Public Disclosure Authorized

Public Disclosure Authorized

Document of

The World Bark

FOR OFFICIAL USE ONLY
cCr  1914- Bu

Report No. P-4770-BU

~ REPORT AND RECOMMENDATION
OF THE
PRESIDENT OF THE
INTERNATIONAL DEVELOPMENT ASSOCIATION
- TO THE
EXECUTIVE DIRECTORS
ON A
PROPOSED DEVELOPMENT CREDIT
OF SDR 64.9 MILLION
TO THE
REPUBLIC OF BURUNDI
FOR A

SECOND STRUCTURAL ADJUSTMENT PROGRAM

May 11, 1988

This document has a restricted distribution and may be used by recipients only in the performance of
their official duties. Its contents may not otherwise be disclosed without World Bank authorization.




Currency Equivalents and Units

Burundi Franc (FBu)
US$ 1.00 = FBu 123.5 (Annual average 1987)
SDR 1.00 = FBu 159.7 (Annual average 1987)

Currency unit
Exchange rate

n

[}

Standards = Metric system

Fiscal Year -~ January 1 to December 31

Glossary of Abbreviations and Acronyms

ADF African Development Fund

AGRIBAL Societe Agricole du Burundi

BCC Burundi Coffee Company

BEI = Development Badget

BNDE National Bank for Economic Development

BO Ordinary budget

BRB Bank of the Republic of Burundi (central bank)

CADEBU . Burundi Savings Bank
COOPEC Rural Cooperative of Credit
COTEBU Textile Company of Bujumbura

FWA Fully Washed Arabica (coffee)
IDA International Development Association
IMF International Monetary Fund

OCIBU  Industrial Culture Office of Barundi
ONAPHA  National Pharmaceutical Officy
ONATEL Ofice National de Telecomunications
ONL Ofice National du Logement

oTB ‘Burundi Tea Office '

OTRABU Transport Company (Freight)

OTRACO Transport Company (Passengers).

PE Public Enterprise _ .
PEP/PIP Public Expenditures Progrem/ Public Investment Program
PHN Population, Health and Nutrition .
PTA Preferential Trade Agreement

RDC Regional Development Companies :

REGIDESO Public Utilities (Water and Electricity)

SAL Structural Adjustment Lending

SAP Structural Adjustment Program

SCEP Service in Charge of Public Enterprises

SJF Special Joint Financing

SME Small and Medium Enterprise

SNES National Service of Statistics

SOBECOV Societée de Commercialisation de Produits Vivriers
SOGESA  Societé de Gestion des Entrepots et Silos Alimentaires
SOPUBU  Societe de Peche du Burundi

SOSUMO  Sugar Production Enterprise in Mosso

TRC Tanzania Railway Company

WHO World Health Organization
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BURURDI
SECOND_STRUCTURAL ADJUSTMENT GPERATION

Credit and Program S

Republic of Burundi

IDA Credit: SDR 64.9 million (US$90.0 million
. equivalent)

Japanese SJF Grant: Yen 700 million (US$5.3 million)

Japanese SJF Loan: Yen 1.7 billion (US$12.8 million)

Germany SJF Grant: DM 10 million (US$6.C million)

Saudi SJF Loan: Riysls 11 millicn (US$2.9 million)
IDA Credit: Standard IDA Terms’ _ :

SJF Grants: Non-reimbursable contribution
Japanese SJF Loan: Maturity: 30 years

Grace Period: 10 years
Interest Rate: 1.25%.
Saudi SJF Loans Maturity: 50 years
Grace Period: 10 years
Interest Rate:s 1.00%.

The proposed financing is intended to support the next phase
of the Government'’s structural adjustment program initiated
under the Fiist Structural Adjustment Operation. The main
objective of the program is to accelerate economic growth
and increase per capita income and consumption levels, by
reorienting the economy towards a path with more reliance on
market forces and a greater outward orientation. It
consolidates the policies already adopted and reinforces the
adjustment process by additional measures. The economic
program supported by SAL I emphasized the rationalization of
the incentive structure -- to improve resource allocation
and remove the bias against exports -- and increasing the
efficiency of public resources utilization. Policy
performance has been positive and in line with the program.
In addition to fiscal and monetary stabilization efforts,
most import restrictions have been eliminated, and a major
customs tariff reform was initiated. The Government also
started an important reform of the public enterprise sector
and launched a considerable effort in public expenditure

This document has a restricted distribution and may be used by recigients only in the performpncp
of their official duties. Its contents may not otherwise be disclosed without World Bank authorization.
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rationalization. Slippages in policy implementation have
occurred in the areas of planning and budgetary
strengthening due to delays in getting the necessary
technical assistance and the recent change in the Government
(September 1987). .

The new Government’s commitment to pursue and strengthen the
measures initiated under SAL I has been affirmed in the
second PFP which was presented to the Committee of the Whole
on April 26, 1988.

The measures to be supported by the proposed credit will
strengthen the ongoing policy reforms, notably those aimed
at: (1) strengthening incentives for efficient resource
allocation, increased private investment .and exports, and
greater efficiency of the coffee sub-sector; (ii) increasing
public savings and improving public expenditure management;
(111) reforming the public enterprise sector; (iv) improving
agricultural productivity and sector management. The
measures will also address new policy areas to accelerate
the supply response to the new marka2t-oriented incentive
structure, notably: (v) liberalization of the labor market
and amelioration of incentives for employment generation;
(vi) deregulation of the financial sector; and (vii)
preparation and implementation of targeted actions to
address pressing poverty issues, notably related to child
nutrition and women’s role in development.

The credit, grants and loans would finance all categories of
imports with the excep.ion of items financed by other
sources, military and para-military items, alcoholic
beverages, tobacco, precious metals or stones, and luxury
items.

The proceeds of the proposed IDA credit would be disbursed
in three tranches. The first tranche of US$40 million
equivalent would be available for disbursement upon credit
e¢ffectiveness. Disbursement of the second and third
tranches (of US$30 million and US$20 million equivalent)
would be contingent upon the Government’s taking the actions
enumerated in paragraph 103 of this report. Performance
reviews would be held around March 1989 before the release
of the second tranche and around October 1989, before the
release of the third tranche. Disbursements of the entire

credit are expected to be completed within 24 months after
credit effectiveness.

Appraisal Report: Not applicable

Map

IBRD 20649
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1
INTERNATIONAL DEVELOFMENT ASSOCIATION
REPORT AND RECOMMENDATION OF THE PRESIDENT
TO THE EXECUTIVE DIRECTORS ON A PROPOSED

SECOND STRUCTURAL ADJUSTMENT CREDIT TO
THE REFUBLIC OF BURUNDI

1. I submit the following report and recommendation on a proposed
Second Structural Adjustment Credit (SAL) to the Republic of Burundi for
SDR 64.9 million (US$90 million equivalent) on standard IDA terms. In
addition, I recommend that IDA administer a proposed Special Joint
Financing non-reimbursable contribution of Yen 700 million (about Us$5.3
million equivalent) from Japan.

2. The first SAL for Burundi was approved by the Executive Directors
in May 1986 for a total of US$50 million with financing from IDA, SFA, and
Special Joint Financing from Jepan and Switzerland. In parallel, Burundi
negotiated a Stand-by arrangement with the IMF {(covering the period August
1986 to March 1988) and a SAF loan based on the first Policy Framework
Paper (1987-1989) for a total of SDR 20 million, to be disbursed over a
three-year period. A Bank mission reviewed the implementation of SAL I in
December 1986, and the second tranche wes released in April 1987.

3. An economic memorandum on Burundi (Report No. 6754-BU) was
distributed to the Executive Directors in January 1988. The Report focused
on the policy reform priorities for the next phase of the Government's
adjustment program. The Government requested IDA assistance in support of
the second phase of the adjustment program in September 1987. This program
was appraised during a mission in January/February 1988, the conclusions of
which are reflected in this report. Country data are attached as Aunex I.

PARY I - THE ECONOMY
A. Background

4. Burundi is a small country (27,800 km2) with a population of about
5 million and a per capita GNP of US$240 (1987 Atias). The country is
landlocked, densely populated (the second highest population density in
Africa), and with scarce natural resources other than its relatively
fertile agricultural land. The society is primarily rural, with only 5
percent of the population living in urban centers. Agriculture
(commercialized and subsistence) accounts for approximately 50 percent of
GDP and provides employment and income for about 85 percent of the
population. Coffee is the main export, generating four-fifths of total
export earnings. As a landlocked country, Burundi is quite vulnerable to
the transportation conditions in neighboring countries. Progress has been
mede to improve transport infrastructure and to simplify transit
formalities, but transportation costs are very high and passage through
neighboring countries is, on the whole, unreliable.

5. After a period of political turmoil which culminated in serious
civil disturbances in 1972-73, political stability was restored in 1976.
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In early September 1987, President Buyoya took power in a bloodless coup,
at the end of a period of political tension, difficult relations with
neighboring countries and the Catholic Church, and adverse image in the
international press. The change occurred with minimal economic and
administrative disruption. The new Government’s commitment to the
structural adjustment program has been clearly stated in the President’s
Declaration of Policies pronounced in late September 1987, and demonstrated
by the reform measures implemented in the past six months. ‘

B. Recent Policy Reforms and Economic Developments

6. After a period of relatively good performance during the late
19708, Burundi®s economic and financial situation took a turn for the worse
in the early 1980s, as a result of a substantial deterioration of the terms
of trade, expansionary fiscal and monetary policies and adverse climatic
conditions. Real GDP growth, which had averaged 5.1 percent per year
during 1978-81, declined to less than one percent per year during 1982-84.
In 1984, the external current account deficit reached a record high of 16
percent of GDP and the overall fiscal deficit rose to 12 percent of GDP.
Inflation ran at 14 percent a year, leading to a rapid appreciation of the
Burundi franc. Moreover, the network of administrative controls aiming at
controlling the external deficit and protecting the domestic industry led
to distortions in the incentive structure, high rents accruing to
monopolist importers, low incentive to invest in the productive sectors,
and a slowdown in economic activity. These developments brought into light
Burundi’s major structural constraints: the extreme dependence on coffee,
the weak role of the private sector, and the lack of incentives for a
sustained growth of agriculture and industry.

7. Thrust of Adjustment Program. In late 1984, the Government

requested Bank and IMF assistance to prepare and finance the first phase of
a structural adjustment program with the double objective of re-
establishing the basic financial equilibriz and initiating medium-term
structural adjustment with more reliance on market forces and a greater
outward orientation. Particular attention was given to the rationalization
of the incentive structure -- to improve resource allocation and remove the
bias against exports -~ and increasing the efficiency of public resource
utilization. Preparation for the first SAL began in m1d-1985 and the first
measures were implemented in 1986,

8. Policy performance has been positive and in line with the program,
as described in detail in Part II. In addition to fiscal and monetary
stabilization, most domestic prices have been decontrolled, the exchange
rate overvaluation was largely corrected, and a flexible exchange rate
policy was adopted. Most import restrictions were eliminated, and a major
customs tariff reform was initiated. The Government also started an
important reform of the public enterprise sector, adopted a three-year
public investment program (PIP) compatible with domestic and external
resource availabilities, and initiated the preparation of a comprehensive
public expenditure program (PEP) to provide a framework for setting public
expenditures priorities. Slippages in policy implementation have occurred
in the areas of planning and budgetary strengthening, due to delays in
getting the necessary technical assistance and the recent change in the
Government and in the financial program, whose objectives could not be
attained due to the cascading effects of the coffee revenue shortfall (see
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para. 10). The automatic exchange rate adjustment was interrupted in March
1987 but has been resumed since February 1988. The new Government’s
commitment to pursue and strengthen the measures initiated under SAL I has
been affirmed in the second PFP which was presented to the Committee of the
Whole on April 26, 1988. The measures to be implemented in the second
phase of the adjustment program (to be supported by the proposed operation)
are described in Part I1I.

9. Recent Developments: 1986-87. Although it is too early to
perceive the full economic impact of the program -- the first full year
under the program was 1987, a year of political change and marked decline
in export prices -- the impact has been largely positive. Despite a-
substantial decline in world coffee prices (much more than what had been
anticipated) starting in the second half of 1986 and intensifying through
1987, the program achieved positive results in redressing major financial
imbalances, improving domestic competition, and strengthening the
competitiveness of Burundi’s manufactured exports while containing import
demand. During 1986 and 1987, non-traditional exports grew (albeit from a
very low base) by about 30 percent a year in real terms. GDP growth
reached 4.4 percent in 1986, but fell to 1.7 percent in 1987 due to the
marked declirn in coffee revenues (GDP growth at factor cost was 4.7
parcent). Totul investment, which had contracted since 1984, rebounded in
1987. Inflation hit a record low level in 1986 (1.8 percent per year) as a
result of increased agricultural output and reduced trader margins, but
rose to 7 percent in 1987.

10. The financial situation also improved in 1986. The overall budget
deficit was reduced from 7.5 percent of GDP in 1985 to 6.5 percent, and the .
external current account deficit (excluding transfers) also declined
relative to GDP: from 11.2 percent to 10.2 percent (Table 1). Net foreign
assets rose to 2.2 months of imports at the end of 1986 (compared with 1.3
months at end-1985). The improvements registered were, however, less than
had been anticipated. The impact of the shortfall in coffee exports was of
such a magnitude (equivalent to 30 percent of export earnings and budgetary
revenues) as to make the targets of the Stand-by program (approved on
August 1986) unattainable. Preparation for a new financial program was
initiated in March 1987 but was delayed by the change in Government (sece
para. 109). A second year SAF program was approved by the Executive
Directors of the IMF on May 4, 1988.

11. Burundi’s financial difficulties were exacerbated in 1987 by the
continuing deterioration of coffee export prices. Over the year as a
whole, world coffee prices declined by 46 percent to their lowest level
during the last 10 years; and Burundi’s coffee export earnings contracted
by US$40 million. Despite a substantial increase in non-traditional
exports (from US$4.8 million in 1985 to US$13.5 million in 1987), export
earnings fell to about the 1984 level. These developments, together with a
weaker demand management policy and a substantial increase in debt service,
led to a deterioration in the external position. The current account
deficit (excluding transfers) rose to the equivalent of 13 percent of GDP
and, despite the increase in net medium and long-term capital inflows, the
balance of payments registered en overall deficit of US$10 million. Net
official reserves fell to 1.8 months of imports equivalent. Despite the
highly concessional terms of Burundi's external debt, a substantial
increase in outstanding foreign debt, together with a bunching of



maturities and the decline in export earnings, pushed the debt service
ratio (based on actual payments) above 40 percent in 1987.

Table 1: WAIN ECONOMIC TNDICATORS

19838 1884 1988 1088 1987
—_— — — prov.)
As % of GOP:
Exports. 9.8 18.1 10.7 10.4 e.6
Importe 271.7 24.2 19.6 18.2 20.0
Current Account Def. a/ 19.7 16.2 11.2 10.2 13.0
External Debt (DOD) 24.8 86.8 84.4 39.7 68.0
Gov’t Revenues b/ 12.8 14.1 183.9 16.8 12.2
Current Expendlitures 12.8 11.2 10.6 11.4 13.1
Capital Expenditure and
Lendin 17.8 14.8 11.8 10.9 11.9
Total Gov?’t Deficit ¢/ 18.1 11.8 7.8 6.8 12.8
Investoent (FGI) 17.8 18.4 14.2 12.7 19.9
External Debt Service
USS nilllon 12.2 17.9 20.0 32.6 47.2
As % of Exports (c.NFS) 12.8 16.7 28.2 28.1 438.9
Terns of Trade (1081=100) 118.3 189.9 186.1 171.9 103.3
% change . 18.8 -3.6 28.6 -39.9
GOP growth (%)
Market prices 3.1 -8.1 7.4 4.4 4
Factor cost 4.0 -$.8 7.8 3.8 4.7
a/ Excludes public transfers.
b/ Excludes capital grants.
¢/ On 8 commitment besis and oxeludlng officlal grants.
12. These developments had a significant impact on the fiscal

situation. Coffee revenues fell from FBu 5 billion in 1986 to 0.6 billion
in 1987, leeding to a 20 percent loss in overall fiscal receipts. Overall
expenditures, however, rose above the budgeted levels, as the previous
Government relaxed its prudent budgetary policy and substantial increases
were recorded in the debt service ® and extra-budgetary expenditures. The
new Government had limited scope to take corrective measures in 1987. As a
result, the overall fiscal deficit (including foreign-financed investment)
rose to 12.8 percent of GDP in 1987, and the Government accumulated
domestic arrears. The unexpected size of these deficits necessitated
increased recourse to central bank financing.

13. The adjustment program has had s generally positive impact on low
and middle-income consumers. Prices of basic commodities -- food,
.clothing, and basic home construction materials -- have declined or stayed
constant since 1985. The di«valuation (33 percent in SDR terms between July
1986 and February 1988) has raised prices of some imports, but these have a
negligible role in the low and middle-income market baskets. The incomes
of the poor (mostly farmers) have also improved, following the increase in
producer prices for coffee and tea in 1986 and the elimination, in late
1987, of the sales tax on foodcrops. The urban sector was particularly
affected by the slowdown in the growth of public employment and
compensation and by the freeze on salaries since 1985. Some forced early

1/ Total debt service payments, including smortization, increased by 35
percent and accounted for nearly 30 percent of budgetary revenues in 1987.
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retirement of civil servants in 1987 contributed to social tensions before
the change in Govermment.

C. Development Constraints and Adjustment Issues

14. Burundi®’s structural problems will require systematic and
sustained attention over several years. The recent deterioration in the
terms of trade hes highlighted the persistent problems associated with
overdependence on coffee. Historically, low savings and investment rates
and weak private sector participation have impeded the development of non-
coffee economic activities. Reliance on foreign savings has pushed
Burundi’s external debt to US$650 million, or about 55 percent of GDP, at
end-1987. Despite the rsther favorable borrowing terms,2 debt service
payments are projected to remain above 30 percent of exports until 1991.
The combination of a serious debt burden, overdependence on coffee, and low
savings/investment makes it difficult to achieve the necessary structural
adjustment quickly. Long-term economic development is also hindered by
rapid population growth, limited availability of cultivable land, low
education and skill level of human resources, the limited size of the
domestic market, and the landlocked situation of the country.

15. Laying the basis for sustained economic growth will require,
therefore, a broad approach. The financial program (supported by the IMF)
will help the country to reach more sustainable equilibria on both the
external and domestic fronts. To address the structural issues, the
Government’s program -- to be supportad by the proposed SAL II --
includes a comprehensive package of both ongoing measures tos

(1) strengthen macroeconomic management; (1i) create an incentive framework
to stimulate exports and improve private sector confidences (1i1) reform
public enterprises; (iv) improve public expenditure management; and new
measures to: (v) increase the efficiency of the financial sector;

(vi) liberalize the labor market; and (vii) implement well-targeted
measures aimed at alleviating poverty. Development programs that address
the long-term constraints and are supported by major donors include: an
active populatdon policy3 ; efforts to strengthen agricultural services;
promotion of small and medium enterprises; effective management of natural
resources; and improvement of the country’s human resources through
expanded education and health services.

D. Prospects and Financing Requirements

16. The Government’s objective is to achieve real per capita GNP
growth during the 1988-91 period, while holding the current account deficit
at a manageable level. The attainment of this goal will require not only

2/ 1.5 percent interest rate, 38 years maturity, 9 years of grace period,
which correspond to a 72 percent grant element.

3/ The Govermment’s population policy is being supported by the IDA-financed
Population/Health Project. The program’s objectives include, inter-alis,
raising the contraceptive prevalence target from 1.6% in 1987 to 142 in
1992, which would contribute to reducing the total fertility rate (from

- 6.1 in 1987 to a target of 4.1 by the year 2000) and would have a sizeable

impact on population size (keeping the growth to 9 million against 12
million by 2015).
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the timely implementation of the Government’s adjustment program, but also
increased import capacity. This will depend on the success in diversifying
exports over the medium term and, more immediately, on larger inflows of
concessional assistance. Despite the growth of non-traditional exports
during the past few years, the bulk of Burundi’s export earnings still come
from coffee, tea, and cotton (85 percent of total expor:is). However, the
world market prospects for these commodities are not bright. While
earnings from non-traditional exports (e.g., manufactures) are projected to
increase more rapidly than those from traditional exports ~- benefitting
from good opportunities to export towards the neighboring countries 4
their impact on the balance of payments will remain modest through the end
of this decade. .

17. Burundi®s external financing requirements for 1988-89 have
increased because of the decline in coffee prices, which is estimated to
lower potential revenues by about US$50 million during the period
(equivalent to about 25 percent of exports). To finance the imports
associated with the above growth objectives, meet the scheduled
amortization payments, and allow for some accumulation of international
reserves, Burundi will require external financing totaling about US$480
million during i988-89, as explained in greater detail in Part IV.
Expected disbursements of grants and M&LT concessional loans (including the
proposed financing) are estimated at about US$440 million.? A meeting of
tha main donors is planned to be held in Geneva in Summer 1988 to mobilize
an additional US$40 million to close the financing gap during the program
period.

E. Rationale for Bank’s Involvement

i8. Supporting the adjustment program is at the center of the Bank’s
assistance strategy for Burundi. Since 1985, the Bank has been quite
active in helping the Government to prepare and implement the first phase
of its adjustment program. The Bank’s involvement has combined the
following three elements: (i) analytical work, leading to the
identification of msjor structural issues and needed reforms; (i1i) an
intense policy dialogue, to which the Government has been responsive, and
which has contributed to an internalization of the Bank’s recommendations
and to the Government’s commitment to the reform program; and (iii) the
financing of policy-based op:srations (SAL I) and technical assistance
projects, in direct support of the economic reform program, as well as of
investment projects to stimulate a supply response to the new incentives
structure., The successful implementation of the subsequent phases of the
program will require sustained Bank and IMF support. The IMF is supporting
the implementation of a financial program under the second-year SAF to
cover the 1988 period. The Bank will be involved through: (1) a series of
structural and sector adjustment operations; (ii) continuing technical
agssistance support to strengthen general economic management; and (1ii)

4]/ For example, construction materials, textiles, soap, and some metallic
products to Zaire, Kenya, Uganda, and Rwanda -- all of them, with the
exception of Zaire, members of the Preferential Trade Arrangement Zone.

5/ US$163 million from already committed loans, US$100 from new official
transfers, and US$177 million from new loan commitments currently planned
in donor programs (including IMF support, and the proposed credit).
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complementary operations in productive and social sectors (see Part V).
Particular emphasis will be placed on continuing the actions already
initiated under the first phase and the implementation of further reforms.
The latter would complement the liberalization reforms initiated in the
trade and industrial sectors, notably those concerning the liberalization
of the labor and financial markets, while addressing the social aspects of
adjustment.

PART IXI - PROGRESS IN THE ADJUSTMENT PROGRAM: THE FIRST SAL

19, The program supported by the first SAL emphasized the
stabilization measures aimed at restoring financial equilibria in the short
term and initiating medium- and long~term structural change in the economy,
based on the rationalization of the incentive system and improving
efficiency in the utilization of public sector resources. The following
paragraphs summarize the progress made in these areas.

Management of the Balance of Payments

20. The first phase of the adjustment program placed heavy emphasis on
export prometion and efficient import-substitution. After an initial
exchange rate adjustment of 13 percent in terms of SDRs, the currency was
depreciated progressively until March 1987, with a total cumulat#v.
depreciation of 24 percent. In February 1988, the FBu was depreciated by
an additional 10 percent. Also, in order to stimulate foreign private
investment, the limits imposed in 1984 on transfers of foreigner’s income
were raised. Furthermore, external borrowing was limited to concessional
loans, and an interministerial committee was set up to monitor the
country’s external debt and provide advice on new borrowing.

21, A number of import liberalization reforms were also implemented.
Quantitative restrictions were largely eliminated and replaced by import
duties. Import licenses are now granted automatically, except for a
limited number of luxury goods and three groups of locally-manufactured
goods (cotton textiles, glass bottles, and pharmaceuticals) which are
subject to temporary quantitative restrictions. The former requirement for
importers to specialize in specific products was abolished, leading to
increased competition. In order to further reduce the anti-export bias of
the trade regime, taxes on manufacturing exports were eliminated.

22. A major reform of the import tariff structure was initiated with a
view to reducing high rates of effective protection enjoyed by many import-
intensive activities and providing a basic rate of protection for
production of intermediate goods based on domestic resources. The number
of duty rates was reduced from 57 to 5; and the tax range on non-luxury
goods was narrowed from 0-280 percent to 15-50 percent in 1987 and to 15-45
percent in 1988. Luxury goods are taxed at 100 percent, the maximum rate.
Ii a few cases in which higher rates might be necessary to protect
industries of national interest (notably infant industries), selected
enterprises may be granted temporary relief in the form of either an import
surcharge (with a maximum rate of 30 percent, levied for a maximum period
of three years) or reduction in custom duties on intermediate goods.



Eiscal Policy snd Public Finance

23. Along with the tariff reform, the fiscal measures adopted by the
Government included reform of the sales (transaction) tax -- from a
“cascade tax" to s single-stage sales tax, at a higher rate, levied on
production and imports. Tax collection was improved, and exemptions
granted under the Investment Code were revised. The first steps to improve
public expenditure management were launched. A three-year public
investment program (1987-89) was prepared which was consistent with the
macroeconomic framework. The sectoral allocation was also consistent with
the development strategy, and priority was given to completing ongoing
viable projects and starting high priority projects. The Government
initiated the preparation of a three-year public expenditure program.
However, implementation delays occurred due to difficulties in recruiting
consultants and in establishing an appropriate action program for the
concerned ministries. To strengthen the capacity to prepare and appraise
projects, an IDA-financed Economic Management and Public Enterprise Project
was approved by the Executive Directors in May 1987.

Production and Investment Incentives

24. The previous regime of price controls (on both local and imported
goods) was eliminated. For only a limited number of strategic products (or
products subject to temporary import monopolies) prices can be,subject to a
ceiling But for no more than four months and only in case of acute
shortages. The new price system applies to the public enterprises as well,
except in the case where social services and natural monopolies are
involved. A set of incentives designed to stimulste investment and
production was put in place: (i) the Investment Code was revised to provide
automatic incentives to all investors (Burundian and foreign) who meet
specified criteria related to, inter alis, employment of labor and rate of
returng (ii) the previous guarantee of the local market (whereby local
enterprises were protected from foreign and domestic competition) has been
eliminated;s and (1ii) a Guarantee Fund is being re-activated to facilitate
access of amall and medium enterprises to banking credit. Furthermore, in
an effort to mobilize domestic savii:gs and encoursge efficient utilization
of credit, interest rates were raised to real positive levels.

25. In April 1986, the producer prices of key exports, which had
declined in real terms since 1984, were increased: by 28 percent for coffee
and 20 percent for tea (8 percent and 2 percent in real terms,
respectively). As a result, the ratio of coffee producer prices relative
to world prices was maintained at 48 percent between 1984 and 1986. In the
case of tea, the share increased from 24 percent to 39 percent, and in the
case of cotton from 42 percent to 80 percent. The sharp downturn in 1987
in world prices of coffee limited Government’s ability to grant further
price increases to producers. However, by maintaining nominal producer
prices, the producar price share of the world prices reached 70 percent for
coffee and 51 percent for tea.

Public Enterprise Reform

26. In the context of a comprehensive parastatal sector reform, the
Government has defined the criteria for State participation in the economy
and prepared an overall strategy for the sector which includes
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rehabilitation, liquidation, and privatization of selected enterprises, and
the reinforcement of the central government’s capacity to monitor
development in the sector. A Service in Charge of Public Enterprises
(SCEP) was created in July 1986 to coordinate and monitor the reform
program for the sector. The SCEP completed diagnostic studies of four
enterprises: CADEBU (savings), OTRACO and OTRABU (tranmsport), and ONAPHA
(pharmaceuticals); and a fifth diagnostic study, of Verrundi (glass
products), is underway. An intervention fund was created and is available
to support the rehabilitation of these or other enterprises which will be
the subject of further diagnostic studies (see paras. 47-56). Four
enterprises facing serious financial problems were closed dowm in 1986, and
“liquidation commissions” were established to sell their assets and pay
their debts. The Government has integrated in the public administration the
research department of LAPHAVET (production and research of veterinary
products) and decided to continue subsidizing two public enterprises -- ONT
(tourism) and CPI (4ndustrial promotion) -- while developing efforts to
increase their efficiency.

Agriculture

27. In agriculture, important developments have taken place in terms
of definition of a development strategy for the sector, including: the role
of Regional Development Companies, whose functions have been streamlined
and focussed on directly productive activities; emphasis on agricultural
servicess and improving the sector’s financial management. Concerning the
coffee sub-sector, the Government took measures to reduce the moisture
content of the "fully washed" coffee, which had eroded its premium in
international markets, and complementary efforts are being pursued to
improve coffee quality. To improve the marketing capacity of BCC (coffee
marketing company), the Government, with Bank assistance, established an
action plan to strengthen marketing procedures and training of BCC
personnel which will be launched during the proposed operation. Moreover,
the study of the financial aspects of the coffee pricing policy was
completed, which provides the basis for the proposed review of the coffee
pricing mechanism (para. 62). '

PART III - CONTINUING THE ADJUSTMENT PROCESS

A. Strategy
28. The reforms that have taken place under the first phase of the

adjustment program represent a fundamental change in Burundi’s basic
economic environment. They have helped to reduce distortions in the
incentive structure and should favor a more efficient allocation of
resources, in line with the country’s resource endowment. They also
provide flexibility in the economy by allowing prices to respond to changes
in domestic and external supply and demand conditions, and have laid the
basis for the continued adjustment which will help restore longer-term
vigbility and sustained growth.

29. The Government'’s objectives for the second phase of its adjustment
program include: a real GDP growth of 4.5-5 percent per year -- allowing
for an increase in real per capita incomes and consumption (population
growth is projected at 3% per year); maintaining a viable external payment
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situation; and reducing the overall fiscal deficit to about 5 percent of
GDP by 1991. The thrust of the underlying strategy is the promotion of
private sector activities, through the provision of an increasing share of
domestic credit to the private sector and of adequate guarantees to
facilitate private capital flows. The ongoing tariff reform has already
begun to eliminate the major disparities still existing in rates of
effective protection. Under the proposed credit, the trade and industrial
reforms will be strengthened to improve the incentive structure and promote
efficient export-oriented activities. The Government will continue its
policy of price liberalization and will extend it to interest rates and
labor market. In order to maintain the competitiveness of Burundian
exports, the Government will continue to follow a flexible exchange rate
policy.

30. With regard to the public sector, the Govermment’s strategy is to
rehabilitate the country’s basic infrastructure and to improve public
sector management and social services in line with the budgetary resources.
The Government will continue the reform of the public enterprise sector
(paras. 47-56) and seek to increase domestic resource mobilization in both
the public and private sectors. Domestic savings are projected to increase
from 5.3 percent of GDP in 1983-87 to 8.5 percent in 1990, due primarily to
increased savings of the public sector, as a result of additional fiscal
reform measures, increased efficiency in the public enterprise sector and
continued prudent expenditure policies. To this end, the Government has
agreed to a set of budgetary targets within the framework of the approved
second-year SAF program..

B. The Government®s Short-Term Financial Program

31. The Government's short-term financial program under the second-
year SAF program concluded with the IMF is designed to help reduce the
overall fiscal deficit, maintain the balance of payments in line with the
availability of concessional aid and avoid inflationary pressures. It was
prepared in collaboration with the Bank, and there are several areas where
the two programs (the IMF’s SAF and the IDA's SAL II) overlap and/or are
mutually reinforcing.

32. The Government’s financial program aims at keeping inflation at
about 6 percent a year in 1988 and 5 percent in 1989, while stimulating
economic activity by providing the private sector with a significantly
larger share of credit. The fiscal objectives are to: (a) reduce the
overall central government deficit from 12.8 percent of GDP in 1987 to 9.7
percent in 1988 and 8.1 percent in 1989, with the objective of reaching 5
percent by 199135 (b) eliminate domestic arrears by end-1989; and (c)
maintain the external debt service burden at 12 percent of expenditure
during 1988-90. The achievement of these objectives will be constrained by
the projected heavy debt service burden (nearly 20 percent of average
expenditures during 1988-90), therefore making it mandatory for the
Government to refrain from external borrowing at non-concessional terms.

33. To achieve these objectives, the 1988 program includes:

(a) measures to increase the fiscal revenues with the objective to increase
their share in GDP from 12 percent in 1987 to 14.5 percent in 1988, namely:
broadening the transaction tax base to include activities in the service
sector, construction work and food processing activities and increasing its



-ll-

tax rate from 12 to 15 percent; extending the statistical tax to all
imports (except those for diplomatic use); and strengthening custom duty
administration to improve collection and reduce fraud; (b) restrictive
public expenditure (quarterly ceilings will be imposed on ministerial
spending) aiming to limit nominal annual growth to about 9 percent in the
case of personnel outlays, 11.7 percent in the case of goods and services,
and 14.7 percent with respect to transfers and recurzent subsidies; and

(c) prudent monetary policy aiming to reduce budgetary financing through
the banking system by 32 percent and to expand credit to the private sector
by about 9.5 percent. Consistent with the target for an increased level of
international reserves, broad money growth is projected to be held at 7
percent a year, significantly below the projected increase in nominal GDP.

PART IV - PROPOSED PROGRAM UNDER SAL II

34. The proposed second SAL will continue Bank support of a sound
framework of economic policies during the next phase of the Government’s
adjustment program. It will consolidate the progress made in a number of
areas during the first phase of adjustment but also address new reform
areas, namely the operation of the financial and labor markets (both
oriented to improve efficiency of resource allocation) and on poverty
alleviation. The program is cutlined in the Government’s Letter of
Development Policy (Annex V). The following paragraphs describe the
components of the SAL II program which is summarized in the Matrix of
Actions in Annex IV.

A. Trade and Industrial Policy

35. The Government’s program contains measures to improve the
competitiveness of non-traditional exports and import-substitution
activities, and to provide more neutral protection across economic sectors.
To maintain competitiveness, the currency was adjusted in February 1988 by
10 percent (in local currency terms) to correct the small appreciation
which occurred since March 1987. The Government is committed to
periodically review its exchange rate policy taking into account the
evolution of the real effective exchange rate and developments in its
external position.

36. In addition to the fiscal measures mentioned in para. 32-33, tha»
Government will: (a) complete the tariff reform, with the objective of
narrowing the tariff range, reducing the average effective protectior rate
and ensuring consistency with the PTA tariff (condition of second tranche
release); (b) pursue the import liberalization program -- the remaining
import restrictions on luxury goods have been replaced by custom duties in
March 1988, and these will be changed to excise taxes in 1989; (c) agree
with the Bank on the timetable for liberalization of imports competing with
domestic manufactures by mid-1990 -- the timetable for imports competing
with VERRUNDI products (glass bottles), ONAPHA (pharmaceuticals) and COTEBU
(cotton textiles) will be defined in the context of the contract programs
to be negotiated with VERRUNDI and ONAPHA by December 1988 and the action
plan for COTEBU to be finalized by March 1989. Agreement on the timetable
for imports competing with VERRUNDI is & condition of second tranche
release; and (d) pay interest on the FBu 10 million deposit required from
foreign importers and eliminate such deposit when the importer invests in
productive activities of at least FBu 20 million.
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37. Furthermore, to further improve the export incentives and to
increase the neutrality of incentives between import substitution and
export activities, an Export Promotion Decree was promulgated in April 1988
to: (1) revise the existing duty drswback system, replacing it with a
simplified rebate system for exporters -- who, thereafter, will be able to
receive 15 percent of the value of their sales in rebates -- while setting
the stage for a later drawback system which will incorporate all indirect
taxes; (11) encourage exports through a concessionary tax rate based on
export performance; (iii) allow marketing expenses incurred abroad to be
fully tax deductible; and (iv) simplify administrative procedures to make
it easier for promoters to travel abroad. In addition, the Govermment will:
(a) provide support to existing or potential exporters in marketing and in
financing technical assistance, notably by setting up an Office of
Standards and Measures to ensure the quality of Burundi’s exports; and

(b) complete a study to identify and evaluate Burundi’s long-term resource
and market potential, thus providing the foundation for identifying viable
export activities.

B. Public Expenditures Programming and Policies
38. The Govermment’s public expenditure policy aims at: (a) containing

expenditures in line with the available resources; and (b) concentrating
public resources on vital activities for the country’s economic
development. The public expenditure program will focus on strengthening
basic services (basic health, education, rural water supply systems,
agricultural research and extension), supporting targeted programs of
poverty alleviation, and maintaining existing economic and social
infrastructure. Public investment will aim to strengthen the human and
physical resource base, catalyse a process of urban development, and
selectively expand social and economic infrastructure, while leaving to the
private sector the task of investing in directly productive activity.

The Public Expenditure ?gggtam

39. During the first phase of the adjustment program, the Government
focused on the preparation of the PIP as a way to improve the overall
allocation of resources. In the context of SAL II, the Government will
adopt a rolling three-year PEP (covering recurrent and capital
expenditures as well as technical assistance) as the basis for
rationalizing public expenditure management. Progress has already been
made in preparing detailed PEPs for two sectors -- education and health --
in the context of IDA-supported projects. Further work will be undertaken
in 1988 to prepare PEPs in agriculture and transport sectors in the context
of IDA-financed projects under preparation.

40. The objective is to prepare comprehensive three-year PEPs,
starting with the PEP for 1989-91, and a consolidated formal budget by
1991. 1In the interim, transitional unified budgets will be prepared for
1989 and 1990. To this end, the Govermnment has agreed with the Bank on the
procedures to put in place in order to prepare the first 1989-91 PEP and
the first unified budget for 1988. During this process, the Govermnment
will identify non-priority programs, assess the resource needs of the
priority programs (including project-related recurrent costs), and
establish the base for a consolidated budgeting, financial monitoring and
control system (see paras. 45-46). Agreement with IDA on the 1989-91 PEP
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and the 1989 budget (the 1989 tranche of the PEP) will be a condition of
second tranche release; similarly, agreement on the 1990-92 PEP and the
1990 unified budget will be a condition of third tranche release.

41. The Govermment will also prepare an action plan to improve the
efficiency of the civil service in 1988, based on the census already
prepared in 1986, and further analysis to be carried out with the
assistance of the “Ecole Nationale d’Administration du Quebec". Agreement
on a medium-term human resource strategy to improve the efficiency of the
civil service will be a condition of third tranche release. In addition, a
technical assistance survey, being undertaken with the assistance of the
UNDP (NATCAP II), will be completed to improve the efficiency of technical
assistance and develop a medium-term program concerning such assistance.

The Public Investment Program

42. A review of the preliminary 1988-90 PIP was carried out during
negotiations. An agreement will be reached with IDA on the final PIP
before effectiveness of the credit. The PIP calls for investments
averaging FBu25 billion per year (13 percent of GDP) at current prices. It
includes 185 projects. The average project size is small - US§ 5 million -~
and only 7 projects are larger than US$ 20 million. About 25 percent of
the program represents activities undertaken by public utilities. ThesPIP
reviewed with the Bank is a core program composed of high priority
projects, either with assured financing or with high probability of
securing financial support. A reserve program has also been prepared,
consisting of lesser priority projects which may be undertaken, within the
overall financial program, if financing is mobilized and/or higher priority
projects are delayed, The core PIP is financed at highly concessional
terms (20 percent grants), with IDA being the largest expected donor (36
percent of total identified external financing). The reserve projects will
be selected according to the criteria adopted by the Government under SAL I
(L.e., comprise productive projects with an economic rate of return of at
least 10 percent and social projects which meet the least cost solution).
The Govermment intends to convene, with UNDP assistance, a Round Table in
late 1988 to present the Five-Year Plan (1988- 92) and the 1988-90 PIP to
the donors and to secure the remaining financing. A preparatory meeting is
scheduled in Summer 1988.

43. The structure of the PIP reflects the Government’s evolving
investment priorities as well as historical developments. The decline in
the share of directly productive activities (see Table 4 in Annex I) is the
result of a sharp reduction in direct Government investment in industry.

In the infrastructure sectors, investments will be maintained at an average
of FBu 6.5 billion per year. While an expansion of the port of Bujumbura
is being undertaken, the ambitious road building program of past years is
being scaled down, with the emphasis placed on maintenance. This component
also integrates an innovative urban development program in an effort to
foster the growth of urban employment which the Govermment considers vital
to reduce pressure on scarce land resources and improve linkages between
rural and urban activities. The share of social infrastructure investments

6/The Five-Year Plan describes the Government’s development strategy for the
1988-92 period. It was prepared in 1987 and is being revised by the new
Government to make it consistent with its economic program.
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is expected to rise as the Government implements important operations in
basic education and health.

44, To correct some distortions in the initially proposed core
program, the Government has agreed to: (i) withdraw the construction of a
central market in Bujumbura from the public investment program -- the
project could raise the cost of marketed goods in the capitalj

(11) redesign the sport stadium (20,000 seat capacity) by eliminating
ancillary facilities (olympic swimming pool and hotel) in order to reduce
operating costs; (iii) abide by the results of the study concerning the
extension of the oil palm processing plant; and (iv) abide by the study on
the opportunity to continue with SOSUMO -- the expensive sugar production
scheme (SOSUMO) whose economic viability is uncertain (para. 64). The
study should be completed by end-December, as a basis for an action plan to
be agreed with the Bank as condition of second tranche release.
Satisfactory implementation of the action program is a condition of third
tranche release. '

Institutional Strengthening

45. There is a need to institutionalize the process of preparing the
three-year rolling PEPs so that they become a permanent feature in the
expenditure programming, budgeting and monitoring cycle. To this end, a
program of institutional reform will be developed and put in place during
1988-9G aimed at: {a) establishing the three-yecar rolling PEP framework and
integrating it throughout the administration; (b) unifying the preparation
of the budget, taking explicitly into account the resource needs of
development operations; and (c¢) preparing transitional unified budgets in
1989 and 1990, while a full-scale budgetary reform and a reform of the
public accounting system are being prepared for implementation in 1991.

46, The process of strengthening the Ministries of Plan and Finance
and the programming and financial management units of sectoral ministries
will be accelerated with the support of ongoing IDA-financed technical
assistance operations. The Govermment will prepare an action plan for
strengthening the Ministry of Planning. The French Ministry of Finance
will provide advice to help develop the budgetary and public accounting
system reforms. An action plan to strengthen the finance and sectorsl
ministries in programming, budgeting and monitoring will be developed and
agreed upon with IDA by end 1988.

C. Public Enterprise Reform

47. Burundi’s 57 public ‘enterprises (PEs), most of which date from the
seventies, assume a significant role in the economy, particularly in the
modern sector, where they sbsorb around 25 percent of employment. In the
early 1980s, a number of these enterprises began to face financial problems
and to rely on Governmental subsidies. In 1983, budgetary support was
ended, precipitating some of these parastatals into near-bankruptcy.

48. As part of its structural adjustment program, the Government has
undertaken to implement a comprehensive reform program of this sector while
clarifying the objectives and strategy for its intervention. Government’s
objectives in this area include: (a) limiting State involvement in the
parastatal sector to new activities with projected medium-term economic
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viability and to public services which would not interest the private
sectori (b) in order to maximize the value added of the sector, all publie
enterprises should cover their operating costs and at least part of their
investment costs$ and (¢) there must be a net contribution to public
finances by the sector, and there should be no subsidies to enterprises of
a commercial and industrial nature.

49. The main elements of the operative strategy include:

(a) rehabilitation of PEs when justified by diagnostic studies;

(b) signature of performance contracts -- defining clearly the mutual
responsibilities of PEs and the concerned ministry -- for those PEs which
will remain under government control; (c) reduction in the size of the
sector by means of rationalization and mergers, liquidations and
divestitures; (d) financing by the State budget of social objectives of
PEs; (e) establishment of a performance monitoring system for the entire PE
sector; (f) limiting all new Government investment to those enterprises
satisfying the above criteria; (g) changing the legal framework to increase
autonomy and accountability and to require external auditing of public
enterprises; and (h) completion of sectoral studies leading to the
preparation of action plans concerning key issues, such as prices, tariff
policies, incentives for employees and investors, and privatization.

50. In the context of SAL II, the Govermment will continue the program
initiated under SAL I. The Govermment has already decided on the final
steps concerning the liquidation of SUPOBU (fishing) and SOMEBU (studies) -
~ including transfer of their assets to the Government. The liquidation
process of AGRIBAL (which has ceased activities two years ago) has been
delayed due to the reluctance of its foreign partner (a foreign government
which detains 60 percent of the capital) to liquidate the enterprise. The
Government expects to complete the necessary diplomatic procedures by end-
1988. The final draft decree to liquidate SOGESA (the enterprise charged
with the management of the silos previously managed by the already
liquidated SOBECOV) has been agreed with the Bank and will be signed by the
President as & condition of credit effectiveness. In addition, based on
the diagnostic studies completed for a first group of PEs -- CADEBU
(savings institution), OTRABU and OTRACO (transport), ONAPHA )
(pharmaceuticals), and VERRUNDI (glass bottles) -- performance contracts/
action plans will be prepared according to schedule specified in the action
program in Annex IV. The problems of these PEs and their implications for
Government action are highlighted below.

51. CADEBU. The Government has agreed to gradually eliminate special
advantages enjoyed by the institution, including its monopoly regarding
compulsory savings, deregulate the interest rates on its credits,
remunerate those savings at market rates, and submit CADEBU to the control
of the Central Bank according to a special legislation to be prepared in
1989. Agrecement on a calendar spelling out the progressive elimination of
CADEBU’s monopoly on compulsory savings is a condition of credit
effectiveness. Satisfactory progress in the action plan for CADEBU is a
condition of third tranche release.

52. OTRACO’s problems stem from poor management and confusion between
its public service and commercial roles. Its tariff policies do not permit
the enterprise to cover costs, but the extent to which its social
responsibilities limit its ability to be profitable has not been clearly
defined or reflected in the budget. Govermment will sign a performance
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contract with the enterprise cutlinisg mutual responsibilities. The level
of subsidies required will be determined and provision made to include them
in the national budget. The rehabilitation program will include tariff
reforms and strengthening cost accounting.

53. OTRABU has the potential of becoming a profitable enterprise in
the short-term but this will require internal management improvements,
changes in fleet composition, and a marketing policy aimed at the most
profitable activities and customers. The rehabilitation program will be
based on partial privatization of the enterprise, which will include its
conversion to a joint venture (SEM, Societe d’Economie Mixte) and the
elimination of all Government subsidies.

54. ONAPHA’s cost structure precludes it from competing successfully
with imported products. In view of the need to supply the Burundian
population with low cost pharmaceuticals, the Government has decided to
abolish administrative restrictions and to seek private-sector
participation to rehabilitate ONAPHA. Govermment will provide no further
subsidies, investment or loan guarantees to the enterprise. Liquidation
will be envisaged by December 1988, if the envisaged investments to
modernize the plant are not financial and economically justified, or if
private participation is not materialized.

55. VERRUNDI. Upon completion of the second diagnostic study, the
Government will be in a position to negotiate a performance contract with
the enterprise. On the basis of the first diagnostic study, it is clear
that the enterprise requires a consolidation of its external debt which, at
present, constitutes a severe obstacle to its competitiveness in the
neighboring countries. The second study will provide the basis for
preparing action programs concerning marketing, production lines, and
required new investment. Signature of a performance contract with the
enterprise is a condition of second tranche release.

56. Additional measures to be implemented under the program include:
(1) completion, by end-1988, of rehabilitation plans for a second group of
enterprises: REGIDESO (water and electricity), COTEBU (textiles), Minoterie
(flour mill) and three import PEs --EPIMABU, ONC, and ONIMAC. The
signature of a performance contract with REGIDESO will be condition of
second tranche release; (1i) completion of reform plans for a third group
of PEs -- ONL/SIP (housing), ONATEL (telecommunications) and hotels -~ by
March 1989; (i11i) adoption of a revised legal framework concerning the
relation between parastatals and concerned ministries. The draft
legislation has been prepared and discussed with the Bank; it is expected
to be approved by the Council of Ministers by September 1988;

(iv) implementation of the management information system by end-1988; and
(v) completion, by December 1988, of several studies concerning tariffs,
incentives, and privatization. Agreement on an action plan for
privatization will be a condition of third tranche release.

D. Agriculture Policies

57. As a complement to the important investment effort made in the

agricultural sector (40 percent of the 1988-90 PIP), the Government intends
to take measures to: (i) improve productivity levels (notably of foodcrops)
through increased utilization of fertilizers; (ii) prepare pricing policies
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in line with the production and export objectives; (1ii) strengthen the
efficiency of the coffee sector; and (iv) address the economic and
financial difficulties of some agro-industrial projects.

58. Fertilizer utilization, limited to one percent of producers, is
hindered by insufficient knowledge of fertilizer performance in on-farm
conditions, uncertainty about fertilizer demand, and insufficient
institutional arrangements for distribution and marketing. The Government
intends to: (a) update and extend fertilizer trial programs to crop
assoclations in actual farm conditions; (b) conduct trials on combinations
of chemical and organic fertilizer; (c¢) clarify import and supply policies;
and (d) increase the participation of the private sector and producer
cooperatives in this activity.

59. Pricing Policies. Although there is little government
intervention in fooderop pricing and marketing, price controls are in place
for major export crops (coffee, tea, and cotton) and some imported
foodcrops competing with local production (wheat, rice, asnd palm oil). As
mentioned earlier (para. 25) adjustments have been made in producer prices
in the past but on an ad hoc basis, leading in certain cases (e.g., tea) to
financial difficulties in producing parastatals, to excess production
(rice), to reduced Government revenues (coffee), or to large oscillations
in production (cotton). As a basis for establishing a rational policy on
producer prices, the fiovernment will undertake an agricultural comparative
advantage study including an assessment of producer incentives in light of
production costs. The study will be completed by June 1989.

60. Coffee Sub-Sector. Programs have been launched to improve quality
of production, prices have been increased to improve farmers’ incentives,
and washing stations have been built to process fully-washed (FW) coffee,
which can receive about 15 percent premium in international markets.
Important issues to be addressed by the Government during the second phase
of its adjustment program concern: (a) rationale for production expansion;
(b) improvement in production quality; (c) reform of the pricing
structure; and (d) strengthening marketing strategy and capacity. On the
basis of past projects and existing plantings, there is a potential for
coffee production to double by the end of the century. The exploitation of
this potential needs, however, to be analyzed taking into account the poor
prospects of the international market, Burundi’s vulnerability to transport
conditions in the neighboring countries, and the crop’s opportunity costs
(taking into account the limited availability of cultivable land). In this
context, the Government will develop a long-term production strategy (to be
discussed with the Bank by September 1989) based on the results of the
above-mentioned study, which would also examine Burunéi’s relative position
in the world market for coffee and assess the possibilities for penetrating
the markets for best quality arabica coffee.

61. To improve the quality of the Burundian coffee, the Government
intends to continue the investments in coffee washing stations to produce
FW coffee. Sustained quality improvement requires, however, strengthening
the management of these washing stations. To this end, the Government will
analyze the advantages of transferring their ownership from the RDCs to the
private sector, including producer cooperatives. The management of these
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stations will be handled by professional firms paid on the basis of a fee.
Ir this context, the role of OCIBU (in charge of processing large part of
the coffee) will be reviewed. To improve coffee export marketing, the
Govermment will also reinforce BCC’s marketing and logistic capacity with a
view to establishing a policy of aggressive marketing and attenuating the
transportation problems arising from the landlocked situation of the
country and the unreliable service provided by the Tanzania Railway Company
in the past. Support will be provided through a proposed Coffee and Export
Crop Policy Operation under preparation for possible IDA financing.

62. Under the present pricing system, all intermediaries in the coffee
production/processing/marketing chain are paid according to a fixed price.
This creates distortions in the sector (OCIBU has sccumulated substantial
surplus in the past few years, at the cost to producers and the Treasury),
limits the incentives for increased efficiency at processing and marketing
level, and hinders the potential for increases in producer prices. The
Government has initiated a review of the present pricing system ("echelle
mobile®, or sliding scale), on the basis of a recently completed study.

The objective 1is to simplify the pricing structure, to adopt a second
sliding scale for the FW coffee, and introduce quality incentives for
producers of this type of coffee. As a first step, the sliding scele for
the 1988/89 coffee season has been adjusted and revised in consultation
with the Bank. The sliding scale for the 1989/90 campaign will be reviewed
with the Bank as a condition of second tranche release. The Government
will also assess the possibility of remunerating OCIBU and BCC for their
processing and marketing services on a fee or consignment basis rather than
on a cost-plus basis (to be discussed before the 1989 pricing schedule is
announced).

63. The Government has developed agro-industrial complexes to produce
some import-substitution foods, notably sugar (SOSUMO), rice (IMBO), palm
oil (Rumonge), and wheat (Minoterie de MURAMVYA). These enterprises are
facing economic and financial problems, and the Government intends to

imylement a series of actions to improve their situation, as explained
below.

64. The most important enterprise in the above category is the Sugar
Complex (SOSUMO), representing an investment of sbout US$80 million to
produce irrigated sugar. The project was prepared at the time when world
sugar prices were particularly high; it now faces serious difficulties, as
production costs are very elevated and, at border prices, the enterprise
would not be able to cover operating costs. The Government will carry out
a study of the opportunity cost of pursuing this project, including the
option of selling the plant and producing other crops. It will also assess
the scope to reduce SOSUMO’s operating costs and agree with the Bank on an
action plan for the enterprise. Based on the study to be launched shortly,
an asction program will be agreed with the Bank as a condition of second
tranche release. Satisfactory implementation of such a plan is a condition
of third tranche release. The Government will liquidate the enterprise if
it proves economically unjustified after the first two years in operation.

65. Rice is produced and processed by the RDC of Imbo. Because of
inadequate pricing and marketing policies, rice stocks have accumulated to
the equivalent of twice the domestic consumption. Ex-factory cost and
selling price for Imbo rice are much higher than the price of imported
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rice, obviously meking it difficult to export it. The main problem stems
from an excessively high producer price (fixed by Government at FBu 40/kg,
or twice the level of neighboring countries). Before the 1989/90 rice
campaign starts (March 1989) the Govermnment will liberalize the paddy rice
market and allow the RDC Imbo to set its oum prices, as a condition of
second tranche release.

66. 011 Palm. Present oil plantations and processing plant are
economically viable. Current difficulties stem from shortages of raw
materials, due to the young age of the trees, leading to low levels of
capac.ty utilization (about 30Z). Plantation production is expected to
increase rapidly and expansion of the current plant will be needed in the
early 1990s. A planned second plant (six times larger than the present
one) has been withdrawn from the 1988-90 PIP. The extension of the present
plant will be decided upon based on the results of the economic feasibility
study.

E. Employment Policies

67. For 60,000 new entrants into the labor force every year, the
modern sector creates at must 3,000 permanent jobs (less than 5 percent).
Currently, the public sector absorbs two-thirds of modern employment (39
percent in the civil service and 27 percent in parastatals). Past
policies, including exonerations of custom duties on imported equipment,
price controls, and an overvalued exchange rate, have hindered growth in
modern sector employment. Although the reforms initiated under SAL I have
eliminated some of the distortions, further measures are needed to improve
incentives for more intensive labor utilization. The Government has
already taeken some actions in this direction: the payroll tax (“tax
forfaitaire"”) was abolished; the Investment Code has been revised; and some
previous administrative constraints to labor and population mobility have
been removed. In particular, the settlement permit required for non-
residents has been abolished, the restrictions on itinerant traders
("commercants ambulants”) were eliminated, and a new urban policy to
stimulate development of small/informal activities in urban centers has
been adopted in the context of the IDA-financed Second Urban Project.

68. Under SAL II, the Government objectives are to further liberalize
the labor market by revising the legislation on domestic and foreign labor,
strengthen the role of the Ministry of Labor (as promoter of employment),
put in place a series of measures aimed at reducing unnecessary costs (to
employers) associated with employment (notably medical costs), and
stimulate the development of artisanal and informal activities.

69. To achieve these objectives, the Government will: (a) revise the
labor legislation in order to allow private sector employers to recruit
directly, without prior mandatory consultation/approval by the Labor
Department (DMO); (b) redefine the role of the Placement Commission (in
charge of reviewing all lasbor recruitment) so as to make it primarily one
of supervision of DMO technical staff and monitoring the impact of
employment policies; and (c) strengthen the capacity of DMO to perform its
functions of evaluating employers® specific skills needs, maintaining
rosters of qualified applicants, and compiling relevant statistics.
Revised legislation has been agreed with the Bank and will be submitted for
approval to the National Labor Council, as a condition of credit
effectiveness. In a second phase, to be agreed with IDA prior to third
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tranche release, the Government will extend the reforms to the parastatal
sector.

70. At the same time, the Govermnment will revise the legislation
concerning foreign labor with the following objectives: (a) the relevant
Placement Committee will include representatives of the employers; (b) the
working and residence permits for certain categories of foreign workers
will be issued for the same period; (c) foreign workers who lose their jobs
will be allowed to seek another job without having their working permits
automatically revoked; and (d) the current tax on foreign workeis®’® earnings
will be used for training local labor. The draft legislation has been
agreed with the Bank and will be submitted to the National Council of Labor
for approval as condition of credit effectiveness.

71. The Government will also undertake to strengthen the capacity of
the Ministry of Labor to promote employment, relying on improved

- information on the informal sector and on training and marketing needs. A
national job classification will be prepared, and the DMO services will be
strengthened with ILO assistance. Submission of an action plan to
strengthen the Ministry of Labor is a condition of second tranche release.

72. The Government has already revised both the ban on imports of
second-hand technology, provided they are accompanied by performance
guarantee certificates, as well as the structyre of Bujumbura municipal
taxes on informal and small enterprises, which were strongly biased against
employment generation. As a complement to the above measures, the
Govermment will complete the ongoing study on private sector salary
structure and study alternatives to the medical insurance scheme currently
available to the private sector, so that the medical costs now totally
borne by the privste sector employers will be shared by the employees,
improving equity and reducing excess demand for medical services.

F. Financial Markets

73. The Government and the public sector have a dominant position in
the financial system. Public ownership accounts for close to 50 percent of
the capital of banks. With one exception (CADEBV), financial institutions
are in fairly sound condition. Capital funds are adequate, rates of return
are reasonable, and the problem of non-performing loans is manageable.
Efficiency has, however, been undermined by a heavy regulatory enviromnment
which prevents competition among financial institutions. Among the factors
hindering an efficient allocation of financial resources are the
aforementioned monopoly of CADEBU regarding compulsory savings; the ban on
pub“dc enterprises to deposit their liquid assests in banks of their

cho. ce; the heavy regulation of interest rates; and the discretionary
pol:cy on Treasury Bills.

74. In the framework of the proposed SAL II, the Govermment's
objective is to liberalize the interest rate structure and to replace the
regulatory system by more efficient instruments to manage credit and
liquidity. The present system of multiple interest rates will be replaced
by a simplified system of two rediscount rates -- one preferential and one
non-preferential -- whereby the Central Bank would regularly adjust the
discount rate, while letting all the other interest rates be market
determined. In parallel, the credit regulations will be simplified.
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75. The above described reform has been launched in April 2988 and
will be completed by July 1989. In the first phase, the Government has:
(a) established a public auction system for Treasury bills to rationalize
the market for Treasury bills which were subject to arbitrary measures, and
to provide a basic market-determined interest rate to be used as reference
for determining the rediscount ratej3 (b) established a system of compulsory
reserves, as an instrument to control overall credit expansionj;

(¢) eliminated the prior authorization system of credit provided by
commercial banks; and (d) eliminated the ceilings on interest rates for
non-rediscountable credits and the minimum interest rates on sight
deposits.

76. Moreover, public enterprises are now allowed to reduce their
deposits in the Central Bank and invest their excess liquidity in
alternative financial assets which will yield greater profitability. The
system of compulsory savings will remain for the moment, but depositors
will gradually be free to place them in the institution of their choice at
market-determined rates. The current monopoly enjoyed by CADEBU will be
gradually eliminated, as noted earlier (para. 51). The internal procedures
for the Guarantee Fund (to stimulate credit to small and medium
enterprises) will be adopted before credit effectiveness,

77. In the gsecond phase (starting September 1988), the Govermment will
reduce the number of rediscount rates from seven to three. Rediscount
rates will be determined on the basis of the market rate for Treasury
Bonds. The interest rates on rediscountable credits will be determined as
follows: a maximum spread of 1 percentage point for the preferential
rediscount rate and of 4 percentage points for the other two rediscount
rates. The Govermment will also abolish the minimum interest rates on time
and saving deposits with the exception of that on passbook deposits (to
protect in this transitory phase the savings of small depositors) and
adjust the "medium term coefficient® according to which financial
institutions are required to hold a certain portion of their assets in term
credits, by allowing financial institutions to subscribe to Treasury bills
to meet that requirement and by applying a unified calculation method to
all financial institutions.

78. In the third phase (starting December 1988), the Government will:
(a) issue Treasury Bonds at progressive rates oriented to smail savings;
(b) reduce the number of rediscount rates to two; and (e¢) reduce the number
of maximum interest rates on credits to two as well. Total liberalization
of interest rates will be achieved by July 1989. The above reforms
complement the measures supported by the Small Enterprise APEX Project
approved in March 1988.

G. Social Programs and Povuorty Alleviation

79. With a per capita income of about US$240, Burundi is among the
poorest countries in the world. Poverty is also apparent in the low
literacy rate of the adult population (less than 30%), the high infant
mortality rate (120 per thoiusand live births), and the severe cases of
malnutrition detected among rural children. Most of the low income
population is concentrated in the rural sector. Only 6% of the population
is urban, with a median annual income of about US$2,600, which compares
with a farm income of US$400 (for a family of five). Economic conditions
during 1980-85 were particularly unfavorable to the poor. The average
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inflation rate of 15% per year eroded rural incomes, while inadequate
macroeconomic policies and constraints on population mobility hindered
employment generation and development of non-agricultural activities.

80. Programs with social objectives have long figured in most of
Government ’s development plans. Projects have been launched with the
support of major donors, including the Bank, to impruve coverage of social
services and ameliorate rural economic conditions. As a result, health
facilities are now available to most of the population; full vaccination
coverage for infants is attainable by 1990; potable water is now available
to 34 percent of the population (compared with only 10 percent only eight
years ago); and substantial improvement hs- been made in school enrollment:
almost all 7-year old children have been enrolled during the 1987/88 school
year. Moreover, a comprehensive program of fanily planning and maternal
and child care is being implemented with Bank assistance; increased
attention has been given to foodcrop research and extension; and
cooperative rural savings were established in 1985.

81. Generally, the impact of the first SAL has been beneficial for the
low and middle-income consumers, although some urban dwellers have been
adversely affected by devaluations and by tight public sector wage policies
(para. 13). The proposed second SAL is expected to have a positive social
impact through increased economic activity and employment as well as
through specific measures aimed at alleviating poverty. The policies which
most directly affect low-income families are the liberalization of the
labor market, a tax reform to stimulate informal (traditional) sector
activities, and measures to improve agricultural productivity. They
complement the positive impact expected from other programs implemented
under several IDA-financed projects -- Education Sector, Health and
Population, Small and Medium Enterprises, Urban 11 and Agricultural
Services -~ all of which address selected social issues and the generation
of incomes for the poor.

82, Nonetheless more is needed to address the social issues that
Burundi faces, as & poor country which suffered economic decline in the
1980’s. An action plan is to be implemented under SAL II; it 1is described
in the Letter of Development Policy (Annex V). During preparation of the
proposed credit, the urban household survey of 1978 ‘was updated, providing
the basis for analyzing income trends of key vulneruble groups and for
identifying poverty alleviation measures which need to be addressed. The
Government has also requested to participate in the UNDP/Bank/ADF Social
Dimension of Adjustment Project (SDA). The latter will provide technical
assistance to strengthen the Government’s social monitoring capacity and
help formulate the components of a medium-term action program which would
be implemented with the support of the Bank and other donors.

83. The criteria which have been adopted to guide social action
programs are: (1) targeting of activities to specific low-income groups;
(i1) transparent budgeting of relevant programs; (11i1) least-cost solutions
in the design of programs; and (iv) specific implementation calendar for
each activity and its regular monitoring/evaluation before any extension
beyond the agreed time frame in the Public Expenditure Program.

84. The Govermment has undertaken to apply these guidelines in
preparing a social action program to be reviewed by the Bank before second
tranche release. Priority will be given to the following activities:
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(1) Nutritional complements for malnourished children. This would
include services to support the diagnosis of malnourishment and
food preparation activities, notably of weaning food carried out
by women cooperatives. A young-child malnutrition diagnosis
program has been prepared and is being implemented by the Ministry
of Health. Targeted nutritional interventions will be prepared to
address the most severe cases when detected. Concerning infant
food production, a pilot program has been initiated, supported by
UNICEF, and will begin production of infant cereal through three
cooperative mills during 1988. The program will be extended
nationwide.

(i1) Special programs targeted to women participation in development
have been launched on a pilot basis, with the objective of helping
them invest in productive assets. Three provinces are now covered
with these projects, with financing from regional branches of the
National Development Bank. These actions will be reviewed and
expanded.

8s5. The Government will also undertake preparatory work to identify
specific programs in the following areass (a) labor-intensive components in
public investments, including the possible re-programming of envisaged
operations; (b) development or extension of small productive projects to be
supported by public and private donors, in line with ongoing pilot projects
undertaken by NGOs in small-scale fish farming and small livestock; (c) a
viable rural housing credit program -- which has already reached 18,000
families with US$200-275 loans -- following an evaluation of the existing
program; and (d) technology improvement in small-scale construction
activities, including training in construction skills and artisanal
manufacture of construction materials,

86. The Government has already started an active program to address
the AIDS problem, with financing from major donors, including IDA (under
the Population and Health Project). It will now ensure that the national

program to combat AIDS (under preparation with WHO assistance) will be well
- integrated into the national health services. Based on the studies already
prepared on the agricultural and nutritional sectors, the Government will
elaborate a food security strategy with the objective of clarifying food
aid policy and establishing an early warning system.

87. An action plan and preparation calendar for each sub-component
noted above will be agreed before release of second tranche. Coordination
will be provided by the Ministry of Plan which will be responsible for the
implementation of the SDA Project and coordination among various Government
agencies and public and private donors and will ensure that criteria for
the design and implementation of social action programs are adhered to.

H. Impact of the Adjustment Program

88. Burundi’s economic prospects will depend heavily on the evolution
of the world coffee market, the continued implementation of the adjustment
program, the performance of neighboring countries (notably in the areas of
trade liberalization), and the availability of external assistance on
concessional terms. With a stable external environment, the SAL II
program, the policy actions being implemented in the context of major
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development projects (aimed at increasing agricultural output and medium-
scale industrial production and at improving transport and commercial
circuits), GDP growth rates of 4.5 to 5 percent a year over the medium-term
are well within reach, provided adequate financial support is available.
Such rates are in line with past performance: real GDP expanded by 5.1
percent a year in 1978-81 (para.6) and by 4.5 percent, on average, in 1984-
87 (Table 2).

89. Two scenarios have been prepared (and included in the second PFP):
a base scenario, built on most likely levels of aid ~- estimated, however,
without taking into account potential additional assistance that could be
mobilized under the Special Program of Assistance for the low-income debt-
distressed countries in Sub-Saharan Africa -- and an alternative scenario
which includes the funds potentially available under the Debt Initiative.
Both scenarios assume that the program described in the preceding pages is
fully implemented. The base scenario is predicated upon an annual average
growth rate of 4 percent at market prices, which would allow real
consumption per capita to grow at just about 1 percent annually {(Table 2).
The alternative scenario postulates an average GDP growth of about 5
percent per year at market prices, which would allow real consumption per
capite to improve at 2 percent annually. The following paragraphs focus on
the base case.

90. Coffee prices are projected to recover by 6.5 percent a year in
nominal terms, in line with the Bank’s latest commodity projections; by
1993, however, they will still be lower (in real terms) than those of the
last ten years. In the short term, prices may increase more rapidly due to
unexpected market developments (e.g, impact of adverse weather conditions
in major producer countries such as Brazil), but it seems likely that the
underlying long-term trends of declining elasticity of coffee consumption
with respect to income in developed countries will make these increases
temporary.

Teble 2: BURUNDI - RECENT PERFORMANCE AND GROWTH PROSPECTS
(Percent Annual Average Real Growth Rates)

Actual Projected 1086-93
1981-1984 1984-1987 Base Case Alternative

aDP, m.p. 9.8 4.8 4.0 6.1
GOP, f.c. 9.3 6.8 3.8 4.8
GNY per caplta -3.8 2.0 1.1 2.4
Consumption per cspita 0.0 -1.8 8.9 2.1
Total Investment 1.9 4.3 2.0 4.7
Exports 8.6 9.8 8.5 7.6

Coffeoe 2.8 4.8 8.1 8.1

Noncoffee Goods 8.4 26.4 10.9 16.8
Inports 7.6 -1.4 4.1 8.7

91. The projected growth would originate from the agricultural and

industrial sectors. The potential of agricultural resources -- already
positive due to the country’s favorable climate (two rainy seasons a year)
and ingenious farmers -- would be harnessed through the public investment
program under implementation in the sector, complemented with policy
actions concerning extension and research, fertilizers and pesticides,
pricing and marketing, and resource management. Agricultural value added
would grow at 3.2 percent per year during the first half of the next
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decade, accelerating to 3.4 percent during the second half, reflecting the
progress anticipated in the foodcrop subsector as well as in the
diversification of agricultural exports away from coffee. Secondary
production would expand at 5.7 percent a year and the tertiary sector at
about 5 percent.

92. The projections assume a moderate increase in coffee exports --
3.1 percent a year -- in line with the production potential. They also
assume an improvement in the quality of Burundian coffee to assure it a
stable share in the international market. Tea exports would grow by 7.3
percent a year, in line with the conclusions of a recently prepared study,
and cotton by 10 percent a year. These rates are consistent with past
trends and are likely to masterialize provided the exchange rate policy is
such as to maintain the cumpetitiveness of tlhese products. Manufactured
exports would grow at a rate of 13 percent a year (a conservative
assumption compared with the 34 percent registered in the last two years)
as a result of increased capacity utilization, and the effect of the new
investments expected in response to the program. Non-coffee exports as a
whole would grow at about 10 percent per year and the share of coffee
exports would decline from 72 percent in 1987 to 60 percent by 1992.

93. This export performance, together with the estimated foreign aid
resources, would permit an import growth of about 4 percent a year, which
is consistent with the projected GDP growth. Nonetheless, slightly
improved terms of trade (a 7.6 percent increase between 1987-89, which
would still keep them 20 percent below the 1984-85 level), and a declining
debt service/GDP burden imply that the current account deficit would
decline from its 13 percent of GDP in 1987 (excluding transfers and in
constant effective exchange rate terms) to 9.2 percent in 1992,

94. Taking into account the resource availabilities and the wesk
possibility of increasing public savings by a large smount, gross
investment would grow at about 2 percent a year. The ratio of investment
to GDP would be under 19 percent during the projection period which 1s less
than in 1987 (20 percent) and in line with the average for 1983-84 (Table
1). Financing would have to occur primarily through increased savings.
Domestic savings would need to grow to about 7 percent of GDP -- compared
with 4.5 percent during 1981-86. Public sector savings (after interest
payments) would have to increase gradually from a negative value in 1987 to
3.5 percent of GDP by 1992, which is feasible taking into account the
financial program to be implemented.

95. Alternative Scenario. While the base scenario illustrates a
situation which is quite favorable relative to the past seven years,
further improvement could be achieve if additional efforts were made to
increase the flows of external assistance to Burundi and if market
conditions (especislly in neighboring countries) were favorable. The
alternative scenario corresponds to the Government®s objective of achieving
an average GDP growth rate of about 5 percent which would enable higher
levels of per capita income and consumption levels. It also assumes that
in response to the Government’s active export promotion policy as a result
of increased regional trade (notably in the context of PTA and CEPGL
countries), non-coffee exports could grow faster than in the base case
(averaging 16 percent per year). To support such growth in GDP and
exports, investment would need to grow at 4.7 percent per year. The role
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of private investment in sectors where Burundi seems to have a comparative
advantage (agro-processing, fruits, some manufacturing) would raise the
ratio of private investment to GDP to about 6 percent at the end of the
period, compared with less than 2.5 percent during 1981-86. To finance the
necessary import growth (5.7 percent a year) additional foreign resources
will be needed. Additional investment, together with increased import
capacity, would allow for higher growth rates: agricultural value added
would grow at 3.4 percent per year during the first half of the next
decade, accelerating to 3.6 percent during the second half; secondary
production at 7.5 percent and the tertiary sector by 6 percent.

96. Medium-Term Financing Requirements, 1988-92. Table 3 summarizes
the financial requirements associated with the alternative high growth
scenario in order to highlight the financial support required to achieve a
more meaningful improvement in per capita consumption, in line with
Govermment’s own objectives. Based on the above assumptions for export and
import growth, the current account deficit (excluding public transfers) is
projected to increase from US$225 million in 1988 to US$275 million in
1992. Over the five-year period, the current account deficit would average
about US$250 million, of which $20 million comprise interest payment on
medium- and long-term debt. Amortization is projected at $32 million a
year. A projected reserve build up of US$24 million a year would enable an
average net reserve coverage of 3 1/2 months in 1988 and 4 months
afterwards to provide a solid basis for the liberalization program. Total
external capital requirements during the period would average about $310
million, a year, which would have to be met from disbursements of public
medium and long-term (MLT) loans, official transfers (recurrent and capital
grants), and private direct investment.

Yable 8: SUMMARY OF EXTERNAL gggl’gn. REQUIREMENTS AND SOURCES
1 -
(millton US dollars)

1987 1988-92 Per Year
Capital Requirements 288.9 1666.0 811.9
urrent account deflcit 217.3 1240.0 49.0
of which interest 18.2 (190.9) (20.0)
Amortization 29.0 161.0 82.9
Incresse in roserves -9.8 119.0 24.0
Other capital n.e.l. 4.6 86.9 7.0
&urcu;i b .

sburs.: existing commitments 211.0 226.0 46.9

Grants “99.6
Bilateral Sources 34.4 §7.9 12.0
Multilastera! Sources 83.9 168.8 88.9
o1 b’t:rt;ato loans . 3.9 3.9 2.6
8 « from expected new coammitments: 1021.90 204.9
Private Investment 138 3.0
Official Transfers 669.0 116.0
New MALT loans 428.0 86.9
Bilateral Sources : 160.9 80.0
Muitilateral Sources 280.9 66.0
Jote! Financing 211.0 1248.9 249.9
Financing ge 27.9 308.90 62.9
Sources: :giustment IDA (incl. SJF) 7. 188.8 37.8
INMF SAF (Excluding ESAF) 26.9 6.9
Identifiod Gap 97.0 20.0




97. About US$45 million a year is expected to be available from
disbursements of previously contracted loans (up to mid-1987); US$115
million from public transfers (of which, US$60 in the form of capital
grants, assuming that they remain constant in real terms at their recent
trend level) and US$3 million from direct investment. On the basis of the
major donors?’ current lending programs, or intentions, the disbursement
flows from new commitments would average US$86 million a year (excluding
quick~disbursing funds). The remaining financing requirement would amount to
about US$60 million a year. Assuming a quick-disbursing operation by IDA
every two years, and taking into account the proposed SAL II (including the
SJF co-financing) and the current SAF funds (excluding ESAF), en additional
US$20 million per year would have to be mobilized under the Debt Initiative
to f1ll the gap (see Table 3 above). Due to the average favorable terms of
the outstanding debt (para. 14), rescheduling would not be a useful
alternative to cope with the burden of the external debt service. This
will, however, continue to hinder the development potential of the country.
In order to assist the Government growth efforts, continued assistance at
highly concessional terms will be necessary. The share of total debt (DOD)
owed to preferred creditors (including the IMF) is projected to rise from 71
percent in 1987 to 76 percent in 1992.

I. Rigks

98. Despite the Government’s commitment to the program, there are some
risks which may hinder its successful outcome. The most important concerns
the volatility of the world coffee markets for example, a decline of US$0.10
in the nominal price of coffee would cost Burundi US$4 million dollars per
year and a decline of US$0.20 would erase the entire improvement in the
trade balance achieved by the projected increase in nontraditional exports.
The projected expansion of non-traditional exports, which in the short term
is oriented to the neighboring countries, can also be hindered by
protectionist policies and payment problems in major trading partners like
Kenya, Zaire, Zambia, and Uganda. The political situation also poses some
risks, as the new Government is rightly concerned with the need to
consolidate its position and may feel compelled to soften some adjustment
measures, if these appear to have excessive and enduring social costs.
Finally, the weak institutional capacity of Burundi may hinder the rapid
implementation of some reforms, notably those concerning the reinforcement
of public sector management.

99. There are, however, some features which reduce the above risks.
First, further substantial decline in the world coffee price could be
mitigated by a concerted action of the International Coffee Agreement.
Second, the reforms implemented during the first phase of the program helped
to internalize among the economic agen:s the advantages of increased
competition and progressive deregulation of the economy. Third, the
commitment of the new Government and the technical assistance provided by
IDA (in consultation with other donors, such as UNDP) are likely to help
reinforce the institutional basis. The Government has already strengthen
its monitoring capacity by appointing a high level Committee (at ministerial
level) to follow-up on the implementation of the adjustment program.

Fourth, the major foreign donors have followed up with interest the progress
made by Burundi in the past two years and can be expected to provide
additional support if the effects of the program proved slower to
materialize or extraordinary circumstances occurred which jeopardized the
success of the program.



-28-

J. Credit Amount and Tranching

100. The second phase of the Government adjustment program described
above would be supported by a proposed Development Credit of US$90 million
on standard IDA terms. The credit will be disbursed in three tranches. The
first tranche in the amount of US$40 million would be released upon
effectiveness, which is expected in July 1988. The second and third tranche
of US$30 million and US$20 million, respectively, would become available
following performance reviews (around March 1989, and October 1989) to
establish that the Government has made significant and satisfactory progress
in implementing the adjustment program, notably in complying with the
specific actions listed in para. 103 and in Annex III, Sections IV and V.

K. Disbursement, Procurement, Administration and Auditing

101. Procurement would be in accordance with the Bank’s Procurement
Guidelines. Except for a few exclusions such as tobacco, alcohol, and
defense items, any imports would be eligible for financing, but no more than
US$22.5 million would be used for petroleum and food imports. All
purchases, both public and private, under contracts amounting to US$1
million or more would be procured through ICB in accordance with Bank
guidelines using a standard bidding document cleared with IDA. Imports for
contracts of less than US$1 million equivalent would be in accordance with
the usual practices of the purchaser and, for imports from public agencies,
would include as a minimum the submission of at least three quotations
unless the purchase necessarily involves proprietary equipment.
Expenditures for goods procured under contracts of less than US$$10,000
equivalent would not be eligible for IDA finanecing.

102, To facilitate the disbursement of the credit, a special account of
US$15 million will be open at the Central Bank (BRB). The credit would
reimburse 100 percent of the CIF cost of eligible imports. Disbursements
will be based on statement of expenditures (SOE) for contracts of less or
equal to US$500,000 equivalent. Full documentation will be required for all
other disbursements. Retroactive financing will be permitted for those
eligible imports made before the date of agreement but not before April 1,
1988, up to an amount equal to US$18 million. Public and private sector
imports would be eligible, except for military equipment and luxury consumer
goods. Imports financed by other sources would not be eligible for IDA
financing. The Central Bank would be responsible for assembling requested
supporting documentation collected from the commercial banks, to be provided
as mentioned in Annex VI. The closing date of the credit will be December
31, 1990.

L. Monitoring

103. Monitoring of performance under the SAL will be cerried out through
regular supervision missions and monthly meetings of the Resident
Representative with the “Comité de Suivi®. The following reflects the
actions which the Government has already taken under the program, the
agreements reached with the Government concerning the actions it will have
to taeke before credit effectiveness as well as the specific conditions for
the release of the second and third tranches.



-29-

Actions already taken by the Government under the proposed programs

a.

b.

Ce

d.

e

Promulgation of Export Promotion Decree (para. 37);

Elimination of import restrictions on luxury goods (para. 36);
Agteem&nc on the process and launching the preparation of the 1989-91
public expenditure program and the transitional unified budget for
1989 (para. 40); ,
Agreement on action program for CABEDU (para. 51), completion of
liquidation procedures for SOMEBU and SOPEBU, and preparation of the
liquidation decree for SOGESA (para. 50)3 and

Adoption of revised municipal taxes structure (para. 72).

Effectiveness conditions:

8.

b.

d.

Q.

Agreement on the definitive PIP for 1988-90, including reserve
projects (para.42)

Agreement on calendar for progressive elimination of CADEBU’s monopoly
on compulsory savings (para. 51);

Promulgation of the decree liquidating SOGESA (para. 50)%

Submission of the revised labor legislation for approval of the
National Labor Council (para. 69-70); and

Adoption of internal procedures for the Guarantee Fund (para. 76).

Second Tranche Release Conditions:

8.

b.

d.
e.

£.

Agreement on macroeconomic framework including fiscal deficit, 1989-91
PEP, and 1989 transitional unified budget (para.40);

Implementation of third phase of tariff reform, including revision of
nomenclature (para. 36);

Signature of performance contracts with VERRUNDI and REGIDESO (para.
55-56); agreement on timetable for liberalization of imports competing
with VERRUNDI production (para.36); and agreement on action program
for SOSUMO to be implemented during 1989 (para. 64);

Agreement of coffee pricing structure for 1989/90 season (para. 62);
Liberalization of rice marketing (para. 65);
Reduction of rediscount rates from 3 to 2 and implementation of all

other measures included in the second and third stages of credit
reform (para. 77-78);
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g. Agreement on action plan for poverty alleviation (para. 84); and
h. Agreement on action plan to reinforce the Ministry of Labor and its

agencies in charge of employment promotion (para. 71).

Third Tranche Release Conditions:

a. Agreement on macroeconomic framework for 1990-92, including fiscal
deficit, and 1990 transitional unified budget (para.40);

b. Satisfactory implementation of action plan for SOSUMO (para. 64);

¢. Completion of first phase of elimination of CADEBU’s monopoly on
" compulsory savings (para. 51);

d. Agreement on action plan to improve civil service efficiency
(para.4l);

e. Agreement on action plan for privatization/liquidation of the public
enterprise sector on the basis of studies to be carried out during
1988/1989 (para. 56); and

f. Launching second phase of labor market liberalization and extending it
to the parastatal sector (para. 69).

PART V - BANK GROUP OPERATIONS AND STRATEGY

104, The Bank has made 32 credits to Burundi amounting to US$278
million of which US$89 million has not been disbursed. Of total IDA
lending to Burundi, 42 percent has been for agriculture, 34 percent for
infrastructure (water, power, ransportation) and the balance (24 percent)
for social sectors (education, health) and technical assistance. Annex II
contains a summary statement of IDA credits, and IFC investments.

105. Historically, the volume of IDA lending to Burundi has fluctuated
depending on policy performance and political and economic evolution.
During 1962-72, which coincided with internal political difficulties, Bank
involvement was limited to operations on coffee production, highways and
water supply. After 1976, IDA operations increased rapidly, with projects
in agriculture and highways as well as for new sectors: fisheries,
forestry, education, industry, rural development, telecommunications,
power, technical sssistance and housing and urban development. IDA lending
incressed markedly in FY85-87 with the approval of the first SAL, two major
credits in agriculture and industry and support to health and education.

106. The Bank Group lending strategy is to support the Government’s
medium-term economic adjustment program by focusing onj; (i) maintenance of
external trade policies intended to accelerate export growth and efficient
import substitution; (ii) improvements in policies affecting the social
sectors; (1i1) public sector management and fiscal policies to maintain
economic growth and strengthen public savings; (iv) financial policies to
stimulate domestic savings and to allocate funds more efficiently; (v)
policy incentives to expand productive employment; and (vi) investment
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operations (outlined in the next paragraph) which complement the growth
strategy of the Government and address the longer-term structural
constraints through active population policies, investments to strengthen
agricultural production and stimulate SME creation, effective natural
resource management, enhanced food security, expanded human resource
potential, and targeted poverty-alleviation programs. In addition to the
proposed credit, a third SAL is envisaged in the early 1990’s. '

107. Several other projects already approved or under consideration
complement the adjustment lending and reinforce the effort to meet the
objective of the Government’s structural adjustment program. In the
productive sectors, the Bank is assisting the Govermnment to improve and
diversify the production base and to stimulate the participation of the
private sector, hence facilitating the economic response to the policy
reforms underway. In agriculture, the focus is to help reinforce basic
agricultural services and improve efficiency in use of public expenditures
(Agricultural Services Project, FY89) and improve efficiency of the coffee
sector (Coffee Export Adjustment Operation planned for FY89). In industry,
the Bank is supporting the development of small and medium enterprises to
encourage the emergence of a Burundian entrepreneurial class and increase
employment opportunities (Small and Medium Enterprise Project, approved in
March 1988). In the social sectors, assistance is being provided to expand
coverage of social services within the financial limits of the public
sector, ensuring adequate cost recovery and adequate allocation to priority
actions. The Population and Health project (approved in December 1987),
supports the Government’s efforts to control population growth, increase
health coverage, address the AIDS issue, and improve the financing and
efficiency of health services. The Education Sector project (approved in
February 1988) is assisting the Govermment in extending universal primary
education within feasible budgetary limits through improved planning,
investment, cost recovery, and policy actions to control costs of secondary
and higher education. In the urban/water supply sector, the Bank is
helping to develop opportunities in artisanal activities and foster
development of secondary urban centers (Second Urban project under
preparation) and to improve rural living conditions through access to safe
drinking water. In infrastructure (transport and energy), the objective is
to assist the Government to allocate its limited resources to developmental
priorities and to improve management of relevant parastatals. Expenditures
on traasport should maintein a proper balance between road construction and
maintenance, while developing a transport investment planning capability
and improving efficiency of road transport. The Fifth Highway Project
planned for FY90 is designed with this objective.

108. In support of the above strategy, the economic and sector work
program will focus primarily on assessing the impact of the structural
adjustment process and strengthening the Government’s public expenditure
programming. To mobilize the external resources required to support the
structural adjustment program, the Bank will continue to play a key role in
aid coordination. It will collaborate with the UNDP in a special co-
financing meeting planned for the Summer to present the objectives and
scope of the second phase of the Government’s adjustment program and
mobilize the resources needed to finance the identified gap for 1988-89,
discuss the TA program and review the documents to be presented at the
Round Table planned for the Fall.
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PART VI - RELATIONS WITH THE IMF

109. Burundi negotiated a Stand-by arrangement with the IMF in 1986 in
order to get the IMF's endorsement to the financial program. No purchases
were planned and none were made. In early 1987, the first review of the
program was not concluded because of the failure to meet the performance
criteria due to the shortfall in coffee revenues and, consequently, the
much larger than anticipated public sector borrowing from the domestic
banking system. Burundi requested assistance in implementing another
financial program in early March 1987. Discussions were initiated in July
1987, in the context of the preparation of the second Policy Framework
Psper, and pursued with the new Government in January 1988. A second year
SAF program was approved by the Executive Directors of the IMF on May 4,
i988. The contents of the new financial program are described in paras.
32-33. Given the natrre of the proposed adjustment program and the need
for fiscal and balance of payments policies to support structural reforms
at the sector level, there has been close collaboration between the staff
of the Bank and the IMF in the preparation of the first SAL, two Policy
Framework Papers, and the proposed second SAL.

PART VII - RECOMMENDATION

110. I am satisfied that the proposed Credit would comply with the
Articles of Agreement of the Association.

111, I recommend that the Executive Directors approve the proposed
Development Credit and that the Association would act as Administrator of
the proposed Special Joint Financing non-reimbursable contribution from
Japan.

Barber B. Conable
President

Washington, D.C.
May 11, 1988
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1987 SOCIAL INDICATOR DATA SHEET

BURUNDI
Reference Groups (MRE)
Most
. : Recent . Lovwer mid
1965 1973 Estimate Low- income income
AREA
Total land area (thou s km) 27.8 27.8 27.8
Agricuttural (% of total) §8.4 71.9 79.7
GNP PER CAPITA (current US$) 70 80 240 260 820
POPULATION AND VITAL STATISTICS
Total population (thou) 3,134 3.576 4,873
Urban pop. (% of total) 2 2 3 22 36
Population growth rate(%): :
Total 1.4 2.2 2.1 2.8
" Urban 1.4 2.3 3.8 4.2
Life expect. at birth (yrs) 44 45 48 60 58
Population projections: -
Pop. in 2000 (thou) 1.370
Stationary pop. (thou) . 23,600
Population density per sq km
of agricultural land 193 i 179 206 349 284
Pop. age structure (%):
0~-14 yrs 44 44 44 37 39
15-64 yrs to 83 83 52 89 58
€5 and above 3 3 4 4 , 6
Crude birth rate (per thou) 47 46 47 29 36
Crude death rate (per thou) 24 24 19 10 11
Total fertility rate 6.4 6.4 6.5 3.2 3.6
Infant mort. rate (per thou) 143 138 120 72 82
Child death rate (per thou) 38 34 24 8 1t
Family planning:
Acceptors, annual (thau) .o .o .. .o .o
users (% of married women) .o .o . .o e
FOOD, HEALTH AND NUTRITION
Index of food production per
capita (1979-81 = 100) .o 92 g8 118 108
Per capita supply of: ;
Calories (per day) 2,391 2.278 2,116 2,339 2,814
Proteins (grams per day) ., 82 83 78 13 86
Pop. per physician (thou) .o 48.4 .o 8.9 6.9
Pop. per nurse (thou) .o . .o 2.4 1.4
Pop. per hospital bed (thou) .o 0.9 .- 1.1 0.8
Access to safe water
(% of population): Total .o .o 24 .e .o
Urban .o 77 20 .o .o
Rural .o .e 20 .- .o
Population Growth infant Mortality Primary School Enroliment .
s 230 X
! 1204
44 200+ ' L
s ® . Py Y o PO 2
< 190 O ’ o~
“~~ '.\.
2 1004 ‘-“-. l { ]
Seen 404
1 804 T/-—-.\'/./
o “ . 0 v ey o ¥ o v
1973-88 1960 1970 T 1980 19600 w70 1980
23 BURUNDY . . RUNDI

22 FIRST ACF GROUP ‘ e oasyairopoue
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1987 SOCIAL INDICATOR DATA SHEET :

BURUNDI
Reference Groups (MRE)
Most
Recent Lower mid
1968 1973 Estimate Low-income income
LABOR FORCE
Total! Labor Force (thou) 1,592 1.783 2,113
Female (%) 46 a8 45 31 29
Agriculture (%) . 94 a3 93 72 -1
Industry (%) 2 2 2 13 16
Partictpation rate (%):
Totatl 51 49 46 41 35
Male . 56 55 52 84, 49
Female 46 44 41 28 ' 20
Age dependency ratio 0.9 0.9 0.9 0.7 -0.8
HOUSING
Average size of household:
Total .. .. . . .
Urban ’ .o .o 6 a .- ..
Rural .. .o 4a e . .o
Percentage of dwellings with -
electricity:
Yotal .o .e .. @ .o ..
urban .. - 23 a .o -
Rural .o .o P
EDUCATION ] » e .
Enroliment rates: .
Primary: Total 26 30 ‘48 a7 - 103
Male 36 42 -1-3 109 t10
Female : 15 20 36 84 97
secondary: Total 1 2 4 . 32 40
Male 2 3 8 41 48
female 1 1 3 25 39
Pupil~Teacher ratio: .
Primary 40 32 . 56 36 32
Secondary 11 12 e 18 20
Pupils reaching grade 6 (%) .. 32 €6 : 49 ™

INCOME, CONSUMPTION, AND POVERTY !
Energy consumption per cap. N
(kg of oil equivalent) ] 7 - 28 n 310 348
Paercentage of private tncome ’ -
received by: : :
Highest 10% of households .e e T e N . .

Highest 20% —_— N ve el ..
Lovwest 20% .. .o .o . .o .e
Lowest 40% : © e .o .o .o

Est. absolute poverty income
tevel (US$ per capita):
Urban .e .. 213
Rural . .e . . 736
Est. pop. below absolute ’
poverty income lavel (%)

. L)

oo

. R .

Urban . ‘e $8 b - “e - .

Rural .o .o 8% b .o ..
Passenger cars/thou pop. 0.7 1.0 .o 0.3 4.0
Newspaper circulation
(per thousand population) .e 0.1 .- 16.0 . 14.0 7

) IECSE Aumt 193‘7
.. Not available. Note: Moss recent sstimates of popuistion and GNP per capits are for 1888 unloss atherwise no
Group sverapes are populstion weighted. Country coverage depends on dm mcuumv and s not yniform. Ualoa mm noted. -
n%;:uncunymrmmlmmtmmnmwn m& Mmost recent estimate betwsen 1930 and 1688,
[ b. 1978
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Definitions of Social Indicators

Annex 1

Page 3

The definition of a particular social indicator may
vary among countries or within one country over
time. For instance, different countries define “urban
area” or “safe water™ in different ways. For more
detailed definitions, see the technical notes to the
World Development Indicators.

AREA (thousand square kilometers)

Total - Totai surface area comprising land area and
inland waters.

Agricultural ( percentage of total) - Estimate of agri-
cultural area used for crops, pastures, market and
kitchen gardens or lying fallow, as a percentage of
total.

GNP PER CAPITA (USS) - 1986 GNP per capita
estimates at current market prices, calculated by the
conversion method used for the World Bank Atlas.

POPULATION AND VITAL STATISTICS

Total population - mid-year (millicas). 1986 data.
Urban population (percentage of total) - Different
countries follow different definitions of urban pop-
ulaiion which may affect comparability of data
among countries,

Popudation growth rate (percent) - total and urban -
Annual growth rates of total and of urban popula-
tions.

Life expectancy at birth (years) - Number of years a
newborn infant would live if prevailing patterns of
mortality at the time of its birth were to stay the
same throughout its life.

Popudation projections

Population in 2000 - Projections of population
given total population by age and sex. fertility and
the demographic parameters of mortality rates, and
migration in the base year 1980.

Stationary population - Projected population level
when zero population growth is achieved: i.e.. the
birth rate is constant and is equal to the death rate,
the age structure is stable, and the growth rate is
zero.

Population density, agricultural land - Population per
square kilometer (109 hectares) of agricultural area.
Population age structure (percent) - Children 0-14
years, working age group 15-64 years, and people of
65 vears and over as percentages of population.
Crude birth rate - Annual live births per thousand
population.

Crude death rate - Annual deaths per thousand
population.

Total fertility rate - Average number of children that
would be born alive to a woman during her lifetime,
if during her childbearing years she were to bear
children at cach age in accordance with prevailing
age-specific fertility rates.

Infant (aged -1} mortality rate - Number of infants
per thousand live births, in a given year, who die
before reaching one year of age.

Child (aged 1-4) morrality rate - Number of deaths
of children. aged 14, per thousand children in the
same age group,. in a given year.

Family planning - acceptors, (thousands) - Annual
number of acceptors of birth-control measures re-
ceived under the auspices of a national family plan-
ning program.

Family planning - users (percentage of mavried wom-
en) - Percentage of married women of child-bearing
age who are practicing, or whose husbands are
practicing. any form of contraception. Child-bearing
age is generally 15 to 44, although for some coun-
tries contraceptive usage is measured for other age
groups.

FOOD, HEALTH AND NUTRITION

Index of food production per capita (1979—81= 100)
- Index of per capita annual production of all food
commodities. Production excludes animal feed and
seed for agriculture. Food commodities include pri-
mary commodities (for example, sugarcane instead
of sugar) which are edible and which contain nu-
trients (for example. tea and coffee are excluded).
They include nuts, fruits, pulses, cereals, vegetables,
oil seeds. sugarcane and sugar beets, livestock, and
livestock products. Aggregate production of each
country is based on national average producer price
weights.

Per capita supply of calories - Computed from energy
equivalent of net food supplies available in a coun-
try, per capita, per day. Available supplies comprise
domestic production, imports less exports, and
changes in stock. Net supplies exclude animal feed,
seeds for use in agriculture, quantities used in food
processing, and losses in distribution.

Per capita supply of protein (grams per day ) - Protein
content of per capita net supply of food per day. Net
supply of food is defined as above. Requirements for
all countries. established by United States Depart-
ment of Agriculture, provide for minimum allow-
ances of 60 grams of total protein per day and 20
grams of animal or puise protein,

Population per physician - Population divided by the
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number of practicing physicians qualified from a
medical school at university level.

Population per nursing person - Population divided by
the number of practicing graduate nurses, assistant
nurses, practical nurses and nursing auxiliaries.
Population per hospital bed - Population divided by
the number of hospital beds available in public and
private, general and specialized hospitals. and reha-
bilitation centers. Hospitals are establishments per-
manently staffed by at least one physician.

Access to safe water (percentage of population) -
total, urban, and rurai - People (total. urban, and
rural) with reasonable access to safe water supply
(includes treated surface waters or untreated but
uncontaminated water such as that from springs.
sanitary wells, and protected boreholes). In an urban
area this may be a public fountain or standpost
located not more than 200 meters away. In rural
areas this implies that members of the household do
not have to spend a disproportionate part of the day
fetching water.

LABOR FORCE

Total labor force (millions) - Economically active,
including armed forces and unemployed but exclud-
ing housewives and students.

Female (percent) - Female labor force as a percent-
age of total labor force.

Agriculture (percent) - Labor force in farming,
forestry, hunting and fishing as a percentage of total
labor force.

Industry (percent) - Labor force in mining, construc-
tion, manufacturing and electricity, water and gas as
a percentage of total labor force.

Participation rate ( percent) - iotal, male, and female
- Participation rates are the percentage of population
of all ages in the labor force. These are based on ILO
data on the age-sex structure of the population.
Age dependency ratio - Ratio of population under 15,
and 65 and over, to the working age population (age
15-64).

HOUSING
Average size of household (persons per household) -
total, urban, and rural - A household consists of a
group of individuals who share living quarters and
main meals.
Percentage of dwellings with electricity - total, urban,

Annex 1
Page &4

and rurai - Conventional dwellings with electricity in
living quarters, as a percentage of all dwellings.

EDUCATION
Enrollment rates

Primary school enrollment - total, male and female
- Gross enrollment of all ages at primary level as a
percentage of school-age children as defined by each
country, and reported to Unesco. While many coun-
tries consider primary school age to be 6-11 years,
others use different age groups. For some countries
with universal education, gross enrofiment may ex-
ceed 100 percent since some pupils are younger
or older than the country’s own standard primary
school age.

Secondary school enrollment - total, male and fem-
ale - Computed in a similar manner, but including
pupils enrolled in vocational, or teacher training
secondary schools. The age group is usually 12to 17.

Pupil-teacher ratio - prinmary, and secondary - Total
students enrolled in school divided by the total
number of teachers.

Percentage pupils reaching grade six - The percent-
age of children starting primary school, that contin-
ue until grade six.

INCOME, CONSUMPTION, AND POVERTY
Energy consumption per capita (kilograms of oil
equivalent) - Annual consumption of commercial
primary energy (coal, lignite, petroleum, natural gas,
and hydro, nuclear and geothermal electricity),
Income distribution - Income (both in cash and kind)
accruing to percentile groups of households ranked
by total household income.

Passenger cars (per thousand population) - Includes
motor cars seating fewer than eight persons.
Newspaper circulation (per thousand population) -
Average circulation of a “daily, general interest
newspaper,” defined as a news periodical published
at least four times a week.

Estimated absolute poverty income level (US$ per
capita) - urban and rural - Absolute poverty income
level is that below which a minimal nutritionally
adequate diet plus essential nonfood requirements
are not affordable.

Estimated population below absolute poverty income
level (percent) - Percentage of urban and rural pop-
ulations who live in “absolute poverty.”
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BURUNDZ
ECONOMIC INDICATORS
BASE SCENARIO

eevoneveaswerite . AGEUB]  wecvvecneoss Prelim «eweee Projection —

1982 1083 1084 1988 1988 1087 1968 1969 1920 1993 1992

P (market price) growth rate -0.4% 3.1% -0.1% T7.4% 4.4% 1.7% 4.1% 8.9% 4.0% 4.18% 4.2%
P (factor cost) growth rate 208 408 038 758 388 47% 5.7 368 408 J4.28 4.3%
DY growth rate 1/ “348 $6% 298 518 708 248 4.TW 4% 418 418 4%
QY/ capita growth rate 1/ 808 O06% 008 028 408 -5.2% 1.8% 1.1% 108 1.08 1.1%
Consuspbion per capita 0.8 -6.1% 4.9% 2.7% 0.8 -8.88% 2.18 0.3% 0,98 0.98 0.7%

growth rate

Debt sarvice (USS) 11.2 122 179 980 328 47.2 49.83 SO4 509 5.7 888
Debt service/X08 10.7% 12.5% 18.7% 23.2% 26.1% 43.68 38.28 34.°% 9148 2N.9% 20.4%
Debt Service/DP 118 138 1.868 25% 278 388 4.8 P9% 36 3.8 3.4
Gross Investment/OP 2/ 13,98 17.8% 18485 13.6% 13.6%8 19.908 1008 10.28 19.0F . 16.9% 15.9%
Domestic revings /P -3.4% K} 4.18 4.7% 8.8% 7.8 6.28 6.8% [ X - 7.08° 7.5%
Nutions! ssvings/CDP 8385 64% 9.9% 0.3% 10.1% 10.08 10.08 10.8% 10.68 11.08 11.5%

Margine! eavings Rete e 1040 19,1 <84.3 2.8 6.2 °.8 14.0 14.8 18.8 18.1
Public investment/CDP 13,58 17.88 14.53% 11.78 13.4% 15.7% 14.8% 134.1% 15.7% 13.3% 13.0%
Public savings/CDP 0,68 -0.48 3.08 3.4% 448 148 218 328 92® 358 I9.5%
Private investeent/CDP 1.2 118 2.7 248 248 24 2.7 3.2 S48 958 3.0%
Private ssvingsfODP 4.5% 6.8% 8.9% 3.9% 5.7 11.4% 7.9% 7.1% 7.4% 7.58 8.0%

Ratlo of Public/Private Invest. 1n.s . 5.8 4.9 ~ 8.8 6.8 5.4 4.4 4.0 3.8 3.3
Governsent Revenues/QDP ¢ 4908 12,885 14.1% 13.9% 185.6% 12.28 14.58 15.5% 15.8% 15.2% 18.4%
Qovernment Expenditures/COr 4/ 27,68 30.6% 2878 21.58 22.8% 25.08 24.98 23.68 21,68 20.2% 21.4%
Deficis (-)/C0P «32.7% -18.1% -11.58 -7.6% -8.5% -12.68 -9.7% -6.1% -6.56%8 ~-5.08 -5.0%
Esport (ONF) Growth Rete 7.9% <1568 -7.08 382.3% -12.6% 12.3% 4.7% 6.8% 7.5 V.68 ©.2%
Esporte/DP 9.5% ¢.8% 10.1% 10.7% 048 8.6% 1068 11.28 11.6% 11.68 12.2%
Ispord (GNFS) Growth Rate 8248 -7.38 018 258 245 4585 428 4.18 4.08 418 4.8
Inporse/ODP .68 2778 24.28 19.6% 16828 20.8% 23.38 2468 2448 MM 24.0%

Current Accound (in an.USS) =174.8 -17T9.4 -163.2 -126.2 -151.3 -214.4 -216.% -221.8 -229.8 -237.2 -243.8
Cur. “8.6% ~12.08 -9.5% -4.3% -3.5%5 -0.88 9.0 -8.9% -8.4% -7.9% -7.3%
excl, Official Transfers «17.18 ~10.7% ~16.2% -11.08 ~11.5% -17.0% ~17.6% ~17.78 -16.9% -18.28 -15.4%
sd}. for exchange rate -17.08 -19.9% -16.2% -11.28 -~10.2% ~13.08 ~11.9% ~10.8% -10.4% -10.08 -9.2%

1/ CDY per capite = QDP per capite adjusted for changes In the terms of trade.

2/ Includes varisbicn of stocks
8/ Encluding public tran . re

4/ On & commitment besis. Includ

P

ditures and on-lending to public enterprises.
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SURLNDT 1
ECONDMIC INDICATORS
ALTERNATIVE SCENARIO

Actusl cevocmcca—e Prolia —~w——= Projecticn
1682 1963 1984 1988 1988 1967 1988 19809 1960 1991 1902

QP (market price) growth rate 048 818 <018 748 448 1.7TH 5.6 S4F Sox 488 518

@P (factor cost) growth rste -2.08 4.08 <0.3% 7.58% 3.8% 4.7% 4.0% 4.08 4.7% 4.8% 4.9%
QY growth rate 3/ -3.48 3.8% 2.9% 8.1% 7.08 -2.4% 8.1% B5.5% B8.7% 4.88% 5.0%
QY7 capits growth rete 3/ -5.08 0.6% 0.0% 0.28 4.08 -5.2% 3.08 2.8% 2.68 1.7 2.08
Consumption per capite 098 -8.18 4.9% 2.7 0.3% -6.68 2.8 2.9% 258 1.68 1.7%
growth rate i
Debt servics (USH) 11.9 12.2 17.9 26.0 2.8 2.2 4.3 0.4 50.9 2.7 8.8
Debb serviceX0S 10.78 1268 16078 23,98 26.1% 43.68 30.0B 354,08 8048 20.883 20.9%
Oebt Service/ODP 1.18 1.1% 1.88 2.58 2.7 38.8% 898 378 ‘348 8.3 3.2
CGrons Investaent/ODP 2/ 13.98 17.88 18.4% 13.68 13.68 19.9%- 20.08 10.8% 10.6% 19.6% 19.6%
Domestic savings/OD@ «1.48% 08 4.9 478, S.8% 7.6% 8.98 858 o.¢% 8.68 9.08
National savings/ODP 8.5 8.4%8 [ X} 9.88 10.18 130.08 11.48 11,98 §1.08 12.1% 12.48
Marginal ssvings Rate e 3040 -19.1 .84.8 8.8 s.d 2.2 13.4 0.0 12.2 4.1
Public inveataentfaDP 18.58 17.68 31458 1178 18.4% 1578 1508 14.9% 13.6% 13.68 11.98
Public savinge/ODP 0.6 -0.48 3.0% 8.48 4.48 ~1.48 1.4 265 a8 5.88 4.28
Private Investuent/DP 1.8 1.18 2.7% 2.48 2.4% 2.4% 3.0 3.5 3988 408 &%
Private savings/COP 458 6.8% 6.9% 8.9% 5.7% 11.4% 9.9% °.8% 8.28 6688 o.2%
Ratle o'. Publ ic/Private Invest. 1.8 .o 8.3 4.9 8.8 .8 8.0 '3 8.8 3.4 2.1
Government Revenues/QDP 8/ U5 12585 14.18 1598 18.08 12.2% 14.6% 18.8% 185.58 15.9% 18.4%
Qoverament Expenditures/0DP 4/ a7.68 90.68 9878 N5 22.88 28.08 24.98 208.68 2.8 2008 21.18
Deficit (~)/00P «12.7% ~18.18 -11.58 7,58 <608 -12.6% <078 -8.08 <048 408 -4.0%
4
Export (ONFS) Growth Rete 7.9% -15.68 -~7.9% 92.9% -12.68 12.8% 7.4 9.18 8.0% 8.0% 9.0%
Exporte /0P 9.5% - ¢.68 10.1% 10.7% 10.4% 6.68 1048 1008 11.18 1148 11.68
Iuport (ONFB) Growth Rete 32,48 -7.8% .18 258 2.4 -4.88% 568 638 &1 5.8 3858
Tuporte/@P 24.68 2778 24.24 10,68 16.2% 20.8% 23.68 23.6% 29.5% 20.58 23.7%
Current Acccunt (in ea.U88) -174.8 -170.4 -163.2 -128.2 -151.3 -214.4 -226.8 -232.4 ~244.6 -250.2 -271.8
Cur. Account/00P -0.68 ~12.08 -8.5% 4.3 958 -9.08 -0.7% -0.9% -8.88 -6.9% -8.1%
encl. Officisl Teansfers ~17.18 -10.T8 -18.9% -11.08 -11.58 -17.08 -18.18 -17.08 -16.3% -18.7% ~-15.3%
sdj. for exchange rate -37.08 -19.98 -10.2%8 -11.28 ~10.2% ~13.08 -10.9% -90.8% -0.58 -9.8% -90.18

1/ COY por cupito = CDPF per capita sdjusted for changes in the terms of Srade.

2/ Inciuvdes verintion of stocks

8/ Ruicluding public tranafers

4/ On & commlitment bss! Incliudes § % supenditures snd on-lending to public enterprises.




Table 2: BALANCE OF PAYMENYS, ACTUAL AND PROJECTIONS
(in mitilons of dollars at current prices)

-39 -

1984 1996 19868 1987 1988 1989 1999 1991
Exports f.0.b a8 112 126 : 116 130 146 162
(coffee) 73 95 108 69 76 81 84 93
Imports c.l.¢ 184 n 1885 219 245 268 292 319
Services (net) -78 ~77 ~-88 -96 -108 -106 ~110 ~118
(Interest) 8) () (4) (@8) (@8) (@8 (@(18) Q9)
Current transfers 28 38 82 68 79 78 78 82
Current Account ~126 ] -89 ~-167 -163 -168 -181 199
(Excl. public
transfers) -163 -128 151 -216 -226 -283 -247 %82
Direct Investment 1 1 3 2 2 2 8 8
Capital grants 49 40 43 87 40 43 60 -1}
MLT Loans (net) 81 ] 67 118 157 143 149 1338
Disbursemonts &/ 90 78 88 147 187 174 180 186
Repayments -9 -17 -22 -29 ~30 -31 -~31 -33
Other capital n.e. -5 2 -2 -8 ~8 -8 -9 -14
Overal| balance -2 9 22 -9 64 26 9 10
Financing gap 82 12 - 28
Memorandum items:
Net reserves as
months of imports 0.8 1.1 2.8 1.8 3.8 4.0 4.0 4.0
Debt Service ratio 16.7 28.2 26.1 43.8 38.0 34.0 30.4 29.5
Coffee exports
Volume (’0¢0 tons) 25.4 33.8 28.3 20.8 30.6 381.4 82,4 33.3
Price (US8/kg) 2.86 2.81 3.73 2.32 2.63 2.78 2.88 2.98
Current Account/GDP
Excluding transfers (X) 16.2 11.6 11.6 17.6 18.1 17.6 18.3 16.7
(adjusted) b/ 16.2 11.2 110.2 13.6 10.9 9.8 9.5 9.8

8/ Includes SJF financing and IMF SAF resources in 1988 and 1989, and the third

tranche of the proposed IDA credit in 1999,
b/ In terms of constant effective exchange rate using 1982 as the base year.

ANNEX I
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Table 3: FISCAL IMPACT OF STABILIZATION PROGRAM
(FBu bliitons In current prices)
19686 1988 1987 1088 1989 1990 1901 1992
Recelpts and Grants 24.8 206 24.3 80.4 84.7 80.9 30.8 42.9
Recelpte 19.7 28.9 18.0 24,3 206 29.5 31.3 84.6
Tax Revenues 18.2 21.2 317.3 21.7 26.4 27.% 28.9 31.9
ofw coffes 8.7 8.9 9.6 1.8 2.6 2.7 2.8 2.9
Non tax revenues 1.8 2.6 1.6 2.8 2.8 8.0 8.8 8.6
Grante 4.8 8.2 8.4 6.0 8.5 6.8 7.1 7.4
Current evpenditures 14.8 17.8 204 21,4 22,6 23.7 24.8 26.4
Wages znd Sslsries 7.1 7.8 8.7 9.4 10.0 10.5 10.9 11.3
Goods and Sarvices 8.9 4.3 4.5 4.9 5.3 8.7 6.0 8.3
Transfers ancd Subsidies 1.8 2.1 2.2 2.8 2.8 2.8 2.9 3.9
Interest on Public Debt 2.9 2.2 3.8 3.7 3.8 8.9 8.7 8.7
{omrunl debt) 1.2 1.4 1.9 2.5 2.4 2.8 2.6 2.6
domestic) 0.8 8.9 1.1 2.2 2.6 1.4 1.1 1.1
Others 1/ 8.2 2.9 2.9 g.9 8.9 1.8 1.0 1.0
Government Savings 9.7 11.7 2.9 9.0 12.1 18.2 14.8 18.6
Caplitel tyre
and Net lending 16.8 16.4 18.5 103 2.4 10.2 16.8 18.2
?F.:““, {inanced:BET) 2.9 2.9 4.5 4.0 4.2 4.1 4.1 4.1
relign financed) 12.6 13.6 14.0 15.3 16.2 15.1 14.2 14.0
"" ‘e‘t cm‘tu -5.‘ ‘407 -l‘o‘ -1'.3 .808 “nl ‘3-‘ "1.‘
’zzw%ﬁh. 9 n‘iﬁ) - 88 59 <1089 <183 -I4.7 -129 188 9.8
m lll arresrs -1.8 -1.4 208 -1.8 -1.1 0.3 ‘o’ '03
Detici \ =1.4 8.1 -12.2 -12.6 -9.4 -8.1 =3.8 -1.8
Net Financing
Fon:g: Borrowlng 6.8 6.8 8.8 8.6 10.1 8.7 7.7 7.0
Disbursements 8.7 8.4 1.6 12.86 12.9 11.§ 18.7 19.2
(of which SAL) (.) ..) Q.7 (2.8) (8.2) (8.2) (8.8) (8.6)
m”'m‘” .1¢‘ -, o‘ -203 ‘2-6 -2.‘ .2A° "‘.’ "3.2
Domestic (net) 2.1 -0.4 8.8 2.4 -0.7 2.8 -4.2 -5.4
Blnk'llﬂ .m 10‘ "107 102 '.8 -'~7 ‘206 "-2 "'50‘0
m' "s 1.3 2.3 1.‘ e LR .0 e
Memorandum lvems (in percent of COP)
Yax Revenue and Grants 17.8 16.2 15.6 18.1 19.90 18.7 18.6 18.4
Non-coffes tax revenue 1.8 1.8 10.8 12.1 12.6 12.4 12.8 12.3
Total expenditure 21.8 22.8 285.0 24.2 28,6 21.8 20.1 19.90
Governsent deficit
Excluding grants -7,6 ~-6.6 -12.8 -8.,7 -8.1 8.8 6.0 -3.9
xﬂc'“‘" ‘”m .‘01 "01 -9“ ‘601 -‘-‘ "801 .lo‘ -607

1/ Incliudes global adjustment to defliclv relsted to extrabudgetsry opsrations
on other government accounts.
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. Table 4: PUBLIC INVESTUMENT PROGRAM 1088-08
. (In billlons of current Fbu snd percenteges)

PIP Core ceeee  Structure woeee-
1908-99 PIP (I %)
Bins FBu %) 1988 1989 1999
Agriculture 20.3 89 “a w 42
Indust./Mining/Energy 19.8 )} 18 16 19
Services 2.2 47 1 4 4
Sub-Total productive 43.0 e3 89 66
Tramport/‘l’oloem 16.4 83 22 20 20
rban 1.8 6e 1 3 4
Sub-Totsl Eeonc-lc Int. 17.2 238 28 24
Education L 8.2 89 10 11 12
Health : 4.0 88 3 8 ]
Other Soclal 1.6 6o 2 2 2
Sub-Tota! Soclal Inf. 18.7 17 18 ‘20
Total 13.8 85 100 108 100
USS million 827
Memo Item:
Parsstatal projects and ‘
private contributions 8.9

ANNEX I
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ANNEX 11
STATUS OF BANK GROUP OPERATIONS IN BURUNDI
A. SUMMARY STATEMENT OF BANK LOANS AND IDA CREDITS
EXPRESSED IN US DOLLARS
(As_of December 30, 1987)
AMOUNT LESS
LOAN CANCELLATIONS UNDIS- CLOSING
CREDIT §# YEAR BORROWER PROJECY NAME S$ MILLIONS BURSED  DATE
1 LOAN AND 17 CREDITS CLOSED 118.24
CREDITS
C10490 1980 GOVERNMENT/MUNICIPALITY URBAN I 16.00 .88 12/81/87
C11660 1081 GOVERNMENT OF BURUNDI KIRIMIRG R/D 19.80 1.61 g6/20/88
C11920 1982 BURUNDI INT. R/D NGOZI III 16.00 8.78 $8/81/88
C13680 1988 REPUBLIC OF BURUNDI EDUC. III 16.80 .67 28/30/88
14560 31984 - GOVERNMENT OF BURUNDI THIRD TAS CREDIT §.10 3.11 #3/81/88
C15839 1986 MINISTRY OF PW/DGR HHYS. IV 18.10 16.12 26/30/89
C16930 1986 GOB/REGIDESD TRANS & DISTR.SYSTM. 12.80 9.88 12/81/89
C16200 1986 GOVT OF BURUNDX FORESTRY II 12.80 9.48 99/30/91
C16260 1986 GOVERNMENT - WATER SUPPL.IIX 9.60 6.94 12/31/91
C17050 1986 GOVERNMENT OF BURUNDIX SAC 15.00 01 08/80/68
C179690 1987 BURUNDI EC0.MGT. /PUB.ENTR. 7.60 7.60 12/81/92
C18050 1987 GOV’ T/ONATEL TELECOM II 4,80 4.80 12/81/98
18570 1988 GOVERNMENT OF BURUNT AGRIC.MUYINGA 10.00 10.08
18620 1988 GOVERNMENT OF BURUND. HEALTH/POP.I 14,58 14.68 28/30/98
TOTAL NUMBER CREDITS = 14 176.78 £9.49 '
TOTAL (NET APPROVED) 288.97
OF WHICH HAS BEEN REPAID YO THE BANK (AMOR.8 INTEREST) 10.85
TOTAL NOW CUTSTANDING .11
TOTAL UNDISBURSED 89.40
B. STATEMENT OF IFC INVESTMENTS IN BURUNDI EXPRESSED IN USS
(December 31, 1987)
1981 Vorreries du Burundl Glass container 4.7 8.8 8.6
Tots| gross commitments less cancellations,
terminations, repayments and sales 4.7 8.8 8.2
Total commitments now held by IFC 9.08 1.08 1.1

- 42 -

>

The IFC loan was fully disbursed and all but US$83,000 repaid.
In 1988, IFC capitallized US$260,8060 interest for 1986.

1/ Extended in 1957 to the Belglan Trust Territory of Ruanda-Urundi for the improvement of the

Bujumbure-Nuramvys road and the expansion of the (ake port of Bujumbura.
gusranteed by the Kingdom of Belgium, has been fully repaid.

The loan, which was
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ANNEX IIX
Page 1 of 2
BURUNDI
SECOND STRUCTURAL ADJUSTMENT CREDIT
SUPPLEMENTARY PROJECT DATA SHEET
SECTION X: TIMETABLE OF KEY EVENTS
(a) Identification: July 1987
(b) Preparation Mission: October/November 1987
{(c) Appraisal Mission: January/February 1988
(d) Completion of Negotiations: April 26, 1988
(e)  Planned Date of Effectiveness: July 1988

SECTION IYs SPECIAL IDA IMPLEMENTATION ACTTON

None.

SECTION III: CONDITIONS OF EFFECTIVENESS

(a) Agreement on the definitive PIP for 1988-89, including reserve
' projects

(b) Agreement on calendar for progressive elimination of CADEBU’s
monopoly on compulsory savings;

(¢) Promulgation of the decree liquidating SOGESAj

(d) Submission of the revised labor legislation for approval of the
National Labor Council; and

(e) Adoption of internal procedures for the Guarantee Fund.

SECTION IV: CONDITIONS OF DISBURSEMENT OF THE SECOND TRANCHE

(a) Agreement on macroeconomic framework including fiscal deficit,
1989-91 PEP, and 1989 transitional unified budgets

(b) Implementation of third phase of tariff reform, including revision
of nomenclature;

(c) Signature of performance contracts with VERRUNDI and REGIDESO;
agreement on timetable for liberalization of imports competing
with VERRUNDI production; and agreement on action program for
SOSUMO during 1989.



(d)
(e)

(£)

(8)
(h)

(a)

(b)
(c)

(4)

(e)

(£)
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ANNEX 111
Page 2 of 2

Agreement of coffee pricing structure for 1989/90 seasod;

Liberalization of rice marketing and allowing RDC Imbo to fix
paddy producer prices for 1989/90 campaigng

Reduction of rediscount rates from 3 to 2 and implementation of
all other measures included in the second and third stages of
credit reformg

Agreement on action plan for poverty alleviation; and

Agreement on action plan to reinforce the Ministry of Labor and
its agencies in charge of employment promotion.

SECTION V: CONDITIONS OF DISBURSEMENT OF THE THIRD TRARCHE

Agreement on macroeconomic framework for 1990-92, including fiscal
deficit, and 1990 transitional unified budget;

Satisfactory implementation of action plan for SOSUMO (para. 64);

Completion of first phase of elimination of CADEBU’s monopoly on
compulsory savings (para. 51);

Agreement on action plan for improving civil service efficiency;
Agreement on action plan for privatization/liquidation of the
public enterprise sector on the basis of studies to be carried out
during 1988/1989; and

Launching second phase of labor market liberalization and
extending it to the parastatal sector.



BURUNDI ~ STRUCTURAL REFORM PROGRAM (SAL XI)

POLICY AREA AND ACTIONS TAKEN BY ACTIONS TO 8E TAKEN RELATED PARA.
GBJECTIVES GOVERNENT BY QOVERNMENT TIMETABLE PROGRAM/PROJECT REPORT
3. MACROECONOMIC MANAGENENT Agresment on macrosconomic Prapare and agree on macr ic fr i
framevork for 1988-90 including including oversi| budgetsry deficit:
exchange rate adjustment 80P and - for 1980-91 Decenber 1988
public Tinence objectives. ) (2nd tranche relesse)
- for 1990-92 Decenber 1989 -
(Srd tranche relesss)
1.1 Exchangs rate
Incresse/mintain Adoption of » fiexible exchange Additionsl thange rate adjustment se During program period. INF/IBRD program envisages 88
compotltiveness of Burundi’s rate. Cumulative adjustaent of 238 needed taking into account competitivencss the resl effective exchange
oxporta, ollainate bise sgrinst in foreign currency terss of Burundi's exports snd level of net rate to be meintained,
traded goods, achisve structural between July 1986 snd March 1967, reserves.
improvement in BOP. 108 adjustwent in Feb. 88.
1.2 Monetary policies
Review financial syotea and firet Liberalization of interest rates and policy Ouring program IMF/IERD agreed on the
Issuas related to sixe of o imp) ted 1n the refore (Sve actions in para. 7 of Mstrix) packsge described in para.?
budget deficit, credit sllocation, context of APEX credit (FYBO).I of Pollicy Mateix,
officiency of the credid ayetem.
1.8 Budgetary policies
IMF/IBRD sgreed:
Overall public apanding should Tax seasures: reform of the Revenue Measures:
be sdjusted to rescurce transsction tax (Oct. 86); ~ Enlarge besis of the transaction tax and May 1988 ~ Stabilization of Gov'e 82-33
aveilsbilitios snd sedium-tern reduction of import duty oxesp- incresae sxcise tax on beer and soft drinks. recurrent expenditures in
financial equilibrium, - tions and reform of import tariff ~ Sbtrengthen monitoring snd control of custons June 1068 1988 to FBuy 21 billion and
Priorities ahould be defined in- structure (July 88/January 88). duty exemptions snd isport valustion systes; paymont of arrsers;
the context of reinforced oxtend statiotical tex of 4% on all importe. ~ Capital expenditures snd net
thros-year PEP. = Study to slmplify the income tax systom. End 1988 londing to about FBu 19
~ Strongthen custon aduministration to reduce Ouring program billion in 1988,
fraud and improve collection of tax revenuos. - Annusl review of PEP with the
. 8ank
Control snd rationslization of Increase participation of publie Further increase parbicipation by public During progras ~ Gov't deficit (excl. grante) a2
sxpenditures snterprises in their dedt servi- entorprises in their debt servicing; * o be limited to 9.7% of ODP
cing in 1987. Elimination of elisinate arrears on dooestic payments snd in 1468, 8.1% in 1089, and 5%
srroears in Dec. 1988. Elinination  ‘avold new srresrs; sdjust global expenditure in 1901,
of transfers to public enter~ to revenue shortfsll.
. " prises of 8 commercisl charscter. ~ Introduce selacbive recruitment eystes for Jenuary 1989 41
civil service and rationslizo the civil
_ ssrvice.
= Propare snaus! budged based on the relevant Starting with 1989 40
annual tranche of the PEP. budget b
2. TRADE AD INDUSTRIAL POLICY .
2.1 Isport Liberalizetion ) )
Astomatic import licences for atl Increase the ceiling below which commerciat April 1988 a8

Remove distortions caused by
quantitetive import restrict-

producte, except glsse, textiles
and pharmaceuticale, and » few

"banke are sllowed to grant sutomatic
licenses froa FBy L aillion to FBu 10 mn .

-.S';-



Mx-mmm (SAL ID)

POLICY AREA AND ACTIONS TAKEN BY ACTIONS TO BE TAXEN RELATED PARA,
GBJECTIVES GOVERNMENT BY GOVERNMENT TIMETABLE PROCRAM/PROJECT REPORT
lons; improve competition smong luxury ltems (Auguat 1906).
domsstic producers and First group of restrictions on Elininste remining import restrictions:
ingortars; elininate the importe of luxury were ol iainated ~ on ieporte of luxury goods April 1988 88
anti~export biss. in January 1988, ~ on imports competing with production of Before end-1990 The Economic and Public
Poriod of |icenses validation haa ONAPHA, VERRINDI, COTERU within the Enterprises Mansgesent
incressed from 4 to 8 monthe; framework of rohabliiitation of these enterprises. Project supports the
time roquired to validate . Agreement on )iberalizstion calendar: disgnostic and reform program
Jiconses was reduced to 10-18 ONAPHA kind~1988
daya (Januery 1988) COTERM ) March 1969
VERRUNDI i End-1988 -
2.2 Price lideralization (2nd tranche relesseo)
Avoid distortions in the price tiberslization of price of all = Revies snd adjust water and slectricity 1988-1989
structure, and allow enterprises producte except oight strategic tariffs (to strengthen RESIDESD finenciatl :
to establish financisl products, for shich price poaition) and potroleun products prices, as .
aqui librium. collings can be Tmposed in caso neoded, ‘
of scute shortages (for a maximum : ; .
of 4 monthe); petroleum snd = Libarslize prices of certain sgro~industrial During progras Program to be prepared under
gemont; snd export crops in July producte (rice, whoat, pata-oi!, sugor) in SAL 1T based on work carried
1088. Adjusteent of tariffe for the context of the program to be prepored out by Gov't under the
water and slectricity (Feb. 88). for concernod entorprioce. Economic and PE Managoment t
2.8 Taritf reforn
&
Reduce progreasively the Consol idation of fisca) and imp~ Inplament third phaso of teriff refors, Decesber 1988 In the context of ESY to bo 88
average high level of teriff ort duties and tariff refors. besed on study to clarify nomenclature (2nd tranche releane) carried out by IGRD !
protection, narrow the range of Number of dutiss reduced from 67 betwoen final and intermediate goods, take
torifis, homogenize protecsi to 8. Range of duties fined ot into sccound ZEF tariff, and review lovel of
snong sectors. 18-50%, except for luzury geods tariffs on intermediste goods while ,
C100%) (July 1968). 2nd phase of mintaining fiscal revenues (study to be
the tariff reform: range reduced completed in Sept. 80).
4o betwesn 458 for manufactured
products snd 168 for interwedi-
wte goods, Capital and essential
goods remain ab 15%. (Jen. 88)
2.4 Export Promotion
Suppord to potential end 8AL I reforms included Fiu = Prosulgate decree on export promotion, soril 1988 ar
ostabiished enterprises %o deprociation, import introducing simplified duty drawback,
oxpand sniss towsrd nelghboring 1iberalizstion, price profarentisl profis taxes for exporters, ?
countries snd prepare the besis derogulation, re-activation of ol lowing marketing eoxp 0 be deductible 1]
for long=term pl\m for oxport~ drsw-back system, elismination of fron taned profite; snd eimplifying [
oriented industries based on the taxes on non-braditional exports. snigration procedures for industriatiste o N
cooparstive advantage of Burundi. Agreesents with CEPGL. snd ZEP visi® foreign markets. o :
' countries huve been pyrused by rh
now Gov’s. . = 8ot up Office of Stendards and Measures Decesber 1988 7
= Complote study to identify Burundi'e Osteaber 1980 &

long~term rescurco snd market potentisl, and
visble expcrt sctivities. ,



BURMNDI ~ STRUCTURAL REFORN PROGRAM (SAL II)

POLICY AREA AND ACTIONS TAXKEN BY ACTIONS TO BE TANEN RELATED PARA.
OBJECTIVES GOVERNMENT BY GOVERENT TIMETABLE PROORAM/PROJELT REPORT
2.5 Investuent Incentives -
JTuprove the sccess of emal! and Inplenentation of revised = Inform geners! public of progrea’s April 19688
sadium enterprises to banking Inveateent Codo and objectives and messures to incresse private
credit in order to stimulate ro~sctivation of the Quarantee sector confidence., '
thelr contribution to production Fund {July 1988). = Iuplesent internal procedures to ensure June 1088 (Effectiv) Support in the context of the
and  exports. Incrosae on limite on cuteard ofticient uns of the Fund. SME/APEX project.
forelign remittances. = Elisinate compuleory deposit required from June 1988 86
ey 1968, Jan, 1987) foreign importers when they have invested in
Liboralizntion of the profession productive sectors st lesst FBu 20 mn. /
of importer (July 86). = Remunerste compulsory deposite 88
= ADNOUNce BeRSure June 1088 -
~ Actusl implesentation Beginning Jun. 1088
8. PUBLIC BXPBDITURES
MANAGEMENT
Improve officiency of pudblic Preparstion of 3 year PIP for = Full sgressont on 1988~90 PIP, including June 1988 Bank support provided by 4
enpenditures; incroase 1986-89 snd identification of reserve projecte. (Effectivensss) - Technics!l Assistence IIl end
coordination between capital and ¢o: s program taking inte sccount S Econamic and PE Managesant
recurrent expenditurec; ensure svailable resaurces end fiscal = Agree on scbion plan %o strengthen MINPLAN. June 1988 48
implementation of high priority policy objectives (Sept. 1888/ - .
investeent projects Sept. 1986). First guidelines snd =~ Agree on action plan to strengthen NINFIN Decenber 1988 40
paramators %o be ueed in project and core ministries.
ovaiustion (May 1086).
. “
Public Expenditures Progran Flrst report prepered in Mey = Lsunch preparation of public expenditures May 1686
1987. Report on need for prograan for 1680~01,
restructuring snd strengthening With French Assistance 40
of plenning systom (Jan. 1987) - Cosplete snd sgree with IDA on PEP for Decesber 1988 -
1989-91 and teanaitional unified budget for (2nd tranche release)
1089 based an ssctor PEPs ( educstion,
hoalth, agricuiture, tranepord).
~ Proparation of PEP for 1969-92 and October 18389
unified budget for 1989. {8rd tranche release) N .
In colisborstion with UNDP 4
= Complete TA survey. Decesber 1988 With sssistsnce from the 4
= Agree on action progreas b0 leprove civi} October 1989 Canadian Qov's.
service officiency. (Brd tranche relesss)
: 45
= Refors of budget/programming system; adopt Before end-1900
double entry public sccounting eystes end
aystes of defining priorities; move Into
budget by priorities.
4, PUBLIC ENTERPRISES
Rehsdilitation of the sector Creation of the eervice in cherge Reinforce SCEP snd isplessnt During progras Progras |inked snd eupported

snd leproving eystem of
follow-up on performance

of public enterprises (SCEP).
(dune 1986)

training programs.

with Economic snd Public
Enterprisss Project

-l -

28eg

{J
Al
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BURUNDT ~ STRUCTURAL. REFORM PROGRAM (SAL IX)

POLICY AREA AND ACTIONS TNGEN 8Y ACTIONS TO 8E TAKEN RELATED PARA.
GOJECTIVES GUVERNMENT BY GOVERNMENT TIMETABLE PROGRAM/PROJECT REPORT
_Legal Framework Draft decree (Jonuary 1988) = Adoption of decres on PE loga! frasework. Septesber 1988 86
Ligquidation Closure of four enterprises = Floal steps %0 (iquidate PEs sireadiy closed: (]
(Mug. 1988) SUPDBU, SOMEBU (disposition on sssete/dsbts) May 1988
‘ AGRIBAL. Decesber 1989
SOCESA: drafd decres Moy 1088
t promulgation of 1iquidation decree June 1968
- (Crediv effectiveness)
Fieat Phase of Rehabilitation: Rehabllitation Programs for ~ Signature of performence contracts 8068
OTRACO (Oct. 87), CADEBU, OTRABU OTRACH . June 1988
(tsrch 88), ONAPHA, EPTMAEL, ONC, CADEBU, OTRABY Septesber 1088
ONIMNAC (April 1988). ONAPHA (action plan) Deconber 1988
’ EPIMABU, ONC, ONIMAC Oeconber 1068
YERRNDT Oecesber 1988
{2nd tranche)
Second Phase of Rehabi(itation: - Completion of rehabilitetion programs for: .
REQIDESD _ i 1080 s
Minoterie de MURAWYA, eilk plant, snd COTERV Novesber 1988 1
P
o0
=~ Sigmature of gerformance contracts: \
REGIDEST Janusry 1989 58
(2nd branche)
Minoterie de MRANVYA, Milk plant, snd COTEBU IMay 1069
Third Phase of Rehabilitadion: The Government decided to ONL/SIP, ONATEL, Hotele:
rehabliitate two housing offices <~ Rehabilitation programs . March 1989 86
(OM. and SIP), ONATEL ) - Signature of performancs contracte: Septanber 1989
‘ (telecommunications) =nd three
public-cuned hotels. , N
Bector Studies ' = Launch soctor studies as basls for policy Moy 1080 ]
! reforam: (8) price/tariffs and incentive
syatem; (b) privatization; (¢) croseod debte
snd monitoring of finsnciel flows botween o
State end PEs. . - ;-]
- Complete sector studiss. Decesber 1065 ”
= Agres on privatization progras besed on the October 1989 (3rd tranche release)
sbove studies. -
1R
Managoment Inforsation Systea Prelininary Project - Agres with IDA on defjnisive project doril 1908 *n
: = Isplement MIS Decesber 1988 86 [ -]

?
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BURUMDT - STRUCTURAL. REFORM PROGRAM  (SAL. IT)

POLICY AREA AND

ACTIONS TAKEN 8Y
GOVERNMENT

ACTIONS TO BE TAXEN
Y GOVERNMENT

TRMETABLE PROGRAN/PROJECT

Paim oil

8. DPLOYMENT POLICIES

Promote employment crestion to
sheorb the 60,000 new entrante
in the modern sector, through
policy wessures.

1989/19900 campaign (beginning in
March 1969)

Cov't agreed %o withdraw a new
large investaent to process psis
oil snd to sbide by the results
of the study on extension of
oxiating processing plant,

In addition to mscroeconomic
aeasures cnder SAL I, Qov't hes
sbol ished the progressive labor
tax,relaned former sdeinistrative
restrictions an urben settiement
and on itinerant tradere.

with 1989//90 caspaign.

Comploete feanibility study on extension of
enisting processing plent.

Liberalize system of recruiteent; private
fires will be sliowod %0 recruit Burundisn
Isbor without mandstory consultation/
spproval of Minietry of Labor. Reviee
Placement Comnittes's functions end Iaw on
foreign labor.

. Submit revised legisistion to the
Nations! Lubor Council for epprovel.

. Agres on sacond phase of liberslizstion
oxtending progras to parsstatels.

Strengthen services of Ministry of Labor
. Launch LWOP/ILD projoct to sesist DMD

. Put in pisce program %o lwprove dats on
informnl sector accepted by the Minietry

of Trade and Induotry snd the Labor Union.

. Strengthen services of Lador Ministry
[, ible for empioyment promotion.

Authorize lsports of sscond-hand technology
when sccompenied by performance guarantes
carbificates.

Adopt revised Bujusburs sunicipa! tex code
%0 remove enbi-lsbér bise.

Study of health insurance eystem for
private empioyees.

. TOR spted by CGover . Fabor union,
ond Health Ministry,
. Proposition of rew systen.

June 1988
(offectivenens)

Decesber 1089
(3rd tronche relesse)

June 1988 ILO wilt continue ite
Dozesber 1088 sasistance.

Deconber 1089
(2nd tranche release)

Aoril 1088

April 1968

Besed on heaith finsnce study
being finsnced by Bank PHN
project.

June 1008

Oscenber 1988

g8 30 9 a8eq
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AT XINNV



BURUNDI ~ STRUCTURAL. REFORM PROGRAM (SAL II)

POLICY AREA AND

ACTIONS TAKEN BY
GOVERNMENT

ACTIONS TO BE TAKEN

TIMETABLE

7. RONETARY AND CREDIT POLICIES

Inprove the syates of
aljocation credit snd
mcbilization of domestic ssvings

Nations! Guarantes Fund

Real State Law (Code Forcier)

Incresse of gal interest rates
to positive levels (Aug. 1908).

Increase of 8 percentage points
in rate on 12 months savings
deposite and revision of

interest rate policy (July 1088)
Revision of interest rates in My
1987,

Procodures and status have besn
prepared in consultstion with IDA

(1987)

- Eliainate » priori

First phase:

-

Ny

ization froa
BR8 on individus! credite sbave Fily 10mn.

~ Allow PEs %o deposit their liquidities in

the most profitable fashion.

~ Firet losue of Tressury Bills by public

suction (open to sl) finsncial
institutions); calendse of issuse for the
2nd Quarter 1088. ) g
Deregulate interest rates on
non~rediscountable loans snd el iminate
oinieum interest rates on cash deposite.
Inploment compulsory reserves system.

Second phese:

Iosue of Troesury Bille with progressive
rate (Pour forsule®).
[- s el " M:
Reduce nusber of cazisum interest rates on
rediscountable credite from 8 %o 3,
Eliminste 3!l minioun interest rates on
doposita excopt for pesssbook depomite.
Revise use of mediun~teras (iquidity ratios.

Third Phase:

Red: mber of redi t rates to 2
_(normal snd preferentis! rates).
Eliminate mrinum intercst rates on credite
snd of minisum rates on deposite.

Fourth Phase: Liberatizstion of oil interest
- emmann n“..

Adopt procedures of National Quarsntee Fund.

Revise disposition granting to Tressury
prior clsins on colleserst property.

rates from 7 to 8.

April 1988

Septesher 1088

Decesber 1968

Juiy 1989

June 1968
(Effactivenses)

June 1088

Action progras identified end
to be supported in parailel

by the SME/Apes project.
Policy weasures sleo
aupported by the nd-yesr
INF SAF progres.

In parsiiel with SME/APEX

credit.

- 1S -
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BURUNDY - STRUCTURAL. REFORM PROGRAM (SAL 1I)

POLICY AREA AND ACTIONS TAKEN BY ACTIONS TO BE TAKEN RELATED PARA.
OBJECTIVES GOVERNMENT BY GOVERNMENT TIMETABLE PROGRAM/PROJECT REPORT
8. SOCIAL AND POVERTY ALLEVIATION PROGRAMS - Join the UNDP-financed/Bank executed April 1088 82
project on "Socis! Disensions of
Adjustaent”.
= Dofine program of well targetted poverty Decenber 19688 Theae actions will be 84-87
nilovistion actions focused on (2nd tranche relesse) prepared in the context of
(s) nutrition programe for children; the SDA project. Assessaent
(b) support to women in development; of ongoing programs will be
(c) support to small acsle preductive ssde to evalusts visbility &y
projects; (d) food scurity atrategy; and extend them st national
(o) coordinstion of donora sssistsnce in AIDS -acale. Collsborstion
programe. envisaged with UNICEF,
IDA-PHN project, UNDP.
~ Prepare monitoring aysten focused on social During progras a7
snd income variables.
9. FOLLOW-UP ON ADJUSTMENT PROGRAM
Crostion of comite de suivi at = Reinforce Comite de Suivi with permanent April 1988 Bank suppors to be provided 108
ministerial love! and of secretarint and prepare system of through the Economic and PE '
permanent secretarist (Feb. 88). indicators. Management Project and close
relstion with Resident S
-~ Coofdinate closely with Resident Mission During progrse. Mission, ’ )

AT X3INNV

8 jo g a8ed
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ANNEX V
Page 1
GOVERNMENT OF BURUNDI
GOVERNMENT STATEMENT ON DEVELOPMENT POLICIES
1. In 1986 the Government of Burundi launched an economic policy

program with the dual objective of correcting economic and financial
disequilibria and of promoting a medium- and long-term restructuring of the
economy by stimulating productive sectors and private investment. The
first phase of this program (initiated in mid-1986), supported by a
Structural Adjustment Credit (SAC I), resulted, inter alia, in: a) a 23%
devaluation of the Burundi franc with respect to the SDR (between July 1986
and March 1987) and a 9% devaluation in February 1988; b) a revised tariff
structure that reduced most of the excessively high protection accorded
domestic industries while equalizing protection across sectors of the
economy; c) a lifting of most price and import controls; d) a revised
Investment Codej and e) an increase in producer prices for coffee and tea.
In the context of a public enterprise (PE) reform program, four PEs were
closed dowm, and five others are being rehabilitated. Efforts have been
made to rationalize the public investment program and to begin preparation
of a three-year puklic expenditure program. In the fiscal area, the
structure of indirect taxation has improved and tax revenue collection
strengthened. A commission was established to manage the external public
debt and to ensure that external loans are contracted on highly
concessional terms.

2. The Government of Burundi is committed to the pursuit of its
structural adjustment program (SAP) and has requested support from the Bank
and the IMF for the second phase. During this period (covering 1988-89)
the policy adjustments undertaken under SAC I will be reinforced and new
economic measures will be introduced.

3. Implementation of the SAP outlined below should lead to average
real annual GDP growth of about 5.0%. The new incentive structure should
boost private investment, allowing gross fixed capital formation to be
sustained at about 20% of GDP. The current account deficit of the balance
of payments should be held at under 10% of GDP (corrected for exchange rate
adjustments) and foreign exchange reserves should increase to the
equivalent of approximately four months of imports. The overall budget
deficit should decline from 12.8% of GDP in 1987 to 5% 4in 1991. A detailed
timetable for the Government action program is appended.

A. Trade and Industrial Policies
4. Under the first phase of the adjustment program, the following

measures were implemented: (a) the adoption of a flexible exchange rate
policy; (b) elimination of most import and price controls; (c) reform of
customs tariffs; (d) revision of the Investment Code; (e) increase in
producer prices of coffee and cotton; and (f) abolition of export taxes on
manufactured products. These measures will be strengthened during the
second phase of the SAP.

5. The Government proposes to strengthen industrial incentives and to
promote efficient manufacturing for export. This requires reducing the
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anti-export bias end strengthening the institutional fremework. The
Government undertakes té ursue the maintenance of a realistic and flexible
exchange rate, particular “y,‘w:lth respect to neighboring trading partners.
The Government recently &;Mted legislation offering exporters of
manufactured products a s:!mplif:led drawback scheme (coampensation for
customs duties paid on orted .raw materials), reducing the tax on profits
derived from exports of ¢t ﬁtoducts and sbolishing the export taxes
still in force. The pr:l.og .'F een&ing of exports has been maintained but
becomes automatic. . S

6. As part of ;He‘f"" ” ‘Et:’s reform of trade and industrial

re being implemented:

a) The Government adjh&té& the value of the FBu with respect to the SDR
to correct the apprdc,!ation ©of the currency since March 1987. 1In
February 1988, the EBu.was devalued by 102 in local currency terms
which more than compgnsated for the appreciation that had occurred
since March 1987. %The'é; ichange rate policy will continue to take into
account the trend in, tﬁe redl effective exchange rate, balance of
payments objectives, ;ﬁé ‘need to promote non-traditional exports and
improvements in :lncen%i.ves to certain producers of export crops.

{“

b) Restrictions on :I.mpo ﬁf Qf 41uxury goods (which had been maintained
during the first phade; ort liberalization) have been abolished.
The value of licensdl’ bhht .can be issued by commercial banks without
BRB authorization -',~ r& raised from FBu 1 million to 10 million snd
the period of valids .‘t&h licenses has been extended from four to
eight months. Restr} y
with locally manufadt 42
textiles) will be aboj¥idhed by 1990, at the latest, as part of
recovery programs being zpzepated for VERRUNDI and ONAPHA and of the
action plan to be ppep’ated for COTEBU.

“E -
c) Foreign importers whq‘ h 1nvested at least FBu 20 million in a

productive sector wil m‘ subject to a compulsory deposit. The
other will cohtiuu compulsory depositis which will earn
interest beg Aﬁ JQhuaty 1989.

e 5‘ certain products (rice, wheat) will be

.~‘o‘ ::':_“‘

e) The second phase of‘ bhe tariff reform which was implemented in January
1988 reduced the spfaad inl tariffs from 15-50% to 15-45% with the
exception of luxury:. gbéda that continue to be subject to a 100%
tariff. The third p ¢ {to be implemented in January 1989) has the
objective of increaging :lndustt:lal production and lowering the average
tariff rate without; 'eaa»:lng the tariff spread. It will be based on

recommendations of ? d&aﬂy ont harmonizing the Burundian tariff
structure with that'a

fg éﬁher PTA member countries, improving the trade
nomenclature to be:t. ) fierent:late intermediate from final products,
end assessing the s ;;ﬂ lmring current rates on intermediate
goods. The target - ;;tééuce the effective protection-rate
differential from‘bﬁ_ ibers <682 and 773% in 1985 to between 46% and
1452 in 1990 witﬁoug‘

3 ,ﬁ&iﬂg budget revenues.

d) Remaining price co
progressively abolil
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7. In the context of institutional reforms, the Government will
strengthen the Chamber of Commerce and its capacity to dialogue with
relevant ministries and the private sector through the creation of an
export marketing unit. A standards agency within the Ministry of Industry
and Commerce will be established with the technical support of the
University of Burundi, to ensure that Burundi’s exports conform to
international standards. The Government has taken steps to simplify the
travel procedures for exporters. A study of Burundi’s medium-term
industrial and export potential which will serve as the basis for
prefeasibility studies and a program of investment promotion (domestic and
foreign) is also underway and will be completed by end-1988.

B. Public Finance

8. An abrupt decline in coffee revenues increased the budget deficit
from 6.5% of GDP in 1986 to 12.8% of GDP in 1987. In the context of the
Policy Framework Paper for 1988-90 and of the second SAL, the Government is
committed to reducing the fiscal deficit to 9.7%Z of GDP in 1988, to 8.1% in
1989, and to 5.0% in 1991 by strengthening revenue collection, including
the phasing-out of custom duty exemptions, by improving the fiscal system
and by maintaining a prudent public expenditures policy, including the
rationalization of expenditure priorities.

9. In 1988 the Government foresees an expenditure level of FBu 40.7
billion, comprising current expenditures of FBu 21.4.,billion and capital
expenditures (including on-lending) of FBu 19.3 billion. - About 80% of the
investment program will be financed by external aid*wnd the remainder by
domestic financing. For the period 1988-90 tthGoﬁernment has decided to
maintain an annual global level of public expenditure of FBu 43 billion and
capital expenditures (including on-lending to public enterprises) of FBu 20
billion which is compatible with the objectives of its macroeconomic and
financial program. Priority has been assigned to agriculture, which
accounts for about 40% of total investment expenditure. The share of
transportation investment is expected to decline in view of substantial
past efforts to build a road network which meets foreseeable requirements.
Resources will therefore be concentrated on the construction of secondary
and feeder roads and the maintenance of existing infragtructure.

10. The ability to strengthen public finance performance is, however,
subject to a number of constraints. On the revenue side, current 2fforts
to improve tax and customs revenues is limited owing largely to the limited
monetization of the economy. Fiscal pressure 1s already very high on the
monetized economy (about 30%Z of modern sector GDP), which limits further
increases in tax levels. Budgetary revenues are also very sensitive to
variations in the international price of coffee. There are, however,
possibilities to strengthen tax collection and these possibilities will be
exploited in the short-term.

11. On the expenditure side, savings will most likely be realized as
subsidies to parastatals are reduced, expenditure controls are tightened
and as certain programs which are not consistent with the Government's
adjustment program are reoriented. Nevertheless, the flexibility to
operate large adjustments in the level and structure of Government
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expenditures will remain limited in the short run, given the importance of
non-compressible expenditures (e.g., central administration, security and

defense and debt service) and the need to ensure the financing of recurrent
costs assoclated with public investments which are currently underfinanced.

12. The public debt service represents about 30Z of the public
resources and constitutes the most important constraint to an adjustment in
the level and structure of public expenditures. The Goverrment maintains
its commitment to borrow from external sources only on highly concessional
terms. It has also initiated a program to reinforce its external debt
management with support from UNCTAD and is exploring the possibility of
reducing its external debt burden, notably by means of an eventual debt
forgiveness, for which it requests the support of the World Bank.

Program of Reform and Improved Expenditure Management

13. The reform program under the SAL II includes the following
components:

a) Implementation of a Three-year Public Expenditure Program
(PEP) for 1989-91 and a transitional unified budget for 1989;

b) improving the three-year rolling public investment program
(PIP);

¢) launching a comprehensive budget reform;

d) strengthening institutions responsible for managing the public
sector’s project cycle and for managing public finances; and

e) implementing an action program to reinforce the efficiency of
the civil service and of technical assistance.

14. In order to improve the public expenditure management, the
Govermnment will adopt a three-year Public Expenditures Programming process
(PEP). The objectives of such a system are tos (a) provide a clear view of
the objectives of proposed government actions and their reclative
priorities; (b) prevent priority programs from being underfinanced while
eliminating lesser-priority expenditures; (c) enable resource allocation
decisions to be made in light of their opportunity costs; and (d) ellow
decision-makers to take into account resource allocation decisions taken in
earlier years and the impact of resource allocation decisions for public
finances in future years.

15. In 1988, 8 first PEP (1989-91) will be prepared in the context of
the 1989 budget preparation. The PEP will include government recurrent
expenditures (including the domestic and foreign debt service, public
subsidies and general expenditures which cannot be allocated between
sectors), detailed PEPs (including recurrent costs associated with
investment projects) for the agriculture, education, health and transport
sectors and PEP outlines for the remsining sectors. The 1989-91 PIP will
be integrated into the PEP for the same period. Sectoral financial limits
will be establised to orient the preparstion of sectoral PEPs.
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The sectoral PEPs will identify the financing needs to cover the recurrent
costs associlated with projects in the PIP, whenever the necessary
information is available or can be collected, even if their financing is
not secured. The PEP will be refined during the following years in order
to allow the Government to have a truly analytical tool to support its
decision making on public expenditure priorities. An agreement with the
World Bank will be reached on the content of the 1989-91 PEP and on the
unified budget for 1989, as a condition of second tranche release.

16. The Three-Year Rolling Public Investment Program. The preliminary
PIP for 1988-90 was reviewed with the World Bank. The definitive PIP will
be submitted for the Bank’s review and approval prior to credit
effectiveness, Meanwhile, the Government is committed to excluding from
the 1988 PIP all new projects which would lead to a level of capital
expenditures in excess of the level provided for in the 1988 financial
program (FBu 19.3 billion for the projects included in the central
government budget, and a maximum of FBu 25 billion for the PIP as a whole).
Por the 1989-90 PIP, the financial envelope is fixed at an average of FBU
26 billion, which corresponds to the objectives of the Government's
financial program during this period.

17. As for specific projects on which the Bank had some concerns, the
Government will: (a) postpone the implementation of the Central Market of
Bujumbura and exclude it from the 1988-90 PIP; (b) reduce the dimension of
the sport stadium project by eliminating the proposed olympic swimming pool
and hotel; and (c) invest in the extension of the oil palm processing plant
if the technical and economic study demonstrates its economic
Justification.

18. The preparation of the PIP for 1989-91 will take place in the
context of the preparation of the 2EP for 1989-91. The content of the PIP
will be rationalized and will include: (a) a core program, comsisting of
high-priority on-going projects for which financing is assured and of new
projects of demonstrated social and economic viability which can be
implemented during that period; and (b) a reserve program (which is not
included in the core PIP) consisting of projects of lesser priority which
could be implemented within the global financial envelope witheut diverting
financial resources from the core program. Finally, a monitoring system
will be established to permit the follow-up of the PIP project-by-project.

19. The introduction of new projects in the PIP will satisfy the
following criteria: (a) for directly productive investments and economic
infrastructure, an internal rate of return of at least 10%; and (b) for
social projects, cost-efficiency criteria.

20. Budget Reform. The objective is to introduce a management tool
for the public expenditure program in 1989 and to evolve towards a unified
budget which would be introduced in 1991 and whose contents will be
consistent with the IMF’s presentation of government operations. In this
context, a transitional unified budget will be prepared in 1989 and 1990
and will include:



ANNEX V
Page 6

(a) the "Budget Ordinaire" (BO) and the "Budget Extraordinaire
d?’Investissement® (BEI), as provided for under existing budget law; and

(b) a "Budget Annexe" (not included in the existing budget law) but which
will include those PEP resources and expenditures not contained in the BO
and the BEI and for which monitoring will be done ex post. The reform of
the budget system will include changes in the procedures concerning
preparation, monitoring and contrel of the budget as well as of the public
accounting system. An action program will be defined by the Government
with the assistance of the French Ministry of Finance and will be agreed
with the World Bank before the release of the second tranche of SAL II. At
that time, the details and calendar of the action program will be
finalized.

21. Institutional Strengthening. A program designed to strengthen the
agencies responsible for the preparation, budgetization, programming and
monitoring of the public expenditure program will be launched in the
context of the SAC II with the support of the Third Technical Assistance
Project and the Economic and Public Enterprise Management Project financed
by IDA. To this end, the Government will prepare an action plan aimed at,
in the first instance, reinforcing the Ministry of Plan.

22. As part of the SAL II public expenditure component, the Government
will maintain the level of the civil servants in line with available
resources. With the objective of improving the efficiency of human
resources in the public sector, the Government will launch, in the context
of the SAL II, preparatory work to reinforce the planning and programming
of its human resources, including technical assistance, permitting,
therefore the estsblishment of its employment policy on a new basis.

C. The Public Enterprises

23. Burundi’s 57 public enterprises (PEs), most of which date from the
seventies, were set up to carry out a range of tasks: provide public
services, remedy the lack of private investment (which caused the public
sector to expand), and coordinate the various sectors of the economy.

These PEs currently assume a significant role in the economy, particularly
in the modern sector; they employ approximately 10,000 people and generate
approximately 5 percent of the country’s GDP. However, as a result of the
small size of the domestic market and distortions in the incentiye
structure, together with the lack of experience in commercial management,
certain enterprises face severe difficulties.

24, The Government’s objectives and strategy in the PE sector remain
basically the same as for the first phase of the adjustment program. A
program of public enterprise restructuring and revitalization is being
implemented in accordance with the following general principles:

(a) Cost-effective participation by the Government in those sectors that
require public investment (e.g., involving new activities or public
services that cannot be provided by the private sector);

(b) Maximization of value added to the national economy. Public
enterprises will be financially and economically viable, with each
required to cover, from its own resources, all operating expenses
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and at least part of investment expendiﬁﬁne. These enterprises will
be subject to the same fiscal legislat&onéaf private enterprises.

(c) The PE sector must generate profits for the vernment commensurate
with its investments. Coumercial or industrgal operations of PEs
will not be subsidized. The Government will ¢ontinue its policy of
more equal incentives for the publiq an& gt;vate sectors.

ity
25. Public enterprise pricing will, whenavetﬁ;bssible, reflect actual
costs or be determined by market forces. If bertahn public services are
provided below cost, then offsetting measures'wifl ‘be taken in the
performance contract or necessary funds w&ll 1nn1uded in the
Government’s current budget. =¥i{
."."' 2 A5

26. To assist with PE restructuring the' ‘Goy.

,J.

etﬁﬁgnt -established in 1987

a “Service Charge des Entreprises Publiques*l(s&m?fq “fhe SCEP will assure
that the PE sector is being restructured thxough ﬂﬁ&vatization of
activities of interest to private investora*an{ iiquidation of those
activities that are neither of strategic 1mppgtaqu to the Government nor
potentially profitable in the medium term. .Thosé, public enterprises that
are deemed essential will be rehabilitated on the basis of diagnostic
studies which will culminate in the negotiation of performance contracts
with the Government. The legal charters of PEs- wfll be revised to provide
greater management autonomy to these entetprised. :'.

27. New PEs will be created only provided that clear public interest
can be established that the activity is not atttac;ive to private
investors, and that a reasonable rate of return can be assured over the
medium-term. Government losn guarantees will be [ipiited to PE investments
of demonstrable public utility and economic viabi*idy and in cases where a
performance contract is in effect. - ’,3"

28. The Government will restructure select&d enterprises according to
their specific needs to ensure financial viahiligl over the medium-term.
The Government will proceed, where appropri a the cancellation of
reciprocal debts between itself and the enteg§ '

enterprises. L, 3, -..' ‘ 53 )
29. Strengthening PE management. The %b?etnméht has established a

“Fonds d’Intervention® to help £inance thelmeﬁgﬁilitation of selected
public enterprises. This Fund is supplied by ¢ouﬂ erpart funds generated
under the IDA-financed structural adjustment cte&lts. Disbursements are to
be made based on performance contracts prepared.by each eligible
enterprise. The Fund may be used to finance rehgbilitation investments,
purchases of spare parts or raw materials, staff training or re-training,
technical assistance, and the replenishmant df working capital. The Fund
will provide equity capital or loans.

30. The respective roles of supervisoty mihistgies, managing
directors, boards of directors and management commdytees for each
enterprise are to be reviewed, in order to: (i) avoid any overlapping or
conflict of authority; (11) decentralize decision-mieking powers to the
greatest possible extent, and (44i) give managers mgximum responsibility,

L *
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The new legal framework, which allows for changes in salary policies,
hiring and firing practices, while complying with the current Labor Laws,
will be implemented in 1988. Several sector studies, concerning tariffs,
incentives, privatization and financial flows will be completed before the
end of 1988.

31. A Management Information System (MIS) is being established to
collect data on PE production, personnel, sales, inventories and finances.
The system, which will be refined and in place by end-1988, will reinforce
senior management's capacity to analyze their firms’ performance. Periodic
performance charts will be prepared to monitor the impact of the sector on
public finances and on such key economic indicators as the balance of
payments and the stock of domestic and external debt.

32. Specific measures for individual enterprises. SCEP is carrying
out detailed studies on enterprises to determine the types of reforms
required. A second phase will cover finalization of the reform program and
preparation of an action plan.

33. A number of measures have already taken place or are currently
underway: .

(a) The laboratory component of LAPHAVET (Laboratoire Pharmaceutique et
Veterinaire) has been incorporated as part of the central
government and a decision has been made to subsidize ONT (Office
National du Tourisme) and CPI (Centre de Promotion Industrielle) in
view of their social and economic importance.

(b) Four loss-making enterprises of lesser priority -- AGRIBAL
(agricultural development), SUPOBU (fisheries), SOMEBU (studies),
SOBECOV (storage and marketing of agricultural products) -- have
been closed down, and committees have been established to oversee
their legal dissolution. The Government has also decided to
liquidate SOGESA (which administers ex-SOBECOV’s capital) before
the release of the second tranche of SAL II, and its capital will
be absorbed by the Central Government.

(¢) Reform programs will be implemented for the following five
enterprises as follows:

- CADEBU: This enterprise has benefited in the past from its monopoly
on compulsory-savings deposits. In the context of the liberalization
of the financial sector, the Government will abolish progressively
CADEBU’s monopoly on compulsory savings according to the performance
contract to be initiated in September 1988. Given CADEBU’s difficult
financial situation, the Govermment has decided as part of the
company’s performance contract to limit its medium- and long-term
activities and to place CADEBU under the BRB’s supervision in line
with a special set of regulations to be prepared during 1989.

- ONAPHA’s cost structure precludes it from competing successfully with
imported products even if its plant were modernized. In view of the
need to supply the Burundian population with low cost
pharmaceuticals, the Government has decided to abolish administrative
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restrictions and to seek private sector participation to rehabilitate
ONAPHA. The Government will provide no further subsidies or loan
guarantees to the enterprise. Liquidation will be envisaged, if
planned investments are not financially and economically justified,
or if private participation does not materialize. ONAPHA's
laboratory will be incorporated in the Central Government.

- OTRABU: With improvements in management, a restructuring of its
vehicle fleet and the adoption of a marketing policy geared to
lucrative markets, OTRABU could become profitable in the short term.
The rehabilitation program to be initiated before end-December 1988
will eliminate subsidies and will involve partial privatization
(i.e., conversion from an EPIC (Public Enterprise) to a SEM,
(Enterprise of Mixed Economy). The privatization study for the PE
sector which will be completed before end-December 1988 will
specifically examine OTRABU’s case.

- OTRACO: 1Issues are: the weakness of its internal management and
efficiency, and its dual role as a public service and a commercial
enterprise. The performance contract {(to be signed in June 1988)
will seek to define and quantify the respective responsibilities of
the State and OTRACO and will include a tariff adjustment, to ensure
that OTRACO maximizes cost recovery. A subsidy will be granted,
based on detailed cost estimates of the company’s public service
function, and will be explicitly identified in the national budget.

- VERRUNDI: The first phase of the diagnostic study emphasized the
company'’s severe debt problem, which is linked, in part, to the
devaluation of the currency. Improvements in the accounting system
have been proposed. A second phase of the study will examine the
overall operations and the economic position of VERRUNDI, and will
allow the formulation of a comprehensive recovery program. The

negotiation of a performance contract with the enterprise is planned
for end-1988.

34. Reform programs for another 10 enterprises will be formulated in
1988/89. Rehabilitation programs for a second group of enterprises will be
completed by end-1988. These include: REGIDESO (water and electricity
supply and distribution), MINOTERIE DE MURAMVYA (flour milling), three
import parastatals (EPIMABU, ONC, ONIMAC), and the LAITERIE CENTRALE DE
BUJUMBURA (milk production). The performance contract for REGIDESO is
planned to be negotiated and signed by January 1989. Reform programs for
a third group of enterprises -- COTEBU (textile production), ONL, SIP
(housing), and three state-owned hotels and ONATEL (telecommunications) --
will be prepared during 1989.

D. Monetary and Credit Policies

35. Burundi’s monetary and credit policies have been determined on the
basis of annual agreements between the Government and the Bank of the
Republic of Burundi (BRB) regarding the amount and terms of Central Bank
advances to Government. Other credit policy instruments have included
ceilings on credit expsnsion, managed through prior authorizations for
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loans in excess of a given amount, restrictive regulation of interest
rates, and liquidity coefficients and sectoral allocations for
rediscountable medium-term loans. While some of these monetary and credit
instruments may be maintained, new instruments will be introduced in order
to facilitate effective control of overall credit while deregulating the
economy.

36. Interest rates will be progressively decontroled leaving a greater
role for market forces and competition among commercial banks and financial
institutions will be encouraged. Efficiency of the financial sector has
been impaired by monopoly rights enjoyed by CADEBU (Caisse d’Epargne), the
savings fund, on compulsory-savings deposits, by the inability of public
enterprises to deposit funds in the institutions of their choice, and by
the practice of consortium financing for the coffee campaign. Moreover,
the discriminatory policy which has characterized the issue of Treasury
Bonds-has hindered rational resource allocation. Aware of these
deficiencies, the Government has decided to undertake reforms under the
gsecond structural adjustment credit (SAL II)., Reforms will: e) promote
market determination of interest rates; b) simplify an unwieldy interest
rate structure; c) liberalize Treasury bond (bons du Trésor) allocations
among financial institutions, through the introduction of an auction
system; and d) encourage the introduction of more flexible instruments of .
credit control.

37. Deregulation of interest rates. The Government recognizes that
competition among financial institutions is reduced as a combination of
minimum deposit rates and maximum lending rates places a ceiling on profit
margins. The ceiling may be counterproductive since it precludes financing
of higher-risk activities and is discriminatory with respect to both savers
and financial establishments. The Government is abolishing CADEBU’s
compulsory-savings monopoly, leaving to the market the role of setting
deposit interest rates on all forms of savings.

38. In order to correct the current discrimination ir interest-rate
determination and the allocation of treasury bonds, the Government has
decided to introduce an auction system, open to all financial institutionms.
The auction should facilitate the development of a domestic money market
which will provide a flexible mechanism for determining interest rates on
short-term funds. To promote swall savers, progressive-rate treasury bonds
will be issued starting in September 1988.

39. The process of interest-rate deregulation will take place in four
stages and by July 1, 1989, at the latest, financial institutions will be
permitted to set their rates (including commissions) for loans and
deposits. The Central Bank (BRB) will maintain two rediscount rates: a
normal rate and a preferential rate (i.e. to promote credit to export
sectors).

(a) At end-March 1988, the regulation of interest rates for non-
rediscountable loans was abolished and the minimum interest rate on
demand deposits in excess of FBu 100,000 was eliminated.
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(b) Before end-September 1988, deposit interest rates will be
deregulated with the exception of a minimum rate (currently 7
percent) on passbook savings deposits. The number of discount
rates and interest rates on rediscountable loans will be reduced to
three. Maximum commercial bank margins will be increased; however,
the differential between lending and discount rates will continue
to be regulated.

(c) Before December 1988 the number of discount rates will be reduced
to two. :

(d) Before July 1989 interest rates will be fully liberalized with the
exception of the two discount rates.

40. Refore of money and credit control instruments. To facilitate
credit control the Government has decided to iantroduce a reserve
requirement for banks and other financial institutions. Reserves can be
held in the form of treasury bonds purchased through competitive bidding
thus limiting potenti..l detrimental effects of this requirement on bank
profitability and promoting demand for treasury bonds.

41. The system whereby banks were required to obtain prior
authorization from the Central Bank before extending a loan which would
increase their exposure to a given borrower to FBu 10 million or more has
been eliminated at end-March 1988. The Government is aware that such a
system is not an effective instrument of control over the volume of credit
because: a) part of the small loans are not covered; b) the centralization
of information on bank exposure occurs with considerable time delay; and c)
the amount of outstanding prior authorizations always greatly exceeds
actual outstanding loans. Moreover, its use as an instrument of selective
control largely duplicates other instruments such as rediscounting and
liquidity coefficients.

42. Institutional measures. The Government will ensure that all
banking institutions are subject to the same degree of regulation and that
competition will be promoted. However, the COOPEC (Credit Cooperatives)
will be subject to special regulations to be put in place before 1989. The
system of compulsory savings will also be progressively liberalized. This
process will be launched at the time of the signature of the performance
contract for CADEBU (planned for September 1988) and will be carried out
during the SAC II period. The compulsory savings interest rates will be
set by the market. Over time the compulsory savings system which has
already been abolished in the rural areas, will be made optional.

E. Employment Policy

43. Most of the population is employed in the rural subsistence sector
where labor productivity and incomes are low and available arable land is
declining. Based on an annual population growth rate of 3 percent, an
estimated 60,000 persons enter the labor market every year; however, the
modern sector prcvides only 3,000 full-time jobs. The Government has
already introduced a number of reforms during the first phase of its SAP to
eliminate previous bias against employment generation. Measures to
reorganize and strengthen agricultural services, to reduce taxation of
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traded food products and to eliminate compulsory savings by small farmers
have been effective. Other reforms have promoted the development of inter-
regional trade and employment in the informal urban sector.

44, In the context of the second phase of its SAP, the Government will
introduce additional measures to strengthen incentives for small- and
medium-scale enterprise development and for employment generation. The
Government’s objectives are to liberalize the labor market, revise the
legislation on foreign labor, strengthen the role of the Ministry of Labor
in employment promotion, introduce measures to reduce the costs to
employers associated with employment and stimulate the development of
artisanal and informal activities. Unnecessary regulation of employment
will be abolished in order to pr)gressively reduce recruitment costs.
Information on the employment market and voluntary placement services
available to workers and employers will be improved. The tax system and
tegulations on commercial, industrial and artisanal activities will be
reviewed and revised, where necessary, tc promote small enterprise
development in the modern and informal sectors.

45. In particular, the Government will:

a) revise the labor legislation and recruitment procedures to
allow employers greater freedom to select employees without prior mandatory
consultation/approval by the Labor Department (DMO). The present
recruitment procedures, which are costly, will be improved. In return,
employers will be required to conform to national labor standards, to
protect the well-being of their employees and to give priority, given
equivalent qualifications, to the employment of Burundian nationals. The
revised regulations will also simplify and clarify the procedures for
promoting the “"Burundization” of employment and for providing support to
employers who take the initiative to provide training programs;

b) revise the role of the Placement Committee so &s to give it a
supervisory role over placement activities. The Commission will also,
where necessary, notify the competent authorities of its views regarding
employment problems; and

¢)strengthen the capacity of DMO to perform the functions of
evaluating employers’ specific skills needs.

46. The legislation on the employment of foreign labor will be
improved with a view to reaffirming on the one hand, the priority to be
accorded nationals, and on the other hand, the need to protect enterprises’
right to use foreign expertise when it is not available in the country.
In this respect, the following measures will be adopted: a) the Foreign
Employment Committee will be broadened to include employers and will
establish precise criteria for the granting of work permits to aliens; b)
whenever possible, working and residence permits will be issued for the
same duration; c) foreign workers who lose their jobs will be allowed to
seek another job without having their working permits automatically
revoked; aud d) the tax on foreign workers® earnings will be used for
training local labor.
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47. The Ministry of Labor will strengthen its activities concerning:
(a) the formulation and implementation of employment promotion policies;
(b) the evaluation of the impact of the revised investment code on
employment generation; and (c) the analysis of annual labor statistics to
determine recent employment and wage-structure developments. The Ministry
of Labor (in particular, its Studies Office and Manpower Department) will
be strengthened under a project financed by UNDP and executed by the ILO.

48. The Ministry of Labor will redefine the roles of its various
departments accordingly to strengthen planning and statistical functionms,
to introduce computerization and training activities and, finally, to
reallocate personnel to employment promotion activities. It will also
improve its collaboration with other ministries interested in employment
issues, such as the Interior, Trade and Industry, Civil Service and Health
Ministries and the Chamber of Commerce. Emphasis will be placed on social
dialogue and consultation in the context of the National Labor Council --
or in any other tripartite commission, with representative~ from the
Governmert, the Burundi Workers Union, and the employers. The sub-
committee for Human Resources Planning will be reinforced.

49. The Manpower Department (DMO) will continue to play an important
role in employment promotion, notably in the exchange of information
between job seekers and employers. To improve the DMO efficiency, the
Government will implement, in a progressive fashion, the following
activities:

a) establishment of a job-seekers’ data bank, classified by occupation
and skill levels;

b) computerization of placement operations;

¢) creation of a section specializing in the placement of managers,
supervisors and foremenj

d) development of an occupational classifications;

e) establishment of a Counselling and Guidance Office to foster mini-
business employment and self-employment; and

£) creation of a unit to provide liaison between services demanded by
the modern sector and services supplied by the informal sector.

50. These reforms of labor legislation and reglementation will be
implemented in two phases. During the first phase, which will be completed
by December 1989, the Government will take the necessary steps to
liberalize the recruitment procedures in the private sector. Before
December 1989, the impact of this first phase will be assessed, based on
surveys covering the views of all social partners. The second phase, based
on the results of the assessment, will envisage the extension of
liberalization to the parastatal sector.

51. Other Employment-Related Issues. In consultation with a
commission composed of representatives of the Ministry of Health, the

Ministry of Labor, the Burundi Workers Union and the Employers Association,
the Government will study alternative ways of improving the efficiency of
medical coverage of private-sector employees (currently 100% of expenses
are paid by employers). The principle of a “deductible” (where part of the
cost is borne by the employee) will be adopted in order to reduce the costs
to employers. To ensure that this reform is consistent with the existing
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systems and takes into account equity questions, the Government will
undertake this study in the context of the studies already in progress on
health service financing in Burundi (Health and Population Project).
Available options such as: (1) extending insurance coverage under the civil
service mutual insurance scheme (mutuelle) to private-sector employeesj
(11) creating a health insurance fund administered by the private sector;
and (ii1i) setting up a single, universal system, with employee
contributions administered by a health insurance department (such as the
civil service mutuelle) will be clarified. Recommendations will be
presented to the Commission at the end of 1988.

52. The Government will revise the Central Bank practice prohibiting
the importation of second hand technology in order to improve access by
small enterprises to capital goods. Such imports will have to be
accompanied either by minimum performance warranties or by s certificate
from a competent international organization attesting to the quality of the
equipment.

53. To promote job creation in small and medium enterprises, including
those in the informal sector, the structure of municipal taxes on
businesses in Bujumbura will be revised to improve equity and also to
provide greater incentives to job creation. Municipal taxes are currently
set on a flat-rate basis and change every year. They also discourage job
creation. (For example, a carpentry workshop employing three workers pays
a tax of FBu 10,000 a year whereas a workshop with one employee more pays
FBu 30,000). The reform will tske into account the need to ensure adequate
tax revenue to keep pace with the foreseeable development of the city of
Bujumbura and increasing costs that the Municipality of Bujumbura will have
to meet. The Government has also prepared tax collection and mansgement
reforms designed to ensure greater equity and to maximize tax revenue and
accounting reliability.

F. Agricultural Policy

54. The agricultural sector constitutes the base of Burundi’s economy,
accounting for more than 50 percent of GDP and contributing more than 80
percent of export earnings. However, the agricultural sector faces major
structural problems. Although output has kept pace with population growth,
the sector continues to be geared to subsistence farming and yields remain
low. Land availability is limited and likely to be exhausted shortly.
Cultivation of increasingly marginal land, progressive deforestation and
reduction in fallow acreage and failure to use fertilizer are among the
major factors responsible for declining land potential. Marketing of
produce is difficult with fluctuations in agricultural production

frequently resulting in a sharp fall in prices when surpluses cannot be
marketed.

55. Nevertheless, Burundi’s agricultural sector offers opportunities
for growth on a larger scale than in many other African countries. The
Burundian farmer has shown extraordinary ability to adapt to farming
conditions. The pressure on arable land has prompted farmers to adopt new
technologies in order to increase yields. Attention to applied research on
these new technologies is necessary and difficulties in marketing foodcrops
in the face of limited domestic demand present serious obstacles to the
promotion of higher-yield techniques.

*
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56. The Govermment®’s broad objectivex are as follows: a) meet the food
needs of a rapidly growing population; b) expand production and exports of
agricultural products; and ¢) increase farm incomes to enable the rural
sector to modernize and become a market for production from the industrial
sector. The strategy for the sector is based on: a) rational development
and utilization of the remaining available hill-slope and marsh land; b)
intensification of production by small farmers through development of
agricultural research (with a view to introducing new technologies), of
production (where economically justified) and distribution of inputs, and
of production support structures, including extension, credit and marketing
channels; and ¢) regional speciaslization with a view to maximizing
production by ecological zone.

57. Increasing Production of Export and Foodcrops. The Government is
fully aware of the critical role of agricultural exports in the balancing
of the country’s external accounts. It will continue to concentrate
efforts on increasing production and marketing of traditional exports as
well as on diversifying the range of non-traditional agricultural exports.
Targets for non-traditional products will be set based on a study of
Burundi’s comparative advantage. Products with a high unit value in
relation to transportation costs (essential oils, spices, exotic fruits,
horticulture, and medicinal plants) will also be considered. The cost of
farm inputs will progressively be transferred to farmers whose production
decisions will be adjusted to price signals for various crops.

58. Although there is little government intervention in foodcrop
pricing and marketing, price controls are in place for major export crops
(coffee, tea, and cotton). As a basis for refining Government'’s policy
regarding export crops, the Government will undertake an agricultural
comparative advantage study including an assessment of producer incentives
in light of production costs and world prices of those crops.

59. Concerning coffee, the objective is to increase production
substantially. The feasibility of this target will be examined taking into
account poor demand prospects on international markets, Burundi’s
vulnerability to transport conditions in its neighboring countries, and the
crop’s opportunity costs (given limited availability of arable land).
Burundi’s relative position in the world market for coffee will also be
assessed as well as the possibilities for penetrating markets for best
quality arabica coffee. In this context, the Govermnment will develop
(before September 1989) a long-term production strategy, based on the
results of the above-mentioned study.

60, An action program will be introduced to improve quality of
production and the efficiency of the coffee sub-sector. It will includes
(a) continued investment in coffee washing stations; (b) identification of
structures to ensure effective management of washing stations (producing
fully washed coffee); (c) strengthening of BCC’s management capabilities
and esteblishing a marketing and transportation strategy; (d) resolving the
problem of the “potato” taste which would upgrade the market image of
Burundian coffee; (e) increasing .he effectiveness of pricing policy
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through the introduction of a sliding scale for “fully washed coffee“, and
assessing the possibility of introducing quality bonuses for producers; and
(£) exploring the feasibility of placing OCIBU and BCC on a fee basis for
their processing and marketing services.

61. Government policies to increase food crop production include:

(a) Land settlement and development programs in the eastern part of the
country. In order to reduce risks of environmental deterioretion,
vulnerable areas will be set aside for other uses (forests, rangeland,
etc.). (b) A National Extension Unit (Service National de Vulgarisation)
will be estsblished to coordinate provincial agricultural services and
serve as a link between ISABU (research) and farmers, to disseminate the
results of adaptive research and to provide farmers’ feedback to ISABU.
Extension services will be strengthened and efforts will be made to develop
technical packages adapted to specific ecological zones. (c¢) Production of
selected seed is based on a large number of small seed multiplication
centers using ISABU’s foundation seed. The system has resulted in quality
discrepancies of multiplied seed and in yield increases of only between 10-
15 percent. In view of the selected seed’s greater vulnerability to
disease and weather, farmers prefer to use traditional seed. The
Government plans to improve the program of seed production. (d) Fertilizer
use is an important step toward improving yilelds, even before the
introduction of selected seed. Research on least-cost production is needed
to determine the cost-effectiveness of fertilizer use according to crop and
ecological zone. The Government intends to: (1) update and extend
fertilizer trial programs to mixed cropping typical of actual famm
conditions; (1i) conduct trials on combinations of chemical and organic
fertilizer; and (1ii) clarify import and supply policies. Fertilizer
marketing will be graduaslly entrusted to cooperatives or private
individuals, and financing could be provided by COOPECs (savings and loan
cooperatives). The Government will also examine the economic feasibility
of developing the Matongo phosphate deposits and of using lime. (e) The use
of pesticides, phytosanitary controls and improved on-farm storage
facilities is well within the grasp of the average farmer and could lead to
substantial increases in production. This technology has not been widely
disseminated due to a lack of funding; however, as part of the Fifth
Development Plan, a national phytosanitary service will be created in
ISABU. The above actions will be implemented in the context of the IDA-
financed Agricultural Services Project.

62. Forestry Production and Environmental Protection. The Government
intends to plant 300,000 ha of woodlots to meet construction timber and
fuelwood requirements. The following principles will be applied:

(a) promotion of tree planting by private individuals. Tree planting will
become an integral part of the farming system and a special program will
identify suitable species. The Department of Water and Forestry Resources
will produce the seedlings for sale to the private sector. Pricing for
wood products will be reviewed and rationalized to provide adequate
incentives for wood production. (b) Planting of protective woodland on
mountain ridges and other areas exposed to severe risk of erosion will be
continued. (c) Training of technical staff at all levels will be
encouraged.
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63. Until recently, efforts to protect soils have been restricted to
erosion control and the planting of protective woodlots, and have met with
only limited success. The Government®’s new policy will be based on an
ecosystem approach and on a better understanding of the watersheds under
development. Implementation of these programs will, wherever possible, be
entrusted to the local population, with the public authorities providing
only technical assistance.

64. Restructuring of the RDCs. RDCs currently have high
administrative costs that are unsustainable once foreign assistance has
been phased out. In addition, high overhead reduces the amount available
to assist project target groups. The Government will restructure the RDCs
as follows: a) streamlining administrative structuresj b) improving cost
recovery; c) transferring certain commercial functions to the private
sector; and d) making substantial improvements in organizational efficiency
enabling more resources to be transferred to producers. This restructuring
will include measures to strengthen the Central Government services which
must assume some of the tasks currently performed by the RDCs.

65. Rationalizing Agroindustrial Projects. Burundi has undertaken
four major projects (rice, edible oils, wheat and sugar), each of which
faces serious financial problems. The Govermnment has implemented a system
of high-yield rice which has been well assimilated by farmers. Yields are
high but an excessively high producer price has led to a unit cost
considerably above the import price. The Govermment will deregulate the
rice paddy market for the Imbo RDC no later than the 1989/90 crop year in
order to reduce imbalances in the sector and to promote exports.

66. The Government is currently looking into the feasibility of
extending processing capacity for oil palm. The choice of technology will
be based upon its economic return. In the event that economic and
financial profitability cannot be ensured the Government will not undertake
the investment.

67. SOSUMO (Societe Sucriere du Mosso) currently produces sugar cane
and a processing plant is in place with refining operations scheduled to
begin in June. However, a brief analysis of the domestic cost of sugar
production based on actual variable costs indicates that SOSUMO’s sugar
would most probably not be competitive with impcrted sugar in a deregulated
market. The Govermment will maintain its commitment (made under SAL I) not
to subsidize SOSUMO’s operations. The company’s working capital
requirements including losses incurred during the start-up phase will be
included in the financing plan under negotiation with the project’s
financiers. This financing plan will be submitted to the World Bank. An
in-depth study will be undertaken to determine the opportunity cost of
pursuing this project, including the identification of additional
investments with an economic rate of return above 10 percent. The study
will also assess the scope of reducing SOSUMO’s operating costs. The
consultant will be recruited prior to the effectiveness of the credit. The
conclusions of the study will be converted into an action program to be
prepared before December 1988. The Bank’s approval of this action plan
will be a condition of second tranche release. In any case, the
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Government will undertake to liquidate the enterprise 1f it 1is unable to
demonstrate that the project is economically viable in the longer term
following the first two years of operation.

G. Social Sector Policy

68. Despite economic and financial constraints the Government achieved
virtually all of its Five-Year Plan (1983-87) objectives for the health and
education sectors. Health care facilities are now available to roughly 70
percent of the population, an expanded program to immunize every child by
1990 appears feasible, one-third of the population has access to clean
water (compared with 10 percent in 1980) and practically all seven-year
olds were enrolled in school this year.

69. Nevertheless studies show that certain groups remain vulnersble.
Infant mortality is still one of the highest in Africa with roughly one-
third of children between one and three years of age suffering from
moderate to severe malnutrition. Lack of sufficient spacing of pregnancies
exposes mothers to caloric deficiencies while a new health problem, AIDS,
has potentially severe consequences for both mothers and children. Only 32
percent of the rural population has access to safe drinking water, and
sanitation and hygiene still require attention.

70. The Government’s social action program seeks to complement and
expand upon the existing national programs while addressing specific
poverty\problems. The main components are:

a) the provision of nutritional complements for malnourished
children;g

b) strengthening primary health care and supply of low cost drugs;
c) special programs targeted to womenj

d) specific studies and programs aimed at improving job creation;
e) the develo£ment of a food security strategys and

f) institutional measures aimed at improving the monitoring of the
social sectors and at strengthening coordination of social programs within
the Government. :

71. The following criteria will be applied in developing these
programs: (a) efforts will be targeted to reach beneficiaries without
overlapping with existing programs; (b) expenditures will be explicitly
budgeted to enable costs to be closely monitored; (c) in preparing these
targeted programs, least-cost solutions will be favored; and (d) these
programs will be designed to run for a limited duration and will be subject
to a thorough evaluaticn to ascertain whether they should be continued.

72, Improving Nutrition of Vulrerable Groups. Monitoring of young

children to detect those who are undernourished or vulnerasble will be
generalized in every health center throughout the country. Nutritional
instruction will be aimed at mothers, taking into account the local
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availability of foodstuffs and dietary habits. Food supplements will be
available at every health center and adequate nutrition for pregnant women
and nursing mothers will be included in maternal monitoring.

73. Priority will be given to the following activities: (a) The
Ministry of Health is currently studying the nutritional status of young
children. A program to supply nutritional supplements to severely affected
children will be prepared. (b) In conjunction with UNICEF, a program for
manufacturing infant cereal is under way in three processing plants owmed
by cooperatives. This program will be subject to a mid-term review and, if
results are favorable, will be extended to the rest of the country. (c) A
school health program to supply nutritional supplements to children of
primary school age and to disseminate relevant nutritional information will
be prepared.

74, Expanding Health Services and Access to Essential Drugs. The
Government will step up its efforts to improve maternal and child health
and family planning seirvices, including an expanded program on
immunization. The availability of consulting services for infants and
maternal monitoring will be enhanced. The Govermment will give priority to
expanding the network of primary health care centers and providing them
with qualified staff and sufficient equipment and supplies to enable them
to operate effectively. A national AIDS program which is being prepared
will be integrated into health services. The system for financing health
care services will be revised to improve accessibility of the poorest
segments of society. Health insurance cards will be distributed to the
entire population thus spreading the costs of services. Other health
insurance schemes currently in existence will be harmonized.

75. The Government’s efforts to improve access to essential drugs have
focused on providing the Ministry of Health with additional funds to buy
drugs, increasing the number of private pharmacies partially financed by
the Government through the Mutuelle system, and investments in ONAPHA.
Efforts of recent years have, however, been partially offset by price
increases. To reduce the cost of basic drugs and make them more readily
accessible, the Government will liberalize the importation of generic
drugs, while reducing customs tariffs of basic drugs. A treatment guide
for major diseases will be introduced to reduce unnecessary prescription of
drugs, and the Government will promote the use of generic drugs whenever
feasible.

76. The Government plans to distribute essential drugs through the
basic health care network. Inventory control in health centers will be
strengthened to prevent depletion of supplies or the accumulation of
excessive or outdated stocks. A cost-benefit analysis of the current
system for distributing medicines should examine the option of a more
decentralized system.

77. Special programs for women. A pilot "Women-Credit-Production®
program is being implemented in three provinces. The program will be
evaluated with a view to extending its coverage nation-wide.

78, Employment creation. The Government will undertake preparatory
work to identify and prepare specific programs in the following areas: (a)
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labor-intensive components of public investments, including the possible
reprogramming of identified operations; (b) the development or extension of
small productive projects to be supported by public and private donors
(e.g., small handicrafts, fish farming and livestock operations)j (c) a
viable rural housing credit scheme as a follow-up to a pilot project which
has -lready reached 18,000 rural families; and (d) technology improvements
in artisanal construction and the production of construction materiasls.

79. Food security strategy. The Govermnment will formulate a food
security strategy taking into account the studies already aveilable and
ongoing in the agriculture and nutritional sectors, which address in
particular the issues of food security and policy and will explore
available options to reduce the risk of food shortages in cases of drought
(early warning system, contingency plans, storage policy).

80. Institutional Strengthening. The Ministry of Plan will ensure the
coordination, preparation and implementation of the above mentioned
actions, which will be specified in the context of the UNDP/Bank Social
Dimension Project. This project will identify also the additional needs
for coordinating the preparation and implementation of the Government's
social action programs initiated by other government agencies or by various
public or private donors.

April 26, 1988

S.E. Gerard NIBIGIRA S.E. Pierre BINOBA
Minister of Planning Minister of Finance
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BURUNDI - STRUCTURAL REFORM PROGRAM (SAL II)
POLICY AREA ACTIONS TO BE TAKEN
BY GOVERNMENT TIMETABLE

1. MACROECONOMIC MANAGEMENT

a. Agree on macroeconcmic framework for 1989-91, lncluding
overall budgetary deficit, PEP and pllot consolideted

budget for 1989,

b. Agres on macroeconomic framework for 1969-82, including
overall budgetary deficit, PEP and pilot consolidated
budget for 1990,

¢. Adjust exchange rate as needed to maintain external
equilibrium

d. Monetary and credit reform (soe para.? below)

e. Adoption of financial program supported SAF and
strengthen PEP preparation (para. 8 below) .

2. TRADE AND INDUSTRIAL POLICY

Inport Liberalization:

8. Increase the celling below which banks are allowed to grant -

automatic |icenses from FBu 1 miflion to FBu 10 on .
b. Eliminate remaining import restrictions:
=~ on imports of luxury goods

- on Imports competing with production of ONAPHA, COTEBU and
VERRUNDI !

Asroe;ont on calendar of liberalization:
ONAPHA

COTEBU
VERRUNDI

Price iiberalization:
€. Review and sdjust water and electricity tariffs

Taritt R.fqrm:

d. Implement 8rd phase of tariff reform, with the objective to

‘reduce average tariff, while maintaining s neutral effect
on budgetary and balance of payment levels.

Export Promotion:
e. Promulgate decree on export promotion.
f. Set up 0ffice of Standards and Measures

g. Complete study of Burundl’s long-term export potential iIn
aanufacturing and services.

Investment Incentives:
h. Guarantes Fund internal proceduyres:

Preparation and spproval of internal procedures
Implementation

December 1988
(2nd tranche release)

October 1989
(8rd tranche releass)

During program

Durlng program
During program

April 1988

April 1988
Before end-1998
End-1988

March 1989

Docember 1988
(2nd tranche release)

During program

December 19088
(2nd tranche release)

April 1988
December 1888
December 1988

Aprtl 1088
June 1988 (Effuctiveness)
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BURUNDI - STRUCTURAL REFORM PROGRAM (SAL II)
POLICY AREA ACTIONS TO BE TAKEN
BY GOVERNMENT TIMETABLE
I. Elininate compulsory deposit required from foreign June 1988
importers when they have invested at least FBu 20 mililon
/ In productive sectors.
J. Remunorate compulsory deposits.
Announce measure . June 1888
Actual remuneration January 1989
k. Announce cbjectives and measures of SAP to Inform economic May 10688
agents and the general public and instill confidence in the
private gector.
3. PUBLIC EXPENDITURES MANAGEMENT
8. Agreement on the PIP:
Agrecment on 1988 PIP (size and structure) Aprll 1988
Agromnt on 1988-02 PIP based on detalled Infomt!on June 1988
(Effectiveness)
b. Agree on action plan to strengthen MINPLAN June 1988
€. . Agree on sction plan to strengthen cepacity in Finance and December 1988
sectoral ministries in support of budget reform. .
d. Lasunch public expenditures review ' May 1088
e. Agree on PEP for 1989-51 ond pilot unified budget for 1989 December 1988
(see 1.a sbove)
?. Complete TA survey e December 1988
8. Strengthen Civil Service Efficiency:
Define action program, lneluding recrultment procedures Septenber 1988
Launch sction program Dec. 1988 (2nd tranche)
h. Reform of budget/programming system and adopt effective Before end-1999

pubiic account!ng system.

4. PUBLIC ENTERPRISES ‘

8.

d.

G.

Adoption of decree on PE legal framework.

Liquidations:
SUPOBU, SOMEBU (documents)
SOGESA (decreo)
AGRIBAL

Signature of performance contracts:
OTRACO

CADEBU, OTRABU

ONAPHA

VERRUNDI

EPIMABU, ONC, ONIMAC
Rehabi | itation Programs for
REGIDESO

Minotarie do MURANVYA, Milk
plant, and COTEBY

Signature of performance contracts:
REQIDESO

Minoterie de MURANVYA, Milk

plant, and COTEBY

September 1088

May 1988 ard)
June 1988 (Effectiveness
Dec. 1988

June 1988

Dec. 1988 (2nd tranche)
December 1

July 1988
November 1988

Jan, 1989 (2nd tranche)
May 1989
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BURUNDI - STRUCTURAL REFORM PROGRAM (SAL II)
POLICY AREA ACTIONS TO BE TAKEN
BY GOVERNMENT TIMETABLE

f. ONL/SIP, ONATEL, Hotels:
Rohabll{hﬂon programs
Signature of performance contracts:

g. Launching sector studies ss basls for policy reforms:
Price/tariffs and incentive

system
Privatization
Reciprocal debts/ financial flows State/PE

h. Ioplementation of Management Information System (MIS)

6. AGRICULTURE

Coffes and Agricultursl Exports:

a. Revision of pricing system (echelle l;sobl le):
« i{ntroduce sliding scale for fully-washed coffee.
-~ annual revision taking Into account proliminery studies

b. Put in place technical assistance program to strengthen BCC
marketing capacity ,
¢. Study of comparative advantage of Burundi export crops.
Elaborate long-term strategy for coffes production based on
coffes opportunity cost and the anslysis of the
prospects for Burundl coffes on Internstions! msrkets.

gl. Implement research program to eoliminate coffee potato taste.
o. Study efficlient structure of management for washing

stations.
Inputs Policy: :
f. Elasborste lon?dhm poli on agricultural inputs; ovaluate
economic utilization of tcal fortilizers; !nptmt

nationa! program of improved seeds; improve participation
of private sector.

Agricultursl Sector PIP:

g. Sugar: Study on long-term feasibility of SOSUMO and

agreement on action plan.
s Implementation of the above sction plan
i. Rice: Liberalization of rice marketing for the 1989/60
ecrop year,

j. Palm Oti: Study of the projet to extend existing processing
capacity.

March 1989
September 1989
May 1988

May 1968
May 1988

.»Doeombor 19886

April 1088
March 1989
(2nd tranche)

Msy 1888

September 1989

During program
November 1988

During program In the
context of the Agric,
Service Project.

December 1088
(2nd tranche)
September 1969
{(3rd tranche)

December 1088
(2nd trancha)

December 1088
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POLICY AREA

ACTIONS TO BE TAKEN
BY GOVERNMENT

TIMETABLE

6. EMPLOYMENT POLICIES

a.

Ce

‘.

Liberalize system af recruitment: private aector
enterpriges will be able to recruit freely Burundian
fsbor. Revise role and functions of Placemant Committee.
Revise law on foreign labor.

- Submission of revised legislation acceptable to IDA
to the Netional Labor Council for approval.

~ Agreement on 2nd phsse prepared after assessment of
tirst phase reform.

Strengthening of services of Ministry of Labor:

~ Launching UNDP/ILO project to assist DMO

«~ Program to strengthen the ststistics on the informal
sector sccepted by the Labor and Trade and Industry
Ministries. ] :

- Strengthening the services In the Labor Ministry
responsible for employment promotion, -

Authorize imports of second-hand technology when
accompanied by performance gusrsntee certificates.

Adopt revised structure of municips! texes on small and
modiun enterprises. o) o

Study of health Insurance an for private employess:
~ TOR sccepted by Govt, Labor Union end Employers snd
Health Mintatry. L '

~ Proposition of new system

7. MONETARY AND CREDIT POLICIES

First phase:

a.

b.

(-

d.

Eliminate 8 priori credit authorization

First auction of Treasury Bills (subscription open to atll
finsncial institutions); calendar of issues for the 2nd
Quarter 1988, .

Dereguiate Intorest rates on non-resdiscoutable losns and
elininate minimum intorest rates on sight deposits.

Implement Compulsory Resarves System.

Second phqao:

f.

g.
h.

1.

Issue of Tresu~y Bonds with progressive rate .
Reduce number of rediscount rates from 6 to 8.

Reduce number of maximum interest rstes on rediscountsble
crodits from 8 to 8. )

Revise use of medium term liquidity ratios.

June 1988
(Eftectiveness)

December 1989 -
(3rd trancho relesse)

June 1988
December 1988

December 1988
(2nd tranche release)

April 1988

_Aprit 1988

June 1088 ‘
Deconber 1986 -

April 1988
Mey 1088

April 1988
April 1988
September 1088

September 1988
Septenber 1988

September 1988
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BURUNDI - STRUCTURAL REFORM PROGRAM (SAL II)
POLICY AREA ACTIONS TO BE TAKEM
8Y GOVERNMENT TIMETABLE

Third phese:

wmmmame

Jj. Reduce number of rediscount rates to 2 (normal and
preferentisl rates).

Fourth phase:

k. Liberalizstion of the 8 maximum lending interest rstes and
of the minimum deposit rate on ssvings deposits.

Other actions:

1. Agreement with IDA on actioa program for CADEBY

m. Completion of first phase of liberalization of compulisory
savings.

n. Adopt procedures for the National Garantee Fund.
o. Revise the res! estate code provisiong granting the

Treasury sn sbsolute priority on collateral property to the
detriment of all other lien holders.

8. SOCIAL AND POVERTY ALLEVIATION PROGRAMS

s. Request to join the Social Dimension of Adjustment project
financed by UNDP and executed by the Bank.

b. Define and agree on prograsm of well targetted poverty
alleviation actions.

¢. Preparation of s monitoring system

9. FOLLOW-UP ON SAL

a. Reinforce Comite do Suivl with permanent secretariat and
adoption of syatem of indicators.

b. Coordinate closely with Reslident Mission

December 1988
(2nd tranche releasse)

July 1989

May 1988 (Board)

October 1989
(8rd tranche relesse)

June 1988
(Effectiveness)
June 1988

April 1988
December 88
(2nd tranche release)

During program

April 1988

Durling program.
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ANNEX VI
DISBURSEMENT, PROCUREMENT, ADMINISTRATION AND AUDITING
1. The credit would reimburse 100 percent of the CIF cost of eligible

imports, subject to documentary evidence that they have been paid for on or
after credit signing. However, retroactive financing will be permitted for
those eligible imports made before the date of agreement but not before
April 1. 1988, up to an amount equal to US$18 million. Public and private
sector imports would be eligible, except for military equipment and luxury
consumer goods. Imports financed by other sources would not be eligible
for IDA financing. The Central Bank would be responsible for assembling

requested supporting documentstion collected from the commercial banks, to
" be provided as follows: for small contracts between US$10,000 and
US$500,000 equivalent, statements of expenditures will be used. All
documentation including invoices will be retained by the Central Bank for
periodic examination by Bank staff. The statement of expenditures would be
signed by the Central Bank and would include the country of origin, a
description of goods, the date ¢f payment, the currency in which the
payment was effected, the exchanzs rate used and the US dollar equivalent
charged to the Special Account, uind the name and address of the final
beneficiary. For all contracts above US$500,000, full documentation would
accompany withdrawal spplications. 1In order to facilitate disbursements,
two special accounts, one for IDA funds and one for the SJF Japanese grant
would be established in the Central Bank in its name into which the IDA
would make two initial deposits. The initial deposits into the special
accounts will be US$15 million for IDA funds and US$5 million for Japanese
grant funds. The special accounts would be replenished at regular
intervals against withdrawal applications, for a minimum of US$500,000
each.

2. To facilitate the monitoring of the use of funds under the Credit,
expenditures would be subject to verification by a reputable inspection
firm of quantities and of quality, and except in cases of ICB, prices. The
audit report would include a qualified opinion on these verifications.
Special Accounts and the statement of expenditures would also be audited by
an independent auditor.
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