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The twin shocks of the pandemic and the coup pushed
the economy into a recession in 2020. Real GDP is
estimated to contract by 2.0 percent (49 percent in per
capita terms) in 2020. The containment measures from
mid-March to early May 2020 hampered economic activity
in the sectors that source-critical imports from abroad,
depend on international traveling and those more reliant
on face-to-face interactions for service delivery. On the
demand side, private consumption declined, due to lower
remittance inflows, households’ response to the health
hazard, and containment measures. Non-priority public
investment was curtailed to accommodate COVID-related
expenditures, and donor disengagement after the military
coup. Inflation picked up in May and continued to rise due
to low cereal output and supply chain disruptions.

The fiscal deficit increased to 5.5 percent of GDP in
2020. The pandemic’'s economic toll and the slowdown in
international trade slowed domestic revenues. Authorities
responded with an ambitious COVID-19 emergency
response plan (2.3 percent of GDP). Therefore, both the
spending increases, and revenue shortfalls contributed to
a higher fiscal deficit. Meanwhile, external support from
international communities was delayed after the military
coup. Public debt subsequently increased to 441 percent
of GDP. Notwithstanding this increase, Mali remained at
moderate risk of debt stress with some space to absorb
shocks (joint IMF/World Bank Debt Sustainability Analysis
(DSA), February 2020).

Despite relatively lower remittances, the favorable terms
of trade and the lower import demand strengthened
the external position. Both export and import shrank in
2020. This was, however, offset by a strong improvement
in the country’s terms of trade as the main export, i.e,
gold prices appreciated and oil prices decreased, leading
to a narrowing of the trade deficit. Meanwhile, remittance
inflows decreased in 2020 with the global recession and
official transfers were limited due to donors’ temporary
disengagement after the military coup. As a result, the
current account deficit is projected to have narrowed to 2
percent of GDP in 2020. This led to a strengthening of the
external position despite lower financial and capital flows.

The economy is projected to gradually recover, with
real GDP growth projected at 2.5 percent in 2021 and 5.0
percent in the medium term. The recovery is expected
to be driven by higher private consumption and public
investments on the demand side and supported by
a rebound in agriculture and services on the supply
side. Revenues are projected to increase alongside
the economic recovery, while expenditures, especially
emergency spending should decrease as the pandemic
wanes down. This will lead to a stabilization of the fiscal
balance in 2021 and a gradual convergence towards the
WAEMU ceiling by 2024. Public debt will also increase in
2021 before stabilizing around 47 percent in the medium
term. Inflation will continue to pick-up but remain below
the Central Bank's target of 2.0 percent. The favorable
terms of trade that the economy enjoyed over the last
couple of years is expected to narrow, which combined
with higher private demand will lead to a deterioration of
the current account.

Downside risks to the outlook are significant. Recent
containment measures during late December 2020-early
January 2021 suggest that a return to stricter confinement,
which could slow the recovery in private consumption
remains possible. In addition, rising insecurity in the
Center region, a traditional stronghold for farming,
hangs over agricultural output and rural incomes, as do
unexpected climatic shocks such as the recent flooding
in June-July. Meanwhile, a tumultuous transition, with
heightened social tensions could add more uncertainty to
the economic recovery and depress private investments.
Key external risks relate to a weak global economy, with
a prolonged pandemic, and an abrupt reversal of the
positive terms of trade that the country experienced in
recent years.

The impact of the pandemic on the private sector is
substantial and widespread especially on secondary
and tertiary sectors, while medium firms among all sizes
appeared most impacted in a recent firm-level survey.
The Business Pulse Survey (BPS) conducted by the World
Bank shows that by June 2020, over 83 percent of the
interviewed firms reported a loss in revenue while over 12
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percent of businesses were forced to close. Medium-sized

firms were the most affected in terms of business closures
and in the reduction in regular workforce. Smaller firms
claimed the highest share of registering a loss in sales
while medium firms filed the highest share in cases of a
severe loss in sales. The service sector was directly affected
by temporary containment measures with varying degrees:
while education, tourism, hospitality, and retail were
among the most affected, other services such as finance
and health experienced limited impact on operations
and sales. The industry was equally affected according to
the survey. The manufacturing sector, in particular, may
even experience prolonged impact and slower recovery,
as the sector is more exposed to disrupted value chains
and impacted by a decline in private consumption which
would recover only gradually.

The COVID-19 crisis has reversed much of the poverty
reduction progress achieved in Mali over the last decade.
Between 2011 and 2019, the official national poverty rate
fell from 454 percent to 42.3 percent. Though modest
in percentage terms, these gains represent a million
people rising above the poverty line. However, in 2020 a

combination of emergency health measures, precautionary
behaviors by firms and consumers, and slowing global
economic activity resulted in job losses, declining labor
income, rising prices, and diminished remittance inflows.
As a result, the national poverty rate is expected to rise by
about 5 percentage points in 2020, reflecting an increase in
the poor population of almost 900,000. Meanwhile, school
closures are expected to further weaken educational
outcomes among the current generation of school-age
children. The ongoing crisis is also increasing the intensity
of poverty for many of the country’'s poorest households.
These losses, combined with the pandemic’s direct impact
on public health, are likely to be felt for decades to come.

COVID-19 and social crises posed new challenges to
macro-fiscal sustainability. The Government has managed
to maintain macro-fiscal stability until recently, which
however has not translated into physical and human
capital accumulation. Mali ranks near the bottom of the
Human Development Index (HDI) and the Human Capital
Index (HCI). The COVID-19 crisis and the 2020 military coup
ended a period of relatively good economic growth and
pushed the fiscal deficit to a high not seen since 2000. The



Government, therefore, faces the challenge of balancing
the pressing need for social and investment spending
while maintaining fiscal sustainability.

Public finances have not been strengthened in recent
years and continued reforms will be needed to maintain
fiscal and debt sustainability. To maintain sustainable
debt levels and contain its liquidity risks, it will be essential
to expand its tax base, reduce the fiscal risks of its SOEs,
undertake various fiscal savings measures, lengthen the
maturity of its domestic debt, and obtain grants for budget
support. Continued reforms in public finance management
will be needed, while efficiency for social spending should
also be improved.

Looking ahead, policies to support the private sector
can focus on enhanced infrastructure and business
environment with targeted sectoral support, and the
policy making needs to consider a choice between
social protection and the aid to individual businesses.
Continuing the ongoing enhancement of the physical and
digital infrastructure would improve the overall business
environment and revive growth. Inclusion of the rural
development in legal and financial aspects are equally
important. Given the large informal sector which may have
grown larger during the pandemic with workers pushed
back to part-time or informal jobs, it is important to decide
when to prioritize workers through social protection
mechanisms vis-a-vis business support targeting firms.

The crisis offers an opportunity to build back
educational systems stronger and more equitable than
before. As rules around social distancing are gradually
relaxed, systems need to ensure that schools reopen

safely, student dropout is minimized, and learning
recovery starts. An immediate policy option to focus on
is the development and implementation of remedial
education, accelerated learning programs, and revision
of the academic calendar and examination schedules to
allow effective school continuity particularly in poor and
conflict areas. Medium-term policies in the aftermath
of the pandemic would be the: (i) enhancement of the
immediately established remote learning platforms within
the ministry of national education and (ii) development
of digital teaching content for each education level in full
alignment with the existing curricula. Longer term policies
would be to establish a virtual library with an inventory of
national and international teaching resources to be used
for remote learning programs to be delivered through
existing channels (radio, television, mobile phone, and
internet). These policies would make the country resilient
to future disruptions.

Given limited resources, policy prioritization, effective
implementation should be emphasized and in line with a
general framework of medium-term fiscal consolidation.
A COVID-19 response plan was put in place in April 2020,
with an uneven level of implementation. Lessons should
be learnt with improved oversight of COVID-19 fund
execution. Meanwhile, the enduring structural deficit
and increasing resort to domestic short-term financing
add to the risks on fiscal sustainability, which is further
aggravated by the 2020 twin crises. The broad direction
for fiscal policy changes points to the need to mobilize
more domestic revenue and reform public spending to
increase the fiscal space for higher quality services and
investments, while reducing the overall deficit.
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ECONOMIC UPDATE IN THE TIME OF COVID-19

2.1 RECENT ECONOMIC DEVELOPMENT AND OUTLOOK

After robust growth in 2019, the ongoing COVID-19 pandemic and August military coup in 2020 triggered an economic
contraction rolling back poverty reduction by halfa decade. The containment measures to combat the health crisis disrupted
and slowed business operations. The external balance strengthened due to improved terms of trade. Growth and poverty
reduction are expected to gradually recover over the medium term. The outlook is tilted to the downside with risks from the
political transition, rising insecurity, persisting COVID-19 impacts, and climatic hazards.

211  RECENT ECONOMIC DEVELOPMENTS

The twin shocks of the pandemic and the coup have
pushed Mali’s economy into a recession.

The pandemic, the military coup and an unsuccessful
agriculture campaign have interrupted a stretch of
strong economic growth. Mali averaged 5.1 percent real
GDP growth over the period 2014-2019. But the pandemic
as well as the military coup of August 2020 have led to
a contraction of economic activity, plunging the country
into its first recession since 2012, when the country had
a military coup. Real GDP is projected to have contracted
by 2.0 percent in 2020 (4.9 percent in per capita terms).
All major drivers of growth in recent years including
export and subsistence agriculture, cattle husbandry,
construction, and several service sectors were

severely affected.

Mali's economy was hard-hit by the pandemic and
related containment measures. Restrictions to mobility,
behavioral responses to the pandemic along with supply
chains disruptions have dampened domestic activity.
Real Gross Domestic Product (GDP) decelerated due
to a contraction in the service sector, especially in the
hospitality sector, education and retail trade, as a result
of school closures, social distancing measures during
March-April that slowed face-to-face services and travel
restrictions. Meanwhile, difficulties in the access of
critical imported inputs and lower public investment
demand slowed the construction sector. In contrast, gold
extraction, which benefited from higher gold prices in
2020 and telecommunications showed signs of resilience,
highlighting limited frictions to service delivery and
increased demand despite the restrictions to mobility.

The military coup of August and its consequences
exacerbated the growth downturn. Real GDP was further
hampered by the socio-political crisis that culminated in
the August 2020 coup. The ECOWAS partial and temporary
blockade on external trade and financial flows during
late August-early September compounded the trade
disruptions created by the pandemic, by further limiting
access to critical inputs and services for businesses,
interrupting the cross-border transportation of goods,
and halting international payments. Retail trade, transport
and telecommunications, already hurt by the pandemic,
were also the most severely affected by the disruptions
caused by the coup. These sectors are reliant on regional
supply chains, as they source their imports through the
neighboring ports of Abidjan and Dakar. In addition, the
behavioral response of households and firms to the
uncertainty entailed by the sudden stop of institutional
order further slowed economic activity.

For the first time since 2013, agriculture contracted
sharply. Real value added in agriculture contracted in
2020. This is mainly driven by a sharp reduction of output
in export agriculture (cotton production decreased by 79.0
percent y/y), reflecting a poor management of the cotton
campaign, linked to low farmgate prices, and disputes
over fertilizer subsidies. This adds to a less severe drop
in food agriculture as a result of lower cereal production
inherent to the combined effects of localized floods during
June-July, difficulties in the imports of fertilizers and
rising insecurity in the Center region. The low agriculture
supply had knock-on effects on agri-food transformation
and textile manufacturing, both of which source their
main inputs from the sector, even more so in a context
of COVID-19 induced disruptions to regional trade.
Meanwhile, as complements to agricultural outputs, cattle
husbandry activities, which are predominantly performed
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in the Northern regions decelerated 2020 on account of
the persistent insecurity in the region.

The recession in 2020 was driven by a fall in private
demand and public investment. The pandemic, associated
restrictions on mobility, lower remittance inflows and
households’ response to the health hazard led to a
sharp decline in private consumption. Meanwhile private
investment was dampened by the global recession and
international investors’ limited appetite for foreign direct
investments, combined with the political uncertainty
induced by the August 2020 military coup. Public
consumption rose to accommodate the higher social
spending needs to combat the effects of the pandemic, but
non-priority public investment was curtailed, reflecting
tighter external financing as several donors temporarily
disengaged after the coup. Favorable terms of trade kept
exports revenue strong despite an unsuccessful cotton
campaign, and the decline in service exports in relation
to border closures affecting tourism services and various
disruptions to transportation. At the same time, imports
decreased as a result of the lower private demand.

The fiscal deficit rose to accommodate a fall in tax
revenues and pandemic-related spending pressures.

The fiscal deficit is projected to have widened to 5.5
percent of GDP in 2020. On April 27, heads of states of the
WAEMU declared a temporary suspension of the group’s

growth and stability Pact, including the 3 percent of GDP
fiscal deficit rule to allow member-countries to raise their
overall fiscal deficit temporarily and use the additional
external support provided by donors in response to the
COVID-19 crisis. The increased deficit (including grants)
in Mali mostly reflects pandemic-induced spending
pressures, revenue shortfall due to reduced economic
activities, and delayed external financing after the August
18 coup. The deficit was financed with new issuances on
the regional market and support from

international donors.

Domestictax collections collapsed during March-April but
have recovered after the ease of confinement measures.
Low digitalization of the revenue administration combined
with the restrictions on face-to-face interactions to
contain the pandemic led to a sharp decline in domestic
tax collections in March and April. But monthly domestic
tax revenues recovered averaging 7.6 percent y/y during
May-November consistent with the gradual return of
daily activities in workplaces, groceries and recreational
facilities after the ease of confinement measures in
early May. The recovery was led by direct tax collections,
especially from large firms as the economy gradually
recovered and authorities ramped up the mobilization
of overdue income taxes in H2 of 2020. Custom duty
collections declined during Q1- 2020, with the slowdown in
international trade but partially recovered in the second
half of 2020.



Total revenues fell in 2020 as grants collapsed, but tax
revenues outperformed the target in the revised law.
Total revenue (including grants) reached CFAF 1,623 billion
in 2020 compared to a target of CFAF 1,930 billion in the
revised budget law and CFAF 1820.6 billion in 2019. The
shortfall is due to a low mobilization of grants (CFAF 113.4
billion collected comparedto CFAF 413.5billioninthe revised
budget law) in relation to the temporary disengagement
of donors after the military coup. Meanwhile non-tax
revenues reached CFAF 67.0 billion, below the target of
CFAF 85.2 billion in the revised budget law, reflecting
delays in the sale of a third telecommunication license.
In contrast, tax revenues reached CFAF 1442.6 billion in
2020, slightly outperforming projections in the revised
budget law (CFAF 14315 billion), despite indirect taxes
underperforming due to lower VAT collections against a
backdrop of tax exemptions to help firms and households
cushion the effects of the pandemic.

Public spending increased in 2020 as a result of
emergency spending to combat the pandemic. Public
spending reached CFAF 21849 billion at end 2020,
compared to a target of CFAF 2566.5 billion in the revised
budget law and CFAF 2075.6 billion in 2019. However, capital
spending declined, reaching CFAF 613.8 billion at end 2020,
compared to a target of CFAF 891.6 billion in the revised
budget law and CFAF 655.9 billion in 2019, highlighting the
curtailing of non-priority spending after the retrenchment
of donors. Meanwhile current expenditures reached CFAF
1571 billion at end 2020, below the target of CFAF 1674.9
billion in the revised budget law but above the level of
2019 (CFAF 1419.7 billion). The bulk of additional current
expenditures in 2020 is linked to the rising wage bill and
the emergency COVID-19 spending, including an emergency
health plan and purchase of medical supplies (CFAF 56
billion), support to households with income transfers to
the most vulnerable6 (CFAF 122 billion), support to the
economy (CFAF 52 billion) with a guarantee fund to private
firms (CFAF 20 billion).

However, key measures to combat the pandemic were
not fully executed by end 2020, though some progress
was noted early 2021. The package (Box 1) was anchored
in the revised budget law. Despite delays due to the social
events and the August coup, the transitional government
adopted the revised budget law in September 2020 and
committed to the emergency spending. However, some
of the measures experienced a low execution. Of the
special fund of CFAF 100 billion (1.0 percent of GDP) set
up to provide income transfers to the poorest households,
no disbursements were made at end 2020, and barely
CFAF 2.8 billion (2.8 percent of the earmarked amount)
of transfers was distributed to 31,026 households in the
Bamako district in February 2021. The low execution is
related to delays in the consolidation and expansion of
the Unified Social Registry (RSU). Meanwhile, only half of
the CFAF 20 billion guarantee fund to private firms, was
made available by end January 2021, due to delays in the
transfer of funds from the Treasury to the Private Sector
Guarantee Fund (FGSP).

Public debt rose, as a reflection of the larger fiscal deficit
and expensive domestic debt financing

Total public debt rose in 2020 due to pandemic-induced
higher financing needs and the retrenchment of donor
support. At end 2020, Mali’s stock of total public debt
reached CFAF 4,549 billion (to 441 percent of GDP) from
CFAF 4106 billion (40.5 percent of GDP) in 2019 as revenue
shrank, financing needs emerged to mitigate the pandemic
crisis, and budget support from international donors
retrenched following the coup. This level approaches the
debt-ratio prior to the debt relief in 2006. External public
and publicly guaranteed (PPG) debt reached CFAF 2,676.9
billion in 2019 (26.4 percent of GDP) and slightly increased
to CFAF 2713 billion in 2020 (26.3 percent of GDP). The stock
of domestic debt which increased substantially in recent
years from 6.3 percent of GDP in 2014 to 12.7 percent of
GDP in 2018 (CFAF 1,204 billion), further accelerated in
2020, reaching CFAF 1836 billion (17.8 percent of GDP). This
reflects both the widening of the public deficit in relation
to the pandemic outbreak, and the contraction of external
financing after the coup.
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Box 1. Government fiscal measures against COVID-19

To contain the social and economic fallout of the pandemic, a package of supportive fiscal measures was announced at the beginning of
the pandemic, covering healthcare, cash transfers to vulnerable households, social safety net, private sector and support for key public
utility companies. The package, totaling 2.7 percent of GDP, consists of spending increases in expenditure and temporary tax relief measures.
Spending increases included healthcare, cash transfers to vulnerable households (around 1 million people), free distribution of cereals and
livestock feed to vulnerable populations (about 700,000 people) between May and September, free water and electricity provisions for families
covered by the social tranche for April and May 2020, endowment to the private sector guarantee fund to guarantee the financial needs of
SMEs and subsidies to water and electricity companies for investment purpose. Temporary tax relief measures include import duty exemptions
on rice (160,000 tons) and milk (6,000 tons), VAT exemption on water and electricity bills during April-June, exemptions from the flat-rate
contribution of fixed employer contributions (CFEs) and housing tax (TL), and reduction in the synthetic tax (taxe synthétique) during April-
December and reduction in penalties accruing on tax arrears for audited firms.

The implementation is not entirely satisfactory due to delays and lack of funding partially related to the political crisis. COVID-19 restrictions
on public employees since March 2020, political crisis since April 2020 and the military coup in August 2020 delayed the implementation of
policies, especially those that require community mobilization. Economic sanctions and delayed international support after the coup further
limited the fiscal space. By the end of 2020, the healthcare response program is partially executed (spending completion rate at 73 percent).
The distribution of basic food items to vulnerable communities (e.g., cereals) has been completed. However, no disbursement was made for
the special fund for vulnerable households. The program started to roll out in 2021. As of the end February 2021, a total of CFAF 2.7 billion (2.7
percent of the earmarked amount) was distributed to 31,000 households in the Bamako district only. Similarly, only half of the CFAF 20 billion
guarantee fund to private firms, was made available by the end January 2021. Meanwhile, support to public utilities companies were fully
executed by the end of 2020
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Table 2.1. Key fiscal measures against COVID-19 and execution (2020 - 21)

2020 Budget 2020 Execution 2021 Budget
CFAF (bn) | %GDP | CFAF(bn) | %GDP | CFAF(bn) | %GDP
1. Household support measures 122.0 1.4 121.6 1.2 15.0 0.1

1.1 Special fund for the most vulnerable households' 100.0 1.0 100.0 1.0
1.2 Free distribution of cereals and feeds 15.0 01 12.9 0. 8.0
1.3 Import duties exemptions on rice and milk* 6.5 0.1 / / /
1.4 Free water and electricity bills 70 0. / / /
1.5 VAT exemption on water and electricity bills* 8.7 0. 8.7 0.1 0.0
1.6 Social Safety Net 0.0 0.0 0.0 0.0 70
2. Business support measures - - -

2.1 Exemptions of employ contribution and housing tax 1.8 0.1 /
and reduction of synthetic tax*

2.2 Reduction in penalties accruing on tax arrears* 31.9 03 / /
3. Measures to support the economy 52.0 0.5 42.0 0.4 i 0.5
3.1 Endowment to the private sector guarantee fund 20.0 0.2 10.0 0. 0.0 0.0
3.2 Support for the Electricity Sector (EDM) 170 0.2 170 02 0.0 0.0
3.3 Support for the water sector (SOMAGEP) 15.0 0. 15.0 0.1 75 0.
3.4 Support for the cotton sector (CMDT) 40,0 04
4. Healthcare 40.0 0.4 30.4 0.1 25.0 0.2
Total
Total expenditure 214.0 21 204.0 yAl| 875 08
Total tax relief (estimates) 589 0.6 8.7 0. 0.0 0.0

Source: World Bank staff calculation based on MEF information, of which “2020 budget” is the approved budget of the revised 2020 budget law (September 2020), “2020
execution” is actual budget execution information provided by the General Directorate of Budget (DGB), and “2021 budget” is the approved budget of the 2021 budget law
(January 2021) with details provided directly by the DGB.

Note: 1/ The measure includes a one-time cash transfer to poor households. By end 2020, the total amount has been budgeted for and at the disposal of the related
government unit for the transfer operations which continued in 2021. As of March 2021, 30 percent is expected to be disbursed in the first round to households registered in
the unified social registry (RSU). The exact modality for providing the remaining 70 percent of the social support is still under consideration and in consultations with local
authorities and civil groups.

* Amounts on tax relief measures are estimates, and not included in headline budget expenditures (in bold).
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Mali's public debt remains sustainable with a moderate
risk of overall and external debt distress. The IMF-World
Bank debt sustainability analysis (DSA) performed in
December 2020 suggests that overall public debt dynamics
remain sustainable, with some space to absorb shocks.
Under the adverse scenario of a one-off extreme shock
to commodity prices, the present value (PV) of public
debt to GDP rises but remains consistently below the
appropriate thresholds over the projection period. Over
two thirds of external debt consist of concessional loans
with multilateral lenders, and the other one third with
bilateral lenders.

Contingent liabilities related to SOEs continued to
increase in 2020, adding to fiscal risks. In recent years,
inadequate revenue and subsidies have resulted in
losses and forced several SOEs (mainly CMDT, EDM and
SOMAGEP) to borrow from suppliers and banks, leading
to an acceleration of contingent liabilities. Moreover, the
recession in 2020 affected revenues and deteriorated the
financial situation of the state-owned utilities EDM-SA and
SOMAGEP-SA, which in turn resulted in additional spending
pressure. The emergency COVID-19 response package
included new subsidies to the tune of CFAF 17 hillion to
EDM and CFAF 15 billion to SOMAGEP, to support and help
both firms cushion the adverse effects of the pandemic.
On the other side, the financial position of the Cotton firm
CMDT has deteriorated due in part to the accumulation
of subsidy arrears over the last few years, estimated at
CFAF 877 billion (0.8 percent of GDP) at end 2020. Public
firms have thereby become the main source of
contingent liabilities.

The external position has been supported by import
compression and favorable terms of trade.

Export earnings strengthened despite the unsuccessful
cotton campaign, due to higher international gold prices.
Exports are projected to have reached CFAF 2757.0 billion in
2020 from CFAF 2530 billion in 2019, corresponding to a 9.0
percent increase (y/y). Earnings from goods exports (10.7
percent y/y) surged as a result of high international gold
prices in 2020 while revenues from service exports (2.0
percent y/y) declined, despite higher prices, reflecting

travel restrictions to combat the pandemic and supply
chains disruptions which affected tourism and transport
exports. Over the first three quarters of 2020, the value of
quarterly gold exports (85 percent of total exports during
the period) grew on average by 6.6 percent (y/y).

The combination of lower oil prices and a contraction in
private demand contributed to a decrease ofimportvalue.
Imports is projected to have reached CFAF 3,269.0 billion
in 2020 from CFAF 3653.1 billion in 2019, corresponding to
a 10.5 percent decrease (y/y). This pattern is consistent
across both goods and service imports and relates to the
decline in private consumption alongside the domestic
recession, pandemic-induced supply chains disruptions
both globally and on regional markets, and the temporary
ECOWAS trade blockade in August-September. In addition,
lower energy prices further contributed to a reduction
of the import bill. Mali’'s merchandise imports in 2020
continued to be dominated by energy products (24.2
percent of imports in Q3), minerals (7.3 percent in Q3),
food items (5.5 percent in Q3) and cars (5.4 percent in Q3).
Service imports on the other side remain concentrated in
transportation and insurance services.

Despite lower remittances, the favorable terms of trade
and the lower import demand led to a strengthening
of the current account balance. Both export and import
volumes shrank in 2020 due to the unsuccessful cotton
campaign, a stable gold output, lower domestic demand
and COVID-related trade disruptions. These trends were
however offset by a strong improvement in the country’s
terms of trade as the main export i.e, gold prices
appreciated (GEP average gold price grew by 23.6 percent
y/y in 2020) and the main import i.e., oil prices decreased
(GEP average oil price decreased by 31.6 percent y/y
in 2020) in 2020. Therefore, the trade deficit narrowed
from CFAF 1124 billion in 2019 to CFAF 512 billion in 2020.
Meanwhile, remittance inflows slightly narrowed by 01
percent in 2020 in relation to the global recession and
official transfers were limited due to donors’ temporary
disengagement after the military coup. As a result, the
current account deficit is projected to have narrowed from
4.9 percent of GDP in 2019 to 2.0 percent of GDP in 2020.



The external position strengthened in 2020, though
capital and financial flows contracted. The projected
increase of the current account balance was enough to
offset a reduction in official and private capital flows in
2020. A combination of pandemic-induced lower risk
appetite from international investors, the temporary
suspension of donor support after the coup, and the
uncertainty that followed the military coup contributed to
a decline of financial investment flows from 4.8 percent
of GDP in 2019 to 1.3 percent of GDP in 2020. Meanwhile,
higher project grants in relation to additional donor
support to combat the health crisis, and the maturing of
several programs with bilateral partners, led to a larger
capital account surplus (from 1.5 percent of GDP in 2019 to
21 percent of GDP in 2020). As a result of the larger current
account balance, and despite lower financial and capital
inflows, the country’s external position strengthened

in 2020.

Monetary policy has been accommodative to mitigate the
impact of the pandemic.

The BCEAO adopted several measures to mitigate
the adverse effects of the pandemic, ease liquidity
constraints and contain systemic risks. The weekly
monetary auctions were moved in early April from a fixed
allotment-variable rate mechanism to a fixed rate-variable
allotment mechanism. This constituted a de facto lowering
of the policy interest rate by about 25bp relative to early
March. The amounts auctioned would also be limited only
by the collateral rules. On June 22, the Monetary Policy
Committee of the BCEAO cut the ceiling and the floor of
the monetary policy corridor by 50 basis points, to 4 and
2 percent respectively. Meanwhile, the pool of acceptable
collateral was widened to include loans to highly rated
private companies, and public guaranteed loans to a
limited number of B-rated enterprises. Furthermore, to
strengthen capital buffers, the BCEAO instructed WAEMU
banks in December 2020, to refrain from distributing
dividends with a view to strengthening their capital
buffers in anticipation of the impact of the COVID-19 crisis
on asset quality.

Following a fifteen-month long deflationary dynamic,
rising food costs pushed inflation into positive territory
in the second half of 2020. On the back of a strong cereal
output, deflationary pressures built up in 2019, and
continued for the better part of 2020 as COVID-19 related
restrictions hampered domestic demand during March-
June. But headline inflation turned positive in July and
peaked in October as food products and non-alcoholic
beverages surged. Prices decelerated their increase during
November-December 2020 reflecting a slowdown in the
rate of increase of food costs (Figure 2 1a) but have picked
up again in February 2021. Food items (58.5 percent of the
CPI basket) have witnessed a sustained price increase over
the last few months due to a limited agriculture supply in
2020 and regional supply chains disruptions. As a result,
average inflation turned positive in 2020 (0.5 percent
y/y). The increase in inflation has caused the national
poverty rate to rise by a projected 3.1 percentage points,
representing an additional 574,000 people living in poverty.

The banking sector was stable when the pandemic
hit, but pockets of vulnerability may be intensified by
the pandemic. The banking system, supervised by the
BCEAO, had among the strongest capital buffers in the
WAEMU region at end-June 2020 and overall adequate
liquidity cushions, but asset quality remained relatively
weak, and lending is highly concentrated in sectors
that could be strongly affected by the pandemic. The
temporary regulatory forbearance on NPL classification
and provisioning until end-2020 related to repayment
difficulties due to COVID-19 and postponement of debt
service falling due may have helped contain the impact
of the pandemic on asset quality indicators so far: early
data suggest that NPLs have only slighted deteriorated
from 10.4 percent at end-December 2019 to 10.7 at end-
September 2020, while provisioning has improved during
the same period. Credit to the economy, driven by the
non-agricultural sector, increased in 2019 (2.2 percent)
and is projected to grow by 0.0 percent in 2020 as early
data indicate that credit growth slowed down in Q2 for
both corporate and consumer segments due to a fall in
incomes and uncertainty about earnings.
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Figure 2.1. Recent Economic Indicators

a. CPI Growth (%, 12-month MA)

b. Fiscal Balance (% GDP)
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2..2 OUTLOOKAND RISKS

Economic growth is projected to return to positive
territory in 2021, supported by a rebound of agriculture
and services. Real GDP is projected to increase by 2.5
percent in 2021. The rebound will be led by a pick-up in
agricultural output, especially export crops following the
poor cotton campaign of 2020. Meanwhile, services and
construction would benefit from lower trade disruptions
and the gradual relaxation of containment measures,
as the pandemic slowly wanes down, and the rollout of
vaccines becomes effective. On the demand side, private
consumption is expected to gradually bounce back due to
lower restrictions on mobility, and a pick-up in remittance
inflows, while public investments are projected to slightly
contract in 2021. Exports are expected to recover in 2021
due to a pick-up in cotton production, as will imports on
account of higher domestic demand.

The fiscal deficit (including grants) is projected to
stabilize in 2021. Public expenditures will remain high
in 2021 reflecting the postponement of some COVID-19
emergency spending, especially the component on

ECONOMIC UPDATE IN THE TIME OF COVID-19

income distribution to poor households, and programmed
increases in the wage bill. Meanwhile revenues are
expected to expand alongside the economic recovery and
will be boosted by the expiration of tax payment deferrals
and VAT exemptions in 2020, leading to a stable fiscal
deficit (5.5 percent of GDP). The deficit will be financed
with concessional external loans and the issuance of
treasuries on the regional market.

Public debt will continue to rise in 2021, albeit with a
moderate risk of debt distress. Domestic debt is projected
to accelerate, reaching 20.6 percent of GDP in 2021 from 17.8
percent of GDP in 2020, reflecting anticipated expensive
refinancing costs on domestic debt amortization and a
high fiscal deficit. Meanwhile, external debt is expected to
slightly narrow from 26.3 percent of GDP in 2020 to 25.5
percent of GDP in 2021, due to the maturation of several
programs with bilateral donors and a slow re-engagement
of partners after the August military coup. As a result,
public debt is projected to increase from 441 percent of
GDP in 2020 to 46.2 percent of GDP in 2021, albeit the risk
of debt distress should remain moderate with some space
to absorb shocks.
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The current account deficit is projected to widen in 2021.
Despite the anticipated rebound in cotton exports and
lower disruptions to transport services, the relatively larger
recovery in domestic demand and imports, combined
with narrowing terms of trade will lead to a smaller
trade balance in 2021. Meanwhile, remittance inflows and
external official transfers are expected to pick-up in 2021,
reflecting both the global economic recovery and the
gradual reengagement of donors after the military coup.
Meanwhile, external capital and financial inflows would
experience a narrow increase in 2021, which will not be
enough to offset the widening current account, leading to
a deterioration of the country’s external position.

Growth should converge back to pre-pandemic levels
in 2022, while fiscal consolidation is expected by 2024.
Economic growth is projected to reach 5.2 percent in 2022
and 5.0 percent in 2023. As the pandemic slows, with lower
restrictions to mobility and reduced trade disruptions,
construction and services, will pick up over 2022-2024.
Agricultural growth will gradually return to historical
trends, supported by improvements in productivity. On the
demand side, private consumption and public investment
will continue to recover, becoming the main engines
of growth in 2022-2024. As the economy recovers, tax
collections will grow while emergency spending should
narrow. As a result, the fiscal deficit is expected to slowly
return to the WAEMU ceiling of 3 percent by 2024. Public
debt will rise first, before stabilizing around 47.0 percent
by 2024, albeit the risk of distress will remain moderate. A
rebound in private consumption will drive import demand
in 2022-2024, which combined with a narrowing of the
terms of trade will lead to a deterioration of the trade
balance. Therefore, the current account deficit is expected
to increase and settle around 3.0 percent of GDP by 2024,
while FDI and external flows should rise to finance

the deficit.

Inflation will continue to pick-up in the medium-term but
will remain below the Central Bank’s target of 2.0 percent.
The BCEAQ'’s easing of monetary policy in 2020 is expected
to slowly come to an end as the regional economy recovers
from the depth of the pandemic’s economic toll. Supported
by a more prudent monetary policy, a deceleration in the
growth of the real exchange rate along with the euro and
higher food agricultural production, inflation is projected
to increase to 0.7 percent in 2021 and stabilize around the
Central Bank’s target of 2.0 percent over 2022-2024. This
will help boost households" consumption and contain
social tensions.

The outlook remains subject to high uncertainty, related
to the pandemic, the political transition and rising
insecurity. Risks to the outlook are tilted to the downside.
Recent mobility restrictions during late December
2020-early January 2021 suggest that a return to stricter
confinement remains possible. A protracted pandemic,
and lasting disruptions to supply chains could hurt the
recovery in construction and service activities, while new
confinement measures will depress private consumption.
Social demands are rising, which could heighten
uncertainty and dampen private investments including
FDI and financial flows. Meanwhile, rising insecurity in the
Center continued to hang over agricultural and pastoral
activities in the Northern regions. During 2020, the country
experienced a surge in violent incidents, with the number
of reported fatalities reaching an all-time high. Importantly,
violence has slowly spilled over to agricultural strongholds
in the Center region, and an increase in violent incidents
would halt the recovery of primary sector output. Other
risks to the outlook include weather shocks like the floods
in June-July 2020 and an abrupt reversal of the favorable
terms of trade in 2019-2020.
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2.2 POVERTY AND SOCIO-ECONOMIC IMPACT
OF COVID-19

The spread of the COVID-19 and the associated containment measures have greatly disrupted the economy and the pace
of poverty reduction. The pandemic induces both supply and demand-side shocks: reduced labor availability, restrictions
on mobility and operations, disruptions in the value chains all contribute to a reduced supply, while lower household
consumption and the slowdown in world economic activity dampened the aggregate demand. Liquidity shocks and the
increase in uncertainty threaten many businesses' survival and a large fraction of private-sector jobs. The COVID-19 crisis
has rolled back poverty reduction of the last five years. Finally, the crisis may also have a longer-term impact on human
development, This section quantifies the multi-dimensional impact of COVID-19 on firms and households.

22.] |MPACT UF CUV'D-]Q UN FIBMS operations at the time of reduced income. What is more

counter-intuitive is that within firms other than large

. . . enterprises, smaller firms tended to be more capable of
Impact of COVID-19 on firms can be felt in three dimensions:

) ) maintaining their businesses compared with medium-
business operations, sales, and employment.

sized firms. This is likely to be associated with the more

. . flexible operational strategies that smaller-size firms
Business Operations typically enjoy2 On the other hand, medium-sized firms
are more likely to be locked in the situation with sharply

The COVID-19's impact on the private sector is extensive reduced income and rigid operational costs (utilities,

on firms of different ages and locations. At the time of the
Business Pulse Survey (in June 2020), which was before the
coup,” over 12 percent of businesses were forced to close.

rents, salaries to contracted employees, etc.).

The shocks were unevenly distributed especially within
the service sector. At first glance, all sectors’ business
operations were affected with a suspension rate ranging

The disruptive effect to business operations was similar
on firms regardless of their ages or geographic locations.

Overall, relatively mature firms (established over six years from 12 to 15 percent. The service sector, against the

conventional perception, was not the most impacted at the
time of the survey. A more disaggregated picture (Figure 2

or more) seem to fare slightly better in the crisis.

Large firms were the most resistant while medium-sized 2 b) shows that certain services were severely disturbed,

firms the most impacted. Firms of large sizes (over 100 includingretail, education, tourism, restaurants, and hotels,

employees) were clearly the most resistant group. None due to the containment measures, including closures of

of the interviewed firms reported suspension or closure of schools, bars and restaurants, nighttime curfews, and

activities at the time of the survey, as large firms usually temporary closure of large markets. Simultaneously, the
have a more comfortable financial situation to sustain

1 The World Bank conducted a Business Pulse Survey (BPS) in Mali. The survey is based on a sample of 307 enterprises randomly selected using

a stratification by sector and size. This sample consisted of enterprises from eight key economic sectors: 1) Agriculture and agribusiness, 2) Commerce, 3)
Construction and Real Estate, 4) Education services, 5) Service Delivery, 6) Health, 7) Financial Services, 8) Tourism, Hotels and Restaurants. The sample is
also representative of the overall economy: very small companies/startups (0-4 employees), small companies (5-19 employees), medium companies (20-99
employees), large companies (100-250 employees) and very large companies (250 or more employees). It covers Bamako, Kayes, Sikasso, Ségou, Koulikoro
and Mopti. The survey was conducted in June 2020, which was the end of the first wave and containment measures (mainly March-May). | therefore assessed
the immediate impacts of COVID-19, without capturing the compound impact of the subsequent military coup (August 18, 2020).

2 Impact on small and micro firms in the informal sector is difficult to capture.
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Figure 2.2. Disruptions to the Business Operations

a. By Size (employment)
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Source: Authors’ calculations using BPS (2020).

b. By Sector (disaggregated)
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Note: Disaggregated sector performance is restrained to the sample in the survey and suggestive only.

other part of the service sector including financial and
health care services did not experience any impacts. On
the contrary, health services saw a surge in their business.

The industry, especially the manufacturing sector, may
experience prolonged impact and slower recovery in
the medium term. The secondary sector experienced
the highest rate of closure (15 percent). Agribusinesses
were impacted in a limited capacity, as with the closing
of borders with neighboring countries. Construction and
transportation were equally impacted due to lockdown,
reduced trade activities and limited mobility needs.
However, the closure in the secondary sector is mainly
driven by the manufacturing sector (consumer goods,
pharmaceuticals, etc.). Unlike transport or retail sectors
that were impacted by temporary containment measures,
the manufacturing sector is more exposed to disturbed
value chains and impacted by a decline in private
consumption which would not swiftly recover to the pre-
crisis level. The sector is also less likely to adopt a flexible
operation compared with services.

Sales

The impact on sales is widespread and substantial, in line
with the overall trend in Sub-Saharan Africa. The impact
on sales is assessed by the decrease in monthly revenues
and overall sales compared to the same period over the
last three years. Eighty-three percent of the Business Pulse
Survey (BPS) firms reported being negatively affected by
the COVID-19 shocks. Only 13 percent of the interviewed
firms reported no change or positive performance. Among
the rest, almost half of the business (37 percent of the
total sample) reported a loss of over 50 percent. This trend
(Figure 2 3 a) is in line with what is observed in the region
of Sub-Saharan Africa (SSA).

The impact on sales is driven by size and sector rather
than the location of the business. Firms located in Bamako
experienced fewer sales than those elsewhere, but only
slightly. In line with the impact on operation status, large
firms experienced the least impact on sales (23.8 percent
of firms had registered a loss in sales while 33.3 percent
report no loss or even higher sales). Among smaller firms,
over 90 percent of micro and small firms experienced
losses in sales. In comparison, medium-size firms were hit
harder in terms of magnitude as 43.5 percent of their sales
were severely impacted.
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Figure 2.3. Impact on Sales (compared with the monthly average in past three years)

a. Regional Comparison
between All Firms (adjusted), SSF and Mali (actual survey)
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Source: Authors’ calculations using BPS (2020).

b. By Sector (disaggregated)
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Note: “All Firms” and “SSF" refer to all firms interviewed globally, and firms interviewed in Sub-Saharan Africa, interviewed between calendar week 15 and week 30 of 2020 to allow for
comparability. Disaggregated sector performance is restrained to the sample in the survey and suggestive only.

The service sector, especially the tourism and hospitality
industry, education, and commerce, were hit the hardest.
The service sector experienced a higher loss in sales in
terms of both the number of firms and magnitudes, with
exceptions for those in finance and health sectors (Figure
2 3 b). For firms in the tourism sector, 82 percent saw a
drop of more than 50 percent in their monthly revenues.
The education sector was also heavily impacted with
nearly 67 percent of companies experiencing a drop in
revenues of more than 90 percent due to school closure.
The agribusiness sector was again the least impacted with
50 percent of companies experiencing a drop in revenues
of more than 31 percent.

Employment

Mali has a higher share of firms laying off workers,
compared with the regional trend. Like the pattern
observed in other countries, most firms tend to adjust
their workforce in terms of internal margins (by reducing

working hours, reducing wages, paid or unpaid leave, etc.)
instead of external margins (firing) as the initial response.
Still, 29.5 percent of firms in the sample (corresponding to
around 14.8 percent for the whole universe of firms) have
cut their permanent work force, compared with a regional
average of 13.5 percent (Figure 2 4 d).

The reduction of jobs is driven by larger (especially
medium-sized) firms concentrated in secondary and
tertiary sectors. Hiring and firing decisions are overall
similar in firms across different ages (though new startups
were more inclined to hire) and locations. Medium-sized
firms experienced a higher reduction of jobs. Apart from
the primary sector (agriculture, fishery, and mining), both
service and manufacturing registered a similar share of
firms with firing decisions. Contrary to the tourism and
hospitality industry with seasonal jobs, the educational
sector has the highest share of firms experiencing
workforce reduction. Sectors that experienced no closure
- health and finance - also laid-off workers.
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Figure 2.4. Impact on Employment (share of impacted business)
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Source: Authors’ calculations using BPS (2020).

Note: “Hiring" and “Firing" refer to changes in the number of permanent employees in June 2020 compared with the number prior to COVID-19 (January 2020). Disaggregated sector performance

is restrained to the sample in the survey and suggestive only.

Temporary and occasional workers are more impacted.
The survey reveals that the reduction of regular workforce
varies on average from 2 to 7 percent across sectors
and 3 to 8 percent across different sizes. The magnitude
of the reduction in part-time workers is however much
more substantial. Almost a quarter of part-time workers
were laid-off for the small and medium-sized firms. The
reduction in occasional workforce in the tourism industry
reached over 40 percent.

In the future, further adjustments along the internal
margin and rehiring are expected. When firms were asked
which measures, they would be adopting in the next 3 to
6 months if the health crisis was to persist, they indicated
as first measure granting a leave of absence to employees
(16 percent), secondly the adjustment of working hours (13
percent), and thirdly a potential decrease in employees’
wages and social contributions (10 percent). Firms in the
survey also expect to proceed at rehiring (53 percent) in
the event of easing containment measures and returning
to normal operational status.
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Figure 2.5. Impact on Employment (share of impacted/reduced work force)
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Source: Authors’ calculations using BPS (2020).

Note: 1/ “All Firms" and “SSF" refer to all firms interviewed globally, and firms interviewed in Sub-Saharan Africa, interviewed between calender week 15 and week 30 of 2020 to allow for
comparability.

2/ Proportion of firms that laid off workers may be a bit underestimated at the global and SSF levels - computation is based on the number of workers that were fired over the past 30 days.
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Figure 2.6. Expected adjustments in the workforce in the next 3 to 6 months
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CHALLENGES, EXPECTATIONS,
AND POLICY OPTIONS

Main challenges

Like other countries, the impact of COVID-19 is first and
mostly a demand shock, while mobility restrictions
also triggered a supply shock. Over 80 percent of the
respondents considered a drop in demand the main
challenge for business. The drop in aggregate demand
can be attributed to lockdowns, restrained clients’
movement, reduced household consumption and external
demand. As a landlocked country, Mali is heavily reliant
on international markets for the provision of supplies.
The border closure interrupted the supply of imported
raw materials while restricted logistics also reduce the
availability of domestic supply of raw materials. For 17
percent of the companies, the disruptions were related
to increased costs of materials on the local market, and
for 30 percent of the companies, to the lack of access
to international markets. As a result, enterprises had to
change their traditional raw material supply management

Reduced wages

Laid off workers

either by adjusting their inventory (29 percent) or overall
reducing their production (32 percent).

Fifty-six percent of firms reported difficulties in their
liquidity. When the report was carried out in June,
enterprises indicated that they had cash flow available
only for the next three months in the event the COVID-19
and its accompanying restrictions continued. This liquidity
issue was much more pronounced among start-ups and
small enterprises (61 percent) affecting proportionally less
medium-sized companies (50 percent) and even fewer
large companies (33 percent) and for very large companies
(25 percent) which demonstrate larger resilience and
access to larger savings than small enterprises.

An encouraging and positive outcome of the pandemic
has been the push for faster adoption and diffusion of
digital technologies. Twenty-five percent of firms have
indicated that they have resorted to digital solutions (e.g,,
digital platforms) as an alternative to their traditional
logistical supply chain.



Figure 2.7. Main challenges identified by the businesses.
a.Challenges due to the COVID-19
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Note: The questions are: Please evaluate the challenges and the impacts on your company
linked to (1) sourcing of locally-sourced raw materials; (ii) sourcing of imported raw
materials; (iii) restriction to transport and logistics; (iv) reduction in sales.

Expectations and uncertainty

Firms in Mali are optimistic about the temporary nature of
the COVID-19 shock, but less optimistic than firms in other
Sub-Saharan countries regarding sales and employment
prospects. Despite the difficulties and uncertainty created
by the COVID-19 shock, most firms surveyed consider it only
temporary and confident that things will normalize. The

Figure 2.8. Firm expectations
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Note: Sales in a realistic scenario - compared to the same period last year, Results for all
firms concern firms interviewed between calendar week 15 and week 30 of 2020 to allow
for comparability with the survey in Mali.
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b. Challenges in terms of financing
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Note: The questions are: Please evaluate the impacts on your company linked to (1) payment
of salaries for staff; (ii) payments of rent and other utilities; (iii) repayments of loans

and credits; (iv) increase in production and operation costs; (v) access to finance with
commercial and financial institutions.

construction, real estate and financial services are expected
to experience faster recovery than any other sectors. The
tourism and hospitality sector remain relatively less
optimistic, believing that the shock will have a longer-term
impact on their operations. The prolonged school closure is
expected to have lasting impacts on firms from the
educational sector.

b. On Employment
All firms SSF Mali
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Note: Employment in a realistic scenario - compared to the same period last year. Results for
all firms concern firms interviewed between week 15 and week 30 to allow for comparability
with the survey in Mali.
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Figure 2.9. Self-reported most needed public policies during COVID-19
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Companies call for policies to reduce their costs and
increase their resources. To mitigate the impact of the
COVID-19 shock, companies are calling for policies to
reduce costs and increase their liquidity. Most of the firms
(64 percent) ask for tax breaks, followed by (62 percent)
access to financing, working capital, and a revolving fund
to help firms survive the COVID-19 shock.

2.2.2 IMPACT OF COVID-19 ON HOUSEHOLDS

Impact on monetary poverty: The COVID-19 pandemic has
reversed progress in poverty reduction.

The COVID-19 crisis has rolled back a decade of poverty
reduction in Mali. Between 2011 and 2019, the official
national poverty rate fell from 45.4 percent to 42.3 percent.
Though modest in percentage terms, these gains represent
a million people rising above the poverty line. However,
in 2020 a combination of emergency health measures,
precautionary behaviors by firms and consumers, and a
pandemic-driven slowdown in global economic activity
resulted in widespread job losses and a sharp decline

60 80

in labor income. Despite government support, the loss
of income and remittances, coupled with rising prices,
is expected to drive up the national poverty rate by 4.8
percentage points in 2020, representing almost 900,000
additional people living below the poverty line:

The COVID-19 crisis has had an especially devastating
impact on urban areas, with negative spillover effects
on the rural economy. Across urban Mali, the pandemic
has caused: (i) a 44 percentage-point decline in labor
income; (i) a 0.25 percentage-point decline in remittances,
private transfers, and other non-labor income; and (iii) an
0.73 percentage-point increase in food prices. In Bamako,
consumption dropped by more than 12 percentage points,
causing the city’s poverty rate to rise by 4.6 percentage
points, representing an increase in the poor population
of 100,000. In other urban areas, consumption fell by 8
percentage points, increasing the average poverty rate by
6.2 percentage points and the poor population by 150,000.
In rural areas, consumption declined by 6 percentage
points, and the rural poverty rate increased by 4.6
percentage points.

3 The simulation is done by matching households from the HFS to their consumption and poverty status in the 2018/19 EHCVM. Regressions
elasticities are used to simulate the labor income impact. Transfers are direct reduction or increase in consumption. The national poverty line is 250,000
FCFA. The increase in poverty based on the $1.9 international poverty line is 590,000 additional poor.
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Figure 2.10. Distributional Impact of the COVID-19 Crisis’
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4 Structurally poor are those who were poor before the pandemic and then became poorer.
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The loss of employment income has had a major impact
on poverty. In high-frequency surveys, 12.7 percent of
respondents who were employed before the pandemic
report being unemployed in May 2020 due to the crisis
(Figure 2 10 b). However, only 6.3 percent were still
unemployed in September, and this share fell to 5.8
percent in October. Despite positive employment trends,
the loss of labor income caused the national poverty rate
to rise by 3.2 percentage points, representing an additional
600,000 people below the poverty line.

Rising inflation has compounded the pandemic’s
negative welfare effects. Government measures adopted
to curb the spread of the virus led to a shortage of
essential goods, which contributed to an increase in
prices that has reduced the purchasing power of country’s
most vulnerable households. The increase in inflation has

Table 2.2. Distributional Impact of the Covid-19 Crisis’

caused the national poverty rate to rise by 3.1 percentage
points, representing an additional 574,000 people living
in poverty. In rural areas, the poverty rate increased by
3.5 percentage points, representing 478,000additional
poor people; in Bamako, the poverty rate increased 0.73
percentage points, representing 17,000 additional poor
people; and in other urban areas the poverty rate rose
by 3.1 percentage points, representing 78,000 additional
poor people.

The loss of remittances has had a smaller but still
significant impact on poverty. The decline in remittances
led to a 0.4 percentage point drop in total consumption,
which caused the poverty rate to rise by 0.23 percentage
points, increasing the poor population by 42,000. Rural
areas accounted for 70 percent of the increase in the poor
population (Table 2 2).

% Change in Consumption % Change in Poverty Additional Poor Population
Impact of the decline in income
Bamako -0.38 443 104,277
Other urban -5.32 482 121,278
Rural -3.24 2,68 367684
Mali -478 319 593,239
Impact of the decline in domestic remittances
Bamako -0.52 0.25 5,825
Other urban -0.23 0.27 6,851
Rural -042 0.22 29,906
Mali -041 0.23 42,582
Impact of the increase in general inflation
Bamako N/A 0.73 17168
Other urban N/A 310 77989
Rural N/A 349 478,930
Mali N/A 3.09 574,087
Combined impact of the decline in income, decline in remittances, and increase in inflation
Bamako -12.25 4,65 109,599
Other urban -190 6.23 156,752
Rural -6.01 4,60 631,817
Mali -154 483 898,168

Source: EMOP 2011-2018/19 and HFS 2020

5 The combined effect is smaller than the sum of the three channels of impact to avoid double counting.



Impact on non-monetary poverty: The COVID-19 has
slowed human capital formation and worsened
food insecurity.

Human Capital

School-age children have not coped well with school
closures. Stark differences are evident across urban and
rural populations, with 43 percent of urban households
and 30 percent of rural households reporting any
engagement with educational activities (Figure 2 11). Such
activities mainly consisted of homework, either completed
alone or under another household member’s supervision.
Relatively few children received in-home lessons, which
have been more common in urban areas. Just 6 percent of
urban households participated in distance learning, either
online or through educational TV or radio programming,
while this rate was negligible among rural students. Only
21 percent of households reported maintaining contact
with their children’s teachers. Communication with
teachers took place primarily via phone (91 percent) or
SMS (6 percent) and less commonly through specialized
mobile applications.

ECONOMIC UPDATE IN THE TIME OF COVID-19

There is a growing consensus that COVID-19 and the
associated policy response will have a long-lasting
impact on human capital accumulation. As a result of
school closures and the negative income shock of a global
recession, the pandemic may result in a loss of as much
as 0.3-0.9 quality-adjusted years of schooling per student
globally (Azevedo et al. 2020). This loss could be mitigated
through more effective remote learning strategies, a rapid
catch-up period when children return to school, or other
remedial measures. However, many students are expected
to permanently drop out of school due to the decline
in household income, and patterns that emerged from
previous school interruptions, such as those caused by the
2013-16 Ebola epidemic in West Africa, indicate that girls
are especially likely to drop out, as well as to marry and
become pregnant at a young age (Rafaeli and Hutchinson
2020). Consequently, today's school-age children are
expected to experience lower lifetime earnings due to

the pandemic.

Figure 2.11. Educational Activities during School Closures as of May 2020
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Box 2. Effects of Schools’ Closure under COVID-19

The COVID-19 pandemic has caused extensive schools’ closure over the world, especially in Sahel countries (Burkina, Chad, Mali, and Niger).
This policy of schools' closure is among the social distancing policies undertaken by governments to mitigate the pandemic’s spread. Though
it may have been effective in combating COVID-19, school closure, a shock to a country’s education system, will likely have undesirable effects
on academic learning. Millions of students have been out of school as a result of schools' closure. The impacts of such a situation can be
measured, in particular, through schooling and income channels. The former comes from the learning that will not occur while schools are
closed, and the latter captures income loss from school drop-out.

The four Sahel countries have shown similar resilience concerning the effects of schools' closure on academic learning and income. Figure 212
presents the results of simulations from two scenarios. The intermediate scenario assumes that 40% of the school year is affected by closures,
while in the pessimistic scenario, the share of school year affected increases to 70%. According to the findings, school closures under COVID-19
could result in a loss of between 0.3 and 0.6 years of schooling adjusted for quality, as measured by the Learning Adjusted Years of Schooling
(LAYS) indicator. Besides, students from the four Sahel countries, on average, could face an income reduction of $123.1 and $212.1, depending
on the scenario. In particular, for Mali, the effective years of basic education that students achieve during their lifetime could decrease from
2.7 to between 2.2 and 2.5 years. And their income could fall from $4,057 to between $3,899 and $3,964.

Figure 2.12. Effects of Schools’ Closure under COVID-19 in the Sahel
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Note: The Human Capital Index (HCI) 2017 database is used as baseline for the calculations, especially for LAYS.




Figure 2.13. Household Food Insecurity during the Pandemic
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Food Security

The pandemic and associated policy response also
threaten Mali's food security. The virus has triggered a
global economic contraction, causing a decline in the flow
of international remittances. Meanwhile, policies that limit
mobility within Mali inhibit access to markets and broadly
reduce incomes. Each round of INSTAT's HFPS included
a food insecurity module, which captured households’
experiences over the previous month; these responses
were used to categorize households as being food secure
or mildly, moderately, or severely food insecure® In May

6 The reference period length differs from that of EHCVM 2018/19.

v
®

July 2020
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2020, 63 percent of households were food insecure, and 12
percent were severely food insecure. However, the situation
clearly improved over subsequent months (Figure 2 13 a).
By July 2020, 49 percent of households were food insecure,
while only 5 percent were severely food insecure.

The share of households that attributed any experience
of food insecurity, including anxiety and hunger, to the
pandemic has declined over time. In May 2020, households
in wealthier quintiles were more likely to experience food
insecurity due to COVID-19. However, this pattern had
reversed by July 2020, indicating that the status of the
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country’s wealthiest households’ had improved faster
than that of the poorest households (Figure 2 13 b). This
pattern may reflect the prevalence of subsistence farming
among poorer households, which may have rendered them
less vulnerable to short-term supply-chain disruptions
than their wealthier peers, as well as the crisis-induced
depletion of working capital among poor households,
which may be slowing their long-term recovery. However,
additional research will be needed to evaluate

these hypotheses.

In each survey wave, respondents also reported whether
they had difficulty meeting their basic needs—such as
paying for rent, food, electricity, or healthcare—because

of the pandemic. A regression analysis results reveal that
having previously experienced food insecurity is closely
linked with pandemic-related challenges in meeting
basic needs. Compared to households considered food
secure, households that were moderately or severely food
insecure in 2018/19 were 9 percent and 13 percent more
likely to be negatively impacted by COVID-19, respectively
(Figure 2 14). As expected, recent income losses are also
strongly correlated with an inability to meet basic needs.
This is particularly true for wage income, but it also holds
for remittances, self-employment income, and agricultural
income. The regression results confirm that the pandemic’s
negative impact on the ability to meet basic needs has
diminished over time.

Figure 2.14. Correlates of Being Unable to Meet Basic Needs Due to COVID-19’

(Logit Marginal Effects with 95% Confidence Intervals)
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Source: Authors’ calculations using EHCVM 2018/19
7 ‘Mildly’, ‘Moderately’, or ‘Severely food insecure 2018/19’ refers to the household status as captured in EHCVM 2018/19 with ‘Food secure’ serving

as the base group; ‘Lost wage income’, ‘Lost remittance income’, ‘Lost agricultural income’, and ‘Lost self-employment income’ refer to self-reports of lost
income since the start of the Covid-19 crisis; and ‘June 2020" and ‘July 2020 are indicators of the second and third wave of the HFPS. For other definitions,

see footnote 5.



The Government has managed to maintain macro-fiscal stability until recently,
which however has not translated into physical and human capital accumulation.
Mali ranks near the bottom of the Human Development Index (HDI) and the Human
Capital Index (HCI). The COVID-19 crisis and the 2020 military coup ended a period
of relatively good economic growth and pushed the fiscal deficit to a high not seen
since 2000. The Government therefore faces the challenge of balancing the pressing
need for social and investment spending while maintaining fiscal sustainability. This
chapter presents the recent trends in public expenditure, the sustainability of public
finance, and discusses the public finance management as well as efficiency and
effectiveness in social spending, based on recent World Bank publications.
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3.1 TRENDS AND SUSTAINABILITY OF

PUBLIC EXPENDITURE

3..1  PUBLIC EXPENDITURE TRENDS

Public expenditure has remained relatively stable while
its composition has significantly changed since the 2012
military coup. Total expenditure ranged between 155
percent and 231 percent of GDP in the past decade. The
greatest volatility was driven by collapses in revenue in
2012 and 2018, while the underlying spending trend is
relatively stable. Meanwhile, the composition of public
spending has significantly changed due to changing state
priorities. Security and national defense have absorbed a
large part of expenditure since the 2012 coup. Spending in
these sectors surged from 8.6 percent of total expenditure
in 2011 to 20 percent in 2018, narrowing fiscal space and
crowding out social and infrastructure spending. Security
and national defense expenditure was 36 percent higher
than education expenditure in 2019 and almost 3.5 times
the health spending.

Current expenditure in general has grown steadily,
while wage bills and transfers are becoming drivers of
spending growth. The size of current expenditure as a
share of GDP remained broadly stable at 12 percent during
the 2010s, unaffected by changes in revenues, especially
contractions in 2012 and 2018. The Government’s response
to recent teachers’ strikes has resulted in structural
increases to the wage bill from an average of 39 percent
of current expenditure (2010-19) to 45 percent in the
medium term according to the 2021 budget law. The
wage bill risks growing even larger with possible future
demand from other public sector workers. Transfers (27
percent of current expenditure) encompass a wide range
of types of spending, 70 percent of which go to parastatals
(EPAs) and state-owned enterprises (SOEs). This funding is
inefficiently used for operational subsidies or quasi-fiscal
activities with very little going to social protection. Interest
payments make up a small share (6 percent of current
expenditure) but this is increasing as debt servicing costs

are driven up by an increasing reliance on domestic debt
with higher interest rates.

Capital expenditure has been highly volatile, playing
the role of shock absorber when revenue decreases or
recurrent expenditure increases. The volatility of public
investment can be explained by the country's vulnerability
to macroeconomic and geopolitical shocks and its effects
on external financing. Public investment also partly relied
on donor funding, but the correlation has waned since
2012. Many countries use investment expenditure as the
adjustment variable of last resort, and Mali is no exception.
The volatility and unpredictability of capital expenditure
has adversely impacted the efficiency of the investment
portfolio. The Public Investment Efficiency Index rates Mali
at 0.57 on a scale of 0 to 1, well below the Sub-Saharan
Africa (SSA) average of 0.64 and the emerging countries
average of 0.73, reflecting the low quality and coverage
of its public investment. This has an adverse impact on
output growth and poverty reduction. The stock of fixed
capital per capita has declined by 17 percent between
2000 and 2015, and fixed capital accumulation has lagged
behind economic and demographic growth for the last

15 years.

Several fiscal risks loom over the next five years. The
country’s reliance on domestic debt (from 3.8 percent of
GDP in 2010 to 14 percent of GDP in 2019) for financing
exposes itto interest-rate and rollover risks while its poorly
performing SOEs remain a major source of contingent
liabilities. If GDP recovers slowly after the current crises
abate, then Mali's gross borrowing requirements could
widen to an average of 10 percent of GDP over the next few
years, worsening its exposure to rollover risks, and public
debt will surpass 50 percent of GDP. Fiscal shocks arising
from SOE liabilities could lead to liquidity pressure in the
short term that could affect its domestic financial markets
and debt repayment capacity.



Figure 3.1. Recent trends in public expenditure
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3.1.2 SUSTAINABILITY OF PUBLIC FINANCE

Mali has not succeeded in strengthening its public
finances in recent years. The main challenge continues
to be ensuring macroeconomic stability while protecting
social and investment spending and providing resources
for growing security spending. It also needs to meet its
substantial development needs, especially given additional
vulnerabilities arising from the COVID-19 pandemic and
the political crisis. To maintain sustainable debt levels
and contain its liquidity risk, it will be essential to expand
its tax base, reduce the fiscal risks of its SOEs, undertake
various fiscal savings measures, lengthen the maturity of
its domestic debt, and obtain grants for budget support.

This section analyzes fiscal and debt sustainability over
the medium term under a variety of scenarios: baseline,
shocks, and reform. It explores a range of policy options to
preserve fiscal sustainability, once the impact of COVID-19
and the political crisis abates, and create fiscal space
to mitigate a number of major fiscal risks.® The baseline
scenario represents a likely path for the key macro and
fiscal variables that determine the future path of public
debt. The shocks scenarios represent risks to the baseline,
based on actual events which have occurred in the recent
past. They are intended to help develop a sustainable fiscal
policy to plan for these known risks. The reform scenario
then considers how additional reforms to strengthen
fiscal consolidation would better enable Mali to manage
fiscal shocks and maintain fiscal sustainability. Table 3 1
summarizes the macro projection of each scenario.

Baseline scenario

In the baseline scenario, the fiscal outlook improves but
not sufficient to create the necessary fiscal space. The
baseline reflects the revenue and primary expenditure

projections based on the post-coup macro framework,
while the gross borrowing requirement assumptions are in
line with the latest WEO and based on the revised budget.
Rapid economic recovery after the COVID-19 and political
crises means revenue rises by 1.3 percentage points to 21.6
percent of GDP in 2021 and stays stable in the medium
term. Public expenditure increases to 26.5 percent of GDP
owing to the healthcare and economic crisis, and then
falls to 24.8 percent of GDP by 2025. No tax policy reform is
implemented. The overall fiscal deficit reaches 5.5 percent
of GDP in 2020 and declines gradually to 3 percent over
the medium term, in line with the WAEMU target. Debt
will remain stable at 45 percent of GDP over the projected
period. Interest payments will continue to absorb 10
percent of tax revenues. Gross borrowing requirements’
will grow by 5.3 percent of GDP in 2020 to 9.3 percent and
then stay stable at an average of 9 percent per year during
2021-25, which will place considerable liquidity pressures
on the domestic debt market, as the average was 5.4
percent of GDP over 2015-19.

There are substantial fiscal risks to the baseline that
would have a detrimental effect on debt sustainability.
The scenario reflects a relatively weak fiscal and debt
outlook for the next few years. Any shocks associated with
the many fiscal risks Mali is facing could further worsen
these prospects, undermining the sustainability of current
policies and public debt.® To assess the potential impact
of these, the shocks scenarios, in the following sub-
section, impose two alternative shocks on the baseline
scenario. These are: (i) lower economic growth after the
healthcare and socio-political crisis; and (ii) the impacts
of contingent liability due to SOE risks. Examining these
deviations from the baseline scenario helps in assessing
how sound and sustainable the baseline scenario is and
identifies what could happen to fiscal space, public debt
sustainability, and potential mitigation measures.

8 Fiscal space is defined as the percentage of revenue available to the central government after most rigid components of expenditures have been
covered.
9 It is worth mentioning that the Government has returned to the regional markets after its access was temporary suspended in August and

September 2020. It also cleared its debt service arrears.

10 Based on IMF-World Bank 2020 DSA, a longer and deeper impact of the pandemic, requiring more extensive fiscal measures to address the
crisis, will result in a further deterioration of the fiscal outlook, with a delayed or partial recovery of the tax base. Furthermore, potential realization of the
contingent liabilities related to SOEs and loan guarantees by the government represent a downside risk for the fiscal outlook (World Bank-IMF, 2020).



Shock scenarios

The first shock scenario (2a, lower growth) assesses the
effect of lower growth than expected on revenues and
budget imbalances, particularly in light of spending
rigidities. The scenario assumes a conservative outlook
for economic growth and revenues. Specifically, it assumes
the real GDP growth rate over 2021-25 is 4 percent per year,
1 percentage point lower than the average growth assumed
in the baseline for 2021-25, due to a slower recovery after
the COVID-19 and political crisis abates. This would result
in a relatively slower fiscal adjustment, particularly in the
context of tight fiscal space and spending needs for post
COVID-19 economic recovery. The lower growth scenario
also acknowledges the rigidities of expenditure policy due
to political and institutional factors opposing downward
adjustments, preventing the rationalization of expenditure
even if there are sizable revenue shortfalls. Thus, primary
(i.e, non-interest) expenditure is unchanged in nominal
terms relative to the baseline scenario, despite

lower revenue.

As a result, Mali’s public debt will surpass 50 percent of
GDP and liquidity risks will rise in the medium term. While
a combined slowdown in GDP and revenues keeps the
revenue-to-GDP ratio unchanged, expenditure rigidities
lead to an increase in the primary expenditure-to-GDP
ratio. Thus, in this scenario, fiscal deficits reach 41 percent
of GDP over the medium term, compared to 3 percent
in the baseline scenario. Gross borrowing requirements
widen to an average of 10 percent of GDP over the
projected period, worsening exposure to rollover risks. In
turn, public debt is projected to surpass 50 percent of GDP
by 2025. Lower than anticipated real GDP growth combined
with expenditures would therefore undermine fiscal space
and debt sustainability relative to the baseline scenario.

The second shock scenario (2b) introduces the effect
of loss-making SOEs and parastatal entities on explicit
public debt and higher deficits. This scenario introduces
the effect of guarantees and other financial support
provided by the Government to SOEs if they are unable to
absorb losses or to repay their own liabilities. It assumes
financial support of this type is required in 2021 and 2022
and leads to additional subsidies and funding needs
(recorded above and below the line as subsidies and

funding needs, respectively). The cost of the corresponding

shocks amounts to CFAF 85 billion (or about 0.75 percent
of GDP) per year in annual subsidies transferred to finance
SOEs’ operating deficits and CFAF 110 billion (1 percent of
GDP) peryear in financial assistance. These figures reflect a
fairly conservative estimate of the Government’s exposure
to major contingent liabilities (SOEs’ insolvency risk).

The crystallization of contingent liabilities would lead
to liquidity pressure in the short term that affects the
domestic financial markets and the debt repayment
capacity. Funding support to SOEs would increase fiscal
deficits by 0.8 percent of GDP during 2021 and 2022 due
to higher transfers and the interest payments associated
with the additional levels of debt. Gross borrowing also
increases because of higher deficits and below-the-line
payments, exceeding the baseline scenario by 2 percent
of GDP in 2021 and 2022. Public debt averages 485
percent of GDP in the medium term. The result suggests
that contingent liabilities may cause significant liquidity
pressure in the domestic market and weaken Mali’s

debt position.

Reform scenario

The baseline scenario shows that just meeting the
WAEMU deficit convergence criteria over the medium
term would not generate enough fiscal space to mitigate
fiscal risks. Under the baseline scenario, fiscal imbalances
continue at similar levels to the average for 2015-19, albeit
at lower levels than in 2020 and 2021 mainly due to capital
expenditure adjustments. Public debt remains higher than
in recent years (by 10 percent of GDP), without generating
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fiscal space for public investment. This suggests that
additional measures to generate revenue and strengthen
debt management must be introduced to increase fiscal
space and reduce liquidity risk over the domestic debt
once the healthcare and socio-political crisis abates.

The reform scenario enables Mali to build fiscal buffers
against fiscal risks. This scenario assumes the Government
undertakes an ambitious fiscal consolidation effort to
achieve a primary surplus of 0.4 percent of GDP by 2024-25,
compared to a deficit of 1.8 percent of GDP in the baseline
scenario. This means the average fiscal deficit in 2022-25
falling to 1.1 percent of GDP and public debt falling to 37.6
percent of GDP by 2025. Additional revenue enhancement
measures to improve expected fiscal and debt outcomes
after the COVID-19 crisis could help mitigate the impact
of shocks if and when they occur. In other words, fiscal
consolidation may serve not only to generate fiscal space
for public investment, but also to help build resilience to
manage fiscal risks.

While the fiscal consolidation required under the reform
scenario is challenging, it is not unachievable. There are
various potential expenditure rationalization measures the
Government could consider in order to create fiscal space.
These include reducing expenditures through improving
the transparency, efficiency, and competitiveness of

Table 3.1. Macro Fiscal Projections (2021-25)

government procurement, and improved wage bill and
public investment management. These measures are
discussed in detail in the next chapters which show that,
cumulatively, they could yield approximately 1 percent
of GDP in expenditure savings. In addition, a review of
the removal of tax exemptions and recent tax measures
introduced to confront COVID-19, could raise domestic tax
revenue by at least 1.5 percentage points to 16 percent of
GDP, surpassing by 1 percentage point the level achieved
in 201617 and 2019.

Fiscal consolidation would also support debt
sustainability even if large shocks hit the economy,
thereby enabling the Government to mitigate fiscal
risks. For instance, if the additional fiscal consolidation is
achieved and a shock to real GDP growth materializes (as
in the lower growth scenario), public debt would stabilize
at a lower level than it would have under the baseline
scenario, decreasing slightly to 42.4 percent of GDP by
2025. In the event of a contingent liability shock, the
reform agenda would help avoid placing the country on a
highly unsustainable fiscal path. If the fiscal consolidation
is achieved and the SOE shock materializes, the average
annual fiscal deficit in 2022-25 would be maintained at 1.4
percent of percent of GDP. In addition, public debt would
only increase to 40.7 percent of GDP by 2025, which is a

lower level than the baseline.

1. Baseline 2a. Shock (Lower growth)  2b. Shock (SOE) 3. Reform
2020 2021 2025 2021 2025 2021 2025 2021 2025
Est. % of GDP

Primary Balance -4.3 -4.2 14 -44 -2.5 -4.9 14 -4.2 0.9
Fiscal Balance -5.5 -5.3 -2.6 -b.5 -3.8 -6.0 2.7 -5.3 -01
Debt Stock 441 46.6 459 473 511 484 49,0 46.6 38.1
External 26.3 216 30.8 28.8 33.7 29.2 32.6 28.5 271
Domestic 17.8 18.2 151 18.5 174 19.2 16.4 18.2 1.0
Gross Borrowing 9.7 9.4 9. 9.7 10.9 1.2 9.7 9.4 58
Requirements as % of GDP
Interest as % of Tax 8.3 75 76 75 8.4 75 8.3 75 58
Revenues
Tax Revenues as % GDP 14.1 14.6 15 14.6 151 146 151 14.6 16.4
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Figure 3.2. Financial Sustainability Analysis - Scenario Projections
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3.2 ASSESSMENT OF PUBLIC FINANCE MANAGEMENT

AND EFFICIENCY

3.2.1 PUBLIC FINANCE MANAGEMENT

Significant reforms have been made to public finance
management in recent years, but challenges remain.
The Government's current Public Finance Management
Reform Plan (2017-21) builds on previous strategies,
and implementation is overseen by a PFM support unit.
Recent efforts have focused on core reforms such as the
move to program budgeting and strengthening financial
information systems and control structures. Fiscal
administration has also been significantly modernized
through digitalization and simplified procedures. However,
the reforms will need to be fully implemented to maximize
value for money and have the desired impact. Program
budgeting needs to be fully operationalized by giving
program managers the authority to reallocate spending
within their programs according to their priorities and
expected results. Further digitalization of procedures,
coupled with staff training and auditing will be needed to
enhance revenue mobilization.

Strengthening public investment management (PIM)
could generate significant additional benefits. Public
investment levels are below the WAEMU average, and
Mali has the lowest gross fixed capital formation and
one of the highest efficiency gaps among its peers;
inefficient processes cost it about 43 percent of the
potential benefits of its investments. Despite a fairly
robust institutional public investment framework, in
practice there are weaknesses throughout the cycle.
For instance, weak appraisal capacity may lead to poor
decision making and the selection of projects with low
returns. Limited transparency in procurement processes,
and off-budget externally funded investments can delay
implementation and make it hard to identify overlaps and
maximize synergies. Addressing the investment efficiency
gap could increase the impact of investment on GDP by
2.6 percentage points. Stronger governance, improved

investment appraisals and coordination, and planning for
maintenance will help to maximize the socio-economic
returns on public investment.

While the public procurement framework is well
aligned with the WAEMU directives, weak capacity and
implementation undermine efficiency. In 2018, 95 percent
of procurement in Mali was through competitive methods,
meeting the WAEMU target. Mali also performs well
compared to peers in procurement preparation, but lags
in bid submission, bid opening and evaluation processes,
and the payment of suppliers. These failings undermine
transparency and inflate costs. An analysis of procurement
processes in education, health, and agriculture suggests
that reducing payment delays and addressing contracting
inefficiencies could vyield savings of 1.3 percent of
GDP. Better access to procurement information, the
introduction of a risk-based approach to controls, the
transition to e-procurement, and enhanced institutional
and capacity building, especially at decentralized levels,
should increase transparency and reduce costs to both
the Government and suppliers.

3.2.2 SPENDING EFFICIENCY IN EDUCATION
AND HEALTH SECTORS

Education

Mali’s education system is characterized by stagnating
access at all levels of education and high repetition and
completion rates, contributing to low learning outcomes.
Universal primary education has not been achieved as
the primary net enrolment rate stood at only 59 percent
in 2018. Late entry, high repetition rates, and one-fifth of
students dropping out on average during the first cycle of
basic education (Grades 1-6) contribute to a completion
rate of only 48 percent. More than one-third of school-age



children have never attended school. Learning outcomes
remain very low, with 56 percent of Grade 2 students
lacking competency in mathematics and 66 percent in
French. Poor teacher performance, a shortage of trained
teachers, and a lack of textbooks have all contributed to
these results.

Mali already spends a smaller share of its GDP on
education than its peers, but could reprioritize its
spending and improve its efficiency. The Government
spent 3.8 percent of GDP on education in 2018, slightly
below the WAEMU average (4.2 percent) and most peer
countries. Basic education (primary and lower secondary
level) accounts for 85 percent of students but receives only
half of the funding. The Government has comprehensively
decentralized the sector since 2003, with three-quarters of
the Ministry of National Education’s budget now managed
at subnational level. However, the regional distribution
of resources is regressive: Bamako has above-average
spending per student, but the lowest student-teacher
ratio and poverty levels. Other regions, such as Sikasso
and Koulikoro, which are less well-off and have a higher
student-teacher ratio, spend below the national average.
Moreover, a lack of controls over subsidies to private
secondary schools has led to a misuse of resources.
Weaknesses in the management of the budget and
information systems adversely affect the budget cycle,
from planning to execution and monitoring.

Improving the management of external aid could yield
additional gains. The sector depends heavily on domestic
funding, which accounted for 95 percent of public spending
on average during 2010-20. More than half of recurrent
expenditure is spent on salaries, rising to more than 80
percent for primary education. This does not leave enough
space to devote the recommended one-third of recurrent
spending to non-salary expenditures at the primary level.
The sector relies on donors and NGOs to provide critical
classroom inputs, especially at basic education level,
mostly off budget and subject to the volatility of aid. Even
though budget allocations for investment have increased
since 2014, on average one-third of these resources
have not been spent. Operational inefficiencies hamper
the management of externally funded projects, with
lengthy review and non-objection processes between the
Government and development partners.

Increasing actual teaching time and reducing dropout
and repetition rates could improve outcomes and yield
efficiency gains. Despite high costs per student for
public education, Mali has the lowest rates of primary
net enrollment and completion among its peers. Large
numbers of students dropping out or repeating grades in
basic education—only 15 percent of children who start basic
education complete the first cycle in the expected time of
six years—mean 16 percent of government expenditure on
education is effectively wasted, amounting to 0.6 percent
of GDP. Low actual teaching hours and the underuse of
basic and secondary teachers cost an estimated 0.
percent of GDP and 4 percent of government expenditure
on education. Teaching unions play an important role in
demanding better working conditions and have organized
strikes that incurred costs amounting to 11 percent of Mali's
expenditure on education in recent years. The absence of
an effective human resource database also raises the risk
of payroll-related abuse in higher education.

As budgets tighten, improvements are most likely to
come from reprioritizing the education budget and by
making better use of available resources. Recent salary
adjustments for the sector are expected to increase
spending on the education wage bill by 0.6 percent of
GDP annually, putting additional strain on the education
budget. In a tight fiscal context, policy makers should
focus on addressing repetition and dropouts, prioritizing
basic education, and making better use of the existing
teaching workforce and assets through stronger
management processes.

Health

Despite improvements in key health outcomes in recent
years, progress towards universal health coverage
remains slow. The maternal mortality ratio dropped from
1,010 per 100,000 live births in 1990 to 587 in 2015 (against
an SDG target of 70 for 2030), while the under-five mortality
rate fell from 254 per 1,000 live births in 1990 to 114 in 2015
(the SDG target is 25 by 2030). Mali had the sixth highest
under-five mortality rate in the world in 2017 and is also
one of the five countries with the heaviest burden of
disease globally. About 65,000 disability-adjusted life years
per 100,000 population are lost every year. Communicable,
neonatal, maternal, and nutritional disease still account
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for about 73 percent of the overall burden, although the
share due to non-communicable disease has been rising
since the 1990s. On average, there are a total of 160,000
deaths of women in childbirth and children under the age
of five every year.

Health expenditure is extremely low and remains
dominated by private out-of-pocket (OOP) payments
which are neither equitable nor efficient. Health spending
from all sources in Mali has fallen from 5.6 percent of GDP
in 2000 to 3.8 percent in 2018, which equates to USS 32
per capita, one of the lowest levels in the world. While
the share of OOP payments has fallen, they remain the
main source of health funding, at 35 percent of the total.
These mean the poorest Malians are more likely to forgo
necessary health care, while those who can pay risk being
pushed into poverty. Combined with a preference for self-
medication, these barriers to health care increase the
risk of antimicrobial resistance, reducing effectiveness of
treatment and posing serious public health risks for

the future.

Although the country has devolved responsibility for the
provision of health services, the funding needed has not
followed. Since 2004, Mali's health system has increasingly
been the responsibility of local government but, although
transfers from central government are increasing, they
are not enough to bridge the gap between basic health
financing needs and the revenue-raising capacity of local
governments. As a result, frontline health facilities rely
extensively on cost recovery through user fees which often
represent up to half of their revenues.

The health system has some scope for efficiency gains
which could improve performance for the same level
of public expenditure. For example, although district
hospitals have become more efficient between 2017 and
2019, it is estimated that significant potential efficiency
gains remain." At the aggregate level, if Mali's existing
public health expenditure was as efficient as the most
efficient country in SSA, it could improve its health service
coverage by around 18.5 percent. This represents a saving
of 0.25 percent of GDP while achieving the same results,
which could be reinvested within the sector to further
improve outcomes.

The ongoing socio-economic crisis is threatening to set
back the fragile progress Mali has made in health over
recent years. It needs to spend more on health but, as
with other sectors, it also needs to spend better. Improving
its essential health service delivery for a fast-growing
population and strengthening the system'’s preparedness
to respond to current and future health crises will require
additional investment. In particular, it needs to increase
the number of health workers per 1,000 inhabitants which
is currently among the lowest in the world. It will need
to make better use of existing spending, and rebalance
spending towards primary and secondary health care.”
Finally, it will need to improve its health financing
mechanisms to reduce the share of OOP payments.

1 A recent World Bank study (Public Expenditure Review) assessed the efficiency of decision-making units by comparing them with the best
producer in the sample to derive comparative efficiency, using Data envelopment analysis (DEA). In Mali, district level hospitals deliver on average about
20,000 curative consultations and 1,500 deliveries assisted by a skilled birth attendant per year. The variation in the volume of services provided is
substantial, even after standardizing the service volume by facility size. The coefficient of variation is just over 120 percent for curative consultations, and
100 percent for assisted deliveries. We use the model to estimate facility level efficiency scores measuring the distance between the facilities’ output level
and the empirical production frontier (World Bank Group 2021).

12 A recent World Bank study (Public Expenditure Review) provided policy options to improve both technical and allocative efficiency in health
spending. They include, for instance, conducting a systematic review of the Essential Medicines List with a view to increasing the share of generic drugs and
reducing drug prices, and strengthening the public pharmaceutical supply chain and its regulatory bodies (technical efficiency); and increasing the share of
public health expenditure allocated to primary and secondary care services, by introducing a funding mechanism linked to the spatial demand for packages
of essential services and community health workers (World Bank Group 2021)



This section proposes policy priorities based on household and firm-level analysis and discusses the
fiscal sustainability and necessary fiscal consolidation policies.
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4.1 POLICY OPTIONS IN THE FUTURE

Support to the private sector can focus on enhanced
infrastructure and an improved business environment,
with targeted sectoral support. This is broadly in line
with the self-identified policies reflected in the survey.
Enhanced infrastructure includes better energy provision
(improved operational and financial performance of EDM-
SA), inter-regional transport (Dakar-Bamako railway).
Digital infrastructure is especially pertinentin the COVID-19
context and would involve an increased coverage of
mobile networks and improved access to finance through
pro-Digital Financial Services legislations. Support to firms
should be prioritized to firms with high potential to be
productive in the future. In particular, government policies
can focus on restoring credit flows to boost investment,
reactivate trade flows and value chain participation,
redirect fiscal support from emergency measures to
temporary job creation and training programs. Given
limited resources, critical decisions must be made to
prioritize support. The selection mechanism of the private
sector guarantee fund can be a good option for the
policy implementation.

Given the large size of agriculture and the informal sector,
policy making should cover the rural inclusion and also
needs to consider a choice between social protection
and business support. Strengthened legislation in
land titling and the operationalization of the ongoing
warehouse receipt system could support agriculture and
livestock sectors, and better cushion external shocks from
adverse weather and commodity price volatility. As part of
this process, it is important to decide when to prioritize
workers through social protection mechanisms vis-a-
vis business support targeting firms. This is particularly
relevant for countries like Mali given the large size of the
informal sector.

Short-term policy efforts should continue a focus on
households through the crisis, with better targeting and
more flexible social transfer mechanism. To strengthen
the social safety net and cash transfer system, the Unified
Social Registry (RSU), the national registry of households e

ligible for social assistance, should be expanded to cover

a larger population allowing for a better targeting. Given
the large share of informal employment in Mali and
the pandemic’'s spread particularly in urban areas, the
government will need to go beyond its usual beneficiary
base and methods. More flexible transfer methods
including in-kind transfer and e-transfer help reduce
transaction costs and can be more effective under the
social distancing guidelines.

Medium-term measures are needed to prevent further
deterioration in human capital development. The
COVID-19 pandemic has slowed human capital formation
by interrupting in-person education in a context of limited
remote-learning options; weakening confidence in the
health system, with adverse effects on immunizations; and
exacerbating food insecurity by disrupting food production
and marketingvalue chains. The government can accelerate
the recovery of human capital accumulation by investing
in early childhood education, protecting and expanding
school feeding programs, improving pedagogical practices
and teacher management, expanding access to family
planning methods, implementing the pending reform of
the health sector, more effectively utilizing community
health workers, prioritizing social protection, and analyzing
the indirect effects of the public policy response to the
COVID-19 pandemic.



POLICY IMPLICATIONS

4.2 MEDIUM-TERM FISCAL CONSOLIDATION

Over a longer term, a recovery and growth agenda are
needed to recreate the conditions for sustainable growth
and ensure fiscal resilience. Currently, many governments
under limited fiscal space are postponing some capital
expenditures and
and instead, focus on health-related expenditures
and measures aiming at accelerating recovery and

non-essential current spending

strengthening economic resilience. In the long-run, capital
spending should return to the secular trend to ensure
sustained investment and higher growth.

The broad direction for fiscal policy changes points to
the need to mobilize more domestic revenue and reform
public spending to increase the fiscal space for higher
quality services and investments, while reducing the
overall deficit. Achieving a small primary surplus over
the medium term would ease the country’s borrowing
requirements and improve its debt repayment capacity.
This would give Mali the resilience to face future shocks
more easily. However, to achieve this, the Government
would need to strengthen the quality of its existing
expenditure framework, while raising domestic tax revenue
and improving spending efficiency, in part through its
proposed public finance management (PFM) reforms.

Domestic revenue mobilization can focus on reducing
tax expenditures in the short-term while planning
comprehensive reforms in the long run. Tax breaks and
fiscal exemptions, despite reflected in the survey, are
complicated in implementation and are often linked with
ambiguous results. In particular, tax holidays are rarely
an effective way for fiscal stimulus during crisis and are
often subject to abuse. Reducing tax exemptions will
help increase domestic revenue in the most equitable
and efficient way, and reduce distortion with less adverse
impact on growth. Tax expenditures, such as those
built into the investment code, mining code, and public
procurement acts, have cost an average of 2.5-3 percent of
GDP per year. Eliminating or reducing them would increase
revenue by an estimated 0.6 percent of GDP in the medium
term. Still, the most urgent reforms should

focus on increasing voluntary tax compliance, increase tax
base and enhancing the transparency and capacity of the
tax administration (for instance, redesign synthetic tax,

improve the management of fiscal deification number,
and digitalization of the tax procedure). The aim should
be a progressive tax system that protects the poor while
minimizing its impact on growth.

PFM reform not only ensures accountability and
transparency in the management of the COVID-19 special
funds, but also improves spending efficiency for longer
term. The government has established a new COVID-19
Special Fund and the governance structure needs to be
defined including eligibility and simplified expenditure
procedures, reporting
principles. Third Party auditing on the use of the fund is
also welcomed. In the long-run, reforms in the following
three dimensions will be most beneficial: strengthen
public investment, especially the appraisal capacity

transparency, auditing and

which improves decision making and the selection of
projects with higher returns; capacity building in the
implementation of public procurement framework; and
transparent review and development of a systematic
public wage setting mechanism.
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ANNEX

Table 6.1. Mali: Selected Economic Indicators, 2017-2023

2017 2018 2019 2020 2020 2020 2021 2022 2023
Pre-COVID | Post-COVID | Post-Coup
Estimates Projections

Income and Economic Growth annual percent change, unless indicated otherwise

Real GDP' 5.0 52 51 5.0 0.0 -2.0 25 5.2 5.0

Real GDP per capita' 19 21 2.0 2.0 -2.9 -4.9 -04 23 21

Private Consumption 34 3.0 58 0.7 -7 -10.3 18.4 8.3 8.3

Gross Fixed Investment -3.7 -0.9 14 95 1.3 -16.0 12.0 -4.4 -4.4

Gross Fixed Investment - Private -31 -28.7 55 21.2 124 -14.6 78 -9.7 -9.7

Gross Fixed Investment - Public -4.2 249 -5.0 -4.5 1.3 -16.2 13.7 0. 0.
Money and Prices annual percent change, unless indicated otherwise

CPI (year-average) 18 1.7 -2.9 0.6 -0.3 0.7 1.5 2.0 2.0

CPI (EOP) 11 1.0 -3.3 1.7 0.5 21 1.5 2.0 2.0

Exchange Rate (to US$, average) 581 555 586 - - 576

Exchange Rate (to US$, EOP) 554 576 590 - - 554

REER 0.5 0.3 -4.2 - - -0.3

Broad money 43 14.2 9.0 1.2 51 15.0 5.6 8. 7l

Credit to economy 54 48 2.2 6.0 14 37 5.6 8. 7l
Fiscal Accounts percent of GDP unless otherwise indicated

Total expenditure 229 204 231 26.5 26.7 255 211 25.5 24.9

Total revenue and grants 201 15.7 214 23.0 205 20.0 216 20.9 213

Overall balance (inl. grants) -2.9 -4.8 17 -3.5 -6.2 -5.5 -h.5 -4.6 -3.6

Primary Fiscal Balance -2.0 -39 -0.7 -2.4 -5.0 -4.3 -4.0 -2.9 -19

Total public debt 36.0 317 405 39.0 46.1 44] 46.2 46.9 471

External public debt 25.0 249 26.4 26.1 294 26.3 25.6 25.6 25.8




ANNEX
2017 2018 2019 2020 2020 2020 2021 2022 2023
Pre-COVID | Post-COVID | Post-Coup
Estimates Projections

External Accounts current US$ millions unless indicated otherwise

Export Growth (%, yoy) 2.9 16.0 8.8 35 8.9 53 19 29 1.6

Import Growth (%, yoy) -3.7 4.8 8.2 1.6 -8.8 -11.9 6.3 75 54

Imports, Goods and Services 36.2 35.8 36.0 34,0 0.0 33.2 331 329 324

Exports, Goods and Services 225 24.7 24.9 24,0 0.0 215 26.2 25.0 23.7

CAD (incl. current transfer, % of -13 -4.9 -4.8 -4.4 -2 -2.0 -2.3 -7 -3.6

GDP)

Net Foreign Direct Investment 36 28 1.8 2.5 -0.9 14 11 11 11

External Government Debt 25.0 249 26.4 26.1 294 26.3 25.6 25.6 25.8

Terms of Trade -25.3 -0.2 16.7 48 29.7 318 39 -4.8 -24
Population and Employment

Population, total (millions) 18.5 19 19.7 203 203 203 209 215 22

Unemployment Rate 43 39 40 99 8.7 8.7 99 99 99

Population Growth (annual %) 3.0 31 3.0 3.0 3.0 3.0 3.0 3.0 3.0
Other memo items

GDP nominal in (CFAF billions) 8922 | 9426 | 10,150 10,917 10,295 10,138 10,706 | 1,573 | 12,394

GDP nominal in (USS billions) 161 16.4 172 19.2 181

Sources: Malian authorities, WEO, WDI, KNOMAD, IMF and World Bank Staff estimates and projections.
N.B.:1/ The 2020 estimates are aligned with IMF baseline, while the forecast period (2021-23) assumes a slower recovery and takes into account the IMF adverse scenario.
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Table 6.2. Summary of Central Government Budgetary Operations, 2017-2023

2017 2018 2019 2020 2020 2020 2021 2022 2023
Pre-COVID | Post-COVID | Post-Coup
Estimates Projections
Key Fiscal Indicators, percent of GDP unless otherwise indicated
Total Revenues and Grants 20.1 15.7 21.4 23.0 20.5 20.0 21.6 20.9 21.3
Tax Revenues 15.2 19 14.7 15.5 131 141 14.6 145 14.8
Taxes on Goods and Services 10.5 8.3 10, 10.7 8.8 9.2 9.7 9.7 10.0
Direct Taxes 47 3.6 4.8 48 42 49 49 48 48
Taxes on International 2.0 1.6 19 19 1.7 19 21 21 21
Trade
Non-Tax Revenues 14 0.6 0.7 1.3 08 0.6 12 08 08
Grants 16 1.2 19 2.5 2.7 14 19 1.6 18
Special funds and annexed 19 19 41 3.6 39 39 39 39 39
budgets
Total Expenditures 22.9 20.4 23.1 26.5 26.7 25.5 271 25.5 24.9
Current expenditure 124 121 12.6 13.6 16.4 15.5 15.7 15.5 15.5
Wages and Compensation 48 50 51 58 6.7 6.1 7l 7l 7l
Goods and Services 33 29 29 33 38 3.2 3.8 3.8 3.8
Interest Payments 08 09 1.0 11 1.2 1.2 1.3 1.5 1.6
Current Transfers 34 33 3.6 33 48 5] 35 31 3.2
Capital Expenditures 8.8 6.5 6.5 9.3 6.5 6.1 75 6.1 54
Externally financed 28 1.6 19 33 36 1.8 32 29 3.0
Domestically financed 6.0 50 46 6.0 29 43 43 32 2.5
Special funds and annexed 19 19 41 3.6 39 39 39 39 39
budgets
Overall Balance (incl. grants) -2.9 -4.8 1.7 -3.5 -6.2 -5.5 -5.5 -4.6 -3.6
Primary Balance -2.0 -3.9 -0.7 -24 -5.0 -4.3 -4.0 -2.9 -19
Government Financing' 2.6 3.9 2.6 3.6 6.1 5.1 ) 44 3.4
External (Net) 1.7 0.5 3.0 1.2 24 06 0.6 2.0 2.0
Domestic (Net) 09 34 -04 24 37 45 47 24 14

Sources: Malian Authorities; IMF and World Bank Staff estimates and projections.

N.B.: 1/Government financing need is based on overall balance (cash basis) instead of overall fiscal balance (accrual basis).
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