of debt service due to IDA for 2005 is expected to be
39 percent and to increase to 90 percent thereafter.''

44.  All other multilateral creditors are assumed to provide debt-service reduction until
their contributions meet the requirement under the enhanced HIPC Initiative. Discussions are
ongoing with the AfDB and other multilaterals as to the precise modalities.

E. Impact of HIPC Initiative Assistance

45. Based on the underlying macroeconomic projections, the NPV of debt-to-exports
ratio would not decline below 150 percent until 2013, and significant donor support on
grant terms will be necessary through the medium term. However, HIPC assistance
would considerably reduce the debt-service burden over the medium term. After the

' Savings as a percentage of debt service are expected to be 85 percent of debt service due during the period
August-December 2005 and 90 percent thereafter through August 2038.
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clearance of arrears owed to multilateral creditors and notwithstanding the relief received
from Paris Club creditors in 2004, scheduled debt service would rise as a consequence of the
reprofiled repayment terms on the arrears and the repayments of moratorium interest

(Table 6). HIPC assistance in the interim period (July 2005 to end-2006) would reduce debt
service due from 52 percent of exports and 29 percent of fiscal revenue in 2005 to

12.6 percent of exports and 6.2 percent of fiscal revenue in 2006."> Debt service would
subsequently trend down to an average of 5.3 percent of exports and 3.2 percent of fiscal
revenue in 2015-24. Additional external resources, including from the recovery of exports,
will more than offset debt service obligations and result in a net positive inflow during the
interim period and beyond. In the interim period projected ratios of debt service to exports
after HIPC relief do not compare favorably with the average ratio (8.2 percent in 2004) of the
27 countries that have reached their decision or completion points because of the limited
number of creditors assumed to provide interim relief and debt service on new borrowing.
The reduction of debt service as a result of HIPC assistance is expected to average nearly
US$26 million in 2005-06, increasing to an annual average of about US$46 million after the
completion point."® The amount of resources freed by HIPC relief would permit a sizeable
increase in Burundi’s poverty reducing spending, and is projected to exceed current
expenditure on health and education.

F. Sensitivity Analysis

46. Four scenarios were carried out to test the sustainability of Burundi’s external debt
after HIPC Initiative assistance (Table 8, Figure 4).

47. A first scenario highlights the risks of failing to achieve robust and prolonged export
growth. The baseline scenario assumes that exports would significantly contribute to growth
over the medium and long term. If the assumption is changed so that export volumes are
projected to increase at a rate 1 percentage point lower than that of the baseline scenario, the
NPV of debt-to-exports ratio is projected to average 29 percentage points more than the
baseline scenario in the period 2004—14 and 130 percentage points above the baseline level at
the end of the projection period.

48. The second scenario considers the sensitivity of the baseline projections to higher
non-oil prices on imports, assuming an unchanged level of investment and private and public
consumption. Non-oil prices are assumed to be 5 percentage points higher than projected
during 2006-09 and thereafter to increase according to the baseline scenario. The higher
import growth is assumed to be partially financed by additional concessional borrowing for

12 Interim relief is assumed to be provided by the IMF, IDA, the African Development Bank, other multilateral
creditors and the Paris Club.

" In nominal flow terms, HIPC assistance by multilateral creditors is defined as the reduction in debt service
due after arrears clearance and after HIPC assistance. For bilateral and commercial creditors it is defined as the
difference between debt service due after traditional debt relief and that due after HIPC assistance.
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the whole projection period. Under these assumptions, the debt-to-exports ratio worsen
considerably at an average of almost 50 percentage points above the baseline in 2004-14 and
remaining at about 105 percentage points above the baseline thereafter. The debt service
ratio, however, would deteriorate only slightly.

49. The third scenario considers the impact of a two percentage point increase in interest
rates paid on all loans, starting in 2005 and remaining in place throughout the projection
period. This scenario highlights the need to maintain prudent debt management in the long
run, given the low export base. Both export receipts and government revenues are assumed to
remain unchanged from the baseline scenario. Under these assumptions, the ratio of the NPV
of debt to exports would remain on average almost 60 percentage points higher than the
baseline scenario over the period 2004—14, while the debt-service-to-exports ratio would
average some 6 percentage points higher, a differential that would be maintained to the end
of the projection period.

50. A fourth scenario illustrates the effect on debt ratios of assuming future financing
(excluding the IMF) is entirely in grants until the ratio of NPV of debt to exports reaches

150 percent. Under this scenario, Burundi would benefit from 100 percent grant financing
during the period 2006—07. After 2007, financing needs would be met by a mix of 70 percent
grants and 30 percent concessional loans to maintain the NPV of debt permanently below the
HIPC threshold. The highly concessional financing lowers the debt-service ratio only
marginally with respect to the baseline scenario over the projection period.

51. The sensitivity analysis indicates that Burundi’s ability to service external debt
after HIPC relief is very vulnerable to external shocks and export performance. The
achievement of a robust external debt position is also heavily influenced by the composition
and terms of external assistance. The small export base constrains the amount of debt that
Burundi will be able to service in the medium and long term, especially if public expenditure
is to give priority to achieving the MDGs. The analysis underscores the importance of a
strong and sustained domestic reform effort, an active program to develop exportable
production (traditional and nontraditional), prudent debt management strategy, and external
assistance heavily weighted toward grants.

G. Summary of Findings from the DSA

52. The DSA shows that even after HIPC assistance Burundi would remain above
the HIPC threshold for a considerable period of time, leaving it vulnerable to prolonged
risk of debt distress.'* Furthermore, the sensitivity analysis underscores the vulnerability of
Burundi’s debt situation to exogenous shocks and export performance. In particular, the
analysis highlights the fact that Burundi’s small export base implies that relatively modest

'* The DSA using the low-income country (LIC) DSA framework reported in Annex II confirms this
assessment.
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shocks can lead to substantial changes in the risk of debt distress as measured by the ratio of
the NPV of debt to exports. In addition, achievement of a robust external position is heavily
influenced by the composition and terms of external assistance.

53. The evolution of Burundi’s debt situation will depend critically on action in
several policy areas. First, the small export base constrains the amount of debt that Burundi
will be able to service in the medium and long term, especially if public expenditure is to
give priority to achieving the MDGs. This underscores the importance of a strong and
sustained domestic reform effort, notably an active program to develop exportable production
(traditional and nontraditional), aimed at promoting private sector investment and improved
infrastructure. Second, as underlined by the fourth scenario, the provision of external
financial assistance would need to be heavily weighted (more so than in the past) toward
grants. Third, a prudent debt management strategy should be pursued.

V. THE FLOATING COMPLETION POINTS
A. Triggers for the Floating Completion Point

54. IDA and IMF staff have reached understandings with the authorities on the
choice of completion point triggers, summarized in Box 6, which also reflect the views
expressed by Executive Directors during the discussion of the preliminary HIPC document.
These include (a) the standard general triggers pertaining to (i) the preparation of a full PRSP
through a participatory process and one year of implementation, duly documented in an
annual progress report that has been the subject of analysis in a Joint Staff Advisory Note;
(i1) maintenance of macroeconomic stability as evidenced by satisfactory performance under
the program supported by a PRGF arrangement; and (iii) utilization of enhanced HIPC
Initiative budgetary savings in line with the priorities identified at the decision point and in
the PRSP and approved by parliament, and to be monitored by a national independent
oversight committee (see section C below); and (b) specific and monitorable policy measures
on public expenditure management, governance, demobilization, structural reforms, key
social sectors (health and education), and debt management. These triggers are considered
essential to the success of the enhanced HIPC Initiative in Burundi. The governance trigger
reflects the need to raise the knowledge base and undertake the analyses necessary to
improve service delivery in key sectors. The trigger on demobilization reflects the
importance of security to a durable peace and development. Similarly, privatization will play
a key role in attracting investment and in achieving higher growth rates, not least in the key
coffee sector. Should Burundi remain on track with regard to implementation of its poverty
reduction strategy and economic reforms supported by IDA and the IMF, the HIPC
completion point could be reached as early as end-2006.
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Box 6. Triggers for the Floating Completion Point

1. PRSP
Preparation of a full PRSP through a participatory process and its satisfactory implementation for one
year, as evidenced by an Annual Progress Report that has been the subject of analysis in a Joint Staff
Advisory Note.
2. Macroeconomic stability
Maintenance of macroeconomic stability as evidenced by satisfactory performance under the PRGF-
supported program.
3. Use of budget savings resulting from HIPC-related debt-service relief during the interim
period
Use of budgetary savings from debt relief in accordance with the priorities identified at the decision
point and in the PRSP duly documented and discussed by a national Independent Oversight Committee
on a semi-annual basis.
4. Public expenditure management
Establishment of an integrated public expenditure computerized system that provides a budget
monitoring and control system, in particular for poverty-related spending, and the production of at least
two quarterly budget execution reports based on the new unified budget nomenclature.
5. Governance measures and the delivery of services in key sectors
Completion for the education, health, and justice sectors of (i) a budget tracking exercise (budget
monitoring) of public spending on the delivery of pro-poor services; (ii) an evaluation by users of the
quality of services provided; (iii) an evaluation by providers of constraints to effective delivery of pro-
poor services; and (iv) preparation of an action plan to address problems identified.
6. Demobilization
Execution of the National DDR Program in line with the pace and final objectives set forth in the Letter
of Demobilization Policy to the World Bank, dated 19 February 2004.
7.  Structural measures:
Tendering for sale the state holdings in a majority of coffee washing stations.
8.  Social sectors
Education: Increase in the gross national enrollment rate in primary schools from 74 percent in
2003/04 to 77 percent in 2006; and from 16 percent in 2003/04 to 18 percent in 2006 in secondary
schools, subject to the provision that the average increase in provinces with lower than average
enrollment rates in 2004 must be higher than the increase in the national rate over the same time period.
Health: Increase in the national immunization rate for children of less than one year of age
from 75 percent in 2004 to 85 percent in 2006, subject to the provision that the average increase in
provinces with lower than average immunization rates in 2004 must be higher than the increase in the
national rate over the same time period.
9. Debt management
Production of monthly external debt reports, including projections for the upcoming three months, for at
least six months before the completion point.

B. Monitoring the Floating Completion Point Triggers

55.  IDA and IMF staff will work together closely to monitor the completion point
triggers, with each institution leading on issues where its staff has primary competence,
while also incorporating contributions of the staff from the other institutions. IMF staff
will take the lead in monitoring macroeconomic stability. IDA staff will take the lead in
monitoring progress in the preparation and implementation of the PRSP, as well as progress
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on sector-related triggers, including those pertaining to governance, service delivery, public
expenditure management and tracking of poverty-related expenditures (including those
financed by enhanced HIPC Initiative assistance), and demobilization. IMF and IDA staffs
will jointly monitor budget control and management, structural reform, and progress in
improving debt management.

C. The Use and Monitoring of Enhanced HIPC Initiative Debt Relief

56. The authorities are committed to ensuring that assistance under the enhanced
HIPC Initiative is used to enhance poverty-related spending. Securing the effective use of
debt relief assistance for poverty reduction and, more generally, the capacity to implement
and monitor a shift in the composition of expenditure toward poverty-related objectives, is a
key element of the enhanced HIPC Initiative. The authorities are committed to continuing
efforts to strengthen the programming, management and control of expenditure, and to
improve service delivery in key sectors. Within this framework, the technical assistance that
is already being provided in the area of public expenditure management by IDA, particularly
through the EMSP and by the IMF, will be essential to establishing adequate budget
management capacity.

57. A new budget nomenclature has been put in place with the 2005 budget to
enable the tracking of poverty-related resources allocated by activity and region, and
the monitoring of the efficiency of resource use for poverty reduction. In addition,
financial management is to be strengthened by the introduction of a computerized integrated
public expenditure management system in 2005. A special treasury subaccount will be
established in the central bank where the budgetary savings from the debt relief will be
deposited. IDA’s EMSP and a grant on procurement reform will provide resources to
strengthen and modernize the public procurement system with the adoption and
implementation of a legal, regulatory, and institutional framework in line with international
best practices.

58. The government intends to use the HIPC-related savings to fund activities
identified in the I-PRSP and PRSP (which is expected to be completed by late-2005).
These activities and the related financing from enhanced HIPC Initiative debt relief would be
incorporated in a supplementary budget for 2005 and/or the 2006 budget. The related
spending will be codified as HIPC expenditures in the integrated public expenditure
management system, using the new budget nomenclature, to permit the monitoring and
evaluation of poverty-related expenditures in general and those funded from enhanced HIPC
Initiative debt relief in particular. A proposed, but nonexclusive, set of areas where the use of
enhanced HIPC Initiative debt relief assistance could have a significant impact on poverty
reduction in Burundi is shown in Box 7.
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Box 7. Expenditure Priorities for the Use of HIPC Debt Relief

National reconciliation and security
e Resettlement of internally displaced people and refugees.
e Economic reintegration of civil strife victims.
e Justice system reform.

Health

e  Public awareness programs to control the spread of HIV/AIDS.

e Rehabilitation and strengthening of existing basic health facilities and services and,
establishment of new facilities in under served areas.

e Training and retraining of health personnel of all categories and using incentives to deploy and
retain them in the health facilities, especially in rural areas and secondary towns.

e Reinforcing programs for the prevention and control of the major endemic-epidemic diseases
and promoting health education.

e Improving the availability of drugs in urban and rural facilities.

e Improving the performance of national child vaccination program.

e Improving access to potable water supplies particularly in the rural areas.

Education
e Rehabilitation or reconstruction of rural schools.
e  Provision of suitable teaching materials for rural and urban schools.
e Increasing the number of teaching personnel, particularly in rural and underserved areas.

Infrastructure
e Rehabilitation and expansion of coverage of rural water supply systems.
e Rehabilitation of key rural roads and bridges.
e  Construction of new roads and bridges in urban and rural areas.

Agriculture
e Strengthening research and development through support to agricultural research institutions.
e  Promoting private sector involvement.

59. The expenditures financed by enhanced HIPC Initiative debt relief will be
monitored by an Independent Oversight Committee made up of national and local
representatives, as well as members of the international donor community. This
approach has been successfully implemented in other countries in the region. The use of
enhanced HIPC Initiative assistance would be subject to independent technical and financial
audits to ensure the effective use of these resources for poverty reduction, and all such audits
would be made publicly available.

D. The Views of the Authorities

60. The Burundi authorities have emphasized that Burundi’s external debt and debt
service remain unsustainably high and could further delay national reconstruction and
social improvement. They have also noted that Burundi is one of the poorest countries in
sub-Saharan Africa, with a large segment of its population lacking access to basic needs such
as education, health, and safe water, and that the conflict aggravated the level of poverty by
the massive destruction of infrastructure, especially in rural areas. Debt relief that could be
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available under the enhanced HIPC Initiative would help free financing for critical social and
infrastructure programs, and allow the government to accelerate and intensify reconstruction
efforts, as well as improve access to primary education, preventive health care, and urban and
rural infrastructure.

V1. ISSUES FOR DISCUSSION

61. This paper presents a decision point assessment of Burundi’s eligibility for assistance
under the enhanced HIPC Initiative, and seeks the Executive Boards’ endorsement of this
assessment. In addition, Executive Directors’ views and guidance are sought on the following
issues:

¢ Eligibility and decision point. Do Directors agree that Burundi is eligible for relief
under the enhanced HIPC Initiative, and do they recommend approval of a decision
point?

e Amount and delivery of assistance. In order to reduce the NPV of debt to exports ratio
to 150 percent, the total amount of assistance under the enhanced HIPC Initiative is
estimated at US$826 million in NPV terms (Table 4). Of this amount, US$424.8 million
is to be provided by IDA and US$27.9 million by the IMF. The staff and management
recommend that the World Bank and IMF provide interim assistance in line with existing
guidelines. Do Directors agree that the IMF and IDA should provide interim assistance
between the decision and completion points, in line with existing guidelines?

e Completion point. Do Directors agree that the floating completion point will be reached
when the triggers in Box 6 have been met and satisfactory assurances of other creditors’
participation under the enhanced HIPC Initiative have been received?
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Figure 3. Burundi: External Debt Profile: External Sustainability Indicators, 2004-24
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Figure 4. Burundi: Sensitivity Analysis, 2004-24
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Figure 5. Burundi: External Debt Profile: Fiscal Sustainability Indicators, 2004-24
(In percent)
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Figure 6. Burundi: External Debt Profile: Net Present Value of Debt-to-GDP Ratio, 2004-24

(In percent)
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Table 1. Burundi: Selected Economic and Financial Indicators, 2003-08

2003 2004 2005 2006 2007 2008
Prog. 1/ Act. Prog. 1/ Rev. Projections
CR No. 05/55 CR No. 05/55 prog.
(Annual percentage change, unless otherwise indicated)
National income and prices
Real GDP growth -1.2 55 4.8 5.0 5.0 5.0 5.0 5.0
GDP deflator 11.6 8.0 83 6.7 153 8.4 55 5.4
Consumer prices (period average) 10.7 7.5 8.0 6.6 16.3 7.8 5.1 5.0
Consumer prices (end of period) 10.7 85 11.8 55 10.3 52 5.0 5.0
External sector
Exports, f.0.b. (in U.S. dollars) 21.0 9.4 275 39.1 444 0.1 20.8 8.0
Imports, f.0.b. (in U.S. dollars) 17.5 44.9 13.4 6.2 422 -1.6 3.1 3.9
Export volume 288 -18.2 -10.9 39.2 17.1 -0.3 23.0 54
Import volume 25.6 30.9 -0.7 6.5 32.1 -3.0 2.8 32
Terms of trade (deterioration -) 0.4 209 253 0.1 14.5 -1.1 -2.0 1.8
Real effective exchange rate (annual average; depreciation -) 2/ -18.6 -4.1 -1.1
Central government
Revenue 14.9 4.9 8.0 9.7 9.9 16.2 122 11.8
Total expenditure and net lending (commitment basis) 48.4 36.4 29.6 15.0 18.9 0.5 0.7 8.7
Noninterest current expenditure (excl. demobilization and elections) 3/ 159 227 18.6 19.7 18.2 11.5 11.6 11.0
(Change in percent of beginning-of-period M2, unless otherwise indicated)
Money and credit
Net foreign assets 19.0 -1.7 -11.1 2.8 11.0 0.0 1.1 12
Domestic credit 14.0 30.6 34.1 11.6 6.1 9.2 9.0 8.6
Government 9.6 189 328 4.9 -133 2.5 0.0 0.0
Private sector 5.5 13.8 1.7 16.4 21.2 12.2 9.3 8.9
Money and quasi money (M2) 23.1 18.6 15.7 14.9 17.4 16.5 15.0 10.7
Income velocity (ratio of GDP to M2; end of period) 3.7 3.6 3.6 35 3.7 3.7 35 35
Reserve money (12-month growth rate) 10.9 26.9 37.2 7.7 -1.1 2.7 13.3 10.7
Central bank refinancing rate (in percent; end of period) 4/ 14.5 14.5 14.5 14.5
Commercial bank lending rate (in percent; medium term; period average) 20.7 20.5 20.5
(In percent of GDP)
Central government
Revenue (excluding grants) 21.1 19.4 20.1 19.0 18.2 18.6 18.8 19.0
Total expenditure and net lending 349 422 39.8 43.4 39.1 345 314 30.8
Primary budget balance (excluding foreign-financed projects) 3/ -0.8 -3.2 -3.5 -4.3 -3.5 225 222 -1.9
Overall balance (commitment basis)
Excluding grants -13.8 -22.8 -19.7 -24.3 -20.9 -15.9 -12.5 -11.8
Including grants -5.9 0.3 -43 -3.6 -0.2 0.9 -0.2 0.8
Savings-investment balances 5/
Current account balance -4.8 -9.5 <12 -15.5 -7.1 -10.5 -9.9 -8.6
Gross investment 10.4 124 13.7 12.8 11.9 11.5 11.8 11.7
Public 83 9.4 10.7 9.4 8.6 7.5 7.5 7.1
Private 2.1 3.0 3.0 33 33 4.0 43 4.6
Gross national savings 55 3.0 6.5 2.7 4.8 1.0 19 32
Public 1.1 4.4 5.6 3.1 6.2 3.6 4.8 55
Private 4.4 -1.4 0.9 -5.8 -1.5 2.6 -3.0 2.4
(In millions of U.S. dollars, unless otherwise indicated)
External sector
Current account 5/ -28.8 -63.2 -47.7 -120.7 -56.8 -94.9 -96.0 -89.2
Overall balance of payments -15.4 254 132 -27.0 0.4 -49.8 -38.8 -39.5
Gross official reserves (end of period) 68.9 81.7 69.5 115.0 1253 116.1 119.7 124.4
Gross official reserves (in months of imports, c.i.f.) 5.6 43 5.0 5.8 6.4 6.0 6.0 6.0
Net official reserves (in months of imports, c.i.f.) 2.7 1.7 1.4 1.6 22 2.0 2.0 2.0
Debt-service ratio (scheduled; in percent of export and service receipts) 92.6 146.0 117.9 62.4 62.2 64.0 51.3 479
Stock of debt 1,336.4 1,221.2 1,382.3 1,434.4 1,532.9 1,536.0 1,537.6 1,519.2
External payments arrears 184.7 78.6 0.0 0.0 0.0 0.0
Memorandum item:
GDP at current market prices (in billions of Burundi francs) 644.2 7343 731.2 822.5 885.0 1,007.8 1,117.2 1,237.2

Sources: Burundi authorities; and Fund staff estimates and projections.

1/ The program column for 2005 has been revised to reflect a reclassification of fiscal spending on the police force and of external program grants.

2/ Data through April 2005.

3/ The program and revised program columns for 2005 have been adjusted to reflect a reclassification of fiscal spending on the new police force from projects to

recurrent spending
4/ Data through June 15, 2005.

5/ The program columns for 2004 and 2005 reflect a reclassification of program grants from the capital account to official transfers.
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Table 2. Burundi: Balance of Payments, Medium-Term Scenario, and Sensitivity Analysis, 2004-24

2004 2005 2006 2007 2008 2009 2010 2015 2020 2024
Prel. Projections
(In millions of U.S.dollars)
Current account 1/ -471.7 -56.8 -94.9 -96.0 -89.2 -94.7 -96.0 -98.7 -105.1 -116.5
(excluding official transfers ) -161.8 -231.4 -228.6 -214.6 -214.9 -220.5 -223.1 -248.8 -282.9 -320.6
Trade balance -94.9 -134.0 -130.8 -122.5 -123.9 -129.7 -134.8 -158.3 -178.0 -202.2
Exports, f.0.b. 479 69.1 69.2 83.6 90.3 96.3 104.8 163.7 259.8 3458
Of which: coffee 294 48.5 46.2 58.7 63.4 67.7 73.9 105.1 139.5 171.0
Imports, f.0.b. -142.8 -203.1 -199.9 -206.1 22142 -226.1 -239.6 -322.1 -437.8 -548.0
Of which: non-oil -116.3 -163.1 -156.8 -163.1 -170.2 -180.9 -192.7 -259.2 -353.4 -443.4
Services (net) -51.3 -77.4 -79.8 -75.8 -76.0 -77.4 -75.1 -78.9 -93.9 -107.7
Income (net) -27.3 =325 -32.2 -32.1 -325 -32.7 -33.5 -37.4 -44.0 -50.8
Of which: interest on public debt (including IMF charges) -9.9 -12.6 -12.9 -12.9 -12.9 -12.6 -12.4 -10.5 -9.6 9.1
Current transfers (net) 1/ 1259 187.1 147.9 134.4 143.1 1452 147.4 176.0 210.9 2442
Private (net) 11.8 12.5 142 15.8 17.5 19.3 20.3 259 33.0 40.1
Official (net) 114.1 174.6 133.6 118.6 125.6 1259 127.1 150.2 177.8 204.0
Capital account 1/ 49.0 43.6 42.0 44.1 45.6 47.2 489 553 64.4 732
Financial account 16.6 13.5 31 13.1 4.1 3.1 0.0 -0.7 1.8 29
Of which: Medium- and long-term official loans (net) 11.5 27.7 -6.7 23 -7.0 -8.4 -10.6 -17.5 -15.8 -18.9
Disbursements 42.5 65.8 33.6 40.9 321 30.6 26.5 30.8 30.6 332
Amortization (excluding IMF) -31.0 -38.2 -40.3 -38.6 -39.1 -39.0 -37.1 -48.3 -46.4 -52.0
Errors and omissions 4.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Overall balance 132 0.4 -49.8 -38.8 -39.5 -44.3 -47.1 -44.0 -38.8 -40.4
Financing (inc; -13.2 -16.4 14.1 -1.2 -1.6 223 -2.6 -3.4 -5.0 -5.7
Change in central bank net foreign reserves (increase -) 12.8 -23.6 4.6 -1.2 -1.6 23 -2.6 -3.4 -5.0 -5.7
IMF, net -10.6 -22.0 -22.0 -11.0 0.0 4.1 10.3 8.9 0.0 0.0
Other reserves, net 234 -1.6 26.7 9.8 -1.6 -6.4 -13.0 -12.3 -5.0 -5.7
Change in arrears (increase +) -106.1 -78.7 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Exceptional financing 2/ 80.1 859 9.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Cancellation 41.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Rescheduling of debt service and arrears 39.1 85.9 9.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Financing gap 0.0 16.0 35.7 40.0 41.1 46.6 49.7 47.4 43.8 46.1
Potential HIPC relief 16.0 357 40.0 41.1 46.6 49.7 47.4 43.8 46.1
(In percent of GDP, unless otherwise indicated)
Memorandum items:
Trade balance -14.3 -16.7 -14.5 -12.6 -11.9 -11.6 -11.1 9.0 <72 -6.2
Current account <72 <71 -10.5 -9.9 -8.6 -84 <19 -5.6 43 -3.6
(excluding official transfers ) -24.4 -289 -25.4 -22.1 -20.6 -19.6 -18.4 -14.2 -11.5 -9.9
Gross official reserves
In millions of U.S. dollars 69.5 1253 116.1 119.7 1244 1313 139.1 187.0 2542 318.3
In months of imports, c.i.f. 5.0 6.4 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0
Financing gap (in percent of GDP) 0.0 2.0 4.0 4.1 3.9 4.2 4.1 2.7 1.8 1.4
Nominal GDP (in U.S. dollars) 664.1 800.4 901.6 969.3 1,043.0 1,122.9 1,211.8 1,751.4 2,466.2 3,239.8
Real GDP growth rate 4.8 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
Inflation rate (period average; in percent) 8.0 16.3 7.8 5.1 5.0 4.8 43 4.0 4.0 4.0
Exports to GDP ratio (in percent) 72 8.6 7.7 8.6 8.7 8.6 8.6 9.3 10.5 10.7
Imports to GDP ratio (in percent) 2215 -25.4 -22.2 -21.3 -20.5 -20.1 -19.8 -18.4 -17.8 -16.9
Sensitivity scenarios (In units indicated)
Higher coffee prices 3/
Current account (excl. official transfers)
In millions of U.S. dollars -154.4 -219.3 -217.0 -199.9 -199.0 -203.6 -204.6 -222.5 -248.0 -271.8
In percent of GDP 232 -27.4 -24.1 -20.6 -19.1 -18.1 -16.9 -12.7 -10.1 -8.6
Financing gap (in millions of U.S. dollars) -12.2 39 24.1 253 252 29.7 31.2 211 8.9 3.4
In percent of GDP -1.8 0.5 2.7 2.6 24 2.6 2.6 1.2 0.4 0.1
Higher non-oil import prices 4/
Current account (excl. official transfers)
In millions of U.S. dollars -167.6 -239.5 -244.6 -238.8 -247.5 -262.2 -264.8 -290.5 -324.6 -362.3
In percent of GDP =252 -29.9 -27.1 -24.6 -23.7 -23.4 -21.9 -16.6 -13.2 -11.2
Financing gap (in millions of U.S. dollars) 58 242 51.7 64.1 73.7 88.3 91.4 89.1 85.5 87.8
In percent of GDP 0.9 3.0 5.7 6.6 7.1 79 75 5.1 35 2.7

Sources: Burundi authorities; and Fund staff estimates and projections.

1/ Program grants have been reclassified from the capital account to current transfers.

2/ Including the March 2004 Paris Club rescheduling at Naples terms, and assuming rescheduling of current debt service and arrears to non-Paris Club.

3/ International prices are assumed to be 25 percent higher than the World Economic Outlook (WEO) baseline projection throughout the projection period.

4/ Non-fuel import prices are assumed to be 5 percent higher than the WEO projection baseline projection for 2005-09.
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Table 3. Burundi: Nominal and Net Present Value of External Debt Outstanding by Creditor Groups, End-December 2004

NPV of Debt After

Nominal Debt Stock Stock of Arrears NPV of Debt Traditional Debt Relief 1/
US$ million Percent ~ USS$ million Percent  US$ million Percent ~ US$ million Percent
of total of total of total of total
Total 1,384.1 100.0 78.6 100.0 894.8 100.0 902.0 100.0
Multilateral 1,169.9 84.5 213 27.1 713.8 79.8 766.3 85.0
IDA 794.7 574 0.0 0.0 464.1 51.9 464.1 514
AfDB Group 223.8 16.2 12.2 15.5 140.1 15.7 163.2 18.1
AfDB 59 0.4 5.9 7.5 6.1 0.7 15.0 1.7
AfDF 217.2 15.7 6.0 7.6 133.4 14.9 147.4 16.3
NTF 0.7 0.0 0.3 0.4 0.7 0.1 0.7 0.1
IMF 41.0 3.0 0.0 0.0 30.4 3.4 30.4 34
European Union 51.0 3.7 0.0 0.0 35.1 39 62.2 6.9
IFAD 30.3 2.2 0.0 0.0 18.3 2.0 18.3 2.0
BADEA 16.9 1.2 0.0 0.0 14.5 1.6 16.9 1.9
OPEC Fund 10.1 0.7 8.4 10.7 10.0 1.1 10.0 1.1
BDEGL 2.1 0.2 0.7 1.0 1.2 0.1 1.2 0.1
Bilateral and commercial 214.2 15.5 573 72.9 181.0 20.2 135.7 15.0
Paris Club 2/ 145.1 10.5 13.8 17.6 115.2 12.9 93.7 10.4
Post-cutoff date 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
ODA 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Non-ODA 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pre-cutoff date 145.1 10.5 13.8 17.6 115.2 12.9 93.7 10.4
ODA 142.9 10.3 13.8 17.6 112.8 12.6 91.3 10.1
Non-ODA 22 0.2 0.0 0.0 2.4 0.3 2.4 0.3
Austria 16.8 1.2 0.0 0.0 8.2 0.9 3.8 0.4
Belgium 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Denmark 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
France 90.5 6.5 0.0 0.0 70.6 7.9 59.8 6.6
Germany 0.4 0.0 0.0 0.0 0.3 0.0 0.1 0.0
Ireland 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Italy 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Japan 34.7 2.5 13.8 17.6 334 3.7 27.4 3.0
Luxembourg 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Netherlands 0.1 0.0 0.0 0.0 0.1 0.0 0.0 0.0
Russia 2.2 0.2 0.0 0.0 2.4 0.3 2.4 0.3
United Kingdom 0.3 0.0 0.0 0.0 0.2 0.0 0.1 0.0
Other official bilateral 62.5 4.5 429 54.6 59.6 6.7 36.2 4.0
Post-cutoff date 5.4 0.4 5.4 6.8 5.4 0.6 53 0.6
ODA 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Non-ODA 5.4 0.4 54 6.8 5.4 0.6 53 0.6
Pre-cutoff date 57.1 4.1 37.6 47.8 543 6.1 30.9 34
ODA 48.7 35 37.6 47.8 46.8 52 28.1 3.1
Non-ODA 8.5 0.6 0.0 0.0 7.5 0.8 2.8 0.3
Abou Dhabi Fund 2.5 0.2 2.5 32 2.5 0.3 2.0 0.2
China 13.7 1.0 0.0 0.0 12.0 1.3 4.0 0.4
Kuwait 20.2 1.5 18.4 23.5 20.1 2.2 13.7 1.5
Libya 5.4 0.4 54 6.8 5.4 0.6 53 0.6
Saudi Fund 20.7 1.5 16.6 21.1 19.7 22 11.1 1.2
Commercial 6.6 0.5 0.5 0.7 6.2 0.7 5.8 0.6
Post-cutoff date 6.1 0.4 0.0 0.0 5.7 0.6 5.7 0.6
Pre-cutoff date 0.5 0.0 0.5 0.6 0.5 0.1 0.2 0.0
Germany 0.5 0.0 0.5 0.6 0.5 0.1 0.2 0.0
Israel 6.1 0.4 0.0 0.0 5.7 0.6 5.7 0.6

Sources: Burundi authorities; and Bank-Fund staff estimates.

1/ Includes a stock-of-debt operation on Naples terms at end-2004; and at least comparable action by other official bilateral and commercial

creditors on eligible debt (pre-cutoff and non-ODA). The increase in the NPV of debt for the African Development Bank group, the European

Union, and BADEA reflects the counting of arrears rescheduling and forgiveness operations in 2004. The concessional element of the rescheduling

of US$16.7 million owed to BADEA and the cancellation of US$23.0 million owed to the AfDB group are considered as part of the HIPC relief effort.
US$27.1 million in arrears owed to the European Development Fund were paid by the government of Burundi with a grant provided by the

European Commission as budget support.

2/ Paris Club cutoff date is June 30, 1999.
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Table 4. Burundi: HIPC Initiative—Assistance Under a Proportional Burden-Sharing Approach 1/2/

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

NPV of debt- Common Reduction
to-exports-target Factor 4/
(in percent) Total Bilateral 3/ Multilateral (in percent)
(In NPV terms at end-2004)
150 826 124 701 91.5

Memorandum items:

NPV of debt 5/ 902 136 766
Paris Club creditors 3/ 94
Of which: pre-cutoff non-ODA debt 2
Non-Paris Club creditors 3/ 42
Of which: pre-cutoff non-ODA debt 3
Of which: commercial creditors 6
Three-year average of exports 50.9
Current-year exports 58.9
NPV of debt-to-exports ratio 6/ 1,772

Sources: Burundi authorities; and staff estimates.

1/ The proportional burden-sharing approach is described in "HIPC Initiative—Estimated Costs and Burden-Sharing Approaches."

2/ Includes a hypothetical stock-of-debt operation on Naples terms (December 2004) and comparable treatment treatment by other official
bilateral creditors.

3/ Includes official bilateral creditors and commercial debt.

4/ Each creditor's NPV reduction in percent of its exposure at the decision point.

5/ Based on end-2004 data after full application of traditional debt-relief mechanisms.

6/ Based on the three-year export average (backward-looking average, i.e., 2002-04).
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Table 5. Burundi: Discount and Exchange Rate Assumptions at End-2004

Currency Name

Discount Rate 1/

Exchange Rate 2/

(In percent per annum) (Currency per U.S. dollar)

Austrian Schillings
Belgian Franc
Canadian Dollar
CFA Franc

Chinese Yuan
Danish Krone
Deutsche Mark

Euro

Finnish Markkaa
French Franc

Great Britain Sterling
Irish Punt

Italian Lira

Japanese Yen
Kuwaiti Dinar
Libyan Dinar
Netherlands Guilders
Norwegian Krone
Portuguese Escudos
Russian Rouble
Saudi Arabia Riyal
Spanish Peseta
Special Drawing Rights
Sweden Kronor
Swiss Franc

United States Dollar

United Arab Emirates Dirham

Memorandum item:
Paris Club cutoff date

4.82
4.82
5.36
4.82
4.64
4.94
4.82
4.82
4.82
4.82
6.01
4.82
4.82
2.15
5.03
4.64
4.82
4.70
4.82
4.64
4.64
4.82
4.64
4.37
3.48
5.03
4.64

June 20, 1999

10.10
29.62
1.20
481.58
8.28
547
1.44
0.73
4.37
4.82
0.52
0.58
1421.53
104.12
0.29
1.24
1.62
6.04
147.19
0.60
3.75
122.15
0.64
6.61
1.13
1.00
3.67

Sources: OECD; and IMF, International Financial Statistics .

1/ The discount rates used are the average commercial interest reference rates over the six-month period
prior to end-December 2004, i.e., the end of the period for which actual debt and export data are

available.

2/ The exchange rates are expressed as national currency per U.S. dollar at end-December 2004.
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Table 8. Burundi: External Debt Indicators and Sensitivity Analysis, 2004-24 1/

(In percent, unless otherwise indicated)

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Act. Est.
Baseline scenario
NPV of debt-to-GDP ratio 115 12.7 13.7 15.0 15.6 16.1 16.2 15.8 15.2 14.4 13.8 13.2
NPV of debt-to-exports ratio 2/ 3/ 150.0 156.1 165.7 164.8 167.6 166.5 167.7 163.3 154.8 144.9 136.3 128.5
NPV of debt-to-revenue ratio 4/ 57.2 69.7 73.6 79.8 82.3 83.7 83.5 81.0 71.0 72.4 68.4 65.2
Debt service-to-exports ratio 322 12.6 45 4.6 4.6 5.7 9.6 11.9 12.3 11.2 9.4
Debt service-to-revenue ratio 18.0 6.2 2.5 2.5 2.5 3.0 52 6.5 6.7 6.1 52
Sensitivity analysis
Lower export growth 5/
NPV of debt-to-exports ratio 2/ 3/ 150.0 156.1 170.5 173.2 184.8 191.7 202.7 207.5 206.9 205.5 204.7 203.0
NPV of debt-to-revenue ratio 4/ 57.2 69.7 754 83.0 89.0 93.6 972 98.1 97.3 96.1 953 94.6
Debt service-to-exports ratio 322 12.8 4.7 49 5.0 6.3 10.7 133 13.9 12.9 11.1
Debt service-to-revenue ratio 4/ 18.0 6.3 2.5 2.6 2.6 32 5.5 6.7 7.0 6.5 5.6
Higher non-oil import prices scenario 6/
NPV of debt-to-exports ratio 2/ 3/ 1500 1561 1757 1861 2022 2152 2297 2366 237.1 2355 2335 2303
NPV of debt-to-revenue ratio 4/ 57.2 69.7 78.1 90.1 99.2 108.1 114.4 117.3 118.0 117.7 117.3 116.8
Debt service-to-exports ratio 322 12.8 4.8 5.1 53 6.6 10.7 13.1 13.5 12.5 10.7
Debt service-to-revenue ratio 4/ 18.0 6.3 2.7 2.8 29 35 5.8 7.1 7.3 6.8 6.0
Lower concessionality of new borrowing scenario 7/
NPV of debt-to-exports ratio 2/ 3/ 150.0 183.2 207.1 215.0 2273 232.8 239.9 240.0 234.6 227.5 220.8 2139
NPV of debt-to-revenue ratio 4/ 57.2 81.8 92.0 104.1 111.6 117.0 119.4 119.0 116.7 113.7 110.9 108.5
Debt service-to-exports ratio 343 16.2 8.7 9.4 10.1 11.6 15.8 18.2 18.6 17.5 15.7
Debt service-to-revenue ratio 4/ . 19.2 8.0 4.8 52 54 6.2 8.5 9.8 10.1 9.6 8.7
100 percent grant financing 8/
NPV of debt-to-exports ratio 2/ 3/ 150.0 156.1 152.5 147.5 144.4 139.1 136.7 1344 128.0 120.8 114.4 108.3
NPV of debt-to-revenue ratio 4/ 57.2 69.7 67.7 71.4 70.9 69.9 68.1 66.6 63.7 60.4 575 55.0
Debt service-to-exports ratio 322 12.5 43 43 42 52 9.2 11.5 11.9 10.9 9.1
Debt service-to-revenue ratio 4/ . 18.0 6.2 2.4 23 2.3 2.8 5.0 6.2 6.5 5.9 5.1
Memorandum items:
Higher non-oil import prices scenario
NPV of debt after HIPC assistance 76.3 101.8 131.0 164.5 196.8  233.1 2685  300.0 3283 3559 3848 4154
Debt service after HIPC assistance 26.3 10.6 4.9 55 6.2 83 14.8 19.7 222 224 21.2
GDP 664.1 581.2 684.5 769.4 844.1 919.2 1,007.1 1,100.0 1,196.8 1,300.2 1,411.7 1,529.1
Government revenue 4/ 133.5 146.1 167.8 182.6 198.3 2155 234.8 255.8 2783 302.4 328.1 355.6
Lower concessionality of new borrowing scenario
NPV of debt after HIPC assistance 76.3 119.5 154.4 190.0 2213 252.1 280.4 304.3 324.7 343.8 363.8 386.0
Debt service after HIPC assistance 28.0 13.4 8.7 10.2 11.7 14.6 21.8 27.4 30.5 314 31.0
100 percent grant financing scenario
NPV of debt after HIPC assistance 76.3 101.8 113.7 130.4 140.6 150.6 159.8 170.4 177.2 182.6 188.6 195.5
Debt service after HIPC assistance 263 10.3 43 4.6 49 6.6 12.8 17.4 19.5 19.5 18.0
Lower export growth
NPV of debt after HIPC assistance 76.3 101.8 126.6 151.6 176.5 201.8 228.1 250.9 270.6 290.7 312.8 336.4
Debt service after HIPC assistance 26.3 10.5 4.6 5.1 5.6 7.6 13.9 18.7 21.1 213 20.0
Exports of goods and nonfactor services 9/ 58.9 81.6 82.3 98.6 105.6 111.6 120.3 130.8 141.2 152.2 165.0 180.0
Exports of goods and nonfactor services (3-yr average) 10/ 50.9 65.2 74.3 87.5 95.5 105.3 112.5 120.9 130.8 141.4 152.8 165.7
GDP 664.1 800.4  901.6  969.3 1,043.0 11,1229 1,211.8 1,308.0 1,409.8 1,517.5 1,631.3 1,751.4

Sources: Burundi authorities; and staff estimates and projections.

1/ All debt indicators refer to public and publicly guaranteed (PPG) debt and are defined after HIPC assistance assumed delivered unconditionally at end-2004.

2/ As defined in IMF, Balance of Payments Manual , 5th edition, 1993. 2001 excludes service exports to MONUC.

3/ Based on a three-year average of exports on the previous year (e.g., export average over 1999-2001 for NPV of debt-to-exports ratio in 2001).

4/ Revenue is defined as central government revenue, excluding grants.

5/ Assumes 1 percent lower export growth from 2005 to 2023.

6/ Assumes that non-oil import prices would increase 5 percent more each year in 2005-09 and would increase at the same rate assumed in the baseline scenario thereafter.
7/ Assumes that the interest rate on all debt is 2 percentage point higher than in the baseline from 2005 onwards.

8/ Assumes that project financing and budget support (excluding the PRGF) are in the form of grants, from 2006 to 2007; in 2008-11 financing will be in the form of 50
percent grants and 50 percent concessional loans, before returning to the same level as in the baseline.

9/ As defined in IMF, Balance of Payments Manual, 5th edition, 1993. Refers to current year exports.

10/ Three-year backward-looking average of exports of goods and nonfactor services.
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Table 8. Burundi: External Debt Indicators and Sensitivity Analysis, 2004-24 1/ (concluded)

(In percent, unless otherwise indicated)

2016 2017 2018 2019 2020 2021 2022 2023 2024 2004-14  2015-24
Averages
Baseline scenario
NPV of debt-to-GDP ratio 12.9 12.7 12.5 123 12.0 11.7 113 10.8 10.4 14.5 12.0
NPV of debt-to-exports ratio 2/ 3/ 121.8 116.3 111.4 106.5 102.5 97.8 93.7 89.4 85.5 158.0 105.3
NPV of debt-to-revenue ratio 4/ 63.3 62.2 61.3 59.8 585 56.6 54.6 522 49.9 753 584
Debt service-to-exports ratio 6.8 49 4.1 42 4.4 4.4 49 49 4.8 10.9 53
Debt service-to-revenue ratio 3.9 2.9 2.5 2.6 2.7 28 3.1 3.1 3.0 5.9 32
Sensitivity analysis
Lower export growth 5/
NPV of debt-to-exports ratio 2/ 3/ 202.1 2024 2033 2046  206.1 208.0 209.8 2122 2151 186.7 206.7
NPV of debt-to-revenue ratio 4/ 95.6 97.6 100.0 101.9 103.4 104.7 105.3 105.8 106.1 86.5 101.5
Debt service-to-exports ratio 8.4 6.5 59 6.4 7.0 7.4 8.3 8.8 9.0 11.7 7.9
Debt service-to-revenue ratio 4/ 43 3.4 32 3.4 3.8 4.0 45 4.6 4.7 6.1 42
Higher non-oil import prices scenario 6/
NPV of debt-to-exports ratio 2/ 3/ 2263 2222 218.0 2137 2092 2047 199.7 195.0 190.4 205.2 2109
NPV of debt-to-revenue ratio 4/ 117.6 118.8 1199 120.1 119.5 118.4 116.3 113.8 111.0 98.8 117.2
Debt service-to-exports ratio 8.2 6.4 59 6.4 6.9 7.2 7.9 8.2 8.2 11.6 7.6
Debt service-to-revenue ratio 4/ 4.7 38 3.6 39 43 45 5.0 5.1 5.1 6.3 4.6
Lower concessionality of new borrowing scenario 7/
NPV of debt-to-exports ratio 2/ 3/ 206.8  200.0 193.7 187.8 182.1 176.7 171.1 166.0 161.1 216.2 1859
NPV of debt-to-revenue ratio 4/ 107.5 106.9 106.5 105.5 104.0 102.2 99.6 96.8 93.9 103.9 103.2
Debt service-to-exports ratio 12.9 11.0 10.2 10.4 10.6 10.7 11.2 11.2 11.1 16.0 11.5
Debt service-to-revenue ratio 4/ 7.4 6.5 6.2 6.4 6.6 6.7 7.0 7.0 6.9 8.7 6.9
100 percent grant financing 8/
NPV of debt-to-exports ratio 2/ 3/ 103.4 100.2 97.8 95.6 93.4 91.4 88.9 86.4 83.9 138.5 94.9
NPV of debt-to-revenue ratio 4/ 53.7 53.6 53.8 53.7 534 52.9 51.8 50.4 48.9 65.7 52.7
Debt service-to-exports ratio 6.5 4.1 33 33 35 3.5 4.2 4.4 4.5 10.6 4.6
Debt service-to-revenue ratio 4/ 3.7 2.4 2.0 2.0 22 22 2.6 2.8 2.8 5.8 2.8
Memorandum items:
Higher non-oil import prices scenario
NPV of debt after HIPC assistance 450.0 488.1 528.2 567.8 606.3 644.0 679.3 713.7 747.3 231.0 584.0
Debt service after HIPC assistance 17.9 15.6 15.8 18.4 21.7 24.6 29.0 32.1 34.6 14.1 23.1
GDP 1,653.4 11,7834 1917.7 2,062.8 2,218.4 2384.1 25645 2,756.8 2)962.1 9526  2,1832
Government revenue 4/ 3825 4109 4406 4728 5072  544.1 5842 6272 6734 222.1 499.9
Lower concessionality of new borrowing scenario
NPV of debt after HIPC assistance 411.1 4393 4694 4989 5277 5559  582.0 607.5 6325 239.2 511.0
Debt service after HIPC assistance 28.4 26.6 272 30.1 334 36.4 40.8 43.9 46.5 19.8 344
100 percent grant financing scenario
NPV of debt after HIPC assistance 2055  220.1 2369 2540 2708 2877 3023  316.1 3293 144.7 261.8
Debt service after HIPC assistance 14.3 10.0 8.7 9.6 11.0 12.0 15.3 17.3 18.7 12.6 13.5
Lower export growth
NPV of debt after HIPC assistance 365.8 401.1 440.5 481.6 524.4 569.4 615.2 663.4 714.6 198.9 511.2
Debt service after HIPC assistance 16.6 14.1 13.9 16.3 19.2 21.8 26.1 29.1 31.6 13.5 20.9
Exports of goods and nonfactor services 9/ 1979  216.6 2353 2544 2737 2932 3128 331.7 352.0 113.5 264.8
Exports of goods and nonfactor services (3-yr average) 10/ 181.0 198.2 216.6 2354 2545 273.8 293.2 312.6 3322 103.4 246.3
GDP 1,878.0 2,011.4 2,151.7 2,303.6 2,466.2 2,640.3 2,.826.6 3,026.2 3,239.8 1,143.6  2,429.5

Sources: Burundi authorities; and staff estimates and projections.

1/ All debt indicators refer to public and publicly guaranteed (PPG) debt and are defined after HIPC assistance assumed delivered unconditionally at end-2004.

2/ As defined in IMF, Balance of Payments Manual , 5th edition, 1993. 2001 excludes service exports to MONUC.

3/ Based on a three-year average of exports on the previous year (e.g., export average over 1999-2001 for NPV of debt-to-exports ratio in 2001).

4/ Revenue is defined as central government revenue, excluding grants.

5/ Assumes 1 percent lower export growth from 2005 to 2023.
6/ Assumes that non-oil import prices would increase 5 percent more each year in 2005-09 and would increase at the same rate assumed in the baseline scenario thereafter.
7/ Assumes that the interest rate on all debt is 2 percentage point higher than in the baseline from 2005 onwards.

8/ Assumes that project financing and budget support (excluding the PRGF) are in the form of grants, from 2006 to 2007; in 2008-11 financing will be in the form
of 50 percent grants and 50 percent concessional loans, before returning to the same level as in the baseline.
9/ As defined in IMF, Balance of Payments Manual, 5th edition, 1993. Refers to current year exports.
10/ Three-year backward-looking average of exports of goods and nonfactor services.
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Table 13. HIPC Initiative: Status of Country Cases Considered Under the Initiative, June 1, 2005

Target Estimated Total
NPV of Debt-to- Assistance Levels 1/ Percentage ~ Nominal Debt
Decision Completion Gov. (In millions of U.S. dollars, present value) Reduction  Service Relief
Country Point Point Exports  revenue Multi- World inNPVof  (Inmillions of
(in percent) Total Bilateral lateral IMF Bank Debt 2/ U.S. dollars)
Completion point reached under enhanced framework
Benin Jul. 00 Mar. 03 150 265 77 189 24 84 31 460
Bolivia 1,302 425 876 84 194 2,060
original framework Sep. 97 Sep. 98 225 448 157 291 29 54 14 760
enhanced framework Feb. 00 Jun. 01 150 854 268 585 55 140 30 1,300
Burkina Faso 553 83 469 57 231 930
original framework Sep. 97 Jul. 00 205 229 32 196 22 91 27 400
enhanced framework Jul. 00 Apr. 02 150 195 35 161 22 79 30 300
topping-up Apr. 02 150 129 16 112 14 61 24 230
Ethiopia 1,982 637 1,315 60 832 3,275
enhanced framework Nov. 01 Apr. 04 150 1,275 482 763 34 463 47 1,941
topping-up Apr. 04 150 707 155 552 26 369 31 1,334
Ghana Feb. 02 Jul. 04 144 250 2,186 1,084 1,102 112 781 56 3,500
Guyana 591 223 367 75 68 1,354
original framework Dec. 97 May 99 107 280 256 91 165 35 27 24 634
enhanced framework Nov. 00 Dec-03 150 250 335 132 202 40 41 40 719
Honduras Jul. 00 Mar-05 110 250 556 215 340 30 98 18 1,000
Madagascar Dec. 00 Oct-04 150 836 474 362 19 252 40 1,900
Mali 539 169 370 59 185 895
original framework Sep. 98 Sep. 00 200 121 37 84 14 43 9 220
enhanced framework Sep. 00 Mar. 03 150 417 132 285 45 143 29 675
Mauritania Feb. 00 Jun. 02 137 250 622 261 361 47 100 50 1,100
Mozambique 2,023 1,270 753 143 443 4,300
original framework Apr. 98 Jun. 99 200 1,717 1,076 641 125 381 63 3,700
enhanced framework Apr. 00 Sep. 01 150 306 194 112 18 62 27 600
Nicaragua Dec. 00 Jan. 04 150 3,308 2,175 1,134 82 191 73 4,500
Niger 663 235 428 42 240 1,190
enhanced framework Dec. 00 Apr. 04 150 521 211 309 28 170 53 944
topping-up Apr. 04 150 143 23 119 14 70 25 246
Rwanda 696 65 631 63 383 1,316
enhanced framework Dec. 00 Apr-05 150 452 56 397 44 228 71 839
topping-up Apr-05 150 243 9 235 20 154 53 477
Senegal Jun. 00 Apr. 04 133 250 488 212 276 45 124 19 850
Tanzania Apr. 00 Nov. 01 150 2,026 1,006 1,020 120 695 54 3,000
Uganda 1,003 183 820 160 517 1,950
original framework Apr. 97 Apr. 98 202 347 73 274 69 160 20 650
enhanced framework Feb. 00 May 00 150 656 110 546 91 357 37 1,300
Zambia Dec. 00 Apr-05 150 2,499 1,168 1,331 602 493 63 3,900
Decision point reached under enhanced framework
Cameroon Oct. 00 Floating 150 1,260 874 324 37 179 27 2,800
Chad May. 01 Floating 150 170 35 134 18 68 30 260
Congo, Democratic Rep. of Jul. 03 Floating 150 6,311 3,837 2,474 472 831 80 10,389
Gambia, The Dec. 00 Floating 150 67 17 49 2 22 27 90
Guinea Dec. 00 Floating 150 545 215 328 31 152 32 800
Guinea-Bissau Dec. 00 Floating 150 416 212 204 12 93 85 790
Malawi Dec. 00 Floating 150 643 163 480 30 331 44 1,000
Sado Tomé and Principe Dec. 00 Floating 150 97 29 68 - 24 83 200
Sierra Leone Mar. 02 Floating 150 600 205 354 123 122 80 950
Decision point reached under original framework
Coéte d'Ivoire Mar. 98 3/ 141 280 345 163 182 23 91 6 4/ 800
Total assistance provided/committed 32,245 15,549 16,560 2,552 5/ 7,732 54,758
Preliminary HIPC document issued
Burundi 150 801 120 681 24 414 92 1,313
Céte d'Ivoire 6/ 91 250 2,569 1,027 918 166 438 37 3,900

Sources: IMF and World Bank Board decisions, completion point documents, decision point documents, preliminary HIPC documents, and staff calculations.

1/ Assistance levels are at countries' respective decision or completion points, as applicable.

2/ In percent of the net present value of debt at the decision or completion point (as applicable), after the full use of traditional debt-relief mechanisms.

3/ Céte d'Ivoire reached its decision point under the original framework in March 1998. The total amount of assistance committed thereunder was US$345 million in NPV terms.
4/ Nonreschedulable debt to non-Paris Club official bilateral creditors and the London Club, which was already subject to a highly concessional restructuring, is

excluded from the NPVof debt at the completion point in the calculation of this ratio.

5/ Equivalent to SDR 1,722 million at an SDR/USD exchange rate of 0.6804, as of June 1, 2005.

6/ It is suggested that enhanced HIPC relief for Cote d'Ivoire overtake the commitments made under the original HIPC framework.
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Burundi: Debt Management Capacity

1. The “Direction de la Dette Extérieure” (DDE) at the Ministry of Finance is
responsible for debt management; while the central bank, Banque de la République du
Burundi (BRB), collects and gathers debt and external sector statistics.

2. The main impediment to debt management remains the lack of trained human
resources at the DDE and the lack of communication among the units responsible for the
management of external debt. This considerably limits the authorities’ debt management
capacity particularly in the context of the enhanced HIPC Initiative debt sustainability
analysis (DSA) process. During 2004, the authorities have benefited from training on the
enhanced HIPC Initiative, debt rescheduling, and debt management by Debt Relief
International. The authorities recognize the urgent need to reinforce the DDE and are
planning a major restructuring of the DDE and a strengthening of capacities. At present, debt
management is tracked and monitored by SYGADE software, but due to limited trained
human resources SYGADE is not used in its full capacity. However, data produced on the
level of debt disbursed, amount of debt serviced, and payment plan schedules are accurate
and up to date. Also, while Debt-Pro software has been installed it is not yet being used.
Furthermore, for effective external debt management, Burundi should have well-coordinated
institutional arrangements that are fully integrated within the overall macroeconomic
policymaking framework. In this regard, the DDE should be strengthened to be able to better
coordinate with the cabinet of the Finance Minister and all services in charge of IMF/WB
program monitoring. Support to address these weaknesses and improve the authorities’ debt
management capacity is planned as part of the World Bank’s Economic Management
Support Project (EMSP).

3. Years of civil war have affected Burundi’s dialogue with its creditors and its debt-
servicing capacity, which has resulted in poor records on the existing level of indebtedness.
However, in the recent past Burundi has made major efforts to remain current with respect to
key creditors and to reach agreements on the repayment of arrears. Looking ahead, the
country’s engagement in the enhanced HIPC Initiative will further improve its relations with
creditors and its awareness of its level of indebtedness.
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Burundi: Debt Sustainability Analysis
for Low-Income Countries Framework (LIC DSA)

I. This annex assesses the external and public debt dynamics of Burundi using the
forward-looking framework for debt sustainability for low-income countries (LIC DSA), and
draws some conclusions on the forward-looking sustainability of the country’s debt."

Baseline scenario

2. The baseline scenario reflects continued growth of real GDP sustained by an
increase in export volumes, and financing in the form of grants or highly concessional
borrowing (Box 5 in the main text). The medium-term outlook envisages achieving
macroeconomic stability and solid economic growth, supported by a consolidation of the
peace process, a deepening of structural reforms, and full normalization of relations with
creditors. Exports are projected to drive growth over the long term based on the recovery of
traditional export sectors and development of nontraditional exports. The current account
deficit is projected to widen initially to above 10 percent of GDP in 2006, before narrowing
to about 3.5 percent of GDP by 2024, while gross investment and national savings gradually
rise to 13.7 percent and 10.1 percent of GDP, respectively, by 2024. Unless otherwise
indicated, all debt ratios in this annex assume full delivery of HIPC assistance as proposed
for the decision point and reflected in the HIPC DSA reported in the main text.

External debt sustainability assessment

3. The results under the baseline scenario indicate that, even after full delivery of
HIPC assistance, Burundi faces a considerable risk of debt distress. The NPV of debt-to-
exports ratio remains above the indicative threshold for countries with comparable policies
and institutions for a considerable period of time before falling below it in 2020 (Box 1).
Even though all other debt burden indicators are below their respective threshold during the
projection period, the NPV of debt to exports ratio indicates that even after HIPC relief, and
assuming future financing on highly concessional terms, that a debt distress situation would
remain a concern over the next 15 years.

4, At end-2004, Burundi’s stock of public and publicly guaranteed (PPG) external
debt was US$1,384 million, or US$895 in NPV terms. Assuming the full delivery of HIPC
assistance,” the NPV of debt would amount to US$76.3 million, corresponding to

' See “Debt Sustainability in Low-Income Countries: Proposal for an Operational Framework and Policy
Implications” and “Debt Sustainability in Low-Income Countries: Further Considerations on an Operational
Framework and Policy Implications.” This DSA was prepared jointly by the staffs of the Fund and the Bank.

? The NPV of debt-to-exports ratio in the HIPC DSA methodology is 150 percent. Annex II Box 2, presents the
methodological differences between the HIPC framework and the LIC framework in the calculation of the NPV
debt-to-exports ratio, as well as the impact of such differences
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13.8 percent of GDP, 155.6 percent of exports, and the ratio of debt service to exports would
be 123.1 percent.’ The debt sustainability indicators are projected to remain virtually
unchanged or improve in 2005. Thereafter the profiles of the debt and debt service ratios over
the long-term are as follows:

o The NPV of debt-to-exports indicator remains above the indicative threshold for
much of the projection period, increasing over the medium term before gradually
improving over the long-term (Table 1 and Figure 1). The NPV of debt-to-exports
declines from 155.6 percent at end-2004 to 76.2 percent in 2024.

e The external debt service indicators suggest a more modest and manageable debt
burden both in the short and medium terms. Public external debt service is projected
to average about 9.6 percent of exports during the 2005-24 period and the projected
trajectory shows an initial decline and then an increase through 2012, before
decreasing to 6.1 percent in 2024 (Table 1 and Figure 1). Generally, the relatively low
debt-service-to-exports indicators reflect: (i) a stable and relatively high grant element
on the debt stock resulting in a relatively low debt service requirement, and (ii) high
export growth during the period when debt service requirements increase as a result
of the end of grace periods. The external debt service to fiscal revenues (including
grants) follows a broadly similar trajectory and is well below the indicative threshold.

o The ratio of the NPV of debt to GDP is projected to increase to 18.3 percent in
2009, before declining to 10 percent in 2024.

5. Alternative scenarios and stress tests indicate that lower growth, less
concessional borrowing, and macroeconomic instability substantially increase the risk
of debt distress. Under the LIC framework an alternative scenario is shown in which the
main parameters that determine the debt dynamics are assumed to remain at their historical
averages. For Burundi, the period considered to calculate the historical averages is 2001-04,
starting after the implementation of the Arusha Peace accord of August 2000. The historical
scenario is intended to provide an indication about how optimistic the baseline is relative to
the country’s past performance during normal times. As shown in Figure 1, all debt burden
indicators under the historical scenario present a significant deterioration compared to the
baseline. In particular, the ratios of the NPV of debt to GDP and to exports exhibit an upward
trend. The significant deterioration of debt and debt service indicators under the “historical
scenario” underlines the critical importance of realizing the overall growth and export growth
projections under the baseline.

6. Stress tests signal the vulnerability of Burundi to adverse developments.
Burundi’s debt sustainability indicators experience a considerable deterioration under stress

3 Debt service in 2004 includes the repurchase of SDR 19.2 million previously drawn under the IMF’s post-
conflict emergency assistance policy.
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tests assuming lower GDP and export growth or exchange rate depreciation (Table 2). For
the NPV of debt-to-GDP ratio, there is a sizeable increase relative to the baseline when all
the main parameters determining the debt dynamics are assumed to be one-half standard
deviation below their respective historical averages during the period 2006-07. A significant
increase in the external debt-to-exports and debt service-to-exports ratios is observed when
exports are assumed to grow at the historical average minus one standard deviation.

Fiscal sustainability analysis

7. The baseline macroeconomic scenario (Table 3 and Figure 2) is premised on
increasing government revenues and financing the reconstruction effort and poverty
reduction in the medium to long term primarily with grants. This would allow the public
sector borrowing requirement to fall over time, while keeping expenditures consistent with
the government’s poverty reduction strategy. In particular, it is assumed that revenues as

a percentage of GDP rise from 18 percent of GDP in 2004 to 21 percent of GDP in 2024 and
that borrowing decreases from 7.6 percent to 1 percent of GDP between 2005 and 2024.

8. Given the relatively strong revenue effort, fiscal debt (external and domestic)
burden indicators are projected to remain below their respective indicative thresholds.*
The NPV of debt-to-revenue ratio is projected to drop from 101.8 percent in 2004 to

49.6 percent in 2024, and the debt service-to-revenue ratio is projected to decline from

36.6 percent in 2004 to 12.3 percent in 2010 before dropping to 8.9 percent in 2024 (Table 3
and Figure 2).

0. As in the external debt sustainability analysis, alternative scenarios and bound
tests signal a significant increase in Burundi’s risk of debt distress over the medium
term. The no reform scenario, which maintains the primary balance at the 2004 level, signals
an increase in all debt indicators (Table 4). However, if the envisaged fiscal restraint is
implemented, such a scenario would be a pessimistic benchmark. But, if there was no
improvement in the fiscal primary balance after 2004, the NPV of debt-to-revenue indicator
is projected to increase to 283 percent in 2024, a difference of 233 percentage points with
respect to the baseline (Figure 2).

10. Other stress tests highlight the negative impact of temporary shocks on debt
burden indicators. In particular, an exchange rate depreciation of 30 percent has the largest
impact on debt stock indicators (Table 4 and Figure 2).

* In the LIC DSA methodology, the ratio of debt service to revenue is calculated with revenue including
budgetary grants. Under the HIPC DSA framework, grants are excluded.
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Box 1: Summary of Baseline Debt Sustainability Indicators 1/

Indicative 2005 2015 2024 Average

Threshold 2/ 2005-24

NPV of debt to GDP 30 13.9 136 9.9 14.1
NPV of debt to exports 100 136.3 120.2 76.2 127.8
NPV of debt to revenue 200 35.7 46.4 36.5 47.1
Debt service to exports 15 35.9 9.2 6.1 9.6
Debt service to revenue 25 9.4 3.5 2.9 3.4

Note: Figures in italics are under the indicative thresholds.

1/ All debt indicators assume the full delivery of HIPC relief and refer to the NPV of public and publicly guaranteed
external debt.

2/ Threshold over which countries with similar evaluations of policies and institutions would have at least a 25 percent
chance of having a prolonged incident of debt distress in the coming year. Burundi lies within the bottom quintile of
countries ranked by the World Bank’s Country Policy and Institutional Assessment Index (CPIA).

Conclusion

11. Burundi’s NPV of external debt-to-exports ratio after enhanced HIPC
assistance, is projected to remain above its indicative threshold over the period 2005-20.
In addition, the DSA indicates that adverse shocks would negatively impact the debt
sustainability indicators and would place Burundi in the high debt distress category for
low-income countries. The debt sustainability indicators for total (domestic and external
debt) suggest a more robust position, reflecting a strong domestic revenue effort. However,
as reflected in the external debt indicators, the foreign exchange constraint could be binding.
Indeed, the external debt sustainability indicators suggest that particular attention be given to
exports as the driver of overall growth.

12. Sensitivity analysis reveals that if the pace of GDP (or export growth) falters, or
the exchange rate depreciates, the debt burden could become unsustainable in the
medium term. The sensitivity analysis highlights the importance of sustained export-led
growth and macroeconomic stability to decrease Burundi’s risk of debt distress.

13. The debt sustainability analysis indicates that in order for Burundi to lower its
high debt stock ratios with respect to exports and to maintain the other debt indicators
below their respective thresholds, particular emphasis needs to be placed on four
aspects of future economic performance. First, the authorities will need to implement a
strong and sustained reform effort, especially to develop a diversified export base, to support
robust growth in exports and GDP. Second, the authorities need to implement prudent fiscal
and monetary policies to ensure fiscal discipline and macroeconomic stability. Third,
together with prudent debt management, future financing needs to be mainly in the form of
grants and highly concessional loans. Fourth, attention should be given to strengthening of
policies and institutions, which would raise the indicative debt thresholds for the risk of debt
distress.
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Box 2. Impact of the Use of the LIC Framework Methodology on the End-2004

NPV of Debt-to-Exports Ratio

Using the new LIC framework methodology, Burundi’s NPV of debt-to-exports ratio is estimated to have
reached 155.6 percent at end-2004. This is 5.6 percentage points higher compared with the 150 percent
obtained using the HIPC methodology, assuming full delivery of HIPC assistance. The increase is due to

three factors:

(1) a 34 percentage points increase is due to the change in the exchange rates used to calculate the
projected debt service streams (projected exchange rates from WEO; under the LIC framework
versus end-2004 exchange rates under the HIPC methodology),

(i1) a 7.9 percentage points decrease is explained by the change in the discount rate used to
calculate the NPV of debt (a single 5 percent discount rate under the LIC framework versus
currency-specific discount rates under the HIPC methodology), and

(ii1) a 20.5 percentage points increase is due to the change in the denominator used to calculate the
ratio (current exports under the LIC framework versus a three-year backward-looking average

under the HIPC framework).

Burundi: Decomposition of the decrease in the NPV of debt-to-exports ratio at end-2004 1/
(in percentage points, unless otherwise indicated)

Factors explaining the change in the NPV of debt-
to-exports ratio

Impact of methodological changes

Total Change
Of which: due to changes in:
Exchange rates
Discount rates
Exports of goods and services

Memorandum items:
Decision point

5.6
34.0

-7.9
-20.5

LIC framework

End-2004 NPV of debt-to-exports ratio 150.0
Exports of goods and services
Current 58.9
Three year average 50.9

155.6

58.9
50.9

1/ Refers to public and publicly guarenteed external debt.
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Figure 1. Burundi: Indicators of Public and Publicly Guaranteed External Debt
Under Alternative Scenarios, 2005-2024 1/
(In percent)
Baseline NPV of debt-to-GDP ratio -
| — — — Historical scenario _ - -
——— Most extreme stress test -
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NPV of debt-to-exports ratio Baseline

— — — Historical scenario

——— Most extreme stress test
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Baseline Debt service-to-exports ratio
— — — Historical scenario

Most extreme stress test
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Source: Staff projections and simulations.
1/ Most extreme stress test is test that yields highest ratio in 2015.
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Figure 2. Burundi: Indicators of Public Debt Under Alternative Scenarios, 2005-24 1/

(In percent)

NPV of debt-to-GDP ratio
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e— Baseline

— — — No fiscal adjustment (A2)

—— Most extreme stress test

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Debt service-to-revenue ratio 2/

Baseline

— — — No fiscal adjustment (A2)

— Most extreme stress test
1 1 N 1 N

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Staff projections and simulations.

1/ Most extreme stress test is test that yields highest ratio in 2015.
2/ Revenue including grants.

ANNEX IT



ANNEX II

-57 -

“AniqeqieAe eyep 03 303[qns ‘(100g woly) s1eak 4 1sed oY) JOA0 PIALIOP dIE SUONBIAOP PIEpUE)S Uk SOSLIOAL [EOLIOISIH /9

19038 1op porrad snotaaid Aq papiaap siuowed 1sa10)ul JedL-JULINY) /S
‘an[eA 99eJ S)1 0 Jud[eAINba ST 1qap 103008 djeAlld JO AJN Iy} SOWNSSY /4

*soSueyo 9)e1 9FuLydXd pue 3011d WO UONNQLIUOD SAPNJouT Os[e suonoafoid 1o ‘sjudunsn(pe uonen[eA pue {sjasse uS1010J ssoIS ul safueyd (Ja1[a1 1qop pue sIedLIE ul safueyd “o'1) Suroueuly [euondaoxa sapnjouy /¢
*SULId) JE[JOP 'S’ UT J0JB[JAp JdD JO 21kl imoIS = d pue ‘ajer JimoIs Jo 8ol = T {2)el JS2IUl [eUTOU = I yiim ‘onjel 1qop porrad snotadid sowm (d8+4+d+3+1)/[(8+1)d - 8 - 1] se paania( /g

"1q9p [BUIAIXS 10193 jearid pue d1qnd yroq sapnjou /|

‘suone[nWIs pue suondafoid Jyelg :20I0g

8'6£CE  TIIT  PISLI 8 TITI 6T 0€P0l €696 9106 +'008 1'799 (SIe[[Op "§"( JO SUOI[[Iq) JAD [EUION
‘woY WAPUBIOWD
0vs L'ES oS 6°€S L6y (449 PvS 9vS S8 01y 9'Sy : : (3u010d ur) SuIMO110q 10303S d1IqNd MAU JO JUIWII[S JUBID
9¢ 96 L9 6'S 9'6 (a4 8y (43 L1 0 8y 091 ¥'9 661 (yuad1ad u ‘SuLId) B[0P "§'()) SIOIAIS PuE Sp00S Jo spodw Jo IMoID
06 L 98 o1 I'vl 88 L9 18 60T 8’1 '8¢ £6¢ 0L 0L (3uao1ad ur ‘suLIa) JR[[OP "S'()) SAVIAIIS PUB SPOOT JO $110dX JO YIMOID
Lo L0 Lo L0 Lo L0 90 80 80 €0 L0 o 01 90 /S (Buadsiad) ayer ysadul AT
(44 0T 0C [44 ¥'S 8T ST v'T ¥T €L LRl 8’8 St $9 (yuooxod ur o5ueyd) SwLId) JE[[Op "S'() Ul I01B[IOP AD
0s 0's 0's (XY (XY (XY 0s 0§ (XY (XY XY Le L1 8Y (udoad ut) ymois gao ey
wn_O:QEBmmN JIou0d20198Ur %OM
Sy s 89 6 L8 '8 S'L L€ST €9¢ 9vT OIJB1 }QAP SIZI[IQE)S JLf) JIDLOP JUNOIIE JUILIND JSAISJUIUON
LTI €201 €001 796 688 0€8 668 €ELEL  SIIST L111 (s1e[[op "§"N JO suOI[[1q) padu Suroueuy 5013 [e0 ]
19 09 6 €01 ¥'S ¥'s €S S11 6'S€ reet (3u0012d ur) onex s110dx0-03-901A195 199p DA
9 09 76 €01 ¥'S ¥'S (Y Sl 6°S¢ reet (1u0012d ur) OnEI $110dX0-03-091A13S 1991
oL Y6 ozt SILY TLLY 0CLI €L91 1'991 £9¢1 9°6S1 s310dxd o Judssad ug
66 0TI 9l 6°LT €81 6'LT €L [ 6°¢l 8°€l 199p [eUIIXS DI JO AIN
oL 'v6 ozt SILT TLLT 0TLT €L91 1991 €9¢1 9681 spodxa o juaotad ug
66 0cI 9°¢l 6'LT €81 6'LT €L €¢1 6'¢l 8¢l /¥ 199p [BUIXD JO AIN
- 81 8T T (Il 8¢ 6'¢- Tyer- g6l 091- Suroueuyy reuondooxa [ydym JO
0¢ e Ly 99- 19 8¢ 06 TSyl- 88T T /€ (1-€) Tenpisay
o o i i ° €T~ saSueyo oje1 a5ueyoxs pue d2oud WOy UONNQLIUO))
60" I'1- €1 L1- L1 L1 9l- 6L 98- 86~ [IMOI3 JD [ESI WOL} UONNQLIUOD
10 10 o 4\ 0 €0 €0 S0 €1 €1 QJel }S2IR)UT [BUILIOU WOIJ UOHNQLIUOY)
8°0- 60" - S1- S1- S1- 1= vL- €L y'Te /T somueuAp 1gop snouddopugy
60" 8°0- 8°0- 60" 60" - - - - - o S0 o 00 (mopgur = 2AnESoU) [T JON
(4 €0 S0 60 01 Tl V'l Sl €1 01 (mo[Jur Jou = 9AESAU) SMO[J JUNOIOE JUSLIND ISYIO)
0°8- €9 L 98- 8¢l Sor- Tl 0cI- el 8vI- 81T 8¢ L8 TLI- (MOpFul = 9A1IEFOU) SIOFSURL) JUSLIND N
v'T 6'€C 0°ST 6'LT 06T 8'6T 0'1¢ 8'C¢E 6'9¢ 6'0€ spodur
0°¢l 8Tl €11 01 €01 01 01 49 Tor1 68 spodxg
S6 ' L€1 SLl 9'81 v'61 L0T  9€T L9 07T SI0IAIDS PUE SPO0T JO 2dUE[Rq U DY
oS e [44 9 S8 6L '8 S8 66 o1 9 ¥ 144 6S JI91JP JUNOIIE JUDLIND JSAIIUTUON
6’1 T e 'S 8¢ 6'S V'L L1 - S9I- SMOJJ BuNEAId-1GOP 10U PaLIUSP]
I'l- 60- Tl- €1 4 10 €T Sevl-  TOog L8l- 3Q9p [euIRX? Ul 2Fuey)
081 v'Te TLT L'sE 0LE  TLE  TLE  8PE  TSLI ¥'80C (Ddd) padueiens Apriqnd pue orqnd yorym o
081 v LT Lse 0LE TLE I'Le 8v¢E T8LI ¥'80C /1 (Jeurou) 1qop [euIdIXF
ERIEINY a8eroAy
YT 110C 20T 020T S10T 01-500C 010T 600T 800T L00T 900T $00T /9 UONEIAD( /9 ABRIOAY  $00T
mEOEOOAﬁOuﬂm 1sq piepuel§ [BOLIOISTH "1V

/T $T-400T ‘01IBUL0S JuI[aseq “Y1omawel] AI[Iqeureisng 1qa( [eUIdIXE (Ipuning [ S[qe],

(paresipur asIMIdYIO ssAUN ‘Jo Jo yudd1ad uy)



- 58 -

Table 2. Burundi: Sensitivity Analyses for Key Indicators of Public and Publicly Guaranteed External Debt, 2005-24

(In percent)

ANNEX IT

Est. Projections
2005 2006 2007 2008 2009 2010 2015 2024
NPV of debt-to-GDP ratio
Baseline 14 15 17 18 18 18 14 10
A. Alternative Scenarios
Al. Key variables at their historical averages in 2005-24 1/ 14 25 27 29 30 31 34 57
A2. New public sector loans on less favorable terms in 2005-24 2/ 14 16 19 21 22 22 19 16
B. Bound Tests
BI1. Real GDP growth at historical average minus one standard deviation in 2006-07 14 16 20 20 21 20 15 11
B2. Export value growth at historical average minus one standard deviation in 2006-07 3/ 14 17 22 22 22 22 17 11
B3. U.S. dollar GDP deflator at historical average minus one standard deviation in 2006-07 14 19 25 26 27 26 20 14
B4. Net non-debt-creating flows at historical average minus one standard deviation in 2006-07 4/ 14 22 29 29 29 28 22 13
B5. Combination of B1-B4 using one-half standard deviation shocks 14 26 41 41 41 40 32 19
B6. One-time 30 percent nominal depreciation relative to the baseline in 2006 5/ 14 21 24 25 25 25 19 14
NPV of debt-to-exports ratio
Baseline 136 166 167 172 177 172 120 76
A. Alternative Scenarios
Al. Key variables at their historical averages in 2005-24 1/ 136 269 262 276 293 299 299 438
A2. New public sector loans on less favorable terms in 2005-24 2/ 136 177 187 199 209 208 172 127
B. Bound Tests
B1. Real GDP growth at historical average minus one standard deviation in 2006-07 136 166 167 172 177 172 120 76
B2. Export value growth at historical average minus one standard deviation in 2006-07 3/ 136 274 565 574 585 565 404 234
B3. U.S. dollar GDP deflator at historical average minus one standard deviation in 2006-07 136 166 167 172 177 172 120 76
B4. Net non-debt-creating flows at historical average minus one standard deviation in 2006-07 4/ 136 235 276 271 279 269 195 104
BS. Combination of B1-B4 using one-half standard deviation shocks 136 262 440 442 447 431 312 166
B6. One-time 30 percent nominal depreciation relative to the baseline in 2006 5/ 136 166 167 172 177 172 120 76
Debt service ratio
Baseline 36 11 5 5 5 10 9 6
A. Alternative Scenarios
Al. Key variables at their historical averages in 2005-24 1/ 36 13 8 8 9 18 34 37
A2. New public sector loans on less favorable terms in 2005-24 2/ 36 11 6 7 7 9 10 8
B. Bound Tests
B1. Real GDP growth at historical average minus one standard deviation in 2006-07 36 11 5 5 5 10 9 6
B2. Export value growth at historical average minus one standard deviation in 2006-07 3/ 36 17 15 16 16 29 27 19
B3. U.S. dollar GDP deflator at historical average minus one standard deviation in 2006-07 36 11 5 5 5 10 9 6
B4. Net non-debt-creating flows at historical average minus one standard deviation in 2006-07 4/ 36 11 6 7 7 12 13 9
B5. Combination of B1-B4 using one-half standard deviation shocks 36 13 10 11 11 19 20 14
B6. One-time 30 percent nominal depreciation relative to the baseline in 2006 5/ 36 11 5 5 5 10 9 6
Memorandum item:
Grant element assumed on residual financing (i.e., financing required above baseline) 6/ 53 53 53 53 53 53 53 53

Source: Staff projections and simulations.

1/ Variables include real GDP growth, growth of GDP deflator (in U.S. dollar terms), non-interest current account in percent of GDP, and non-debt creating flows.

2/ Assumes that the interest rate on new borrowing is by 2 percentage points higher than in the baseline., while grace and maturity periods are the same as in the baseline.
3/ Exports values are assumed to remain permanently at the lower level, but the current account as a share of GDP is assumed to return to its baseline level after the shock (implicitly assuming

an offsetting adjustment in import levels).
4/ Includes official and private transfers and FDI.

5/ Depreciation is defined as percentage decline in dollar/local currency rate, such that it never exceeds 100 percent.
6/ Applies to all stress scenarios except for A2 (less favorable financing) in which the terms on all new financing are as specified in footnote 2.
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Table 4. Burundi: Sensitivity Analysis for Key Indicators of Public Debt, 2005-24

Est. Projections

2005 2006 2007 2008 2009 2010 2015 2020 2024

NPV of Debt-to-GDP Ratio
Baseline 31 29 30 29 29 27 20 16 13

A. Alternative scenarios

Al. Real GDP growth and primary balance are at historical averages 31 34 37 41 45 48 67 93 115
A2. Primary balance is unchanged from 2004 33 35 38 40 43 45 55 68 76
A3. Permanently lower GDP growth 1/ 31 30 31 32 32 32 32 37 41

B. Bound tests

B1. Real GDP growth is at historical average minus one standard deviations in 2006-07 31 32 36 37 38 38 39 43 45
B2. Primary balance is at historical average minus one standard deviations in 2006-07 31 34 37 37 37 36 33 32 31
B3. Combination of B1-B2 using one half standard deviation shocks 31 34 39 39 39 38 33 33 32
B4. One-time 30 percent real depreciation in 2006 31 94 88 82 77 73 54 46 41
BS5. 10 percent of GDP increase in other debt-creating flows in 2006 31 35 35 35 35 35 31 31 30

NPV of Debt-to-Revenue Ratio 2/

Baseline 79 83 97 93 92 89 67 58 50

A. Alternative scenarios

Al. Real GDP growth and primary balance are at historical averages 79 94 117 126 138 149 210 300 375
A2. Primary balance is unchanged from 2004 84 99 121 128 138 146 189 245 283
A3. Permanently lower GDP growth 1/ 79 86 101 101 103 104 109 131 148

B. Bound tests

B1. Real GDP growth is at historical average minus one standard deviations in 2006-07 79 89 110 112 116 119 129 152 163
B2. Primary balance is at historical average minus one standard deviations in 2006-07 79 95 119 118 119 118 112 116 114
B3. Combination of B1-B2 using one half standard deviation shocks 79 95 122 119 120 119 111 115 116
B4. One-time 30 percent real depreciation in 2006 79 265 282 261 249 236 186 165 150
B5. 10 percent of GDP increase in other debt-creating flows in 2006 79 98 114 112 114 113 107 112 111

Debt Service-to-Revenue Ratio 2/

Baseline 16 11 12 11 11 12 11 9 9

A. Alternative scenarios

Al. Real GDP growth and primary balance are at historical averages 16 12 12 12 12 14 14 15 16
A2. Primary balance is unchanged from 2004 16 11 12 11 11 13 12 12 12
A3. Permanently lower GDP growth 1/ 16 11 12 11 11 12 11 9 8

B. Bound tests

B1. Real GDP growth is at historical average minus one standard deviations in 2006-07 16 12 12 12 12 13 12 10 9
B2. Primary balance is at historical average minus one standard deviations in 2006-07 16 11 12 11 11 12 11 9 7
B3. Combination of B1-B2 using one half standard deviation shocks 16 12 12 12 12 13 11 9 7
B4. One-time 30 percent real depreciation in 2006 16 12 12 11 11 13 11 8 7
BS5. 10 percent of GDP increase in other debt-creating flows in 2006 16 11 12 11 11 12 11 9 7

Sources: Country authorities; and staff estimates and projections.
1/ Assumes that real GDP growth is at baseline minus one standard deviation divided by the square root of 20 (i.e., the length of the projection period).
2/ Revenues are defined inclusive of grants.



