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Summary and Conclusions
HIPC Completion Point. The staffs o f the IMF and IDA are o f the view that Senegal has broadly met
the conditions needed t o reach the completion point and benefit f r o m full and irrevocable debt relief
under the enhanced H I P C Initiative. I t has maintained a stable macroeconomic environment since the
decision point. A track record o f policy implementation under the n e w PRGF arrangement has been
established, both through the completion o f the first review and subsequent performance that should
allow consideration o f the second review by the Executive Board in M a y 2004. Senegal has
implemented most o f the floating completion point conditions: i t has put in place policies which reduce
legal and administrative hurdles for the private sector, reinforced capacity in taxation administration,
met the privatization targets, has developed a poverty database and monitoring capacity, and achieved
the targets with respect to education services. I t has also secured sufficient financing assurances and its
overall approach t o poverty reduction as set out in the PRSP has been endorsed by IDA and the IMF.
Waiver request. The staffs support the authorities’ request for three waivers, two o f which are in the
area o f health services where the authorities recognize that progress has been slow. The child
immunization targets could n o t be reached and the utilization rates o f primary health care centers were
below target as well. With the support o f the W o r l d Bank and donors, the Senegalese authorities have
redefined the health care program with the a i m o f improving outcomes in order t o enhance chances o f
meeting the respective MDG goals. In the area o f public savings, the target for the basic fiscal balance
(which was set in 2000) could not b e met in the strict legal sense, as the target itself was modified in the
context o f a Fund-supported program subsequent t o that date.
Creditor assurances for HIPC. Financing assurances regarding the enhanced H I P C Initiative
assistance represent a l i t t l e over 8 1 percent o f the total assistance approved at the time o f the decision
point. In addition, a few non-Paris creditors may be willing t o consider providing H I P C assistance at the
completion point. The authorities are making best efforts t o obtain such relief.
Debt sustainability. Senegal qualified for enhanced HIPC assistance under the fiscal window. At the
completion point, after enhanced H I P C relief, the ratio o f the NPV o f debt-to-revenues i s estimated at
about 15 1 percent, we11 below the HIPC threshold o f 250 percent and below the ratio projected at the
time o f the decision point. External borrowing since the decision point has been moderate and below the
levels projected at the time of the decision point. Given t h i s performance and the relatively l o w debt
ratios at the completion point, Senegal i s set t o exit f r o m the enhanced H I P C Initiative with significantly
improved chances t o maintain sustainable external debt levels over the medium and long run.
Recommendation.The staffs of the IMF and IDA recommend t o Executive Directors to determine that
most o f the conditions for reaching the completion point under the enhanced HIPC Initiative have been
met and to grant the requested waivers for the above noted three conditions.
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I. INTRODUCTION
1.
In June 2000, the Executive Boards o f the IDA and the IMF agreed that Senegal had
met the conditions for a decision point under the enhanced Heavily Indebted Poor Countries
(HIPC) Initiative and defined a set o f conditions for Senegal to reach the completion point.’
This paper discusses Senegal’s progress and proposes Board approval o f the completion
point under the enhanced HIPC Initiative framework.
Debt relief under the enhanced HIPC Initiative framework estimated in August 2000
2.
amounted to US$488.3 m i l l i o n in end-1998 net present value (NPV) terms, calculated to
bring the NPV o f debt to the equivalent o f 250 percent o f fiscal revenue at end-1998.’ This
relief represents a reduction o f 19.3 percent o f the debt in NPV terms at end-1998 after the
full use o f traditional debt-relief mechanisms. At the same time, the Boards o f the Fund and
the IDA also agreed to deliver interim debt r e l i e f until Senegal reached the completion point.
During the period from the decision point (June 2000) to end-December 2003, the IMF
extended interim debt relief o f SDR 13.244 million (about US$17.5 million) in nominal
terms and approved an additional SDR 1.066 million (about US$1.4 million) for FebruaryApril 2004. During the same period, IDA provided interim r e l i e f o f US$45.5 m i l l i o n by
reducing a portion o f debt service as i t fell due. Senegal has also benefited from interim
assistance granted by the African Development Bank (AfDB), the European U n i o n (EU), and
the West African Development Bank (BOAD), as w e l l as Paris Club creditors. The total
interim assistance extended to Senegal amounted to US$11.2 m i l l i o n in 2000, US$30 m i l l i o n
in 2001, US$36 million in 2002, and US$76 million in 2003, and i s projected to reach about
US$15 m i l l i o n in the first four months o f 2004.

The Boards agreed that Senegal could reach the completion point on the basis of
3.
a full poverty reduction strategy paper (PRSP) and sound macroeconomicpolicies, as
well as specific structural and social reforms set out in the decision point document. I n
the opinion of the staffs, Senegal has satisfied almost all these conditions, as its
government endorsed its full PRSP in June 2002, maintained a satisfactory macroeconomic
framework under the previous and the current Poverty Reduction and Growth Facility
(PRGF)-supported programs, implemented the planned reforms-albeit with delays in
several areas, and reinforced its efforts over the past 1% years to attain the completion point
conditions in the education sector. In the case o f public savings, while a strong basic fiscal
balance has been maintained since 2000, in 2001 a one-off exceptional budget transfer
(equivalent to 3.1 percent o f GDP) was made to two parastatals in the context o f the PRGFA paper describing a revised debt sustainability analysis and indicating revised amounts o f debt relief and
interim assistance committed at the decision point was submitted t o the Boards o f the Fund and IDA at endAugust 2000 (EBS/00/184; 8l30100) for approval o n a lapse o f time basis.
Senegal qualified under b o t h the debt-to-export and the debt-to-fiscal revenue criteria, but elected to use the
fiscal window, where more assistance was required. As o f end-1998, the NPV o f debt-to-revenue ratio was
estimated at 3 10 percent, compared with a ratio o f the NPV o f debt-to-exports o f 165 percent.
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supported program so as to regularize that financial situation after several years o f
accumulated losses. This transfer was not anticipated at the time o f the decision point, and
thus the basic fiscal balance recorded a deficit o f 0.6 percent o f GDP, deviating clearly from
the targeted surplus o f 2.2 percent o f GDP in 2001. Conceming health care services, where
progress has been lagging and waivers will also be needed, the authorities have defined a
new sectoral approach, with a view to boosting the rates o f immunization and utilization o f
health centers, with the support o f several donors and creditors, including the World Bank
and the EU.
The paper i s organized as follows: Section I1assesses Senegal’s performance in
4.
meeting the requirements for reaching the completion point under the enhanced HIPC
Initiative, as set out in the decision point document; Section I11reviews the status o f creditor
participation and the delivery o f debt r e l i e f to Senegal under the enhanced H . P C Initiative
and updates the results o f the debt sustainability analysis (DSA)-assessing also the
sensitivity o f debt indicators to changes in macroeconomic variables; and Sections I V and V
present conclusions and propose issues for Board discussion, respectively.
OF REQUIREMENTSFOR REACHING THE COMPLETION POINT
11. ASSESSMENT

The conditions for reaching the completion point, as set out in the decision point
5.
document, comprise: (i)
preparation o f the PRSP through a participatory process, and
concurrent improvements in the poverty database and poverty-monitoring capacity;
(ii)
maintenance o f a stable macroeconomic environment, as evidenced by a satisfactory
performance under PRGF-supported programs, as well as compliance with specific targets
for macroeconomic variables; (iii)
implementation o f key structural reforms; and
(iv) implementation o f critical social service measures and achievement o f key social
objectives, particularly in the health and education sectors.

B y end-December 2003, policy reforms and objectives envisaged for the floating
6.
completion point under the enhanced HIPC Initiative had been broadly achieved
(Box 1). The remainder o f this section reviews Senegal’s progress in meeting these
conditions, as well as the government’s agenda in improving the management o f public
expenditure, including for the purpose o f tracking poverty-reducing spending.
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Conditions
~

Status

Macroeconomic Environment
Maintain a stable macroeconomic environment as
evidenced by a program supported by an arrangement
under the PRGF.

Implemented. Macroeconomic outcomes under
successive PRGF-supported programs have been
positive, despite uneven progress. Performance under the
n e w PRGF arrangement, approved in April 2003, has
been satisfactory. In the interim period between
arrangements (April 2002-April 2003), financial policies
were prudent and the pace o f structural reforms
recovered.

Public savings: The basic fiscal surplus for
government financial operations (excluding grants and
foreign investment expenditures) i s targeted at n o less
than 1.O percent o f GDP in 2000 and 2.2 percent o f
G D P in 2001 (excluding the investments that
government will undertake as part o f its Poverty
Reduction Strategy).

Partially implemented. A strong basic fiscal balance
was maintained in 2000-03. The surplus was 1.3 percent
o f GDP in 2000, followed by a deficit o f 0.6 percent o f
GDP in 2001 (implying a surplus o f 2.5 percent,
excluding one-off exceptional assistance to public
enterprises that was required under a Fund-supported
program subsequent to the decision point), and again a
surplus o f 2.1 percent in 2002. F o r 2003, a surplus o f
1 percent o f G D P has been targeted.

Bank credit: T o ensure sound fiscal management net
bank credit to the central government will be capped.

Implemented. Over the period 2000-03, government
restrained i t s access t o credit by a larger amount than
initially targeted.

Private Sector Development
The government i s to privatize 11 public sector
enterprises as planned, so as t o reduce the public
sector ownership to about one-fourth o f the original
portfolio.

Implemented. The government has privatized
11 enterprises, 6 o f which have been sold and the other
5 public enterprises liquidated. One parastatal
(SONACOS) was offered for sale in January 2004.
These enterprises are operating in a broad range o f
sectors (including a.0. insurance, transport, real estate,
groundnuts, and textiles). The value o f the remaining
public sector ownership is close t o one-fourth o f i t s
original portfolio.

The government will reduce the legal and
administrative hurdles and other policy distortions that
slow d o w n private initiative and domestic production
and demand, inparticular, for the small enterprises in
the informal sectors.

Implemented. The government has been active in
reducing entry barriers through creating a one-stop shop
facility and implementing regulatory reforms in customs
and tax administration. In 2003, the regulatory system
was simplified in line with recommendations o f the
newly established Presidential Investors’ Council. In
January 2004, n e w laws that simplify business income
taxation (also for small businesses, n o w paying only a
flat tax) and streamline the investment code were
adopted.
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Box 1. Senegal: Summary o f Conditions for Achieving the Floating Completion Point
Conditions

Status

Energy
T o eliminate remaining distortions in the vital energy
sector and to enhance the overall competitiveness o f
the economy, partial liberalization o f the petroleum
sector i s to be completed in accordance with the
agreed schedule and monitored under existing
agreements with IDA.

Implemented. The partial liberalization was achieved as
envisaged by the following actions: the o i l exploration
function was removed from PETROSEN and i t i s now
carried out by the private sector through risk exploration
and participation contracts with the government.
Monopolies for downstream o i l activities and
commercialization o f petroleum products have been
abolished. Domestic prices for petroleum products
reflect international crude o i l prices following the
rationalization o f the price system, which had been based
on a complex set o f subsidies and surcharge fees.

Taxation
To reinforce the government’s capacity at mobilizing
domestic resources to finance i t s fight against poverty,
the use o f a single taxpayer identification number in
all revenue collection agencies w i l l be generalized,
and a large taxpayers unit w i l l be set up.

Implemented. A single taxpayer number i s in use since
January 2002. The large tax payer unit was established
in February 200 1.

Poverty Database and Monitoring Capacity
Preparation o f a PRSP through a participatory process.

Improvement o f the poverty database and monitoring
capacity by implementing a household budget survey
and the establishment o f poverty lines and indicators
based thereon.

Education: Keep on track with the following targets UI

Implemented. In June 2002, t h e government completed
the PRSP which was the result o f an extensive
participatory process invohing civil society, donors, and
local administrations.
Implemented. The household budget survey was
completed in 2003. Updated poverty estimates for
2001-02 show a substantial decrease in poverty at the
national level, particularly in Dakar and other urban
areas.
er the IDA-supported Quality Education for A l l Programs

Teachers w i l l continue to be recruited at the rate o f
2,000 a year.

Implemented. Reflecting significant government
efforts, the number o f newly recruited teachers in
primary and secondary schools averaged 3,800 per year
during 2000-03, exceeding the original target.

Employment would be o n a contract basis and the
parallel recruitment of teachers into the civilservice structure would be eliminated.

Implemented. Recruitment has been on a contractual
basis, except for a small number o f teachers who had to
be hired directly into civil status because o f
arrangements between government and labor unions that
preceded the time o f the decision point. The share o f
civil servants hired averaged 9 percent in 2000-03,
declining to 5 percent by 2003.
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Box 1. Senegal: Summary o f Conditions for Achieving the Floating Completion Point
Conditions

Status

Maintain budgetary increases for primary
education as a percentage o f the education budget,
which are planned to increase f r o m 4 0 percent in
1998 to 44 percent in 2003.

Implemented.The share o f the budget allocated t o
primary education exceeded 44 percent in 2003, up f r o m
below 40 percent in 1999, reflecting the gradual
allocation o f HIPC Initiative resources toward primary
education.

Maintain increases in the rate o f child
immunization against the three most prevalent
communicable childhood diseases, which are
planned to increase f r o m 68 percent in 1999 to
72 percent in 2000 and 7 6 percent in 2001.”

Not implemented. This target has not been met
consistently, even though recent efforts have produced
significant increases in the immunization coverage f r o m
44.7 percent in 2001 to 60 percent in 2002.

Continue t o increase the proportion o f pregnant
women receiving prenatal care which i s planned to
be raised f r o m 56 percent in 1999 to 64 percent in
2000 and 72 percent in 200 1.

Implemented. The prenatal coverage rate has increased
f r o m 56 percent in 1999 to 82 percent in 2001 and 2002.
Based o n the information provided by the authorities and
according to the assessment made by the W o r l d Bank o n
t h i s condition, the completion point trigger was met
since the rate increased to 82 percent f r o m 56 percent
since 1999, which is more than targeted.

Maintain planned increases in utilization o f
primary health centers, f r o m 48 percent in 1999 to
52 percent in 2000 and 56 percent in 200 1.

Not implemented. This target has not been met as the
primary health center (PHC) utilization rates only
increased to 49 percent in 2002 because o f the persistent
l o w quality o f primary health care, and high financial
barriers t o access, in particular for the poorest segments
o f the population. Under the n e w health sector
development program, improvements in basic health
care services are underway.

Other
Satisfactory financing assurances f r o m Senegal’s
external creditors.

Implemented. As o f M a r c h 2004, creditor participation
in enhanced HIPC assistance for Senegal amounts t o
8 1.4 percent o f its debt. The authorities are making
efforts t o obtain debt relief under the H I P C Initiative
f r o m non-Paris Club creditors.

Endorsement by the Executive Directors o f the overall
approach set out in the PRSP as a suitable context for
continued assistance f r o m IDA and the Fund.

Implemented. In December 2002, the Executive Boards
o f the Fund and IDA welcomed the PRSP as a sound
basis for poverty reduction and concessional financing.

I / The immunization rate for 1999 was revised downward by the govemment to 42 percent, as a result o f the review o f the
expanded Program for Immunization in 2000, which was endorsed by all donors. T h i s revision made the targets set at the
decision point unachievable.
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A. Macroeconomic Performance in 2001-03

7.

Macroeconomic performance over the period 2001-03 was satisfactory, albeit
uneven. Real GDP growth averaged a little under 5 percent per annum over 2000-03,
dropping to 1.1 percent in 2002 on account o f a weather-related fall in agricultural output.
Excluding 2002 (which was weather-affected) real GDP growth averaged 5.8 percent.
Inflation remained low, averaging less than 2 percent over 2000-03. The external current
account deficit (including official grants), declined from 6.3 percent o f GDP in 2000 to a
range o f 5-5% percent in 2001-02, reflecting good export performance and a surge in private
transfers. The deficit i s likely to have risen to 6.6 percent in 2003, reflecting mainly the effect
o n the trade balance o f poor agricultural crops in 2002.
Fiscal performance was generally adequate, sustained by efforts in tax revenue
8.
administration and expenditure restraint. As envisaged under the PRGF-supported
program in 2001, the basic fiscal balance (excluding HIPC Initiative-related spending)
shifted temporarily to a deficit o f 0.6 percent o f GDP from a surplus o f 1.3 percent in 2000
because o f a large budgetary transfer to cover accumulated losses o f two parastatals
(SONACOS, the groundnut processing company, and SENELEC, the electric utility)
(Table 2).3 In 2002, higher revenues, together with the absence o f extraordinary budgetary
transfers and tight control o n current spending, generated scope for a significant increase in
domestically financed capital spending while securing a basic fiscal surplus o f 2.1 percent o f
GDP. In 2003, this surplus was targeted to narrow by 1 percent o f GDP because o f
accelerated (domestically financed) capital spending and a drought-related emergency
program. Over 2000-03, the government maintained a prudent external borrowing policy
(see below) and tight control over domestic financing. Net bank credit to the central
government evolved along a declining trajectory, and at end-2003, net bank credit was
60 percentage points below the level outstanding at end-2000.4
Overall, Senegal has achieved positive results under Fund-supported economic
9.
programs since the mid-l990s, but progress has been uneven at times. Following the
initial years o f macroeconomic stabilization and liberalization, the government began to
tackle, in 2000 and 2001, some long-standing structural issues, with the liquidation o f the
groundnut marketing company, reforms o f the parameters o f the pension system, and the
strengthening o f the finances and management o f the postal agency. However, deteriorating
finances o f some public enterprises at end-2001 and lack o f adequate progress in
implementing agreed reforms in the groundnut sector and the pension system led to the
expiration o f the PRGF arrangement in April 2002 without the conclusion o f the final review.

If
this one-off transfer (3.1 percent o f GDP) i s excluded, the basic balance was at a surplus o f 2.5 percent o f
GDP.
As against a HIPC Initiative condition that capped total net credit to government at i t s 2000 level.
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For the remainder o f 2002, the government stayed the course o f prudent financial
10.
management, and concurrently preparations for further structural reforms gained momentum.
Senegal’s PRSP was considered by the Boards o f the IMF and IDA in December 2002. O n
April 28,2003, the Executive Board o f the IMF approved Senegal’s request for a new threeyear arrangement under the PRGF, establishing the reference framework for Senegal’s efforts
at reestablishing i t s track record for the completion p o i n t 5

11.
Performance under the new PRGF arrangement in 2003 has been broadly
sati~factory.~”
Notwithstanding technical hurdles and capacity constraints which slowed
some reform steps behind the program’s schedule,’ overall program implementation has been
good. Financial policies have remained in line with program objectives. Progress in
delivering o n the government’s structural reform agenda has been significant. Major reforms
have been advancing in the energy and groundnut sectors, and in the postal and pension
systems; institutional improvements in public financial management towards better controls
and transparency have been made and are continuing; and the private sector environment has
been made more business friendly through reforms o f the corporate income tax system, the
investment code, and the regulatory framework.
B. Key Structural Reforms
12.
I n the late 1990s, the government began preparing a private sector development
strategy geared toward achieving and sustaining steady private-sector-based GDP
growth. The components o f the strategy followed three themes: (i)
improving the investment
climate, notably through legal and judicial capacity building, removal o f administrative
barriers, tax reforms, trade facilitation, improved infrastructure regulation, and a stronger
private-public consultative process; (ii)
raising productivity, through increased private sector
See the Chairman’s summing up o f the Executive Board discussion o f the H I P C Progress Report o f
March 2002 (Selected Decisions, 27’ Issue, p. 143, para. 4).
See EBSl0419; 1130104: Senegal-First Review Under the Poverty Reduction and Growth Facility
Arrangement, and Request for Waivers o f Performance Criteria and for Additional Interim Assistance Under
the Enhanced Initiative for Heavily Indebted Poor Countries. The f i r s t review established that a l l quantitative
perfonnance criteria (PCs) were met at end-June 2003. There was a subsequent lapse in respect o f the P C o n
external nonconcessional debt, and there were delays in enacting some k e y structural reform measures, two o f
which required a waiver (see (i)
and (ii)
o f footnote 8).
I

The report for the second review under the PRGF is expected t o be submitted t o the Executive Board o f the

Fund before end-May 2004. Performance through end-2003 was in line with the macroeconomic framework o f
the first program review.
More specifically, technical preparations for the tender documents for (i)
granting a private Independent
the privatization o f the groundnut company SONACOS were more
Power Producer (IPP) concession and (ii)
complicated and time consuming than anticipated; firthermore, capacity constraint at the treasury and the
Supreme Audit Court compounded by lack o f agreed submission procedures, prevented the timely submission
and processing o f the backlog o f budgetary and treasury accounts for the years 1999 t o 2002.
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participation in economic activity; and (iii)
stimulating investment, both domestic and
foreign, through reforms in the pension system, postal services, and the information
technology, energy and edible o i l sectors. The decision point document referred to some o f
these key elements o f the government’s reform agenda, emphasizing privatization, the
elimination o f administrative hurdles faced by private investors, the partial liberalization o f
the energy sector, as well as greater efficiency in tax administration.

13.
Notwithstanding the central role of privatization in the government strategy,
technical difficulties, strategic obstacles, but also sometimes lack of resolve, have caused
delays in the process of reducing the state’s role in some of the targeted sectors. By
January 2004, the government had privatized eleven public enterprises by selling six
parastatals’ and liquidating five companies;” and i t had offered SONACOS for sale to three
pre-qualified bidders. In mid-March 2004, after the bidders’ visit to SONACOS data room,
the format o f all elements o f the bidding documents was agreed between the government and
the bidders. In M a y 2004, final offers are to be submitted and the winning bidder to be
selected. The attempted privatization o f SENELEC was unsuccessful in 2002 because o f
changes in the world energy market.’ Instead, a new strategy o f eliciting private investment
in the Senegalese energy sector i s being implemented successfully with the support o f the
World Bank. As a result o f the government’s disengagement from these enterprises, its
ownership has been reduced to close to one-fourth o f i t s original portfolio.

’

14.
Barriers to entry faced by investors were significantly reduced by a series of
administrative and institutional reforms over the past few years. The creation o f the
“Agence depromotion de 1’investissementprivk et des grands travaux” (APIX) has
streamlined the procedures faced by enterprises investing and operating in Senegal. As a
result, the number o f days needed to register a company declined from 82 days in 1999 to
69 days in 2002. Similarly, simplified customs clearance procedures have facilitated trade.
The government plans to address soon obstacles to accessing land and obtaining building
permits, in the context o f an assistance strategy agreed with IDA.

SENRE (insurance; 2000), SONAFOR (drilling contractor; 2000), SERAS (livestock; 2001),
SONAGRAINES (groundnut marketing; 2001), SNCS (Dakar-Bamako railway; 2003), SODEFITEX (textiles;
2003).
10

SIDEC (Cinematography; 2000), SONADIS (commerce; ZOOl), SONEPI (industrial promotion; 200 l),
SEPROT (transport; 2002), S O D I D A (management services company; 2003).
” Since 1998, the government has attempted twice t o privatize SENELEC but failed, principally due t o
structural changes in the international electricity market (and the non-fulfillment o f an agreed commitment by
one o f the private companies during the f i r s t attempt). A s a result, the government has revised i t s strategy and
decided to introduce private sector participation in this sector through concessions for energy generation. This
revised strategy has been endorsed by the W o r l d Bank.
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The partial liberalization of the petroleum sector has been achieved. The o i l
15.
exploration function was shifted from PETROSEN-the publicly owned company-to the
private sector. Monopolies for downstream o i l activities and commercialization o f petroleum
products have been abolished. Prices for petroleum products reflect international crude o i l
prices and commercialization is subject to cap prices. Subsidies for LPG and for fuels for
power generation have been eliminated.
Over the past several years, the government has strengthened tax revenue
16.
collection. The value-added tax (VAT) was streamlined in September 2001,with the
unification o f various rates at a single rate o f 18 percent for most goods. A large taxpayer
unit, established in February 2001, n o w oversees over 650 enterprises generating about
80 percent o f indirect tax revenues. In customs administration, the emphasis has been o n
computerization and the fight against corruption. Furthermore, the authorities have begun to
systematically use the single taxpayer identification number in all revenue collection
agencies, and in 2003, its application has been extended to the social security administration
and the pension funds. Furthermore, tax reform was one o f the four topics for rapid follow-up
selected during the first meeting in November 2002 o f the Presidential Investor Council
(PIC), an instrument o f high-level public/private partnership and dialogue supported by both
Bretton Woods institutions. In January 2004, parliament approved the reform o f the corporate
income tax and the investment code. The streamlining o f taxation and improvements in
revenue administration have helped raise the share o f tax revenue to GDP from 17.3 percent
in 2000 to 17.9 percent in 2002.

C. Poverty Reduction and Social Sector Policies
The finalization of the PRSP in June 2002 was an important step forward in
17.
launching a comprehensive development strategy focused on poverty reduction. The
reduction o f poverty by half by 2015 as stated in
PRSP embraces the following objectives: (i)
the Millennium Development Goals (MDGs), especially through improvements in health and
education; (ii)
development o f basic infrastructure; (iii)
good governance, including peacebuilding and conflict prevention; (iv) promotion o f agriculture and rural development;
(v) capacity building through the use o f new information technologies; (vi) promotion and
defense o f African culture; and (vii) increased market access in the industrial nations. Within
these broad orientations, the PRSP relies o n four pillars: (i)
wealth creation through
economic reform and private sector development; (ii)
capacity building and development o f
improvements in the living conditions o f the poor; and
social services; (iii)
(iv) implementation o f the strategy and monitoring o f its outcomes. However, as noted in the
joint staff assessment (December 3,2002), the implementation o f the PRSP suffered from
some shortcomings, which the authorities have addressed during the first year o f strategy
implementation. In particular, the government has been working o n defining more concretely
how i t will improve social services in rural areas. The authorities expect to complete a firstyear progress report o f PRSP implementation in April 2004.
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18.
Social sector spending has been sustained since the decision point of June 2000
(Appendix 11). Health and education spending has increased as shares o f both GDP and total
spending. Moreover, primary education spending has increased as a share o f the education
budget. Since the decision point, Senegal has tended to allocate HIPC resources through
supplementary budgets.
19.
With respect to poverty diagnosis, the government completed a household
budget survey in 2001-02. The new data provide a basis for reestimating poverty lines and
measuring the quantitative impact o f some PRSP actions in terms o f poverty alleviation. The
government, with IDA support, i s finalizing a poverty assessment, using this new data set
(Appendix 111).

Basic education

20.
As part o f government policy, human and financial resources for primary
education have been increased. The goal i s to overcome the poor quality o f education in
Senegal, which i s principally reflected in the l o w number o f students who complete primary
education and in weak management o f schooling at all levels. Accordingly, the government
has allocated an increasing share o f its budget toward primary education, up f i o m 40 percent
in 1998 to 42.2 percent in 2002 and 44.9 percent in 2003; notwithstanding this shift,
budgetary allocations s t i l l remain strongly biased toward tertiary education. A significant
effort was also made to r e c r u i t - o n a contractual basis-new teachers for primary and
secondary schools: a total o f about 3,800 teachers per year were recruited over the period
2000-03, well above the targeted rate o f an annual average o f 2,000 for the completion
point.12 Concurrently, a marginal number o f teachers from the pool o f contractuals and
graduating instructors were converted to c i v i l servants status, owing to long-standing
arrangements between government and labor unions. l3
Moreover, the significant increase in
teaching personnel masks the existing problems o f inequalities in the deployment o f these
recruits, as the more experienced teachers tend to leave the schools with greatest needs to
seek positions in more attractive areas. To stem this development, the government has
renewed i t s commitment to support education quality and access through decentralized
structures, and in 2004 it has allocated increasing budgetary and donor hnds to the regional
and local administrations, and even directly to some schools. With the improvements in the
implementation o f the ten-year education plan (PDEF), and with the continued improvements
in the indicators for the MDGs, Senegal now would be eligible for consideration under the
Education-for-All-Fast-Track Initiative.

l2Annual

recruitment was 1,830 in 2000; 4,326 in 2001; 4,469 in 2002; and 4,908 in 2003.

l3
These arrangements also applied to the recruitment o f new teachers and obliged the government to give civil
servant contracts to a small share o f the new recruits (see Box 1).
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Health
Improving health services continues to be one of the main objectives of the
21.
government. Expenditures allocated to this sector increased from 1.3 percent o f GDP in
2000 to 1.5 percent o f GDP in 2002; however, they declined to 1.2 percent o f GDP in 2003,
when a large amount o f HIPC-related resources were allocated to other PRSP priorities (in
particular rural road infrastructure, agriculture, and social development). Progress has varied
among the different health services over the past few years. The number o f fimctioning
primary health care facilities increased from 733 in 1997 to 888 in 2001; however, the
utilization rate did not increase as much as anticipated at the decision point. Other
improvements were made in health indicators such as the antenatal coverage rate-up from
56 percent in 1999 to 82 percent in 2002-and in the proportion o f deliveries attended by
skilled health personnel, which rose from 40 percent in 1997 to 59 percent in 2001. Since the
external review o f the immunization programs in 2000, the government has added resources
and launched a broad immunization campaign. The DPT3 coverage increased in 2002 to
60 percent, up from 44.7 percent in 2001, reversing the decline observed during the late
1990s, but coverage in 2001 s t i l l was below the completion point target. Measles coverage
increased from 43 percent in 1997 to 50 percent in 2001 and polio coverage jumped to
99.8 percent, both exceeding targets.
I n order to improve the chances of meeting the health targets under the MDGs,
22.
the government i s reformulatingits health-sectorprogram (Box 2). Therefore, under a
donor-supported health sector development program, the government intends to strengthen
i t s commitment to health reform's and to the provision o f basic health care services. The four
main components o f the program are: (i)
adequate access to services leading to a decline in
infant and maternal mortality rates, malnutrition, and the incidence and severity o f
transmittable diseases; (ii)
availability o f human resources and o f essential supplies in remote
areas; (iii)
strengthening o f the administrative and management capacities at all levels o f the
health system; and (iv) improved participation o f beneficiaries and protection o f the income
o f the poor.

D. Public Expenditure Management and Tracking
23.
Since the time o f the decision point, the government, with the support of the
donor community, has increasingly focused on improving its ability to use public
resources effectively, and to monitor their impact on outcomes (Appendix 11). It has also
recognized that severe limitations in i t s recruiting and remuneration policies have posed a
major challenge to the adequate delivery o f core basic services, especially outside Dakar. The
government has given priority to improvements in these areas, as i t has become evident that
shortcomings in public sector performance are among the main constraints o n economic
development and poverty reduction in Senegal.
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Box 2. Senegal: The Government’s New Strategy for the Health Sector
The government has been fully aware o f the mixed performance in the health sector over the past few
years. For this reason, improving health services, notably in remote areas, has been selected as a priority
in the government’s PRSP. The authorities are currently finalizing the new health sector policy, with the
support o f donors, including the W o r l d Bank.

This new strategy will account for the lessons that have emerged f r o m the relatively weak
implementation o f the first phase o f the national health development program since 1997. It will support
the government’s effort to address b o t h sectoral and cross-cutting issues in the health sector and also
target a few specific activities that are expected to produce the maximum outcome for the Senegalese
population living in unhealthy conditions. The m a i n objectives can be summarized as follows:
0

0

0

Improve coverage and quality o f health services o f children and women, especially in
underserved areas;
Scale up priority health interventionsIprograms such as HIVIAIDS, malaria, TB and
reproductive health and promote change o f consumer behavior ;
Improve the availability and efficiency o f health care personnel;
Promote partnerships with the private sector, the c i v i l society and other government agencies
involved in the financing, the development o f human resources, and the delivery o f health
services;
Strengthen the implementation capacity o f the Ministry o f Health and its decentralized units;
Develop a good monitoring and evaluation system; and
Implement a pro-poor financing structure by mans o f transparent administrative and budgetary
processes to ensure more efficient public spending within the sector.

These objectives are consistent with the PRSP and the MDGs. The W o r l d Bank plans t o support them
through i t s proposed PRSC in FY05. They are also in line with the proposed budgetary support by the
EU and additional investment projects in this sector funded by other donors.

On the basis o f several diagnostic studies, including the Country Financial
24.
Accountability Assessment (CFAA) and the Country Procurement Assessment Report
(CPAR) conducted by the World Bank and the IMF Report o n Observance o f Standards and
Codes (ROSC), a detailed action plan was approved by the Prime Minister in July 2003 and
was subsequently endorsed by all donors in Senegal. The main reforms aim to do the
following:
0

0

0

0

improve budgetary planning and preparation with the establishment o f a medium-term
expenditure framework;
strengthen budgetary execution, including the financial decentralization o f key
administrative functions and procurement procedures to line ministries;
increase budgetary controls, with a focus o n the role o f extemal and independent
audits; and
modernize information systems in the public administration.
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Several reforms have been launched and important progress has been made in the
25.
following key areas: computerization o f budget execution has begun; several successful pilot
projects in fiscal decentralization have been launched; new intergovernmental information
systems have been designed; and good progress was realized in defining the parameters o f
the recruiting strategy for 2003-05. Still, much more work remains. The authorities’ efforts
are and will continue to be supported by the donor community, including through a M u l t i Donor Trust Fund, the forthcoming PRSC, and the current PRGF-supported program.

111. DELIVERYOF DEBTRELIEF AND LONGER-TERM
DEBTSUSTAINABILITY
A. Data Reconciliation
26.
Assistance to Senegal under the enhanced HIPC Initiative, calculated at
US$4SS million at the decision point, i s confirmed on the basis of the review carried out
at the completion point reference year by the staffs of the Bank and the Fund with the
a u t h o r i t i e ~ .The
’ ~ review revealed the need for some changes in the composition o f the 1998
stock-of-debt estimate^,'^ but the overall impact was small. Therefore, there were no reasons
for revising the 1998 debt relief estimated at the decision point, or the associated common
reduction factor. l6Senegal’s debt relief o f U S 4 8 8 million, calculated according to the fiscal
criterion, would bring the ratio o f debt-to-fiscal revenue well below the 250 percent
thre~hold.’~
l4The debt stock estimates were revised upward by US$36 m i l l i o n in August 2000 compared with the original
decision point document, due to information that Senegal’s debt t o Japan was higher. The revision was endorsed
by the Board on a lapse o f time basis in August 2000. See “Senegal-Enhanced Initiative for Heavily Indebted
Poor Countries-Revised Debt Sustainability Analysis and Interim Assistance,” EBS/00/184 and “SenegalH I P C Debt Initiative: President’s Memorandum and Recommendation and Decision Point Document
Corrigendum” IDAiR2000- 103/1. Regarding completion point debt data multilateral creditors and Paris Club
creditors could be considered as reconciled by the authorities. These claims represent 82 percent o f the NPV o f
debt as at end-2002.
l5With respect to bilateral debt, a loan from Taiwan Province o f China for the amount o f US$80 m i l l i o n had
been double counted in the original estimates. A credit f r o m France was left out in the original estimate. With
respect to multilateral debt, several loans directly contracted f r o m BOAD by SENELEC and SOLES were only
recently included in the authorities’ central database. This was the result o f a recent survey launched for
tracking borrowing by state owned enterprises. Based on the authorities’ data, it has been estimated that the
stock o f debt for BOAD as o f December 3 1, 1998 should have been US$40.5 million, compared with
US$28.1 m i l l i o n estimated at the decision point.
l6The revision would have implied a small downward adjustment. Under the 2002 information reporting
framework in the context o f the HIPC Initiative, downward adjustments can only be made with the consent o f
the authorities, and revisions o f estimates are only t o b e made in the case that data revisions would lead t o a
change in assistance o f more than 1 percent o f the targeted N P V o f debt (in U.S. dollar terms) after H I P C
Initiative relief.
I’ While qualifying under both criteria, Senegal would obtain more relief under the fiscal window. See
Table 16. The reference year o f the D S A calculated at the completion i s 2002, as Senegal was expected to reach
completion point in November 2003. In the event, a few more months were needed.
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27.
The staffs of the IMF and IDA, together with the Senegalese authorities, also
updated the end-2002 debt stock. To update the debt sustainability analysis (DSA), the
external debt database at end-2002 was assessed with a view to reconciling the authorities'
data with bilateral and multilateral creditor statements." By end-2002, the NPV o f
multilateral debt after traditional debt relief had increased to US$1.6 billion, from
US$1.4 billion at end-1998, while the NPV o f bilateral debt after traditional r e l i e f had
decreased to US$1 billion from US$1.1 billion at end-1998 (Table 6)." The NPV o f total
debt stock at end-2002 before HIPC assistance, at US$2.5 billion and US$2.6 billion, in
terms o f 1998 and 2002 parameters, respectively, was little changed from the debt stock at
the decision point.
Debt indicators for Senegal at the completion point, after HIPC Initiative
28.
assistance, were below the established HIPC thresholds, in part due to lower-thanprojectedincreases in borrowing after the decision point. The NPV o f debt-to-exports
ratio and the NPV o f debt-to-revenue ratio, at 144 percent and 194 percent, respectively
(after HIPC assistance), would be below the 150 percent NPV o f debt-to-exports ratio and
the 250 percent NPV o f debt-to-revenue ratio used for the provision o f debt relief under the
HIPC Initiative (Table 6 and B o x 3). The combined effects o f changed parameters, i.e.,
exchange rates and discount rates on the NPV o f debt-to-export and revenue ratios were
small (-2.0 percent and -3.5 percent, respectively), with the upward impact o f a lower
discount rate o n both ratios being offset by the impact o f the exchange rate (Box 3).
29.
Borrowingbetween the decision point and completion point was lower than
projected at the decision point.*' However, despite the lower-than-expected borrowing, the
ratio o f the NPV o f debt to exports at end-2002 at about 144 percent was s t i l l above the
118 percent that had been projected at the decision point (Box 3). The gains from the lower
NPV o f debt relative to the decision point projections (due to lower borrowings relative to
the decision point and data revisions) were more than offset by the effect o f lower-thanprojected exports, implying a deterioration in the ratio o f about 26 percentage points (Box 3).
The shortfall stemmed mainly from lower-than-projected exports o f nonfactor services and
reflected the combined effect o f some downward historical revisions and also a
reclassification o f some items into the income category.21

l8The

exchange rates and interest rates used for the calculation are documented in Table 4.

l9A part o f the decline in bilateral debt was due to the removal o f the US$SO million loan from Taiwan
Province o f China which had been double counted in the original statistics.

between 1999 and 2002 alone i s estimated to have been about US$139 million lower
than that projected at the decision point, with some o f this shortfall possibly due to program interruption.
During this period Paris Club donors also began to give grants instead o f loans.

2o N e w official borrowing

" These reclassifications were for purposes o f conforming with the

Balance of Payments manual (5" ed.)
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L o w e r levels of borrowing relative to projections at the decision point improved
30.
the debt burden indicators in terms o f revenues, which were generally in line with
projections. The lower ratio o f the NPV o f debt-to-fiscal revenue at end-2002, by
13 percentage points compared with projections, Le., to 194.3 percent compared with
207.6 percent, i s largely due to lower-than-projected NPV o f the stock o f debt (Box 3).
Box 3: Senegal: Decomposition of Projected vs. Actual Debt-to-Export and Revenue Ratios at End-2002

Decision point
document
After e-HIPC Relief 1/
I. NPV of debt-to-export ratio (in percent) 1/
Decision point projection (end-1998 parameters) 2/
Outtum (end-2002)
Difference
11. NPV of debt-to-revenue ratio
Decision point projection (end- 1998 parameters) 21
Outtum (end-2002)
Difference

Completion point
D S A actuals
After e-HIPC Relief

118.4
143.9
25.5

207.6

111. Explanatory factors of changes in debt-ratios
A. Effect of unanticipated new borrowing
N P V o f unanticipated new borrowing as share o f exports
N P V of unanticipated new borrowing as share o f revenue
B. Effect of revisions 3/
N P V o f revisions a share o f exports
N P V o f revisions a share o f revenues
C. Effect of changed parameters
Effect o f changed parameters on debt-to-exports
Of which: exchange rate
discount rate
Effect o f changed parameters on debt-to-revenue
Of which: exchange rate
discount rate
D. Effect of lower exports
Effect o f change in exports on debt-to-exports ratio
E. Effect of lower revenue
Effect o f change in revenue on debt-to-revenue ratio
Source: Enhanced Initiative for Heavily Indebted Poor countries (EBSi001184).
1/ Simple historical three-year average.
2/ The projected ratios o f end-2002 in the Decision Point document did not take into account the full
impact o f HIPC assistance. The ratios shown here would have been the correct projected ratios for end-2002.
3 / T h i s revision relates to an upward data revision o f a number o f B O A D loans to state-owned enterprises,
which were not included at the Decision Point, and a downward revision o f bilateral loans due to some data
correction.

194.3
-13.2

-3.3
-5.7
-4.6
-8.0

-2.0
-11.0
9.0
-3.5
-15.6
12.1

35.1
4.0
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B. Status of Creditor Participation

31.
Creditor participation in enhanced HIPC Initiative assistance for Senegal at
81.4 percent i s sufficient to reach the completion point. Based on proportional burden
sharing, multilateral creditors need to provide 56.6 percent o f the overall assistance, and
bilateral creditors would contribute 43.4 percent (25.8 percent would be from Paris Club
creditors) (Table 13). Participation and provision o f HIPC Initiative debt r e l i e f for Senegal
has already been assured by all Paris Club creditors; all but one o f the multilateral
development banks have also, in principle, agreed to participate. The Economic Community
o f West African States (ECOWAS) representing less than 0.6 percent o f total assistance due,
declined, in 2000, to participate in the HIPC Initiative because o f concerns about its financial
integrity. The modalities for the provision o f relief differ among creditors, and s t i l l have to be
defined for a few creditors, includingthe Central Bank o f the West African States (BCEAO)
(Table 13). According to the Senegalese authorities, two non-Paris Club creditors, Kuwait
and the United Arab Emirates, are likely to deliver debt relief at the completion point;
however, no agreements have been signed to date with Senegal with any o f the non-Paris
Club or commercial creditors. The inclusion o f these two non-Paris club creditors would
raise financial assurances to 88 percent.
Participation by multilateral creditors i s high. The modalities o f the delivery o f
32.
HIPC Initiative assistance vary.
0

0

0

The largest single creditor in this category i s IDA with a level o f assistance equal to
about US$124 million in 1998 NPV terms. In nominal terms, this amounts to
US$163.8 million in debt-service reduction over a ten-year period. IDA’s debt relief i s
being provided through a 50 percent reduction o f debt service due from September 2000
to August 2009 on IDA credits disbursed and outstanding at end-1998. IDA’s interim
assistance was exhausted in September 2003 when the one-third ceiling o f the initial
NPV r e l i e f target (US$45.4 million) had been reached. IDA will be resuming delivery
of HIPC Initiative assistance after completion point and proposes to extend the original
schedule through March 2010, in order to deliver i t s full share o f debt relief.
The debt r e l i e f from the IMF amounted to US$45 million in 1998 NPV terms or
SDR 33.8 million in nominal terms, o f which SDR 13.2 million has been delivered as at
end-December 2003. The assistance i s extended through a grant to cover debt service
due to the Fund. The share o f debt service due on current IMF obligations covered by
IMF assistance averages 24 percent over 2000-06.

The AfDB group, a major multilateral creditor to Senegal, has committed to providing
i t s HIPC Initiative assistance amounting to about US$57 million in NPV terms. It has
granted interim relief to Senegal amounting to about US$22.8 million by end-2003.
After the completion point, the AfDB i s expected to continue providing the required
r e l i e f through an 80 percent reduction on debt-service payments falling due until mid-

2006.
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e

Other multilateral creditors, which together account for about 11 percent o f the 1998
debt stock in NPV terms, would provide debt relief in varying modalities. These include
the EU, FAD, the IsDB, BADEA, BOAD, the OPEC Fund, and the Nordic
Development Fund. The EU and BOAD are providing interim HIPC Initiative relief o f
US$1.9 million and US$2.8 m i l l i o n in NPV terms, respectively. All other multilaterals
have indicated that they would provide HIPC r e l i e f at the completion point.

On October 24, 2000, the Paris-Clubconcluded a debt relief agreement, granting a
33.
Cologne flow rescheduling (90 percent debt reduction in NPV terms) during the interim
period. The agreement also contained a goodwill clause whereby participating countries
agreed to meet at the completion point to consider actions that may be necessary to help
Senegal achieve debt sustainability in the context o f equitable burden sharing among the
creditors, provided that Senegal maintains satisfactory relations with the participating
creditor countries. M a n y Paris Club members have also indicated that, at the completion
point, they would provide Senegal with additional amounts o f bilateral relief beyond that
offered under the HIPC Initiative. Such additional assistance could amount to about
US$400 million o f additional relief in NPV terms.
A s regards non-Paris Club members, which would account for 17.5 percent of
34.
debt relief committed, comparable treatment was assumed in the decision and completion
point calculations. However, no agreements have been signed to date. Some non-Paris club
creditors such as Algeria, Kuwait, Saudi Arabia, and the United Arab Emirates-which
would account for about 12 percent o f the US$488 million o f debt relief committed in NPV
terms-have agreed to deliver debt relief o n the claims o f some HIPC countries; however, to
date, n o agreement has been reached. The remaining 5 percent o f debt relief o f non-Paris
Club creditors stems from claims by China, Taiwan Province o f China, and Iraq and these
creditors have not agreed to the provision o f HIPC relief to Senegal.

C. Long-Term Macroeconomic Framework

35.
I n the context of updating the DSA, the authorities and the staffs of the IMF and
IDA have revised the underlying long-term macroeconomic framework (compared with
the one presented in the decision point document). The revisions were informed by
(i)
Senegal’s strong growth performance over the past five years, during which total GDP
growth and nonagricultural growth averaged 4.6 percent and 5.2 percent, respectively,
notwithstanding the weather-induced shock in 2002;22 and (ii)
the government’s decision to
adopt an ambitious, wide-ranging policy reform agenda, laid out in the PRSP o f June 2002.
Consequently, the revised framework envisages slightly higher economic growth, a

22 Since the devaluation o f CFA franc in 1994, Senegal’s economy has been o n a firm growth trajectory, with
real GDP growing at an annual average o f 5.0 percent (5.5 percent excluding 2002), and non-agricultural GDP
rising by an annual average o f 5.3 percent over the period 1995-2003. By comparison, annual real GDP growth
in sub-Saharan Africa during this period averaged around 3 percent.
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stronger-albeit s t i l l moderate-shift towards the production o f tradables, which i s reflected
in moderately higher export growth and slower import growth. The fiscal stance remains
similar to that of the decision point document (Box 4). Assuming unchanged demographic
trends (in particular, a stable rate o f population growth close to 2.7 percent), annual real per
capita GDP growth should be in the range o f 2.5 to 3.5 percent, implying moderate long-term
gains in poverty reduction. Such a robust growth scenario should provide a basis for Senegal
moving towards the M D G s with the support o f other complementary measures, such as an
improvement in the quantity and quality o f public spending o n health, primary education, and
infrastructure, especially water and sanitation.
Box 4. Senegal: Main Assumptions in the Updated DSA

Key assumptions underlying the long-term macroeconomic framework for the period 2004-22 are:
Growth and inflation
0
Real GDP growth accelerates from a drought affected GDP growth o f 1.1 percent in 2002 to
about 6 percent in 2003 and i s projected to remain steady at that level until 2010, when i t slows to
5.5 percent during the remaining projection period. Real GDP growth averages 5.7 percent over
the projection period. Inflation would remain stable throughout the period, at about 2 percent per
annum.
Exports and imports
0
Export growth (volume), for the same reasons as in the case o f GDP, recovers from
intermittently weaker rates in the earlier years to an average o f 6 percent in 2004 and 2005 and
stays around 5.8 percent until 2008 before slowing in the latter half o f the projection period in
line with real GDP growth. Over the projection period the volume o f export growth averages
5.6 percent.
0
Import growth (volume) i s projected to average 5.4 percent over the projection period and follow
the trend in real GDP growth.
Fiscal policy
0
The overall fiscal deficit, including grants, would remain in the range o f 1 to 1.5 percent o f
GDP after 2004, with gradually strengthening tax revenue compensating for a diminishing ratio
o f foreign grant funding/GDP.
Capital account and external borrowing
0
Direct investment i s at about 2 percent o f GDP. Budgetary support loans are expected to taper
off within a decade, while project grants and loans are assumed to slowly decrease in relation to
GDP from close to 4 percent in the early years, i.e, 2000 to 2004, towards 1% percent by the end
o f the projection period. In the projection period, 90 percent o f the borrowing i s assumed to be
contracted on highly concessionary IDA terms.

The economic performance described in this framework would be underpinned
36.
by a persistent good economic policy stance, including (i)
the pursuit o f sound financial

policies, allowing Senegal to sustain its strong record o f macroeconomic stability;

- 22 -

(ii)
continued efforts at removing, through structural reforms, critical distortions that impinge
o n efficiency; and (iii)
moderate but sustained gains in the quality o f public institutions,
supporting improvements in public spending effectiveness, particularly in social programs,
and in the environment for the private sector. The authorities agree that such policies are
critical to achieving a slow but steady improvement in extemal competitiveness, to
supporting an expansion o f human capital and consistent gains in social outcomes, and to
creating a more attractive environment for foreign investment. They shared the view that the
key challenge-also underlying the govemment’s PRSP-was to direct and pace reform
policies towards developing the growth potential o f the rural economy and making Senegal
more attractive for investors.
Average real GDP growth would temporarily accelerate to 6 percent per annum,
37.
reflecting the yield from PRSP-related investment in public infrastructure and social
services, as well as efficiency gains from structural reforms. In the longer run, real GDP
growth i s projected to be sustained at 5% percent per annum by higher private investment,
more efficient public investment, and growth in human capital. In the discussions with the
authorities, IMF and IDA staffs cautioned against benchmarking the baseline scenario in the
outer years o n a higher growth rate that would hinge on persistently accelerating
productivity. The authorities acknowledged that such an assumption might outpace the likely
speed o f diversification o f the economy (which would reduce i t s vulnerability to weatherrelated shocks) and also overstretch Senegal’s development capacity given the institutional
impediments to fast growth-for example, the legal and informational foundations for a
vibrant financial sector can be built only gradually. Consistent with the assumption o f a
gradual but steady improvement in extemal competitiveness, export growth i s projected to be
in line with real GDP growth, while slightly lower import growth would attest to the
economy’s increasing ability to produce competitive importable goods.23

38.
Fiscal policy would contain total expenditure in the range o f 23-24 percent o f GDP,
while revenue would increase moderately, by 2 percentage points, reaching about 2 1 percent
of GDP at the end o f the projection period. Over the next 20 years, domestic revenue would
partially substitute for a gradual decrease in foreign assistance in relation to GDP.24Current
expenditure would gradually increase relative to capital expenditure, to allow for adequate
spending o n operations and maintenance. Foreign assistance (grants and loans) i s assumed to
remain broadly stable in nominal terms, implying a gradual decrease from about 6 percent o f

The average growth o f exports (volume) over the projection period o f 5.6 percent i s slightly higher than that
assumed at decision point (5.2 percent). Export prices are expected to rise at an annual rate o f about 2.2 percent
(compared to 1.7 percent assumed in the decision point document “Senegal-Enhanced
Heavily Indebted Poor
Countries Initiative-Decision Point Document,” EBSIOOI97; 612100).
23

24 Steady real growth and improvement in tax administration should support a broadening o f the tax base. The
scenario envisages neither a large increase in the rate o f formalization o f the economy nor significant changes in
tax policy.
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GDP in 2003 to 2 percent o f GDP by the end o f the projection period. There would be little
recourse to domestic financing, with the domestic public debt falling as a ratio to GDP.
39.
The external current account deficit (excluding current official transfers) i s
projected to decline slowly from a range of about 7-6% percent of GDP in the early
years, to about 3.5 percent b y the end of the projection period in 2022, as growth in
domestic savings eventually outpaces the increase in investment. Gross domestic private
investment would gradually edge up from about 11 percent o f GDP in 2002 to 15 percent by
the end o f the projection period, with public investment reaching the lower bound o f its range
o f 8-9 percent o f GDP by 2022. Private domestic saving would gradually increase from i t s
l o w current level (about 3 percent o f GDP) to an average o f about 9% percent by the end o f
the projection period; this i s a conservative assumption in light o f the historical experience o f
countries in the relevant income range (about U S $ 1,000 per capita in 2002 dollars) and the
steady rate o f growth in the scenario. Mirroring the lower emphasis o n foreign assistance in
the long run, public sector-related flows in the capital account would gradually decline.
Foreign financing o f the private sector is projected to come mainly in the form o f direct
investment. The overall balance o f payments i s projected to register small surpluses,
sustaining official reserves at a level o f 3 to 3% months o f imports.

D. Updated Debt Sustainability Analysis
Senegal i s set to exit from the enhanced HIPC Initiative with significantly
40.
improved chances to maintain sustainable external debt levels over the medium and
long run. Based o n the macroeconomic framework described above, debt sustainability
indicators show considerable improvement upon delivery o f HIPC assistance. The NPV o f
debt-to-export ratio and the NPV o f debt-to-GDP ratio before HIPC relief stood at about
179 percent and 50 percent, respectively, in 2002 (Table 9); assuming the full delivery o f
HIPC assistance, the former would have stood at 144 percent, or 6 percentage points below
the H P C threshold o f 150 percent. Both ratios, after the delivery o f H I P C assistance, would
fall sharply in 2004 (to 115 percent and 29 percent, respectively); they compare favorably
with non-HIPC low-income countries, and are below the average ratios expected for all HIPC
countries at the completion point.25926
Provided Senegal adheres to its economic policy
reform strategy and secures borrowing predominantly o n IDA terms, the ratio o f NPV o f
debt-to-exports and the ratio o f NPV o f debt-to-GDP would continue to improve steadily,
dropping to about 102 percent and 26 percent, respectively, in 2007 and average 73 percent
and 17 percent, respectively, in the final years o f the projection period (Table 9).
~~

25 In 2001, the average NPV o f debt-to-exports in non-HIPC low-income countries stood at 143 percent and the
N P V o f debt-to-GDP ratio at 39 percent (Global Development Finance, World Bank 2003 and various HIPC
documents). The average ratios expected for HIPC countries at the completion point are 128 percent and
30 percent (Heavily Indebted Poor Countries (HIPC) Initiative-Status o f Implementation, SM/03/294; 8/18/03).
26 The sharp drop in the ratio reflects the drop in the NPV o f debt in 2004 but also some rebound in exports after
the weather-related weakness in exports in some o f the earlier years.
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Senegal’s debt servicing capacity would also improve and allow for some future
41.
additional borrowing to deal with unexpected shocks. The debt service-to-export ratio and
the debt service-to-revenue ratios improve in parallel with the stock indicators, as exports
grow and the tax base expands. The debt-service ratios (debt service-to-exports and torevenues, respectively) decline gradually from above 10 percent and 15 percent in the initial
years (2003 t o 2005) to an average o f 4 percent and 5 percent, respectively, in the second h a l f
o f the projection period (Table 9). If Senegal continues with its measured borrowing policy
as in the recent past, and adheres to the policy assumptions underlying these projections, i t
would be in a position to mitigate the domestic impact o f exogenous shocks by temporarily
deviating from the borrowing path assumed in this scenario, without endangering overall
debt sustainability.
42.
The improvements in the stock indicators would b e even greater after taking
into account the delivery of additional bilateral assistance committed b y Paris Club
creditors. Simulations taking into account additional bilateral debt r e l i e f beyond HIPC
Initiative (estimates based o n Table 14) suggest further reductions (beyond the delivery o f
HIPC assistance) in the NPV o f the debt-to-export ratio o f about 10 percentage points by
2010 (Table 9).

E. Sensitivity Analysis and Long-Term Sustainability
Alternative scenarios illustrate that the delivery o f HIPC r e l i e f would leave
43.
Senegal with a debt situation that i s more resilient to future exogenous shocks.27Four
alternative assumptions relative to those included in the baseline scenario presented above
were undertaken to illustrate the following:

27

a

The f i r s t scenario (scenario 1in Table 10) assumes a change in the mix of foreign
assistance, with a fall in grants financed by increased borrowing at concessional
(i.e., IDA-like) terms. Relative to the path o f foreign assistance in the baseline
scenario, grants fall by h a l f and i t i s assumed that Senegal closes the funding gap with
borrowing o n concessional terms in order to minimize the impact o n public spending.
Given the concessional nature o f the borrowing (with a backloaded repayment profile),
the impact o n debt servicing capacity would be only about h a l f a percentage point in
terms o f the ratios o f debt service-to-exports and debt service-to-revenue (assuming that
lower grants have no impact o n export performance and revenue generation). The NPV
o f the stock o f debt, however, would be higher by about 3 percentage points in the short
term and by 10 percentage points by 2022, but i t would s t i l l be kept at prudent levels
and below the average ratios in non-HIPC developing countries.

a

Borrowing at less than concessional terms however would have significant
negative implications for Senegal’s debt servicing capacity (scenario 2 in Table 10).

In the alternative scenarios, the effects o f the shocks are assumed to start in 2006.
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In order to illustrate this point, the mix o f borrowing presented in Scenario 1 above was
changed by assuming that half o f the new borrowing would be undertaken at
nonconcessional terms.28 Such borrowing would double the ratios o f debt service-toexports and debt service-to-revenues to levels o f around 8 percent and 10 percent,
respectively, thus removing some o f the gains made immediately after the provision o f
HIPC debt relief. The NPV o f debt-to-export ratio would jump in the medium term by
5 to 7 percentage points above the level reached in the scenario with concessional
borrowing. In the longer term, the debt stocks would converge due to a more rapid pay
down required o f nonconcessional borrowing.
0

0

28

The delivery of HIPC debt relief and its impact on the initial conditions for debt
would also allow Senegal greater flexibility in dealing with possible terms of trade
shocks (scenario 3 in Table 10). Senegal’s economy i s not overly dependent o n
exports o f few key commodities. Past terms o f trade shocks have been o f shorter
duration and less deep than those faced by countries which are dependent o n a few
commodity exports. Scenario 3 illustrates a temporary 10 percent terms o f trade shock
o f three year duration where the financing shortfalls are financed by temporary
additional borrowing.29This borrowing-at concessional terms-leaves the NPV o f
debt-to-exports ratio higher by about 7 percentage points by 2010 (Table 10). The debt
servicing capacity is affected only marginally given the concessional terms o f the
borrowing. Overall, the impact o n the debt indicators in terms o f both debt stock and
debt servicing capacity i s more favorable than in the case o f Scenario 1, where a
permanent shift away from grants was financed by additional concessional borrowing.
Thus, the impact o f a temporary negative terms o f trade shock, financed through
additional borrowing, would still leave Senegal with debt ratios that are manageable
relative to other low-income countries, provided the additional borrowing i s financed o n
concessional terms.
The importance of maintaining the momentum of structural reforms i s illustrated
b y the impact o f slower growth in export volume and real GDP. In scenario 4
(Table lo), possibly as a result o f weak reforms, the growth rates o f real GDP and
export volume slow to about 4.25 and 3.75 percent, respectively (compared to 5.7 and
5.5 percent, respectively, in the base case scenario). It i s assumed that the authorities
attempt to mitigate the effect o f slower growth o n private sector demand by government
making additional transfers, increasing other spending, and by reducing its domestic
indebtedness so as to ease conditions for credit to the private sector. The resulting
additional financing requirement is covered by higher government borrowing from
abroad, and the widening extemal current account deficit reflects the weaker export

A grace period o f one year, and a 6 percent interest rate was assumed for half o f the additional borrowing.

The shock was assumed to affect export prices for groundnuts, fish, and phosphates which are Senegal’s three
major export commodities. The three-year terms of trade shock (starting in 2006), increases borrowing
requirements by about US$60 million in each o f the three years.
29
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performance and the accommodating fiscal stance. I t is assumed that a lower share o f
such borrowing (75 percent as opposed to 90 percent in the base case scenario) will be
financed at highly concessional IDA terms given the slow pace o f reform
implementation. The NPV o f debt-to-exports rises by 10 percentage points until 2010
and reaches 30 percentage points above the base case by the end o f the projection
period, imposing a significant burden on debt service capacity. Contrary to the baseline
scenario, the NPV o f debt-to-exports does not decline steadily, but remains close to
100 percent as a result o f the additional borrowing. The debt-service ratios (debt
service-to-exports and debt service-to-revenue) worsen relative to the base case, with
the debt service-to-revenue ratio being almost twice as high by the end o f the period.
Although the debt ratios do not exceed the HIPC threshold levels, the rapid
deterioration illustrates how fast gains from HIPC r e l i e f could be unwound by weak
policy implementation.

IV. CONCLUSIONS

The staffs o f the Fund and IDA consider that Senegal’s performance with respect to
44.
meeting the conditions for reaching the completion point under the enhanced HIPC
Initiative has been satisfactory.Following some slippages in reform implementation in
2001 and 2002, a satisfactory track record o f performance has been established under the
new PRGF-supported program and has increased disbursement rates under IDA programs.
Most social indicators have improved, and the government is addressing problems in areas
where progress has been slower. Senegal’s poverty reduction strategy, laid out in i t s PRSP, is
grounded in a broad-ranging agenda o f comprehensive reforms which i s embedded in a
realistic macroeconomic framework. Adherence to this macroeconomic trajectory over the
longer run suggests that Senegal should be able to successfully pursue the objectives o f fiscal
and external sustainability. Achieving persistently strong economic growth will require that
Senegal implement i t s comprehensive reform agenda at a firmer and more steady pace than
in the past.

Senegal’s external creditors have provided sufficient assurances regarding their
45.
participationin the enhanced HIPC Initiative. The commitments from almost all o f the
multilateral creditors and the Paris Club would represent financing assurances for slightly
over 80 percent o f the total o f assistance approved at the time o f the decision point. The
Senegalese authorities are in communication with some non-Paris Club members for the
provision o f debt relief. The staffs will work with the Senegalese authorities to facilitate the
provision o f debt relief under the enhanced HIPC Initiative by the remaining creditors.
The staffs of the IMF and IDA have noted that maintaining external debt
46.
sustainabilitywill require prudent macroeconomic and debt policies, and a sound
response to external or domestic shocks. Senegal should continue to pursue aggressively
structural reforms that enhance its external competitiveness, foster emerging export
diversification, and thereby reduce its exposure to external shocks. Furthermore, the staffs
have stressed, and the authorities have agreed, that, notwithstanding Senegal’s sovereign
bond rating, significant use o f access to nonconcessional external finance over the next

- 27 -

decade would be premature, unduly exposing Senegal to risks o f weakening i t s prospects for
maintaining external debt sustainability.
In light o f the above, the staffs o f the IMF and IDA recommend that the Executive
Directors determine that Senegal has met most o f t h e conditions for reaching t h e
completion point under the enhanced HIPC Initiative, and that they grant waivers for
(i)
not attaining t h e targeted surplus o f the basic fiscal balance in 2001 (because o f a
reform-related one-off transfer to parastatals); and (ii)
t h e two conditions in the health
care sector where, notwithstanding major efforts, it was not possible to date to fully
attain t h e specified target for immunization and utilization o f private health care centers,
respectively, on the basis that the authorities are making best efforts under a new strategy to
this end.

47.

v.
48.
0

0

0

0

0

ISSUES
FOR DISCUSSION

The staffs seek guidance from the Directors o n the following points:
D o Directors agree that Senegal should reach the completion point at this time?
D o Directors agree that Senegal should continue to seek debt r e l i e f from i t s non-Paris
Club creditors with the framework o f the HIPC Initiative and that staffs should monitor
the delivery o f such debt relief?
D o Directors agree that the debt relief as provided at the decision point (revised) will
provide Senegal with a sound basis for debt sustainability?
D o Directors agree that Senegal has met most o f the conditions for reaching the
completion point under the enhanced HIPC Initiative framework, as established at the
time o f the decision point? And do Directors agree to grant waivers for the one
condition related to public savings and the two conditions in the health care sector that
could not be h l l y met?
D o Directors agree that Senegal’s PRSP and expenditure-tracking mechanism provide
assurance that enhanced HIPC Initiative assistance and other resources will further
poverty reduction efforts?
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VI. PROPOSED
DECISION
The following draft decision i s proposed for adoption by the Executive Board:

1.

The Fund, as Trustee (the “Trustee”) o f the Trust for Special PRGF Operations for
the Heavily Indebted Poor Countries and InterimPRGF Subsidy Operations (the “Trust”)
established by Decision No. 11436-(97/10), adopted February 4, 1997, decides that Senegal
has reached the completion point, notwithstanding that the conditions with respect to:
(a)

the basic fiscal surplus for government financial operations;

(b)

maintaining increases in the rate o f child immunization against the three most
prevalent communicable childhood diseases; and

(c)

maintaining planned increases in utilization o f primary health centers
as referenced in paragraph (ii)(b) o f Decision No. 12216 - (00/61), adopted
June 21,2000, have not been f i l l y met.

2.
Accordingly, the Trustee confirms that, in accordance with Section 111, paragraphs
3(e) and 3(f) o f the PRGF-HIPC Trust Instrument, the balance o f the grant committed at the
decision point, as amended by Decision 12294-(00/91), adopted September 5,2000, in an
amount equivalent o f SDR 33.8 m i l l i o n that has not been disbursed as interim assistance,
together with interest calculated at the average rate o f return per annum o n investment o f the
resources held by or for the benefit o f the Trust, shall be made available t o Senegal in the
form o f a grant to an account for the benefit o f Senegal established and administered by the
Trustee in accordance with Section 111, paragraph 5(b) o f the Instrument. The proceeds shall
be used by the Trustee to meet Senegal’s debt-service payments o n i t s existing debt to the
Fund as they fall due, in accordance with the schedule specified in Table 12 (EBS/04/--, --/-/04).

-
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Figure 1. Senegal: External Debt and Debt-Service Indicators for Medium- and
Long-Term Public Sector Debt, 2003-22
(In percent)
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Sources: Senegalese authorities; and Bank and Fund staff estimates and projections.
1/ The large increase in the debt service- to- export ratio in 2004 reflects in large part the principal repayment
on a loan from Kuwait.
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Figure 2. Senegal: Sensitivity Analysis, 2003-22
(In percent)
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Table 4. Senegal: Discount Rate and Exchange Rate Assumptions
Discount Rates 1/21
(In percent per annum)
Decision Completion
point
point
African Development Bank unit o f account 2/
Belgian franc
CFA franc
Chinese yuan
Danish krone
European currency unit
Euro
French franc
Deutsch mark
Iraqi dinar
Irish pound
Islamic Development Bank unit o f account 2/
Italian lira
Japanese yen
Luxembourg franc
Norwegian krone
Kuwaiti dinar
Saudi Arabian ryal
Special drawing rights
Spanish peseta
U.A.E. dirham
U.K. pound sterling
U.S. dollar

5.25
5.59
5.36
5.25
5.64
5.00

...
5.36
5.16
5.25
5.33
5.25
5.58
2.22
5.59
6.54
5.25
5.25
5.25
5.3 1
5.25
6.81
6.23

4.82
5.55
5.55
4.82
5.78

...
5.55
5.55
5.55
4.82
5.55
4.82
5.55
1.75
5.55
7.76
4.82
4.82
4.82
5.55
4.82
5.84
5.12

Memorandum item:
Paris Club cutoff date i s January Ist, 1983

Sources: OECD; and IMF, Internotional Financial Statistics

I/The discount rates are the average commercial interest reference rates (CIRRs) for the respective
currencies over the six-month pcriod ending December 1998 for the decision point;and for the
six-month period ending December 2002 for the completipn point.
2/ For all currencies for which the CIRRs are not available, the SDR discount rate is used.
31 As o f end-December 1998 for the decision point; end-December 2002 for the completion point.

Exchange Rates 3/
(Per US. dollar)
Decision Completion
point
point

0.7 1
34.57
562.21
8.28
6.39
0.86

...
5.62
1.67
0.31
0.67
0.7 1
1,653.10
115.60
34.57
7.60
0.30
3.75
0.71
142.61
3.67
0.60
1.oo

0.74
38.47
625.50
8.28
7.08

...
0.95
6.25
1.87
0.31
0.75
0.74
1,846.35
119.90
38.47
6.97
0.30
3.75
0.74
158.66
3.67
0.62
1 .oo
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Table 5. Senegal: Nominal and Net Present Value o f External Debt Outstanding at End-2002 "
Legal Situation 21
Nominal debt
Millions of
Percent
U.S. dollars
of total
Total

3,703.3

100.0

Multilateral institutions
IDA
IMF
AfDB Group
BADEA
European UnionEuropean Investment Bank
Islamic Development Bank (IsDB)
lntemational Fund for Agricultural Development(IFAD)
West African Development Bank (BOAD)
Nordic Development Fund (NDF)
OPEC
BCEAO
ECOWAS
EL-IDA administered

2,524.7
1,598.9
255.8
366.1
38.4
76.9
67.6
46.5
36.7
13.2
9.7
7.7
4.7
2.6

68.2
43.2
6.9
9.9

Official bilateral creditors
Paris Club
Pre-cutoff date
ODA
Non-ODA
Post-cutoffdate
ODA
Non-ODA
France
Germany
Japan
Spain
Italy
Norway
Denmark
Belgium
Netherlands
United States
Canada
United Kingdom
Swedeii
i*JOn-PdnSclub
Kuwait
Saudi Arabia
Taiwan Province o f China
Algeria
Oman
United Arab Emirates
China
Commercial loans

XPV of debt
Millions of
Percent
US. dollars
of total
2,538.3

1.o

2. I
1.8
1.3
1.o
0.4
0.3
0.2
0.1
0.1

1,576.2
869.3
219.7
253.5
35.1
51.0
54.8
26.2
37.2
6.9
9.2
6.8
4.9
1.5

I,165.8
737.7
442.2
43.1
399.1
295.5
294.4
1.1
311.9
107.1
88.5
101.7
55.2
34.5
16.7
8.0
4.2
3.5
3.1
2.3
1.1

31.5
19.9
11.9
I.2
10.8
0.0
8.4
8.4
8.4
2.9
2.4
2.7
1.5
0.9
0.5
0.2
0.1
0.1
0.1
0.1
0.0

428.1
163.1
125.9
83.5
24.5
10.6
11.6
8.9

11.6
4.4
3.4
2.3
0.7
0.3
0.3
0.2

363.5
144.1
96.7
74.5
20.4
10.4
10.8
6.5

12.8

0.3

13.2

948.9
585.5
360.6
35.3
325.3
224.9
224.0
0.9
278.4
55.9
92.9
58.1
44.9
26.4
11.7
5.1
4.2
3.1
2.2
1.5
0.9

W V o f Debt
After Full Application
Of Traditional Debt Relief 3/
Millions of
Percent
US. dollan
of total

100.0
62. I
34.2
8.7
10.0
1.4
2.0
2.2

1.o

1.5
0.3
0.4
0.3
0.2
0.1

2,526.4
1,576.2
869.3
219.7
253.5
35.1
51.0
54.8
26.2
37.2
6.9
9.2
6.8
4.9
1.5

37.4
23.1
I42
1.4
12.8
8.9
8.8
0.0
11.0
2.2
3.7
2.3
1.8
1 .o
0.5
0.2
0.2
0.1
0. I
0.1
0.0

937.0
600.4
375.5
35.3
340.2
224.9
224.0
0.9
289.3
55.9
92.9
59.6
45.6
28.2
11.7
4.6
4.5
3.3
2.3
1.6
0.9

14.3
5.7
3.8
2.9
0.8
0.4
0.4
0.3
0.0
0.5

336.6
142.6
76.6
74.5
17.4
6.3
12.8
6.5

Sources: Senegalese authorities; and BanWFund staff estimates.
I/Figures are based on reconciled data at end-2002.
21 Reflects the extemal debt situation as o f end-2002, and includes the 1998 Paris Club stock-of-debt operation under Naples t e m
and the interim assistance (i.e., Cologne flow) for the period 2000-02.
31 After full use of traditional debt-relief mechanism and comparable beatment from non-Pans Club creditors.

13.2

100.0

62.4
34.4
8.7
10.0
I.4
2.0
2.2

1.o
1.5

0.3
0.4
0.3
0.2
0. I
37.1
23.8
14.9
1.4
13.5
8.9
8.9
0.0
11.4
2.2
3.7
2.1
1.8
1.1
0.5
0.2
0.2
0.1
0.1
0.1
0.0
13.3
5.6
3.0
2.9
0.7
0.2
0.5
0.3
0.0
0.5
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Table 13. Senegal: Status of Creditor Participation Under the Enhanced HIPC Initiative
Debt relief
in NPV terms
(US$ millions) I /

Percentage of
total assistance

Satisfactory
reply

Modalities to
deliver debt relief

IDA

123.5

25.3

Yes

IDA relief is being provided over ten years (2000-10). Interim assistance has
been provided equivalent to a 50.15 percent reduction on Senegal's debt
service to IDA. As of mid-September 2003, interim assistance was exhausted,
as the ceiling of one-third of total NPV relief had been reached. Afler
completion point, assistance will resume in the same manner as interim relief.
In order to compensate for the interruption of relief, provision of relief after
completion point will have to be extended by seven months with a reduction
factor of 51.04 percent for these additional months.

IMF

44.9

9.2

Yes

IMF assistance will be delivered through grants from the PRGFHIPC Trust
Fund to the member's umbrella account. These resources, plus accrued
interest, will be used to reduce the payments falling due. Interim assistance of
about U S 1 9 million has been provided.

AtDB

57.0

11.7

Yes

Interim assistance ofUSS22.8 million in NPV terms has been provided. Debt
service reliefmodalities for irrevocable delivery of debt relief at the
completion point have been agreed with the Senegalese authorities. The total
of debt relief is expected to be delivered by May 2006.

EIB-EU

15.2

3.1

Yes

From completion point onward, EU assistance will be delivered through a
buyback ofspecific EIB and EDF loans. Interim assistance ofUS%1.9million
in NPV terms has already been delivered.

IFAD

3.6

0.7

Yes

Assistance will be delivered at the completion point, through a reduction of
debt service payments on eligible debt by up to 100 percent until the target in
NPV terms is reached. Modalities for delivery of assistance remain to be
specified. Preliminary estimates show that IFADs relief could be delivered
over 4 years.

OPEC Fund

2.6

0.5

Yes

The OPEC Fund provided assistance by means of a new concessional US$6.9
million loan whose resources will be used to meet the debt service payments
due to the OPEC Fund until the resources are exhausted. The loan is estimated
to provide the equivalent ofUS$2.4 million in NPV terms ofthe total targeted
reduction o f U S 2 . 6 million.

NDF

0.6

0.1

Yes

Assistance will be delivered at the completion point, through a reduction of
debt service payments on eligible debt by up to 100 percent until the target in
NPV terms is reached. Preliminary estimates show that NFD's relief could be
delivered over three years.

IsDB

10.6

2.2

Yes

Has agreed in principle to participate in the initiative, but still has to agree on
specific delivery modalities for Senegal.

ECOWAS

3.1

0.6

No

Has yet to agree to participate in the HIPC Initiative

BADEA

5.1

I .o

Yes

Has agreed in principle to participate in the initiative, but still has to agree on
specific delivery modalities for Senegal.

BCEAO

4.4

0.9

No

Has agreed in principle to participate in the initiative, but still has to agree on

BOAD

5.4

1.1

Yes

Interim assistance of U S 2 . 8 million has been delivered through the HIPC
Trust Fund. Interim reliefwas exhausted afler May 2003 as the 40 percent
ceiling of total relief (in NPV terms) was reached. Modalities of further
delivery after completion point remain to be specified. Preliminary projections
suggest that the remainder ofreliefwill be delivered over three years.

276.0

56.5

n.a.

Total multilateral

delivery of assistance in the case of Senegal.

Table 13. Senegal: Status of Creditor Participation Under Enhanced HIPC Initiative (concluded)
Debt relief
in NPV terms

Percentage of
total assistance

Modalities to
deliver debt relief

Satisfactory
reply
Yes

Interim assistance has been provided through a flow rescheduling under
Cologne terms. The remaining HIPC Initiative assistance will be provided at
the completion point.

0.4

No

No agreement signed.

13.8

2.8

No

No agreement signed.

0.0

0.0

No

31.8

6.5

NO

No agreement. Has indicated willingness to consider providing relief.

I .2

0.2

No

No agreement. Has indicated willingness to consider providing relief.

Saudi Arabia

21.6

4.4

No

No agreement signed.

Taiwan Province of China

11.3

2.3

No

3.9

0.8

No

0.6

0.1

No

Total bilateral and commercial

212.1

43.5

Total

488.1

100.0

Paris Club creditors

Non-Paris Club creditors
Ofwhich:
Algeria

China
Iraq
Kuwait
Oman

United Arab Emirates

Commercial creditors

126.1

25.8

85.4

17.5

1.8

~~

Sources : Senegalese authorities, and Bank and Fund staffestimates

.

No agreement. Has indicated willingness to consider providing relief.
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Table 13. Sene@: Status o f Creditor Participation Under Enhanced HlPC Initiative (concluded)

Debt relief
in NPV terms

Paris Club creditors

Percentage o f
total assistance

126.1

25.8

85.4

17.5

1.8

Satisfactory
reply

Modalities to
deliver debt relief

Yes

Interim assistance has been provided through a flow reschedulingunder
Cologne terms. The remainingHlPC Initiative assistance will be provided at
the completion point.

0.4

NO

No agreement signed

13.8

2.8

No

No agreement signed

0.0

0.0

No

31.8

6.5

NO

No agreement. Has indicated willingness to consider providing relief.

1.2

0.2

NO

No agreement. Has indicatedwillingness to consider providing relief.

Saudi Arabia

21.6

4.4

No

No agreement signed

Taiwan Province ofChina

11.3

2.3

No

39

0.8

No

0.6

0. I

No

Total bilateral and commercial

212.1

43.5

Total

488.1

100.0

Non-Paris Club creditors
Ofwhich:
Algeria
China
Iraq
Kuwait
Oman

United Arab Emirates

Commercial creditors

Sources : Senegalese authorities; and Bank and Fund staff estimates

No agreement. Has indicated willingness to consider providing relief.

-

-1

Cl

P

G

I w

e,
>

G

3 0 0

20-2

45

-

-

46

-

-

47

-

- 48 -

APPENDIX I

External Debt Management3’
The responsibility for debt management rests with the Ministry o f Finance and
1.
Economic Affairs (MoF), specifically through its debt unit (Direction de la Dette et de
1’Investissement (DDI). The DDI monitors public and publicly guaranteed debt, although
coordination o f debt management i s shared by national agencies, notably the Direction
Ge‘ne‘rale de la Comptabilite‘ Publique et du Tre‘sor (DGCPT) and the Banque Centrale des
Etats de 1Yfrique de 1’Ouest (BCEAO). Coordination among the various agencies has posed
some challenges at times but has improved in the recent past, as evidenced by Senegal’s
ability to remain current in debt servicing and generally avoid payment delays (or technical
arrears). A Coordination Committee has been established to address some o f the weaknesses
in information transmission among the agencies. The committee will seek to reinforce
information sharing between the unit in charge o f managing public debt and those involved
in the design o f the macroeconomic framework.
Although borrowing has been prudent on the part of government and its public
2.
enterprises, steps to consolidate the policy stance of prudent borrowing were taken
recently. In particular, over recent years, state enterprises have been subjected to the same
restrictions o n direct borrowing at nonconcessional terms as those imposed o n the
government. To ensure compliance, a government circular letter was sent to all concerned
public institutions o n November 24,2003, instructing them to seek authorization from the
Ministry o f Finance prior to contracting external liabilities. The Coordination Committee, as
part o f i t s role o f monitoring and conducting surveillance o n debt-management issues, will
closely watch the external borrowing practices o f state enterprises. This will be done by a
unit at the Cabinet level which i s charged with monitoring compliance o f the government
circular.

I n recent years, efforts have been made to address identified shortcomings in
3.
debt management, particularly in the area of human and technical resources.The
number o f personnel assigned to debt management has been increased, more training given,
user skills improved, procedure manuals elaborated, and the in-house software upgraded.
However, the number and qualifications o f staff need to be strengthened further.
Additionally, work appears to be unevenly distributed among existing staff. Further training
i s desirable in order to enhance analytical skills and broaden the base o f expert staff, as i s the
additional upgrading o f the in-house software so as to make i t more suitable for high quality
debt analysis. Furthermore, the currently available locations and the work organization could
be further improved in order to gain efficiency, improve information sharing for the
Coordination Committee, and to facilitate better archiving o f documents.

30 The assessment i s based partly o n updated responses to the questionnaire o n debt management that was
undertaken for purposes o f the Board paper dated 3/22/02 and titled “External Debt Management in Heavily
Indebted Poor Countries.” The authorities are also giving consideration t o some key recommendations f r o m
Debt Relief Intemational for purposes o f improving debt management practices.
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T h e r e i s also a need to improve the coverage of state enterprise debt. Ad hoc
surveys o f borrowing by state enterprises were undertaken at the time o f the completion
point, but more frequent and regular surveys would need to be undertaken to improve the
database to allow for closer monitoring o f ongoing borrowing activity and t o improve debt
sustainability analysis with better and more up-to-date information. Other improvements
could include regular debt sustainability analyses, comprehensive annual assessment o f the
impact o f public debt o n the budget, and comprehensive evaluations o f the impact o f new
borrowing o n the overall public debt portfolio and interest rates.

4.
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Public Expenditure Tracking

1.
This appendix describes how tracking o f public expenditures in Senegal (including
HIPC-related expenditures) has evolved in recent years and summarizes the main findings o f
the Assessment and Action Plan Mission (AAP)that visited Dakar in February 2004. The
description refers to all govemment expenditures, and not only to HIPC related funds, since,
as noted by the Boards o f the IMF and the World Bank, a country could easily offset H I P C
assistance earmarked for poverty-reducing programs by lowering i t s own spending on those
programs. 31
I. PUBLIC EXPENDITURE
TRACKING

IN SENEGAL

Since early 2002, significant progress has been realized in the tracking of public
2.
expenditure in Senegal. The main achievement has been the implementation of a
software that i s capable of tracking, by broad categories of spending, all nonwage
current expenditures and capital expenditures financed with domestic resources. This
software i s operative at the General Directorate ofFinance (Direction des Operations
Financieres), the Budget Directorate and the Debt and Investment Directorate. However, the
connection o f this software to the wage bill has been delayed because o f technical
difficulties. In the course o f discussions for the second review under the PRGF, the
authorities confirmed their plans to connect, during the first h a l f o f 2004, not only the wage
bill but also the information on capital expenditures financed with external resources to the
software that monitors the expenditure chain.

3.

The current system can only track expenditures during the administrative phase o f the
expenditure chain (ie., from engagement to ordonnancement) and does not cover the
payment stage. The authorities are fully aware o f this caveat and plan to remedy it in the next
few months by linking the treasury to the data-sharing system used by the Budget
Directorate and the Debt and Investment Directorate. Once the treasury i s fully
connected to the system, i t will be possible to monitor the entire expenditure chain and to
issue monthly reports, by broad category o f expenditures, o n (a) the amounts o f expenditures
for which the commitment has been made, and (b) the amounts that have been paid.

4.
To solve the difficulties described above, the government received technical
assistance from CBte d’Ivoire and has decided to install a new software (SIGFIP) that will
replace the current software (GESDEP). This new software will have the ability to track
all current and capital expenditures from the commitment to the payment stage. The
new software i s technically more efficient than the current one, can better handle
compatibility issues associated with the nomenclature used by each type o f expenditure and
will also be compatible with the software (ASTER) that will be installed at the treasury with

3’ See Board Paper Actions to Strengthen the Tracking o f Poverty-ReducingPublic Spending in Heavily
Indebted Poor Countries. (SMi02130).
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technical assistance from France. I t i s expected that SIGFIP will be put in place by the end o f
July 2004.

11. EXCEPTIONAL
BUDGETEXECUTION
PROCEDURES

The stock o f operations paid through exceptional procedures (Avances de Trksorie
5.
(AT) and Paiements par Anticipation (PA)) has been reduced significantly and during 2003
remained well below CFAF 28.2 billion that were set as a target by the PRGF-supported
program. This decline contributes to increase transparency o f budget execution since A T s
and P A Sdo not follow normal expenditure procedures.
111. TRACKING
OF HIPC-RELATED
EXPENDITURES
The tracking o f HIPC-related expenditures i s carried out by a special committee
(Comite de Suivi des resources de Z’Initiative PPTE) within the Debt and Investment
Directorate (DDI). This committee follows the mobilization o f resources associated with the
partial cancellation o f external debt associated with the HIPC initiative. Each year HIPCrelated savings are deposited in an account at the B C E A O and are then utilized in accordance
with a spending plan approved under a supplementary budget law (Loi de Finance
Rectificative).
6.

7.
During 2003, CFAF 43.7 billion o f HIPC resources were authorized to be spent
by a Loi defivtaizce rectificative. Due to capacity constraints, it was expected that n o more
than CFAF 32.8 billion (about 75 percent o f the authorized amount) would be executed in
2003, and the rest in 2004. In the event, actual H I P C expenditures committed in 2003
reached CFAF 28.3 billion,32 the remaining resources accumulated in the government’s
account at the BCEAO.

O f these CFAF 28.3 billion, CFAF 1.3 b i l l i o n were resources remaining from the Loi d e j n a n c e rectificative
o f 2001.
32

-
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increase in social expenditures is accounted for by the evolution of expenditures on
education. Between 2000 and 2003 total expenditures on health actually declined from
1.3 to 1.1 percent of GDP, and from 6.4 to 5.1 percent of total expenditures.
Table 2. Evolution of Health and Education Expenditures in Senegal, 2000-03
2000
Education
Current
Capital
Domestically Financed
Externally Financed
Health
Current
Capital
Domestically Financed
Externally Financed
Total Expenditures
GDP

2001

2002

2003

(In billions of CFA francs)
114.0 126.5 136.0
181.4
94.7
109.5 115.6
138.0
19.3
17.0
20.4
43.4
9.2
8.9
9.9
11.4
10.1
8.1
10.5
32.0
40.1
42.1
54.2
43.5
22.1
25.0
28.1
12.4
18.0
17.1
26.1
31.1
5.6
6.4
9.9
9.0
12.4
10.7
16.2
22.1
623.1 733.0 730.3
850.0
3114.0 3379.6 3510.6
3768.8
(In percent of GDP)

Education
Health
Total Social

3.6
1.3
4.9

3.7
I .2
4.9

3.9
1.5
5.4

4.8
1.2
5.9

(In percent of total expenditure)
Education
Health
Total social

18.3
6.4
24.7

17.2
5.7
23.0

18.6
7.4
26.0

21.3
5.1
26.5

Sources: Senegalese authorities; and staff estimates.

v.

MAINFINDINGS
ON THE ASSESSMENT
AND ACTION
PLAN ( U P ) MISSION

9.
The joint IMF/World Bank mission found that Senegal has made significant
progress in public expenditure management since the last assessment conducted in 2001.
On a preliminary basis, it is proposed that of the sixteen indicators chosen in the
assessment and action plan, Senegal now meets 7 of the established benchmarks (against
4 at the time of the last mission).

10.
The most important progress has occurred in the areas of tracking of public
expenditures, notably in priority areas defined in the PRSP, internal controls, and the
preparation of budgets. However, significant improvements are still needed in audits and
external controls, which suffer from serious shortcomings. The coordination between the

- 52 -

APPENDIX I1

2000

2001

2002

2003

~

(In billions o f C F A francs)

Current Expenditures

4.2

I

4.2

I

0.0

I

0.0

Sources: Senegalese authorities; and Staff estimates. Expenditure tracking i s based o n
movements in the H I P C account at the Central Bank. Data are therefore not directly
comparable with information f r o m the fiscal tables (TOFE) in the staff reports, where
data are recorded o n a commitment basis.

Iv.

EVOLUTION
OF PUBLIC SOCIAL

Since 2001, the government has put an increasing emphasis on sectors defined as
8.
priorities in its PRSP. Aggregate government expenditures on health and education
have increased in real terms, as a percentage o f GDP, and as a percentage o f total
public expenditure^.^^ The share o f public expenditures allocated to these two sectors
increased from 23 percent o f total public expenditures in 2001 to 26.5 percent in 2003.
During the same period the ratio o f social expenditures to GDP increased from 5 to 6 percent
o f GDP. Although these might indeed seem small increases, they point in the right direction.
However, most o f these increases were in the form o f current expenditures. Greater efforts
are needed, for example, to increase the importance o f capital expenditures in the social
sector. This i s especially important for capital expenditures financed domestically, which did
not increase significantly between 2000 and 2003. In addition, there are important differences
between the evolution o f expenditures in the education and health sectors. In fact, the entire
33 For the purposes o f this section, public social expenditures are defined as current and capital expenditures o n
health and education.

2001 i s a good benchmark year for comparison. Although the f i l l PRSP was n o t produced until the end o f
2002, work had been ongoing since 2000 (with the preparation o f the Interim PRSP). Hence, it i s reasonable to
assume that by 2002, the impact (if any) o f the n e w priorities for the social sectors emphasized in the PRSP
would be felt.
34
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treasury and the Cour des Comptes has to be improved o n an urgent basis. There i s also a
need to reinforce the internal capacity o f this last institution, with the technical and financial
support o f donors. Lastly, the procurement system i s not fully effective, despite the recent
changes in the legal framework. The authorities have endorsed the reforms identified in the
recent Country Procurement Assessment Report (CPAR) action plan.
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Poverty Assessment
A Poverty Assessment report for Senegal, prepared in collaboration with the
1.
Senegalese authorities, is under completion at the World Bank. This annex presents
preliminary estimates o f the recent trend in poverty in Senegal, as well as the main areas o f
analysis discussed in the report.
Poverty trends. In the early 1990s, Senegal suffered from an overvalued exchange
2.
rate, resulting in significant external imbalances and a l o w average annual GDP growth rate
o f 1.O percent. The 1994 devaluation o f the CFA franc, combined with a stable
macroeconomic environment in the second half o f the 1990s generated higher real GDP
growth, averaging at 4.9 percent per annum during 1994-2000. Preliminary estimates o f
poverty based on the 1994-95 and 2001 household surveys suggest that growth had a
significant impact on poverty. As shown in Table 1, the share o f the population living in
poverty decreased from 67.9 percent in 1994 (61.4 percent o f households) to 57.1 percent in
2001 (48.5 percent o f households). The decrease was largest in Dakar and other urban areas,
while two-thirds o f the population remains poor in rural areas.
Table 1: Poverty Trend in Senegal, 1994-2001
Share of households
Headcount index 1994
Headcount index 200 1
Share o f population
Headcount index 1994
Headcount index 2001
Sowcs: DPS; and World Bank (2003).

National

Dakar

Other urban

Rural

61.4%
48.5%

49.7%
33.3%

62.6%
43.3%

65.9%
57.5%

67.9%
57.1%

56.4%
42.0%

70.7%
50.1%

7 1.O%
65.2%

Beyond the above estimates o f the trend in poverty, the report analyzes the challenge
3.
of reducing poverty, first from a macroeconomic point o f view (by discussing growth,
taxation, and public spending) and then from a microeconomic point o f view (by analyzing
households’ perceptions o f poverty and their priorities as well as household-level
determinants o f poverty). A special attention i s given to education and health, including the
role o f improvements in service delivery for these two sectors, notably through the
decentralization process initiated over the past few years.

.The realism o f the poverty reduction targets and spending scenarios in the PRSP
4.
are discussed from a macroeconomic point of view. Since poverty is reduced when the
economy grows (and when inequality i s reduced), Senegal’s past growth performance and
future growth potential is evaluated in terms o f recent reductions in poverty and simulations
of future reductions. The l i n k s between growth, taxation, and public spending, with a brief
look at the impact o f taxation and public spending o n the poor are also examined. Increasing
spending on the social sectors will require reallocations within the budget, which is not easy
especially in a country with high debt levels. This also means that apart from spending more,
i t will be necessary to increase the quality o f spending in order to reach the targets put
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forward in the PRSP. Finally, the last section looks at the debt and fiscal sustainability o f the
scenarios proposed in the PRSP.

5.
Households’ perceptions of poverty and their priorities for public action also
matter for identifying policy actions. Some interesting results emerge from this analysis,
including the fact that the priorities o f communities and households are not necessarily the
same. Another interesting finding i s that generating employment for young people and
reducing the prices o f consumption goods are high o n the population’s agenda. Household’s
size, structure, education, land, livestock, and employment affect significantly i t s level o f
consumption o n i t s probability o f being poor. The returns to education appear to be low,
suggesting that the education provided in Senegal i s largely o f l o w quality. Also, poverty is
associated with unemployment and l o w quality employment, hence the high priority that the
population puts on creating employment opportunities.
Education, the access to and i t s quality, i s a one of the major determinants of
6.
poverty in Senegal. In 1998, after extensive consultation with donors, educational
organizations, and members o f the public, the government o f Senegal (GOS) introduced a
Ten-Year Education and Training Program with the aim o f achieving universal coverage o f
primary education by 2010. Progress toward this objective was to be facilitated by
reorganizing the education budget to favor primary education. Today, however, spending o n
education remains highly unequal, with a relatively small minority o f students reaping the
majority o f the benefits. The challenge remains to promote basic education while at the same
time meeting the needs o f a modernizing economy and remaining within a limited budget.
One way to move towards these combined goals would be to increase both equity and
efficiency in public spending, in order to improve access and quality. Increasing equity
involves ensuring that all population groups have an equal opportunity to participate in and
benefit from schooling. This objective will require correcting the imbalance in public
spending that favors higher education at the expense o f primary education. Efficiency refers
to the use o f resources to achieve better outcomes within each cycle. Gains in efficiency, and
also in quality, could be achieved by better allocating existing resources within each cycle in
the context o f decentralization.
Health issues, especially those that affect the poor, will determine Senegal’s
7.
ability to reach i t s Millennium Development Goals. While the levels o f health indicators
are not far from what could be expected for a country at Senegal’s level o f development, the
inequality in the indicators i s greater than expected, especially across regions. Some
indicators have actually deteriorated in recent years, focusing specifically o n vaccination
rates, and o n the determinants o f these rates. Reorganizing this sector appears to be a top
priority, including aspects related to decentralization and service delivery at the local level.

Decentralization affects the delivery of education and health services. Greater
financial resources will be needed at the local level to enable local governments to carry out
in full the functions for which they have been responsible by law since 1996. Indeed, the
funds allocated to local governments have been insufficient, and few resources have been
earmarked for funding the transition from central governance to decentralization. The system
for transferring resources from the central government to local governments suffers from
inefficiencies and needs to be made simpler. This will require significant training and

8.
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capacity building at the local levels so that the central government will feel confident that the
funds will be well used once they have been released. However, decentralization will also
require a continued political will o n the part o f the central government to expand the
delegation o f resources.

