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The 2002 Article IV consultation discussions and review of developments under a staff~monitored
program ((SMP), July 2001-June 2002) were held in Moroni during June 25-July 9, 2002.

The mission met with the President of the Union of the Comoros, Mr. Azali; the Vice-President of the
Union in charge of Finances, Mr. Yachroutu; the Presidents of the islands of Anjouan, Mr. Bacar, of
Grande Comore, Mr. El Bak, and of Mohéli, Mr. Fazul, and their respective Ministers of Finance; the
interim Governor of the Central Bank of the Comoros, Mr. Mouret; and other senior officials of the
Unior and island governments. The mission also met with representatives of the private sector and
donors. At the end of its stay, the mission met with the press. Messrs. Snoek and Kpodar also met with

French officials in Paris on July 11, 2002.

The staff team consisted of Messrs. Snock (head), Kpodar, D'Hoore, and Stern, Ms. Nyankiye (all
AFR), Ms. Gicquel (PDR), and Miss Jagatsing (Assistant-AFR). Mr. Thornton (World Bank) and Mrs.
Dinga-Dzondo (African Development Bank) also participated in the mission, Mr. Kpetigo, Advisor to
Mr. Barro Chambrier, Executive Director for Comoros, participated in the policy discussions,

Comgros is on the standard 12-month consultation cycle. At the conclusion of the last Article IV
consultation on July 18, 2001, Executive Directors stated that the main priority of economic policy
should be tackling the problems of persistent low economic growth, large fiscal imbalances, and large
domestic and external public sector payments arrears. They stressed the need for the authorities to
implement the SMP vigorously, thus building the confidence needed to mobilize extcrnal financial
support, including under the Fund’s Poverty Reduction and Growth Facility (PRGF), and debt relief
under the enhanced Heavily Indebted Poor Countries (HIPC) Initiative,

The Comoros’ relations with the IMF, including recent technical assistance, are summarized in
Appendix I, and its relations with the World Bank Group in Appendix IL. Statistical issues are
discussed in Appendix III
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Executive Summary

In December 2001, the country overwhelmingly approved, in a referendum, a new
constitution that delegates wide-ranging autonomy to the islands. However, the lack
of agreement between the Union and island governments on the allocation of
responsibilities and resources has prevented the formulation of a fiscal policy for the
remainder of 2002 and in the medium term and, consequently, the extension of the
staff-monitored program (SMP).

Despite the political difficulties, economic developments were broadly positive in
2001 and the first half of 2002. Real GDP growth is estimated to have reached

2 percent in 2001, reflecting the lifting of the embargo on Anjouan, higher domestic
demand, and the resumption of donor-financed projects. The balance of payments
improved sharply as a result of the strong increase in the terms of trade. The Union
government revenues improved in 2001 relative to 2000; however, they dropped in
the first half of 2002, primarily because of the diversion of imports to Anjonan and
the delay in implementing some tax measures. While the revenues in Anjouan rose
both in 2001 and the first half of 2002, partly owing to the tax competition, they were
almost fully absorbed by the wage bill,

Performance under the SMP was mixed. The quantitative benchmarks on net
domestic financing of the budget and net international reserves were met, the latter by
a large margin, and the wage bill was broadly in line with the program. However, the
benchmarks on government revenues and no new arrears to multilateral creditors
were missed. There was progress in the structural reform area, although some
measures were implemented with delay.

The medium-term outlook is subject to a high degree of uncertainty owing to the risk
of continued disagreement between the Union and island governments. Assuming a
stable sociopolitical situation, a coordinated fiscal stance, and accelerated structural
reforms, real GDP growth is expected to increase gradually from around 2 percent in
2001 to 4.5 percent by 2006. Gross official reserves are expected to decline from
about 12 months of imports of goods and nonfactor services in 2001 to about

9 months by 2006, as export prices return to more normal levels. Total consolidated
government revenue is estimated to climb to 14.9 percent of GDP in 2002 and
gradually increase further to 16.4 percent by 2006. '

Issues highlighted in the staff appraisal

The staff urges the authorities to define the by-laws of the new constitution to allocate
responsibilities and resources between the Union and island governments and
emphasizes the importance of agreeing, in the meantime, on a temporary arrangement
for power and resource sharing.



In order to attain a higher rate of growth on a sustained basis, reduce poverty, and
raise the living standards, the authorities need to promote and maintain a stable
macroeconomic environment through a more disciplined and coordinated fiscal
policy and deeper structural reforms, in addition to creating a viable political system.
Furthermore, to achieve the revised targets in the medium term, the authorities should
pursue wage restraint and accelerate the preparation of a comprehensive plan to
reduce public sector employment.

To start discussions on a PRGF-supported program and debt relief under the en-
hanced HIPC Initiative, the staff emphasizes the need to establish a track record under
anew SMP. The staff further underscores that a new SMP could resume only after all
four governments agree on the main principles of decentralization, a time frame for
its implementation, and the preparation of 2003 budgets for Union and island govern-
ments, consistent with the medium-term macroeconomic framework.

The staff recommends that a national bureau of statistics be established to collect
economic and social data, with a view to ensuring a common and consistent database
on the three islands. The staff agrees with the need for technical assistance, especially
in the context of decentralization. '



I. OVERVIEW OF KEY ISSUES AND MAJOR MEDIUM- AND LONG-TERM CHALLENGES

l. Over the past two decades, political instability and weak macroeconomic
management have resulted in negative real per capita GDP growth rates, which have
contributed to widespread poverty and a worsening of social conditions. Real output
growth has averaged 1.6 percent during the last ten years, below the population growth rate
of 2.7 percent. The factors noted above, coupled with a deteriorating physical infrastructure,
have led to a declining investment rate. In addition, a number of deep-seated structural
obstacles—such as limited institutional and administrative capacity, high production and
transaction costs, a shallow domestic financial system, and weak governance—have limited
the growth potential of the Comoros, Similarly, large fiscal imbalances have resulted in
-substantial disruptions in government services and an accumulation of sizable domestlc and
external payments arrears.

2. The 2001/02 staff-monitored program (SMP), covering the period July 2001-
June 2002, sought to establish conditions for the authorities to carry out comprehensive
and consistent policies that addressed long-standing fiscal imbalances and promoted
macroeconomic stability. Some measures were implemented to improve revenue
mobilization and to contain the increase in public expenditure, while protecting the social -
sectors. Steps were also taken to strengthen tax administration and public expenditure
management, improve governance, and increase transparency in public operations. These
measures were not, however, sufficient to enable the authorities to resume debt-service
payments to all external creditors, so as to normalize relations and move to undertake a
comprehensive debt rescheduling.

3. During the consultation discussions, the authorities stated that their key
objectives in the medium and long term were to attain a higher rate of growth on a
sustained basis, reduce the widespread poverty, and raise the living standards of the
Comorian population. While considerable potential exists in the agriculture, fishing, and
tourism sectors, ach1ev1ng these goals is a challengmg task. Indeed, for the higher growth
rate to materialize, it is crucial to address the issue of polmcal instability and reach a
consensus on how to establish a viable social, economic, and institutional structure for the
new Comorian state. This is a prerequisite for regaining the confidence of the international
community and investors.

4. In addition to creating a viable political system, continued efforts are needed to
promote and maintain a stable macroeconomic environment and to tackle the other
main impediments to economic growth. Achieving this objective will require a more
disciplined and coordinated fiscal policy and deeper structural reforms—in particular in the
utility and the domestic financial sectors and the governance area—so as to improve the
competitiveness of the economy, diversify the production base, promote higher domestic and
foreign private investment, and generate the greater donor support needed to finance the
reconstruction of physical infrastructure and reduce poverty.



II. RECENT POLITICAL AND ECONOMIC DEVELOPMENTS AND PERFORMANCE UNDER A
STAFF-MONITORED PROGRAM

5. The political reconciliation is almost complete, following the reintegration of the
secessionist island of Anjouan in a new Union of the Comoros and the restoration of
democratic institutions in the country. However, since early June 2002, disputes between the
Union and island governments over the distribution of responsibilities and resources have
opened a new era of turbulence and uncertainty (Box 1).

Box 1. Comoros: Recent Political Developments

Turbulent political developments characterized the Federal Islamic Republic of the Comoros, which consists of the islands
of Grande Comore {310,000 inhabitants), Anjouan (225,000} and Meohéli (25,000), since it achicved independence in 1975,
notably the secession atternpt of Anjouan in September 1997 (followed by internal armed conflict on that island in 1998 and
1999) and a military coup d'état at the level of the federal government in April 1999.

With the support of the international cormimaity, especially the Organization of African Unity (CAU) and the International
Organization of the Francophonie, an agreement (Fomboni Accord) was reached in February 2001 that envisaged the
reintegration of Anjouan and the restoration of democratic institutions in the three islands. It outlined (i) a schedule for
constitutional reform; (ii) the formation of a transitional government of national unity following a referendum on a new
constitution; and (iii) elections and the final transition to democratic institutions, under a new structure with broader
autonomy for the islands, scheduled for end-2001. A broad-based tripartite commission was charged with fmplementing the
agreement, with financial and technical assistance provided mainly by the European Union (EU) and the United Nations
Development Program (UNDP}. In paraliel, the federal government was to help Anjounan rebuild its administration, which
had been affected by the trade embargo imposed on the island by the OAU in early 2000 and the suspension of the federal
govemnment transfers.

The reconciliation process culminated with a referendum in December 2001 by which the country overwhelmingly approved
a new constitution and the establishment of a transitional government of national unity in January 2002. In April-May, each
island elected its president, and former Head of State Colonel Azali was elected President of the Union. The Union
presidency will rotate every four years among the islands, starting with a president from Grande Comore. Elections for
island parliaments are scheduled for October 2002; these will then elect representatives for the Union parliament.

Under the new constitution, the name of the country changed from the Federal Islamic Republic of the Comnoros to the
Union of the Comoras. Little progress has been made, however, in working out the details of the new constitution”s broad
principles for allocating responsibilitics between tiie Union and the istand governments. While under the previous
constitution the federal government accounted for most public expenditure, the new constitution delegates wide-ranging
autonomy to the islands, although many of the details remain to be settled through by-laws (Jois organigues). The Union,
supported by Mohéli, takes the position that the constitution allows for shared competencies, in an atternpt to increase its
otherwise limited role. Anjouan is following a very independent course, building en the de facto large autonony that it
enjoyed during the years of sceession, Grande Comore, whose president is opposed to Union President Azali, is seeking
similarly large autonomy, inchuding control over all public assets and revenue sources on the island.

Since early Junc 2002, discussions have been held between the Union and the island povernments, in particular Grande
Comore, on power- and resource-sharing until an agreement on decentralization is reached; however, these have been
unsuccessful. The uncoordinated intervention by the governments of the Union and of Grande Comore in the management
of public enterprises and customs administration in the port of Moroni led to disruptions in the nommnal functioning of the
port, customs operations, and some public enterprises.

6.  The lack of agreement on temporary arrangements, until budgets are prepared
on an orderly decentralization scheme, has prevented the formulation of an appropriate



and consistent fiscal policy for the remainder of 2002, and thus an extension of the
SMP. The government of Grande Comore stated in June that it could not postpone starting
operations until a final agreement on the future responsibilities between the Union and island
governments 1s concluded; however it was willing to share revenues and expenditures within
the Union budget for 2002.' It is presently operating without any budget, and no agreement
with the Union government on budget sharing has been reached; implementing any such
agreement would be difficult in view of the present mistrust and the lack of technical
capacity for expenditure control.

7. Economic developments were broadly positive in 2001 and the first half of 2002,
despite the difficult political sitnation. Following more than a decade of stagnation, real
GDP growth is estimated to have reached 2 percent in 2001 and continued to increase during
the first half of 2002. This increase reflects (i) the lifting of the embargo on Anjouan in
March 2001; (1) higher domestic demand resulting from the sharp increase in the world
prices of the main export products, vanilla, cloves, and the essence ylang-ylang; and, (iii) the
resumption of donor-financed projects, mainly from the World Bank and the European
Union. Consumer price inflation accelerated to 6 percent during 2001, owing to demand
pressures, but slowed to 4 percent by June 2002 (Table 1 and Figure 1). In a delayed
response to the increase of inflation in 2001, the Central Bank of the Comoros (BCC)
tightened monetary policy, increasing interest rates by 0.5 percentage point (the rates on time
deposits increased from 3 percent to 3.5 percent) in June 2002.

8. Performance under the SMP was mixed. The quantitative benchmarks for end-
December 2001, end-March 2002 and end-June 2002 on net domestic financing of the budget
and net international reserves were met, the latter with large margins; and the wage bill was
broadly in line with the program. However, the benchmarks on revenues and no new arrears
to multilateral creditors were missed (Tables 2 and 3). There was progress with regard to the
structural benchmarks, although some measures were implemented with delay (Table 4 and

para. 14 below).

9, With regard to public finances, revenues of the Union government largely
recovered in 2001 from a sharp drop in 2000, increasing from 10 percent of GDP to
11 percent (Table 5).2 However, partly reflecting lower payments of tax arrears by the

! Under the SMP, the authorities (Union and Anjouan) had agreed that the central
government budget for 2002 would continue to cover public expenditures in the islands of
Grande Comore and Mohéli, until the conclusion of an agreement on the implementation of
the new constitutional arrangements that would allow the formulation of separate budgets.

? The fiscal situation monitored under the SMP, as shown in Table 5, reflects only the public
finances for the former Federal Islamic Republic of the Comeoros, and excludes the Anjouan
accounts, owing to the unsettled legal situation of this island in 2001, and the lack of reliable

data. Recent fiscal developments and prospects in Anjouan, based on provisional data for the
(continued...)



petroleum company (Société Comorienne des Hydrocarbures—SCH) than projected,
revenues were lower than targeted by 0.7 percent of GDP. Expenditures on goods and
services were higher than envisaged under the program, partly because of outlays related to
the political reconciliation effort. As a result, the overall domestic budget surplus (before
exceptional expenditure) fell short of the program target by 1.9 percent of GDP, leading to
new domestic nonwage arrears cquivalent to 1 percent of GDP and to new arrears on external

debt service.

10.  During the first six months of 2002, the fiscal situation of the Union government
remained very difficult (Table 5). In contrast to the sharp increase of 2001, revenues are
estimated to have dropped, falling short by more than 30 percent of the program benchmark
for June 2002. This shortfall is attributed to a combination of factors, including the effects of
the political situation on tax administration and on the operations of the port of Moroni, the
diversion of imports to Anjouan,3 and a delay in implementing some tax measures announced -
in the 2002 budget (see paragraph 12 below). Expenditure management remains weak, and
spending on goods and services is estimated to have exceeded the target by 0.5 percent of
GDP during the first half of 2002, while the wage bill is estimated to have remained within
the program projection. As a result, the overall domestic budget surplus (on a commitment
basis) is estimated at 1.2 percent of GDP at end-June 2002, compared with a target of

3.5 percent of GDP, and has thus generated new forcign debt-service arrears.

11.  The strong growth in export earnings and the conversion of French franes in
circulation into Comorian francs (CF) ahead of the introduction of the euro led to an
expansion of broad money of about 33 percent in the 12 months to June 2002, the strong
growth also led to an increase in the net foreign assets of the BCC to the equivalent of about
11 months of imports of goods and nonfactor services by June 2002. Credit to the private
sector declined by 6 percent in the 12 months to June 2002, as the high export eamings
allowed traders to self-finance their activities (Tables 9 and 10). The BCC made some
progress in strengthening its internal control procedures and completed draft regulations for
microfinance institutions; these regulations were approved by its board in June 2002 and
submitted to the Union government in July.

12. A number of important tax measures included in the 2002 budget have been
implemented. In line with the recommendations of a 2001 FAD technical assistance mission,
all import duties (except for rice, petroleum products, and meat) were changed from specific
to ad valorem, on a revenue-neutral basis. In addition, all tax exemptions for government
entities were withdrawn. The authorities have also started improving expenditure manage-

first half of 2002, are described in paragraph 13 below and presented in Table 6.
Consolidated accounts, including Anjouan, are presented in Tables 7 and 8.

3 Anjouan is diverting customs revenue away from the Union government by applying lower
customs duties than in Grande Comore.
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ment by ending offset arrangements with public enterprises whereby the latter make pay-
ments to the government, offsetting them against their tax liabilities, However, the proposed
replacement of import duty exemptions on donor-financed projects by tax refunds from the
budget has not yet been implemented, and the envisaged increase in excise tax on cement and

rice was not introduced.

13.  While the fiscal situation of Anjonan has improved in 2001 and so far in 2002,
partially owing to the tax competition, it is hampered by a sharp increase in the wage
bill. The autherities have made progress in rebuilding the fiscal administration and were able
to provide the staff team with both revenue and expenditure data for 2001 and the first six
months of 2002 (Table 6). Although all transactions were made in cash until the establish-
ment of an account with the BCC in January 2002, tax collection and the recording of
expenditure improved. Revenues—mainly from import duties—amounted to 2.8 percent of
GDP in 2001, but were almost fully absorbed by the wage bill and the payment of six months
of wage arrears, Ieavmg vu'tually no resources for goods and services or ¢apital spending for
the social sectors.* A civil service census completed with World Bank support in July 2002
indicates that the number of government employees grew during the secession period from
about 1,800 in 1997 to about 3,300 in 2002.

14. Progress in implementing the structural reforms included in the SMP has been
mixed. The external debt database was reconciled in 2001, but its computerization is await-
ing technical assistance from Debt Relief International. The public expenditure manual has
not yet been completed, but all four governments support the preparation of a common civil
service charter. The latter is under preparation with technical assistance from the World
Bank, which is also helping the authorities set up computerized civil service management
systems, The World Bank staff is also preparing a study on restructuring the electricity and
water sector. However, the audit of domestic arrears, planned for midyear, has not yet
started, With the assistance of the United Nations Development Program (UNDP), the
authorities completed an interim poverty reduction strategy paper (PRSP) in July 2002
through a broad-based consultation process. Considerable efforts have been devoted to
preparing the interim PRSP, given that the authorities consider the widespread poverty in the
Comoros to be a key factor in the recent political preblems (Box 2).

4 Efforts are being made by the Anjouan government to pay wage arrears, which are
estimated at 17 months.
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Box 2. Comoros: The PRSP Process

Based on a per capita GDP of US$379 in 2001, the Comores remains one of the poorest countries in the world. According to
the United Nations Human Development Index, which includes life expectancy, education, and living conditions, the country
is also among the Jeast advanced in terms of human development. The I-PRSP document highlights that each island presents
a diverse picture in terms of its level of poverty. The incidence of national poverty is over 47 percent, with a much higher
incidence in Anjouan and Mohéli (61 percent and 56 percent, respectively) than in Grande Comore (34 percent). In addition,
the incidence of poverty Is higher in the rural areas compared to the urban areas.

In 2001, the authorities, with the cooperation of the federal and the three island governments, created coordinating
committees on the three islands and a central steering committee to start the poverty reduction strategy paper (PRSP) process,
which was later officially launched in March 2002 with wide participation by civil society on all three islands. During the
initial discussions, attended also by donors, and the staffs of the World Bank and the Fund, the participants highlighted the
importance of improving the infrastructure, namely, roads, the electricity supply, access to long-term credit, and commercial
jegislation and legal protection, as well as increasing fiscal revenues and the efficiency of the civil service. Participants also
foeused on the future relations between the islands and the Union government, noting the salary arrears and the budgetary
situation as important challenges. B

In July 2002, the authorities presented to the staffs of the World Bank and the Fund a comprehensive first draft of the interim
PRSP. The document identifies three phases of development of a poverty reductien and growth strategy. Phase I covers the
establishment of an institutional steering mechanism, which consists of coordinating committees on all islands, a technical
committce with representatives from the civil society, the private sector, national and international consultants, and a central
steering committee. Phase II covers a qualitative and quantitative analysis of poverty based on existing studies, an analysis of
the recent macroeconomic situation, and an analysis of the performance of, and constraints on, various sectors in the
economy. Phase IIT covers the identification and prioritization of the key strategies to reduce poverty and the priority actions
based on these strategies. The interim PRSP document was prepared after the completion of phases I and I and the start of
discussions en phase [1L

The document describes the objectives, key strategies, and priority actions of the PRSP process. The main objectives of the
poverty reduction and growth strategy are defined as promoting a long-term GDP growth rate of at least § percent per year
| and reducing poverty by 50 percent by 2015. To achieve these objectives, the document identifies five key strategies. First,
create the macroeconomic conditions that will lead to sustained economic development. Second, revive the private sector,
identified as the main source of creation of value added, employment, and income. Third, develop the agricultural sector,
identified as the principal sector ensuring the fundamental food supply and providing occupations for the majority of the
poor, Fourth, reinforce governance, justice, and security, and the conditions for a development policy characterized by
stability, harmony, and a population working together. Fifth, develop human capital to improve the employment,
productivity, competitivity, and income of the poor. The document then identifies, for each key strategy, a list of priority
actions, providing the justification, objective, and means for each priority action. In the final sections, the document explains
the follow-up evaluation process for the PRSP and proposes a timetable for finalizing the PRSP.

The World Bank and Fund staffs have jointly provided comments on the first draft interim PRSP. The Fund staff emphasized
in their comments the importance of including a three-year policy matrix consistent with a medium-term macroeconomic
framework. The authorities currently envisage that a full PRSP could be completed by end-May 2003.
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15. While some progress has been made, the pace of privatization remains slow, A
private company obtained the concession on port operations for Grande Comore at end-2001
and started working in late July 2002, after several disputes between the Union and Grande
Comore governments over the control of the port of Moroni. However, decisions remain to
be taken with regard to the privatization of the oil company (SCH) and the telecommuni-
cations parastatal {Société Nationale des Télécommunications—SNPT). The contract with
the private sector manager of the electricity company was cancelled in December 2001,
following a dispute on the lack of government support to combat electricity theft. The World
Bank staff is advising the authorities on the terms of a possible new private management

contract.

16. The balance of payments improved sharply in 2001 (Table 11). The external
current account deficit (excluding official transfers) narrowed by more than 2 percentage
points of GDP to 0.5 percent of GDP in 2001, owing to a considerable improvement in the
terms of trade,” combined with a decline in the services balance deficit and an increase in
private and public transfers. Because of the currency conversion and disbursements under the
World Bank’s Emergency Economic Recovery Credit (EERC), the capital account turned
positive. As a result, the overall balance of payments surplus rose markedly, and net
international reserves of the BCC had increased from US$43 million to US$62 million by
end-2001. The Comoros is 2 member of the Franc zone; since January 2000, the exchange
rate has been set against the euro at the rate of €1= CF 492, The real effective exchange rate
is estimated to have appreciated by 6 percent in 2001, remaining, however, broadly around
the average level of the last few years (Figure 2).

17.  External debt arrears are estimated to have increased to US$84 million by end-
2001, out of a total debt stock of about US$225 million (Table 12). There are no arrears to
the IMF nor to the World Bank, and payments were made to the OPEC Fund and the Islamic
Development Bank. In contrast, new arrears were incurred to the African Development Bank
(ADB), the Arab Bank for Economic Development in Africa (BADEA), and bilateral
creditors, including France (the only Paris Club creditor). China forgave part of the debt
owed by the Comoros in 2001, and the government is discussing a rescheduling of arrears
with the Kuwait Fund for Arab Economic Development Bank.

IIl. REPORT ON THE POLICY DISCUSSIONS

18.  Policy discussions took place against the background of a very tense political
situation. The authorities and the mission devoted considerable effort to developing a
temporary arrangement that could limit the disruptions to the economy and make possible a

3 In 2001, average prices almost doubled for vanilla and cloves, and increased by about

5 percent for the third main export product, ylang-ylang. This is mainly a result of the
lingering effects of hurricane damage in Madagascar and production problems in Indonesia,
the main competitors of the Comoros.
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consistent fiscal framework for the remainder of 2002. The mission acknowledged the
difficult political and economic environment but stressed the need for sustained efforts to
address the economic problems facing the country. The mission also stressed the importance
of normalizing relations with creditors as soon as possible. The discussions for the 2002
Atticle TV consultation and review of performance under the SMP focused on the following:
(i) the medium-term macroeconomic prospects; (ii) the macroeconomic outlook for the
second half and the year 2002 as a whole; (iii) macroeconomic and structural policies needed
to foster growth and reduce poverty; and (iv) the conditions for a possible Poverty Reduction
and Growth Facility (PRGF) supported program. The latter could eventually help obtain debt
relief under the Heavily Indebted Poor Countries (HIPC) Initiative.

A. Medium-Term Outlook and Risks

19.  The mission discussed with the authorities a medium-term macroeconomic
scenario based on the following assumptions: (i) establishment of a viable and stable
sociopolitical situation in 2003, paving the way for the restoration of confidence, a
resumption of normal relations with external creditors, and an increase in financing to help
sustain investment; (ii) a more disciplined and coordinated fiscal stance and a credible plan
for settling domestic arrears; (iii) an acceleration and deepening of structural reforms—
especially in the utility sector—and a strengthening of the financial sector and the legal
system, so as to improve the efficiency of the economy and create an environment fostering
private investment; (iv) a reallocation of public expenditure to finance improvement in
physical infrastructure and increase spending aimed at reducing poverty; and, on this basis,
(v) a new SMP followed by a PRGF-supported program.

20.  Under these assumptions, real GDP growth should gradually increase from about
2 percent in 2001 to 4.5 percent by 2006, somewhat above the population growth rate (see
table below and Figure 3).° The rate of inflation would be contained at about 3 percent over
the period. The gross domestic investment rate is projected to increase from 10.6 in 2001 to
almost 14 percent by 2006.

§ While the growth rate does not seem to be very ambitious, it is far above the historical
economic performance. Addressing the structural impediments to growth would require time.
In the long term, higher growth could be expected from agriculture, fishing, and tourism.
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Medium Term Prospects, Base Case, 2001-06

2601 2002 2003 2004 2005 2006
Act, Proj. Projections

(Annual percentage change, unless otherwise specified)

Reaul GDP 1.9 3.0 3.2 37 42 45

Real GDP per capita -0.7 03 0.5 10 15 1.8
Expoxt volume =224 155 7.2 49 0.6 0.3
Import volume 125 228 -8.3 24 4.3 43

{In percent of GDP, unless otherwise specified)

Giross domestic investment 106 135 124 121 128 137
Public 4.4 70 5.8 5.3 53 5.4
Private 62 64 6.2 638 74 83

Gross pational savings 14.7 126 11.2 9.9 1677 LY
Public 0.8 135 4.1 40 43 4.7
Private 138 1.1 74 59 65 70

External current account (incl. official transfers) 4.0 0.9 0.9 21 f20 -2.0
External current account (excl official transfers) 04 -52 4.3 49 49 -4.9
21.  The medium-term balance of payments projections point to a decline in gross

official reserves from about 12 months of imports of goods and nonfactor services in
2001 to about 9 months by 2006. Export volume is projected to slow, and export receipts
are expected to fall by 9.5 percent a year on average during 2003—04, as vanilla and cloves
prices return to more normal levels; export earnings would slightly recover thereafter. Import
volume is expected to fall by 8 percent in 2003 and to increase by an average of about

3 percent a year thereafter, reflecting a rebound of investment and foreign-financed project
expenditure. With the weakening of the terms of trade, the external current account deficit
(excluding official transfers) is projected to stabilize at about 5 percent of GDP during the
period. This deficit is to be partly financed by the resumption of project financing by the
World Bank, and by additional support from other donors, including the European Union
(EU), as well as by a drawdown in international reserves, which will, however, remain ata
comfortable level. The residual financing gaps would be covered by debt relief under the
HIPC Initiative.

22.  The medium-term projections are subject to a high degree of uncertainty. The
main downside risk to the medium-term scenario is related to the continued political
problems, as the framework for financial relations between the islands and the central
government in the new Comorian entity has yet to be established. A high degree of social
consensus would be also needed to tackle the long-standing fiscal problems. Failing to
stabilize the political landscape and achieve social consensus could lead to continued
disruptions to economtic activity, a further loss of confidence, and a fall in investment. Under
these assumptions, it is estimated that the growth rate would be considerably lower than in
the base scenario; meanwhile, external current account deficits (excluding official transfers)
would increase but eventually would be constrained by the availability of external financing
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(see table below). Without the resumption of significant external assistance, large financing
gaps will emerge, and new external arrears will correspondingly accumulate.

Medium Term Prospects , Low Case, 2001-06

2001 2002 2003 2004 2005 2006
Act. Proj. Projections

(Annual percentage change, unless otherwise specified)

Real GDP 1.9 o 25 135 13 13
Rezi GDP per capitz -0.7 03 -0.2 -1.2 -14 14
Export volume =224 15.5 6.8 3.3 06 D6
Import volume 12.5 22.8 -8.3 -0.2 09 0.7

{In percent of GDP, unless otherwise specified)

Gross domestic investment 10.6 135 12.] 11.2 109 10.6

Public 4.4 7.0 5.8 50 - 48 4.6
Private 6.2 64 6.3 6.2 6.2 6.1
Gross national savings 14.7 12.6 11.0 8.5 8.1 17
Public 0.8 1.5 4.1 34 33 35
Privatc . 138 111 6.9 51 4.8 42
External cumrent account (incl. official transfers) 4.0 -0.9 -1.1 2.7 -2.8 -2.9
External cument account (excl. official transfers) 4.0 0.9 4.2 5.2 -54 -5.6

B. Outlook for 2002

23.  Consistent with the medium-term framework, and taking into account the short-
term political tensions, it is estimated that the disruptions in economic activity will cost
Comoros about 0.5 percent of GDP in 2602. However, output growth is expected to reach
3 percent in 2002, mainly owing to the marked improvement in the terms of trade and its
positive effect on private income; these developments and an increase in donor-financed
projects have led to a boom in the construction sector.

74,  The external current account deficit (excluding official transfers) is projected to reach
5 percent of GDP in 2002, reflecting a surge in imports, in particular those that are project
related, a deterioration in the services balance deficit, and a stable level of transfers. The
capital account is expected to turn into deficit, as the decline in net private capital inflows
(reversing in part the effect of the conversions associated with the introduction of the euro)
would more than offset the envisaged increase in net official capital. The overall balance of
payments is thus expected to turn from a surplus of 6.5 percent of GDP in 2001 into a deficit
of around 2 percent of GDP in 2002. The gross international reserves of the BCC would
decline from the equivalent of 12 months of imports of goods and nonfactor services at end-
2001 to 10 months by end-2002.

C. Fiscal and Public Sector Policies

25.  In view of the slippages during the first half of 2002, the discussions focused on the
need to address, at least partially, the revenue shortfall through a combination of
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revenue measures and a reduction in nonpriority expenditures, and thereby contain the
accumulation of new domestic and external arrears,

26. The authorities agreed with the mission that the fiscal outlook for the remainder
of the year and for 2002 as a whole remained uncertain. The lack of agreement on the
financial relations between the governments of the islands and the Union under the new
constitution threatens fiscal discipline by hampering revenue mobilization, as well as
expenditure control, Moreover, the uncoordinated actions by Anjouan and Grande Comore
undermine the revenue base, which also depends on a quick resumption of normal operations
of the port of Moroni. There are also indications that the new authorities of Grande Comore

- are hiring additional civil servants, The mission warned the authorities that the hiring of civil
servants by Grande Comore, without a corresponding decline in employment by the Union
government, would endanger the near-term public finances prospects and the medium-term
fiscal sustainability of the country as a whole.

27.  Total consolidated government revenue is now estimated to reach 14.9 percent of
GDP in 2002, somewhat below the original projection of 16.0 percent of GDP but 1 per-
centage point of GDP higher than in 2001 (Tables 7 and 8).” Total expenditure is
projected at 24.8 percent of GDP, or 0.8 percent of GDP higher than in the original
projection. This rise is due to higher spending on goods and services, and on the priority
rehabilitation program, which will be only partially offset by savings on wages and salaries
and a cut in domestically financed capital expenditure. As a result, the overall domestic
surplus® (before exceptional expenditures) would fall to less than 1 percent of GDP—one-
half the original projection. The lower domestic surplus will lead to a financing gap
equivalent to 2.4 percent of GDP for the year as a whole, despite anticipated budgetary
support from Saudi Arabia and Mauritius equivalent to 1 percent of GDP. This gap would be
covered by deferring the initially envisaged repayment of the central bank advances,
reducing the repayment of domestic arrears, and accumulating new external arrears. The
latter action would thwart the program objective of normalizing relations with all external

creditors.

28.  The Union government informed the staff that it intended to implement the tax
measures announced in the budget for 2002 in order to deal with the current and
prospective revenue shortfall. In particular, the authorities agreed that the 3 percent
increase in the tax levied on cement and rice needed to be implemented without delay. The
mission stressed that, to stem customs revenue losses on cigarettes and alcohol, the tariff in

7 While the SMP focused on the finances of the former Federal Islamic Republic of the
Comoros, excluding Anjouan, policy discussions for 2002 and medium-term prospects were
based on consolidated fiscal accounts, including the Union government and all three islands.

® Defined as total revenue minus total expenditure, excluding foreign-funded project
spending (technical assistance and capital expenditures), and foreign debt service.
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Anjouan should be raised to the level of the official tariff applied in Grande Comore. Also,
steps needed to be taken to strengthen tax administration, with a view to improving the
collection from income and profit taxes. In the same vein, customs administration should be
strengthened and exemptions further reduced.

29.  On the expenditure side, the Union government stated that, in addition to the
postponement of the salary increase planned for mid-2002, it intended to continue
exercising wage restraint and to reduce employment in some sectors. Emphasis will
continue to be placed on the education sector, which accounts for more than half of
government employment. A technical assistance team, financed by the World Bank, has
started reviewing in depth the organization of the civil service and the possible personnel
excess; a comprehensive report, expected by year’s end, will constitute the basis for an action
plan for a civil service reform. Steps are being taken to accelerate the preparation of an
integrated civil service management system—a cooperative effort of all three islands and the
Union government— and to start its implementation by end-2002, with the assistance of the
World Bank staff.

30. The authorities agreed with the staff on the need for equity and transparency in
the management of its domestic debt, which consists mainly of wage and suppliers’
arrears. Repayment of suppliers’ arrears has been based on a partial audit of domestic
arrears of 1997; however, this audit is now outdated, and further assistance will be required
to conclude a new audit, with a view to formulating a comprehensive reimbursement plan by
end-2002. The authorities have started discussions with the civil service unions on how to
address the wage arrears and agreed with the staff on the need to find a comprehensive
solution to this problem.

D. Monetary and Financial Sector Policies

31, The mission was of the view that the recent increase in interest rates, while
appropriate, was long overdue.” While inflation has declined somewhat, and broad money
growth is expected to return to a moderate level, the mission advised the authorities to remain
vigilant and to take additional measures in the event demand pressures become evident. [n
particular, it urged that bank excess reserves be converted into remunerated time deposits at
the BCC—a measure that the authorities agreed to consider.

32.  The authorities acknowledged that monetary policy should be formulated at the
central level, even in a decentralized system that ceded a large amount of autonomy to
the islands. This is consistent with the new constitution, which gives responsibility for
policy related to the national currency to the Union government. However, given the pegged
exchange rate regime, there is little scope for an independent monetary policy. Moreover, the

? The response was made with a six-month delay, as the BCC’s board was unable to meet
earlier, owing to a lack of support for the Union government’s candidate for governor.
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Franc zone financial arrangements provide for limited extension of credit to the government,
and thereby reduce the risk for inflationary pressures. The mission stressed that the
supervision of the financial system and bank licensing had to remain with the BCC. In this
regard, the authorities stated their intention to resolve the issue of the appointment of
governor of the BCC as soon as possible. The mission welcomed the steps taken by the
authorities to implement the recommendations of MAE technical assistance on improving
prudential regulations and the internal controls of the BCC.

33.  The authorities stated their determination to improving the efficiency of the still
small financial sector.'” The only existing commercial bank was in compliance with the
prudential ratios stipulated by the BCC. The authorities intend to give priority to further
strengthening banking supervision and seeking additional training opportunities for the staff
of the BCC. Steps are also being taken to adopt prudential regulations for the microfinance
institutions. The authorities expressed the need for deepemng the financial system and
fostering competition by licensing new banks.!! The mission agreed with the authorities and
encouraged them to look for banks with good international reputations.

E. External Sector Policies

34.  The mission shared the anthorities’ view that maintaining the fixed exchange
rate will provide an anchor for financijal stability while the country is building its new
institutions. Despite the recent real effective appreciation of the currency, the staff estimates
that most of the gains from the 1994 devaluation have been maintained and that the level of
the exchange rate seems appropriate. However, production costs, in particular labor costs, are
higher in the Comoros than in some of the neighboring countries, and the long-term balance
of payments projections indicate a potential sustainability problem. The authorities are of the
view that sustained fiscal consolidation, combined with a deepening of structural reforms—
notably in the areas of the civil service, governance, and the regulatory framework—would -
help reduce costs and thus strengthen the Comoros’s external competitiveness. International
reserves are at a comfortable level.

35. The Comoros is a member of the Indian Ocean Commission, the Common
Market for Eastern and Southern Africa (COMESA), and the Regional Integration
Facility Forum, and it intends to follow trade policies in line with COMESA’s free trade

1 The financial system consists of one commercial bank, one inactive development bank, a
postal savings bank, and two systems of microfinance institutions.

1 While some competition already exists among the different types of financial institutions,
there is a need to strengthen the prudential regulations and supervision of the nonbank
financial institutions.
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area.'” The authorities have requested assistance from the COMESA secretariat in assessing
the potential revenue loss from joining the {ree trade area, as international trade taxes account
for about 60 percent of all government revenues. They agreed to discuss with the staff a
timetable for tariff reduction and possible revenue-offsetting measures, following the
completion of the COMESA study." In the meantime, they will continue to focus on improv-
ing customs administration, based on a 2001 Fund technical assistance report.

36. The authorities also agreed with the mission to keep trade developments under
review and climinate the export tax when prices moved back to their long-term level.
An export tax of 5 percent on vantlla and cloves was introduced in 2001 and extended to
essential oils in the 2002 budget. Given their high international prices, the authorities
indicated that the export tax on vanilla and cloves was not regarded as a disincentive to
producers or as a serious impediment to trade.

37. The authorities agreed with the staff on the need to normalize relations with
external creditors. They concurred with the view that resuming at least partial debt service
to all creditors could help regain access to concessional financing. However, they indicated
that the revenue shortfall at the beginning of the year had prevented them from meeting their
scheduled debt service in full, as originally envisaged. Furthermore, they stressed that the
fiscal situation did not allow full payment of the scheduled debt service or the payment of the
arrears, and indicated their intention to seek debt relief, including under the enhanced HIPC
Initiative.'* In this context, they will continue to explore the possibility of rescheduling the
arrears until these can be considered for reduction under the HIPC Initiative. The authorities
will continue their efforts to strengthen external debt management, for which they have
requested assistance from Debt Relief International. They reaffirmed their determination to
pursue a prudent debt-borrowing policy and abstain from guaranteeing or contracting
nonconcessional debt.

12 While foreign trade is generally free, the Comoros has a trade restrictiveness index of 8 on
a 10-point scale (with 10 being the most restrictive) because of some very high duty rates,
state monopolies for imports of petroleum and low-grade rice, and the taxation of certain
exports. Import duties are in three nonzero bands (20, 30, and 40 percent), with special rates
(of 250 percent) only for tobacco and alcohol.

3 The Comoros has until 2004 to harmonize its tariff schedule with that of COMESA
countries.

14 A preliminary debt sustainability analysis (DSA), prepared by the staffs of the World Bank
and the IMF, confirms that the external debt of the Comoros is not sustainable (IMF Country
Report No. 01/135, 8/8/01).
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F. Struoctural Reforms and Governance Issues

38. The authorities expressed their reselve to accelerate the pace of structural
reform in order to foster private sector development and growth. They agreed with the
mission that recent political developments, in particular the fight over control of publicly
owned enterprises, pointed to the urgency of speeding up the divestiture program. In the
electricity and water sector, the World Bank, which has the lead in this area, is preparing a
study to define possible options.'” In the meantime, strong efforts are to be made to ensure
that the governments of the three islands are implementing measures, based on World Bank
staff recommendations, to increase collection rates, which were less than 50 percent of
billing in 2001. The mission argued that subsidies should be kept to a minimum,'® and made
transparent in the fiscal accounts.

39. The authorities agreed with the staff on the need to improve governance. The
mission emphasized that the opportunity to create new legislation under the new constitution
should be used to increase transparency. It suggested that the quarterly publication of
comprehensive reports on fiscal developments of the Union and island governments could
reduce mistrust and promote cooperation. The mission also stressed the importance of
implementing transparently the sale of a cellular telephone license through international
competitive bidding. The authorities agreed to continue the publication of the budget and of
the annual reports of public enterprises, which would facilitate informed discussion with
social partners on fiscal policies.

G. Future Fund Relations

40. The authorities expressed their interest in starting on a program supported by a
PRGF arrangement as soon as possible. The mission noted the need to establish a track
record under a new SMP before meaningful discussions on a possible PRGF-supported
program could be initiated and debt relief under the HIPC Initiative subsequently received. It
indicated that the discussions on a new SMP—uwhich all four governments wanted to start as
soon as possible—could resume only after all governments had at least agreed on the main
principles for the decentralization, a time frame for its implementation, and the preparation of
their respective budgets for all four governments for 2003, consistent with the medium-term
macroeconomic framework described above. The mission recommended that, in the
meantime, the authorities continue to implement the policies and reforms outlined in the
memorandum on economic and financial policies for 2001-02 that underlay the SMP, and
maintain close contact with the staff,

5 Following the electricity company’s return to the public sector, widespread blackouts have
continued, seriously impeding growth.

' The private manager of the electricity company incurred losses averaging 0.6 percent of
GDP a year during 1998-2000,
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41. Discussions on a three-year arrangement under the PRGF could follow, provided tbat
(i) a consensus is reached in the Comoros on the medalities of the formulation of
macroeconomic policies and intergovernmental financial relations under the new constitution
that guarantee central determination of macroeconomic and tax policies and central
supervision of the financial system on all islands; (ii) an agreement is reached between the
Comoros and its multilateral creditors on the clearance of external debt arrears and the start
of good-faith negotiations with bilateral creditors; (iii) and performance under the new SMP
is satisfactory.

42.  Upon the authorities’ request, the mission conducted several meetings to explain
the main recommendations of the recent FAD mission regarding decentralization

(Box 3). There was no major opposition to formulating macroecopomic policy at a common
level and maintaining the present role of the central bank in monetary policy and banking
supervision. However, there was no consensus with regard to a common revenue authority.
The mission explained that, if the Comoros were to opt for a decentralized revenue system—
with transfers from the islands to the Union government for its financing—a longer track
record would be needed before discussions could start on a possible PRGF arrangement, in
order to show that such a system could avoid tax competition and secure the financing of the
Untion government. '
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Box 3. Options for Decentralization

Jn December 2001, the autherities of the former Federal Islamic Republic of the Comoros, in concwrence
with the authorities of the autonomous istand of Anjouan, requested technical assistance from the Fund to
present the lessons of international experience and identify issues raised by, and possible options for,
financial and administrative decentralization.

The new constitution, which only lays out fundamental principles for the structure of the new Comorian state,
gives wide autonomy to the constituent islands. It limits federal responsibilities to religion, nationality, the
currency, external relations, defense, and national symbols. All other matters are the respensibility of the
islands. However, the Union, that is, federal, government can intervene if (i) a regulation on one island
affects the others; (11) a matter cannot be addressed by one island alone; or (iii) the legal, economic, and
social unity of the country requires central regulation. The constitution also prescribes that the islands bes
financially autonomous, and that revenue-sharing between the Union and the islands be regulated through by-
laws (lois organigues) of the constitution, which remain to be drafted, and implemented by the Union’s
annual finance acts.

In addition to constitutional principles, several physical, political, and economic factors also shape, or
constrain, the possible architecture of decentralization in the Comoros. First, since many public services,
especially in education, public health, transport, and agricultural support, have a largely territorial character,
decentralization of these services may be particularly suited to the Comorian environment. Donors, in
particular; supported the previous government’s policy of deconcentration of the administration, which
provides a natural basis for full decentralization, Second, the heritage of years of internal conflicts, and
weaknesses in governance and transparency, have created a climate of deep mistrust that lmits the scope for
such cooperation. In addition, the starting point for decentralization is strikingly different in each island:
Anjouan has been de facto autonomous since 1997; Mohéli, the smallest of the three islands, has virtuaily no
local administrative capacity; and, on the island of Grande Comore, the regional administration, under the
previous political structure, was completely subsumed into the central administration, from which it must
now be separated. However, the country’s small scale, endemic poverty, and critical shortage in human
resources all require that the benefits of cooperation be maximized. Moreover, the new fiscal framework
must recognize the predominance in government resources of customs revenues, which are not amenable to
decentralization.

Reflecting these factors, the FAD technical assistance recommendations, while supporting a large measure of
decentralization of most public services, center on the creation of a central, though nonfederal, autonomous
revenue agency, under the control of a board on which the governments of the three islands and the Union
would be represented, and in charge of collecting all customs and large-taxpayer taxes, as well as
redistributing revenues to the government on the basis of preapproved shares. Despite strong political
demands in island governments for large control over revenues collected in their ports or airports, and the
deep mistrust between governments, centralization of customs revenues is necessary to avoid the risks of tax
competition and increased smuggling, the costs to governments and traders of multiple, uncoordinated
customs agencies, and the inherent difficulties of financing the Union government from contributions by
island governments that would face strong incentives not to transfer monies to the center.

H. Statistical and Technical Assistance Issues

43.  The authorities acknowledged the importance of good-quality statistical data for
economic analysis and management. Serious weaknesses in the macroeconomic database,
especially in the arcas of national accounts, balance of payments, and government finance
statistics, continue to hamper timely and accurate economic analysis (Appendix IIT). The
authorities agreed with the staff on the importance of improving the database, indicating that
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they had already taken a number of steps in that direction. With the assistance of the regional
statistical organization (AFRISTAT), the basket for the consumer price index has been
updated and the compilation method improved in 2000; the UNDP has helped with the
publication of poverty and other social data from the 1995 household budget survey; and the
Directorate of Planning, which is responsibie for macroeconomic statistics, has been
strengthened. The mission recommended that the authorities establish a national bureau of
statistics that will collect economic and social data, as well as data on poverty indicators, on
all three islands to ensure a common and consistent database.

44. The Comoros is in an urgent need of technical assistance in many areas. The
federal government has made progress in rebuilding a functioning administration—
government services virtually collapsed in 1997-98 after mounting wage arrears and the
Anjouan crisis—but much remains to be done, and Anjouan has only started the process. The
mission advised the authorities to assess, in collaboration with donors, the overall need and
possible sources for technical assistance in the areas of public administration, fiscal
management, and budget preparation and execution, especially in this new context of
decentralization.

IV. STAFF APPRAISAL

45. Persistent political instability and weak macroeconomic management have generated
negative real per capita GDP growth rates over the past decade, contributing to widespread
poverty and a worsening of social indicators. The nearly completed reconciliation process
and the return to democratic political institutions should enhance the prospects for addressing
the deep-rooted macroeconomic problems and foster growth. The staff urges the authorities
to work out quickly the by-laws of the new constitution, which will define the responsibility
for macroeconomic policies and the financial relations between the Union and the three
island governments. In the meantime, it is crucial to agree on a temporary arrangement for
power and resource sharing that would minimize the disruptions in economic activity.

46. Despite difficult political circumstances and serious capacity constraints, the
Comoros has made some progress under the SMP. Economic developments were broadly
positive in 2001 and the first half of 2002, spurred by favorable world prices for the main
export products and the resumption of donor-financed projects. Consumer price inflation
remained under control, and international reserves increased substantially. However, fiscal
performance was weak, and the authorities were unable to resume debt-service payments to
all external creditors and move toward the normalization of relations with, and the
rescheduling of debt to, creditors.

47.  The challenges faced by the authorities in the medium and long term are to attain a
higher rate of growth on a sustained basis and raise the living standards of the Comorian
population. To this end, in addition to creating a viable political system, the authorities must
make continued efforts to promote and maintain a stable macroeconomic environment
through a more disciplined and coordinated fiscal policy and deeper structural reforms—in
particular in the utilities and the domestic financial sectors and the governance area. This
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would create an environment conducive to domestic and foreign private investment, as well
as greater donor support.

48.  The medium-term outlook is subject to a high degree of uncertainty. The main
downside risks are related to the continued political problems, as the modalities of the
financial relations between the islands and the central government in the new Comorian
republic have yet to be established. The authorities are urged to agree on a transitory
arrangement, reach some degree of social consensus, and work out swiftly the by-laws of the
constitution in order to stabilize the political landscape and start addressing the long-standing
fiscal problems and deep-rooted structural impediments. Failing to resolve these problems
could lead to continued disruptions in economic activity, a further loss of confidence, and a
fall in investment. '

49.  The fiscal outlook for the remainder of 2002 remains unclear. To achieve the revised
targets discussed with the staff, the authorities need to implement a number of measures to
improve revenue mobilization and reduce nonpriority expenditures. These actions would help
to close the financing gap and contain the accumulation of new domestic and external
arrears. In this regard, the staff welcomes the authorities’ intention to put in effect—even
belatedly—the tax measures announced in the 2002 budget. It is also encouraging that the
authorities have taken steps to strengthen the tax and customs administrations, reduce
exemptions, and reinforce overall public expenditure management. These efforts need to be
pursued with determination in the period ahead. The staff urges the authorities to pursue
wage restraint and accelerate the preparation of a comprehensive public sector employment
reduction plan; the hiring of additional civil servants in the islands, without a corresponding
decline in the Union government personnel, needs to be strictly avoided.

50.  The Comoros continues to benefit from its membership in the Franc zone, which
provides monetary discipline and an anchor for financial stability. In light of this, the staff
agrees with the authorities that maintaining the fixed exchange rate system is appropriate in
this period of new institution building. The staff also shares the authorities’ view that the
level of the exchange rate seems appropriate, and that international reserves are ata
comfortable level. However, in view of the relatively high production costs, including labor
costs, the staff urges the authorities to implement a very cautious fiscal policy and accelerate
structural reforms to strengthen the performance of the utilities and parastatal sectors, and of
the civil service, and to improve governance, as these efforts would help reduce costs and
increase the Comoros’s external competitiveness. There is a need to keep inflation
developments under close review and to respond quickly to contain possible demand
pressures. The staff welcomes the steps taken by the authorities to improve the prudential
regulations and internal controls of the BCC. It agrees with the authorities that competition in
the financial system should be fostered by licensing new, but reputable, banks.

51. The authorities have made good progress in reconciling the external debt data. On
this basis, staffs of the World Bank and the Fund prepared a provisional debt sustainability
analysis (DSA) in 2001, which indicates that the external debt of the Comoros is unsus-
tainable. The staff urges the authorities to make every effort to resume debt-service
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payments, especially to the African Development Bank, and to normalize their relations with
all external creditors. The staff welcomes the determination of the authorities to pursue a
prudent debt-borrowing policy and abstain from guaranteeing or contracting nonconcessional
debt; it is also important to continue to strengthen external debt management, with external
assistance.

52.  The authorities are eager to start negotiations on a possible PRGF-supported program
that would support their efforts. The staff has emphasized the need to establish a solid track
record under a new SMP before initiating meaningful discussions on a possible program that
could be supported by a PRGF arrangement and that could pave the way for eventual debt
relief under the HIPC Initiative. Discussions on a new SMP could resume as soon as all
governments have at least agreed on the main principles for decentralization, as well as on a
time frame for its implementation and the preparation of budgets for all four governments for
2003, consistent with the medium-term projections. The staff commends the authorities for
the progress made in preparing an interim PRSP through a broad-based participation process.

53.  With regard to decentralization, while there was no major opposition to formulating
macroeconomic policy at a common level and maintaining the present role of the central
bank in monetary policy and banking supervision, no consensus could be reached among the
Union and island governments on establishing a common revenue authority, as recommended
by the staff. The staff is of the view that a decentralized revenue system—with transfers from
the islands to the Union government for its financing—carries the risk of tax competition and
macroeconomic instability.

54,  Despite the progress made recently, weaknesses in the economic database continue to
hamper timely and accurate economic analysis, program design and monitoring, and
effective surveillance. The authorities have agreed to press ahead with their efforts to further
strengthen the compilation of macroeconomic and social statistics. To this end, it is
recommended that a national bureau of statistics be established to collect economic and
social data, as well as poverty indicators, on the three islands, in order to ensure a common
and consistent database. A major technical assistance effort, in particular in the new context
of decentralization, will need to be planned and implemented.

55.  Itis expected that the next Article IV consultation with the Comoros will be held on
the standard 12-month cycle. _
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Figure 3. Comoros: Medium-Term Projections, 2001-06
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Table 1. Comoros: Sclected Economic and Financial Indicators, 1998-2006

1998 1999 2000 20M 2002 2003 2004 2005 2006
Est. Est. SMP Proj. :

{Annual peresiage change, unless otherwise specified)
National income and prices

Real GDF 12 1.9 -1 L9 15 3.0 3.2 a7 42 4.5
Real GDP per capita -L5 08 37 0.7 08 6.3 0.5 18 13 18
Nominal GDP (in millions of Comorian francs) 95,3% 102,927 109,136 121,296 130,229 133,758 141,794 150,462 161,358 173,699
Nominal GDP (in millions of U.5. dollars) 2156 hry Rl UHA 2208 1383 244.7 260.% 278.2 299.5 3235
Nominal GD¥ per capita { in U.5. dollars) 4004 403.1 358.9 377 3980 408.6 424.2 440.3 451.6 485.6
GDF dellatar i6 5% 7.2 9.0 4.0 7.1 27 23 2.9 3.0
Censumer price index (annual sverages) 35 35 48 58 4.0 .5 0 30 30 30
External sectar
Exports, f.a.b. ot 589 737 234 -15.0 23 -38 =156 -04& 0.7
Imports, {0.b. -1L1 6.8 0.5 9.9 3.4 3.2 6.5 4.1 6.2 57
Expart volumne 9.5 229 26 224 9.1 15.5 7.2 49 £5 03
Import votume -175 -0 -23 12.5 235 2.8 =83 24 43 4.3
Terms of wade -15.3 91.0 716 2.8 -24.7 -10.5 <113 -20.8 18 -15
Govermmen! budpet 1/
Domeslic revenue -15.2 6.0 -1746 429 .1 16.0 65 43 B.7 78
Total expenditure and nel lending -8.8 -6.5 =104 5.0 17.5 25.0 -10.2 24 13 59
Current exgenditure -22.1 3.6 -4 57.5 85 12.2 -83 4.6 .0 51
Capital expenditure and nct kending 328 =252 S8 25.3 539 5.5 -123 LR ] a1 22
Maney and credit
Domestic credit 196 -3.5 4.7 .5 13.0 9.1
Credit 10 government 80.! 0.6 -4 -16.5 1.0 -64.4
Credit 1o the rest of ihe economy 87 6.8 14.4 -3.0 1.1 7.8
Broad mohey -6.6 7.0 4.5 av.4 95 53
Victacity (GDP/average broad money} 556 56 52 .- 1% 38 41
Interest mais {in percent; end of petiod} . 70 5.9 59 5.9 59 58

(In percent of GDP, unless ptherwise specified)
Investment and savings

Gross domestic investmenl 14.7 s 103 10.6 12.5 13.5 121 12.1 128 13.7
Public 77 54 38 a4 63 7.0 5.8 53 53 54 .
Private 7.0 65 6.5 6.2 6.2 6.4 6.2 61 74 8.3

Gross naticnal savings 122 11.0 1LE 14.7 8.0 12.6 1.2 9.9 10.7 1.7
Public 4.8 59 1.9 0.8 29 1.8 41 40 a3 a7
Private 7.4 60 9.9 t3.8 51 11 7.1 59 65 10

External curren: ccount {inct. official transfersy .25 09 15 40 45 0% 0.9 21 2.0 2.0

Government budgel 1/

Diomestic revenue L4 1.8 ie] 134 15.0 14.2 160 16.2 16.4 16.4
Total grants 73 6.6 4.2 4.4 46 43 34 2.8 . 9 .9
Total expendilure 221 9.1 16.1 218 24.0 248 2Ll 203 203 0.0
Oworall balance {cormmitment basis) 27 -34 0.8 -9 -36 34 -5.6 -1.7 -1.3 -1.B -0.7
Overall balance (cash basis) 2/ -39 0.3 0.3 =22 4.5 -5.9 -24 -2t 2.0 -1.6
Domestic primary balance 2/ 54 5.5 28 19 16 2.} 4.7 4.6 4.3 5.2
External secior
Current account balance (cxcl. official transfers) -10.3 -79 2.7 -0.4 8.1 =52 4.3 49 1% 49
Overall balance of payments (millions of U.5, dollars) =132 =59 2.1 14.5 6.0 -4.3 -1,2 -1.5 20 -19
Totat external debt cutstanding 1245 115.1 10%.2 102.3 S84 973 928 38.3 B3.3 78.4
External debi service 5.4 5.0 4.6 44 22 23 20 18 L7 1.6
Including the Fund/exports 3/ 45.5 330 9.6 7.8 104 15.6 15.1 141 13.] 12.6
Exeluding the Fund/exports 3/ 44.5 365 286 26.1 LK 14.6 4.2 13.7 13.1 126
Extcnal payments arrears (end of year; miltions of USS) 78.3 B9 79.6 84.2 820 87.0 a7.5 8.9 882 88.6
Gross itiematonal rescrves (end of period; millionsof USE)} 367 367 41,5 632 0.8 61.3 6.1 56.8 67.7 67.2
(cquivaicnt months of imporis, cif) £.0 6.3 E.6 119 9.3 0.9 L5 10.3 9.9 93
Exchnngs rate
Comorian franc per 1.8, dollar (peried sverage) 4425 461.8 5340 5453

Sources: Comorian authorities; and staff estimates and projections.
1/ Excludes Anjouan for the period 1998-2000; annual change in 2001 reflects inclusion of Anjouan's aceounts in consolidated government accounts.
¥ Including grants.
3/ n peroent of goads and nonfactor Srviees.



Table 2. Comoros: Quantitative Benchmarks Usnder the Staff-Monitored Program, 1/
June-December 2001 2/
{In millions of Comorian francs, unless otherwise indicated)

June 2001 September 2001 December 2001
Stock Bench, Actual Status Bench. Prel. Status
Prel. Actual

. Ceiling on net domestic financing of the government 3/ ' o -496
Adjusted 4/ H -563 Met -496 -39¢ Met
Ceiling on the government wage bill 4,900 4,702 Met 6,267 6,319 Met
Floor on total government revenues 11,345 10,i88 Notmet 4,323 13,435 Notmet

Floor on net foreign assets of the central bank 22,105 25,561 308 510
Adjusted 4/ 308 4393 Met 510 7,925 Met
Ceiling on contracting or guaranteeing of external debt on nonconcessional terms ¢ 0 Met 0 0 Met
Ceiling on the accumulation of debt service arrears toward multilateral creditors . 0 344 Notmet 0 1,160  Not met

1/ The definitions of the benchmarks and the adjusters are provided in the technical memarandum of understanding (TMU) (EBS/01/110, 7/3/01, App. I, Ann, i]).

2/ Cumulative change since end-June 2001,
"3/ Excluding the [MF.

4/ The program projected budget support, cumulative since end-June 2001, of CF 0 million by September 2001 and CF 296 million by end-December 2001. Actual budget support amounted to
CF 143 million by end-September and CF 315 million by end-December 2001.

_OE_



Table 3. Comoros: Quantitative Benchmarks under the Staff-Monitorcd Program, 1/

March-June 2002 2/

(In millions of Comorian francs, unless otherwise indicated)

March 2002 June 2002
SMP Prel. Status SMP Prel. Status

Ceiling on net domestic financing of the government 3/ -718 -718

Adjusted 4/ -718 897 Not Met -718 -257  Not Met
Ceiling on the government wage bill 1,567 1,528 Met 3,134 3,037 Met
Floor on total government revenues 3,482 3,213 Notmet 8,032 7,542  Not met
Floor on net foreign assets of the central bank 110 220

Adjusted 4/ 110 2,696 Met 220 3,087 Met
Ceiling on contracting or guaranteeing of external debt on nonconcessional terms 0 0 Mect 0 0 Met
Ceiling on the accumulation of debt service arrears toward multilateral creditors 0 551 Netmet 0 784  Not met

1/ The definitions of the benchmarks and the adjusters are provided in the technical memorandum of understanding (TMU} (IMF Country Report No. 01/135, App. I, Ann. II).
2/ Cumaulative since the beginning of the year; original benchmarks were expressed on a eumulative basis since june 2001,

3/ Excluding the IMF.

4/ The program projected budget support, cumulative since end-December 2001, of CF 0 million by end-March and end-Tune 2002. Actual budget support amounted to CF 653

million by end-March 2002 and end-Jung 2002.

-1E-
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Table 4. Comoros: Structural Benchmarks Under the Staff-Monitored Program,

July 2001-June 2002

Sector Measure Date to Be Implemented Status
Governance Publish supplementary End-July 2001 The revised budget was
budget for 2001. published in early
August 2001,
Publish 2002 budget. " The budget was
: published in January
2002,
Fiscal Eliminate the exemption for End-July 2001 The exemption for the
the withholding tax AIT to the CEE was
(Acompte sur Impits et not eliminated for

Domestic debt

External debt

Financial sector

Taxes, AIT) for the water
and ¢lectricity operating
company (CEE), and raise
rates of specific taxes on
cement and alcoholic
beverages.

Prepare and implement new  January 1, 2002
cxpenditure management
procedures manmal.

Reactivate domestic debt End-September 2001
committee and submit

request to donors for

financing of audit of all

domestic supplier arrears,

including on Anjouan.

Computerize and update the End-December 2001
external debt database.

Submit to government January 1, 2002
amendments to legislation

for the regulation of

microfinance institutions.

toniractual reasons.
Rates on cement and
alcoholic beverages
were raised in the 2001
revised budget.

A draft manual was
published in July 2002.

The government issued
a Decree in early 2002
to reactivate the
Domestic Debt
Committee. Request
for arrears audits has
not yet been submitted.

A request for
assistance to Debt
Relief International
(DRI) has been
submitied. DRI’s
mission was postponed
until afier elections.

Legislation was
submitted to
government in May
2002.
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Table 5. Comoros: Union Government {Grande Comore and Mohéli)--Government Financial Operations, 1998-2002

1958 1999 2008 2001 2002: Q0 2002:02 2002
SMP Prov. SMP Prel. SMP Est.  Ong. Proj. Proj,
(In millions of Comorian francs)

Totzl reveoue and grants 17,812 18,885 15,557 19,255 17612 4,547 4,564 10,303 9,557 21,987 21,277
Reveauss 10855 12079 GL0IE 14323 13438 3481 3213 8176 7542 16,885 15,470
Tax revenues 9277 10,509 974 11968 11,118 3038 2,875 6,605 5911 14,320 12,743
Nontax revenues 1588 1,570 1,264 2,385 2320 442 338 1,564 1,631 2,565 2727
Exceptional revenue
External grants 6,947 6,806 4,539 4,931 4,177 1,067 1,352 2,133 2,015 5,102 5,807
Budgetary assistance kxr 653 653 1812
Project fmancing (incl. technical assi 3 6,947 6359 4513 4933 3,689 1,067 594 2133 1188 4,832 3,768
Other nonbudgetary aid 447 26 156 104 174 27 26
Total expenditure and ret lending 21,038 19,669 17,614 23,734 2,441 6,107 7,052 11,972 13,676 27012 25,157
Current expendinure 13648 14,138 13,493 17,863 17227 4561 5,255 s082 10227 18,985 15,969
Budgetary 11,886 13,055 12,068 12,387 14,008 3,055 3,125 6,078 6,506 13,069 13,493
Wages and salarics 7,190 6,430 6,093 6,267 6319 1,567 1,528 3,134 3,057 6,442 6,267
Goods and services 3,02t 4,642 4,169 3,067 5,018 913 936 1,826 2,444 4202 4753
Transiers 615 1,033 844 1,366 1,326 380 216 719 451 1,536 1584
Tnterest payments 960 50 960 1,287 1,345 216 195 400 553 ) 890
Extemal debt 890 1,217 1,275 19% 373 365 510 802 303
Tomestic debt 0 70 70 18 _ 22 i5 3 a7 87
Technicsl assistance 1,762 1,083 1,427 2,190 896 591 749 1,183 1,458 2,152 2262
Other expendiwres 1/ 3,286 2,323 1,015 1,381 1,821 221 3,764 4115
Priatity rehabilitation expeaditures 240 218 290 457 580 50 1,529 1,753
Transition R ¥ 11 1.849 208 27 208 166 434 434
Interregional Transfers 500 250 793 500 1,133 1,531 1,802
Retrenchment 260 130 260
Post-conflict 165 156 137 104 273 174 270 226
Capitsl expeaditire 7,390 5,531 4,157 5,906 5,250 1,445 1,801 2,890 3469 8,068 5,227
Domestically financed investment 360 192 130 763 a6l 210 192 420 £30 1988 1,688
Foreign-financed investment 7,030 5,339 4027 4,576 4,789 1,235 1,409 2471 2,819 6,080 7,539
Priority rehabilitation expenditres 568
Met lending -3% =35 -36 -4 - -20 40 -39
Overall alance (payment order) o ams 784 2057 4479 4829 1559 -14B8  -1663  -4.11D -5.026 -7.880
Excluding grants 40173 7590 6396 -9411 9,005 2626 -3839 3803 5134 -IGI28 13,687
Net change in ameers 1,617 624 1963 844 2,100 -500 339 00 ™ Lo 336
Interest on external dsbt 847 534 551 156 516 36 340 515
Domestic arrears 2/ 1,790 a0 1413 -1.000 1,184 -500 18 -1,000 -261 -1,000 199

Gthers (unidentified residuals) 3/ -3,191 495 395
Overall balance (cash basis) -3,740 336 j02 -5,323 -2,129 2,059 -1,14% -2,669 4,041 «6,026 -1,544
Financing 3,740 -336 -302 955 2,729 47 2,149 309 3724 2,858 7,544
Foreiga (net) 1,593 -504 108 1,461 4,603 256 1,344 519 4,021 1929 6,327
[wawings, public invesiment praject (identified) 1,845 63 840 2.Bi5 3,395 760 1,564 1,52¢ 3,129 3,400 6,031
Drawings, adjustment Joans 1,926 1.296 1,206 1,296
Amortization 3782 -4367 3766 -2239 2,240 -S04 T4 L0 171 -2,085 2,085
Exceptiona! financing 285 318 -
Agvears {prineipal) 3,330 3801 2,931 886 1,237 523 761 1,085
Domestic (hef) 2,147 168 410 S07 1874 -210 805 -210 -296 -7l 1218
Bank finzacing 4/ 1,615 2 210 567 -1,596 -810 726 -810 20 9 1,604
Gfwhich: IMF (SAF) -172 2307 <307 52 =04 -5 -94 -187 -187
Deposits and <laims on treasury 532 -1 102
Nonbank financing 200 -200 -176 ki -207 -1 -387
Privatization preceeds £00 60}
Financing gap - 4,368 2013 2361 316 1,168 -0

Fiscal balances 5/ :

[romestic primary cusrent balance %1 -26 -38 3,223 773 64] 483 240 1,589 4,705 2,866
Current balance {excluding grants) -1,021 -976 -1,048 1,936 572 425 88 2,091 1,036 3,816 1,577
Ovetall domestic bakance (before exceptional expenditures) -421 =218 253 2,423 278 414 73 2,036 Q13 2670 1,131

(rverall domestic balance {commitment basis) 421 218 253 -1428 2,045 601 1,308 215 1,307 -1,094 -3,084
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Table 5. Comoros: Union Govemmenl (Grande Coemare and Mohéli)--Government Financial Operations, 1998-2002 {concluded)

1558 199% 2000 2001 200201 2002:02 2002
SMP Prov, SMP Prel. SMP Est.  Orig. Proj. Proj,
(In percent of GDF)
Total reveaue &nd geants 187 183 143 159 145 35 35 19 73 169 16.3
Revenues 14 17 10.1 1.4 1.1 27 25 63 58 130 s
Tax revenues ’ 9.7 10.2 29 99 9.2 23 232 51 4.5 110 98
Nontax revenues Ly 1.5 1.2 19 1.9 03 03 1.2 13 20 21
Exceptional revenue
External grants 7.3 6.6 4.2 4.1 34 0.8 1.0 £.6 5 ER:] 4,5
Budgetary assistance 03 0.5 0.5 t4
Project financing (incl. technical assisence) 73 6.2 4.1 4.1 30 0.8 05 1.6 0.9 1.7 28
Other nonbudgetary aid 0.4 ol 01 0.1 0.2 02
Total expenditure and net lending 21 19.0 16.1 196 185 4.7 54 02 0.5 0.7 224
Curroxt expenditurs 143 13.7 12.4 147 142 36 40 70 15 146 153
Budgetary 125 127 11 102 163 23 24 47 50 100 104
Wages and salaries 75 6.2 5.6 52 52 1.2 12 24 23 49 48
CGoods and services 33 4.5 iy 29 4.1 0.7 0.8 14 1.9 . 32 36
Transfers 0.6 10 0.8 11 1.1 0.3 6.2 0.6 0.3 1.2 12
Tnterest payments 1.0 0.9 0.9 1.1 11 02 0.3 03 0.4 0.7 07
Exwmal debt (R 1o 1.1 02 03 03 0.4 0.6 0&
Demestic Jebt Yo 0.1 0.1 0.1 0.0 0.0 0.0 0.0 0.1 o1
Technicel assistance L8 1 13 1B 0.7 0.3 0.6 09 12 1.7 1.7
Other expenditures 1/ 7 19 0.8 11 1.4 1.7 2.9 32
Priority rehabilitation expenditures 08 03 0.2 04 0.4 0.6 12 13
Transition 12 1.5 0.2 o0 0.2 0.1 0.3 03
[nterregional Transfers o4 0.2 06 0.4 09 1.2 P4
Retrenchment 02 €1 02 .
Pos-conflict 0.1 o1 0.1 0.1 02 2. 0.2 02
Capital expenditure 17 5.4 38 49 43 11 14 22 27 6.2 71
Domestically financed investment a4 0.2 0.1 0.6 04 6.2 03 B3 0.s L5 13
Foreign-financed investment 74 52 17 38 1.9 0.9 L1 1.9 22 47 58
Priarity rehabilitation expenditures 0.5
Net lending
Overall balance (payment order) 4 4.8 -l.9 =37 4,0 -1.2 =15 -1.3 -3.2 -5 -6.1
Exeluding grants <107 14 6.0 -1.8 -7.4 -20 -2.9 29 4.7 78 105
Net change in arrears P 0.6 18 -0.7 . -0.4 03 -08 01 -0.8 a3
Intarest on external dobt 08 0.5 0.5 0.1 08 02 L 03 04
Domestic arrears 2/ 19 0.1 1.3 -0.8 1.0 04 0.1 0.8 0.2 -0.R -0.2
Others {unidentified residuals) 3/ <13 0.5 0.4
Oversll balanoe {cash basis) -39 0.3 0.3 44 22 16 -17 20 3.1 46 58
Finuncing in 03 0.3 0.8 22 0.0 16 0z 29 22 58
Fareign {net) 1.7 .5 a1 1.2 18 0.2 10 04 3l 22 49
Drawings. public. investment project (identified) 1.2 0.1 0.9 23 28 0.6 i2 1.2 24 26 46
Drawings, adjusiment knans 1.6 140 1.0 10
Amortization 4.0 42 3.5 18 18 5.4 05 0.8 -0.9 16 .16
Exeepticnal financing 0.2 0.2
Arcears (principal) 37 3.7 2.7 0.7 1.0 04 [+3 - [+F1
Domestic {net) 23 02 0.4 04 1.5 032 0.6 02 42 0.1 09
Bank financing 4/ W7 0.0 -0.2 -04 -L.3 .6 0.6 0D.E 0.1 0.0 1.2
Ofwhich: IMF (SAF} £.2 -03 -3 -0.1 .1 -b1 ~0.1 .1 =01
Deposits and claims on treasury 0.6 0.0 0.1
Nonbzok Enancing 0.2 0.2 -0.1 0.1 02 0.1 03
Privatizetion proceeds 0.5 05
Finstieing gap 36 L5 18 02 24 00
Fiscal balances 5/
Domestie primary current belance 0.1 -0.0 0.1 27 0.6 0.5 04 1.9 12 36 22
Curont balance {exeluding granss) 1 0.9 -10 16 0.5 03 0.1 16 08 29 15
Cwerall domestic batance (before exceptional expenditires) 0.4 -0.2 0.2 20 0.2 03 0.1 1.6 0.7 21 0y
Overall ic bak i basis} -0.4 -0.2 0.2 -1.2 -57 -0.5 -1.0 0.2 {0 -0.8 24

d

Sources: Ministy of Finance and siaff estimates

1/ Includes costs of clection, rehahilitation expenditures, civil service reform and inter-regional transfees,

2/ MNet arrears lation (pretiminary ),

3 Unidentified receipts (+)/payments (-).

4 Financing from Central Bank of Comorus and Bank for Indusary and Comnmerce.

s/ Domestic balarices exclude foreign grants, foreign-funded project spending (TA and capital expenditures), and foreign debt service
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Table 6. Comaros: Anjouan Island - Government Financial Operations, 2001-2002
{In millions of Comorian francs)

2001 2002:Q2 2002
Prov. " Prov. Orig. Proj. Proj.
Total revenue and grants 4,623 2,053 4 856 4,516
Revenues 3,468 2,053 3,918 4,516
Tax revenies 3359 2,083 3,800 4,516
Nontax revenucs 109 118
Exceptional revenue
External grants 1,155 938
Total expenditure and net Jending 4,152 1,617 4,242 4077
Current cxpenditure 4,029 1,617 4042 3,876
Budgetary 4,029 2,218 4476 4,477
Wages and salaries 3,286 1,978 3,326 3,326
Goods and services 374 210 700 700
Of which: Education 52 52
Health 21 21
Other 627 627
Transfers 359 31 450 451
Intercst paRyments
Extcrnal debt
Domestic debt
Technical agsistance " -
Other expenditures 1/ -601 -434 -601
Priority rehabilitation expenditures 500 1,098 1,169
Transition 32 32
Inter-regional Transfers -1,133 -1,531 21,862
Capital expenditure (domestically financed) 123 200 201
Net lending
Overnll balance (payment ardet) 471 436 614 439
Bxcluding granis -684 436 324 439
Change in net arrears <357 -164 Al4 -839
Interest on external debt
Dormestic arrears 2/ 357 -764 -414 -839
Others (unidentified residuals) 3/
COweral! balance (cash basis) 114 -328 200 400
Financing -114 328 -200 400
Bank financing 4/ 328 400
Nonbank financing -114 =200 "
Financing gap 0 g ] 1]
Fiscal balances 5/
Domestic primary current balance =561 936 973 1,809
Current balance {cxcluding grants) =561 -165 -558 39
Overall domestic balance before exceptional expenditures 684 936 773 1,608

Sources: Ministry of Finance and staff estimates

I/ Tncludes costs of election, rehabilitation expenditures, civil service reform and inter-regional transfers

3/ Net artears accumulation {preliminary estimates)

1/ Unidentified receipts {+)/payments (-}

4/ Financing from BCC and BIC

5/ Domestic balances exclude foreign grants, foreign-funded project spending (TA and capital expenditures), and foreign debt service



Table 7. Comoros: Consolidated Government Financial Operations, 2001-2006
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(In millions of Comorian francs)

2001 2002 2003 2004 2005 2006
Prov, Orig. Proj. Proj. Proj.
Total revenne and grants 22,235 26,844 25,793 27,470 28,662 31,144 33,587
Revenues 16,904 20,803 19,985 22,638 24,430 26,489 28,466
Tax revenues 14,475 18,120 17,259 19,839 21,544 23,500 25370
Nontax revenues 2429 2,683 2,727 2,799 2,886 2,989 3.097
Exceptional revenue
External grants 5,332 6,040 5,807 4,832 4232 4,655 5,121
Budgelary assistance 1,487 938 1,812
Project financing (incl. technical assistance} 3,689 4,832 3,765 4,832 4,232 4,655 5,121
Other nonbudgetary aid 156 270 226 '
Total experditure and net lending 26,592 31,256 33,234 29,857 30,562 32,800 34,736
Curent expenditure 21,256 23,028 23,845 21,625 22,620 24211 25439
Budgetary 18,037 17,545 17.970 19,578 20,682 22,113 23,167
Wages and salaries 9,615 9,768 9,553 10,255 10,882 11,670 12,562
Goods and services 5,391 4,903 5,453 6,188 6,505 6,962 6,890
Of which ;. Education 129 264 264 504 B49 1,202 1,204
Health iz 24 8 192 222 367 195
Transfers 1,685 1,986 2,035 2,328 2,471 2,649 2,852
Interest payments 1,345 889 850 206 825 232 862
External debt 1,275 802 BG3 736 735 762 791
Domestic debt Fl] 87 87 70 70 0 71
Technical assistance 896 2,152 2,262 2,047 1,938 2,098 2273
Other expenditores 1/ 2,323 3,331 3,614
Priority rehabilitation expenditures 3R 2,627 2,922
Transition 1,849 434 466
Interregional Transfcrs
Cepital expenditure 5,373 8,268 9,428 8272 1,982 8,620 9336
Domestically financed investment 384 2,188 1,889 2,487 2,508 2,701 2,915
Foreign-financed investment 4,789 6,080 7,539 5,785 5,474 5,928 6421
Net lending -36 40 - -39 -40 -40 40 -40
Overall balance (payment order} -4,357 -4,412 -T,441 -2,386 «1,900 -1,656 1,149
Exchuding grants 9,689 -10,453 13,248 7,218 £,132 6311 6,270
Mt change in arrears 1,743 -1,414 -503 1,000 -1,200 1,500 1,547
{nterest on external debt 916 535
Domestic arrears 2/ 827 1,414 -1,038 -1,000 -1,200 1,500 -L.547
Overall balance (cash basis) 2,614 -5,826 -1.544 41,386 3,100 -3,156 2,696
Financing 2,614 2,658 7,544 814 1,282 1,731 2,052
Foreign (net) 4,603 2,929 6,327 997 1,393 1,763 2,126
Drawings, public inv. project (identified) 3,395 1,400 6,031 3,000 3,180 3371 3,573
Drawings, adjustrment loans 1,926 1,296 1,296
Amortization 2,240 -2,085 -2,085 -2,003 -1, 787 -1,608 -1,447
Exceptionzt financing 285 318
Arrears (principal) 1,237 . 1,085
Domestic (net) -1,98% =271 1,618 -183 -111 -32 =74
Bank financing 3/ -1,596 29 2,004 <183 -1
Ofwhich: IMF (SAF) -307 -187 -187 -133 -21
Depasits and claims on Treasury -162
Monbank finatcing -250 -300 -387 .20 a2 -4
Privatization proceeds
Financing gap 3,168 2,573 1,318 1,425 644
Fiscal balances 4/
Domestic primary current baiance 212 4,147 2,905 3,367 4,573 5,208 6,162
Current balance (excluding grents) -1,133 3,258 2,016 3,661 3,748 4,376 5,300
Overall domestic balance (before exceptional expenditures} 406 1,912 969 1,350 2,035 2,477 3,215
Overall domestic batance (commitment basis) -2,729 -1,41% -2,465 1,350 2,035 2,477 3,215

Sources; Minisiry of Finance; and staff estimates and projecticns.
If Tncludes costs of election, rehabilitation expenditures, civil service reform and post-conflict assistance from the World Bank.

2/ Net arrears aceumulation {preliminary estimates).

3/ Financing from Central Bank of Comoros and Bank for Industry and Commerce.
4/ Domestic balances exclude forcign grants, foreign-funded project spending (T A and capital expenditures), and foreign debt service
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Tahle 8. Comoros: Consolidated Government Financial Operations: Fiscal Indicators, 2001-2006

(in percent of GDP)
2001 2002 2003 2004 2005 2006
Prov, Orig. Proj. Praj, Praj.
Total revenue and grants 18.3 206 19.3 19.4 19.0 19.3 19.3
Revenues 138 16.0 14.9 16.0 162 16.4 l6.4
Tax revenues 11.9 13.9 2. 14.0 143 14.6 4.6
Nontax revenues 2.0 2.1 2.0 20 1.9 1.9 1.8
Exceptional revenue
Extetnal prants 4.4 45 4.3 34 28 29 19
Budgetary assistance 1.2 0.7 1.4
Project financing {incl. technical zssistance) 30 37 2.8 34 2.8 29 29
Other nonbwdgetary aid 01 0.2 0.2 .
Total expenditure and net Jending 219 2490 248 211 203 20.3 200
Current expenditure 17.5 17.7 17.8 15.3 15.0 15.0 14.6
Budgetary 149 11.5 13.4 138 137 13.7 133
Wages and salaries 7.9 1.5 .2 72 12 7.2 7.2
Goods and services 4.4 18 4.1 4.4 4.3 4.3 4.0
Of which: Education 0.1 0.2 0.2 0.4 0.6 o7 8.7
Health 0.0 0.1 0.1 0.1 o1 0.2 02
Fransfers 1.4 1.5 15 16 1.6 1.6 16
Interest payments 1.1 0.7 0.7 0.6 0.5 0.5 0.5
External debt 1.1 0.6 0.6 0.5 0.5 0.5 0.4
Domestic debt 0.1 0.1 Gl 0.0 0.0 0.0 0.0
Technical assistance [the) 1.7 1.7 14 1.3 1.3 13
Other expenditures 1/ 1.9 2.6 2.7
Prierity rchabititation expenditures 03 20 2.2 .
Transition 1.5 [+ 0.3 "
Post-conflict 0.1 0.2 0.2
Capital expenditure 4.4 6.3 7.0 58 53 53 5.4
Domestically financed investnent 0.5 1.7 1.4 1.8 1.7 1.7 17
Foreign-financed investment 3e 4.7 5.6 4.1 3.6 3.7 37
Net lending -0.0 -0.0 .0 -0.0 -0.6 -0.0 0.0
Overal) balance {payment ordef} -6 3.4 -5.6 -L7 -1.3 -1.0 0.7
Excluding grants -80 3.0 -9.9 -5.1 4.1 -1.9 36
Net change in arrears 1.4 -1.1 -0.4 -0.7 0.8 £9 0.9
Interest on extcrnal debt 08 0.4
Domestic amears 2/ 0.7 -1.1 -0.8 0.7 -0.8 -0.9 09
Overall balance (cash basis) 2.2 -4.5 -5.9 2.4 -2.t -2.0 16
Financing 22 20 59 0.6 0.9 L1 12
Foreign (net) 38 22 4.7 Q.7 0.9 1.1 1.2
Drawings, public inv. ptoject (identified) 2.8 2.6 4.5 2.1 2.1 2.1 21
Drawings, adjustment loans 1.6 1.0 1.0
Amortization -1.8 -1.6 -6 -4 -1.2 -1.0 0.8
Exceptional financing 0.2 02
Arrears (principal) 1.0 0.8 .
Domestic {net) -6 0.2 1.2 0.1 -0.]
Bank financing 3/ -1.3 0.0 1.5 -0.1 -0.1
OFwhich: IMF (SAF) -0.3 0.1 -0.1 -0.1 -0.1
Deposits and claims on Treasury -0.1 .
Nonbank financing -02 0.2 0.3 -
Privatization proceeds
Financing gap 24 1.B 1.2 0.9 0.4
Fiscal balances 4/
Domestic primary cumrent balance [13] 1.2 22 a7 30 3.2 kX
Current balance (excluding granis) .9 25 1.5 22 2.5 2.7 31
Overal! domestic balance (befare exceptional expenditure 0.3 1.5 0.7 1.0 P4 1.5 is
-12 -1l -1.8 1.0 14 1.5 19

Overall domestic balance (commitment hasis)

Sources: Ministry of Finance; and staff estimates and projections.
I/ Includes costs of clection, rehabilitation expenditures, civil service reform and post-condlict assistance fram the World Bank.
3/ Net arrears accumulation (preliminary estimates).

3/ Financing from Central Bank of Comoros and Bank for Industry and Commerce.
4 Dumestic balances exclude foreign grants, foreign-funded project spending (TA and capital expendilures), and foreign debt service



-38 -

Tablc 9. Comoros: Monetary Survey, 1998-2002
1958 1959 2000 2001 2002
June December June Proj.
{In millions of Comorian francs)
Net foreign assets 17,737 19,85¢ 22,813 26376 36,019 v,044 35,082
Central bank 15,398 17,124 22,1002 25561 33,486 s 32,549
Assets 16,581 18,295 23,017 26413 34,879 37,037 33,942
Liabilities -1 183 -L1T7L 915 -852 =1,353 -563 -1,383
Cammercial banks 2,319 2,766 711 816 2,533 1,871 2,533
Asselg 2373 3,966 3,009 332 4,864 3957 4,364
Liabilities 34 1,200 2,298 -2,506 2,331 2,086 21,331
Domestic credit 12,528 12,087 12,661 13,013 11,841 11.95¢ 16,970
Net credit to government 1/ 1,631 3,610 iin 3,121 2,733 2,607 1,186
Claims on goverment 4,307 4,268 4,158 3,957 3,955 4,231 2,407
Deposits of government 676 158 -8B6 -837 1,221 -1623 41,221
Claims on public enterprises 165 33135 74 42 73 42 42
Claims on private scetor 8,732 8,142 2315 2,851 $,035 @301 9742
{ther items net -1L107 -13,616 «14,455 -14,808 -16,877 -13173 -13,428
Broad money 17.158 18.361 019 24,585 30,983 32,822 32,624
Money 10,175 11,662 14,115 17,602 22,937 24,586 24,152
Currency in circulation 5418 6,310 7.564" 5455 12,355 13,510 13,009
Demand deposits 4,757 5352 6,551 8,147 10,582 11,077 11,142
Quasi-money 6,983 6,599 6,504 6,982 8,046 8236 8,472
(Percent change from previous year) 2/
Net foreign assels -5.5 121 4.7 579 48.0 -2.6
Domestic cradit 15.6 -35 4.7 -6.5 82 74
Net credit to government 80.1 -6 94 -16.5 ~16.5 -56.6
Credit 1o public enterprises 3/ 513 103.0 -778 -1.8 -0.2 422
Credit to private sector 87 4.8 144 -10 -5.6 78
Other items (net) 0.6 39 6.2 16.8 27 204
Broad meney 6.6 740 14.5 47.4 333 53
Maoney -4.0 14.6 210 6825 39.7 53
Quasi-money -10.1 -4,] 31 165 18.0 53
(1o percent of begibning-of-petiod money stock) 4/
‘Net forcign asscts 4.0 12.6 159 62.8 515 3.0
Domestic cradit 16.0 26 3l -39 43 2.3
Met credit to government 89 0.1 -3 -6 2.1 5.0
Credit to public enterprizes 03 10 -1.4 0.0 0.0 0.1
Credit to privale seclor 6.8 -34 6.4 -1 2.2 23
Other items (net) -10.7 3.0 45 -115 -13.7 111
Broad money -3.7 7.0 4.5 474 13.5 53
Money -8.3 87 134 12.0 284 15
Quasi-moncy 46 17 11 5.4 5! 1.4
Memorandum items:
[In units indicaled)
GDP at current prices (millions of Comorian franes) 95,391 102,527 109,136 121,294 133,758
Velocity (GDP/Broad money) 5.6 5.6 52 35 4.1
MI1/M2 (in percent} 59.3 63.5 67.2 74.0 740

Sowces; Central Bank of the Comaros; and siaff estimates.

1/ The central bank does nat include it "Net credit to government” the balance of the govemnment acconnt on which the counterpart of the proceeds

from the Warld Bank Emergency Economic Credit is depasited, This account is classified under “Other liems Ne"
2/ Except for June 2002: percentage change from June 2001 (from previous 12 months).
3/ Credit expansion indicated in 1998 for public enterprises relates lagely w rice import financing.

4/ Except for Junie 2002: in percent of June 2001 money stock.
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Table 10. Comoros: Summary Accounts of the Central Bank, 1998-2002

(In millions of Comorian francs; end of period)

1998 1999 2000 2001 2002

June December June
Foreign assels 16,581 18,295 23,017 26,413 34 879 37,737

Of which
Operations account with French

Treasury 14,847 16,382 20,568 24,613 33,354 34,128
Bank notes (CFA franc area} 1,334 1,367 1,819 1,119 1,664 1,439
Gold 70 82 83 83 83 20
SDR holdings 2 80 87 4 13 &
Correspondents 6 7 76 182
Reserve position with IMF 320 363 372 390 379 354
Claims on government 3,806 3,814 3,858 3,654 3,654 3,930
Statutory advances 2,226 2,234 2,278 2,074 2,074 2,350
Treasury (IMF account} 1,580 1,580 1,580 1,580 1,580 1,580
Claims on deposit money bank 50 50 50 50 50
Other assets 689 523 459 548 582 684

Reserve maney 9,323 11,104 13,280 17,611 23,851 25,869
Currency in circulation 5,418 6,310 7,564 0,455 12,355 13,510
Cash in banks 129 99 263 -172 147 141
Bank for Industry and Commerce deposits 3,432 3,729 5,228 6,494 9,722 10,231
Development Bank deposits 309 038 388 1,455 1,565 1,959
Public enterprise deposits 35 28 37 35 62 29

Government deposits 542 518 508 483 712 1,027
Treasury account 30 61 37 32 225 310
Govemnment bodies 386 365 399 378 434 417
Stabilization System for Export Earnings account 81 47 27 27 8 255
Cash at treasury 45 45 43 45 45 45
Counterpart fund for Chinese aid .

Foreign liabilities 61 112 128 181 920 201
Other cotrespondents 56 74 128 162 918 188
Transactions under way 3 3B 19 2 2

Other liabilities 11,200 10,948 12,808 12,339 13,683 15,304

Sources: Ceniral Bank of the Comoros; and staff estimates.
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Tuhle 1. Comoros: Ratance of Payments, | 998-20056
{n roillions of Comorinn francs, unless atherwite odicated)

1998 1568 21000 2001 2002 2003 204 2005 2006
Est. Pigjuniions
Currcnt secount {exel. official ansfers) 8,813 -8.149 -2,935 460 -ToL4 -5,040 -7.420 -1.931 -1,516
Curment accoun {incl. official transfors) 2408 -534 1,604 4872 -1,207 -1,204 -LiB§ -3275 -3416
Trade balence 16,699 -15,323 -12647 ~E2,813 17772 +16,338 -18.734 =200 -11,937
Exparts, fLo.b. 2632 4,181 7,263 8962 9,170 8,324 7,450 T804 7443
Vunilla 1,058 L,B35 4,105 5400 5475 5329 4,331 £238 4,290
Cloves 180 1,177 2012 2433 2,520 2,289 1867 1,863 1,860
¥lung-ylang 582 563 ART 999 1033 1,04E 1,074 1,162 113
Other 812 606 259 130 142 138 178 201 k3
Lmpory, Lob, -18.70 -20.004 -19910 -21.87% -26,%42 25,162 -24,184 -Z7,804 -18390
Services halazee (net) 5,660 5,363 -2,958 1577 -3,817 -4714 4,318 -5 Bl 23,570
Nonfactar servicos {net} -5.447 -5,458 -3,145 -3212 -3,573 -4,649 -4,420 -1,912 -3,618
Exports B,702 9,395 SEIP L0052 10,549 11210 12,054 12,985 14,016
Of whick
Trave! receipts 1,500 4025 4226 5000 5250 5,670 6,237 6,861 7547
Impors -14,25% -14.353 12,268 13304 -14,123 -15,839 15474 -16,507 17634
Fautor tervices (not) -183 Lx) 178 1,235 -243 -b3 m 94 48
Of which
[ntercit payments <978 =954 890 419 -Bp2 -84l -B877 -B95 927
Private ranafers (net) 11,945 13,039 12,680 14430 14,574 15012 15,632 16,288 16571
Oiflcia) ranslers 7,408 7,246 4,539 1332 5807 4832 4231 4,555 5421
Capisal nccoumt <3,449 =1.773 404 AL 1,163 532 2,141 2200 377
Drreel investment 170 125 50 56 63 T % 38 9%
Medium- and long-terin borrewing -1,.608 -2,796 <2826 4,601 5242 %97 1,393 1,584 1,786
Giroas bearowing 2 LTt w0 5321 1317 .00 3 33N 3573
Amartization 3870 4,367 3,766 Bt -2,085 -2,003 -1,7387 -1,787 -1, 737
Trade-relnted credits =137 1B -669 43§ 338 -535 669 528 493
Commercial banks 412 -7 2035 -1.822 -
Foreign asacts 445 -1,593 2058 -1855 -
Foreign linbilities 34 LIGG " n 1
Crmrency conversion - 3,500 -2.547
Other shom-term capital Brar 1,308 924 2,798 -145% —
{mcluding emors and ernissions)
Ovemll balence -5,857 2,708 1,141 7,583 2,370 76 <1048 Jqem 1034
Financing 5857 708 -L14t 2983 2370 2 1.048 L7 1,038
Censrel bank 1,440 -L,727 49748 W11,384 750 -1,%94 Bk} 148 441
Foreign asseis L717 -1, 74 -4,7221 -11.863 Ly -1,896 - 2148 4]
Foreign libilities -7 =12 -256 473 -187 - .
Of mhich ? L6z of Fumd eredit -198 -199 - =33 -18¢ -166 92 -
Change in atrtars 4417 4435 1837 1402 1,620 -
Financing gap - - 2,573 1818 1,415 44
Memorandum items:
Arrears (end of peried) 35579 319282 43,11% 46,521 4E. 141 48,141 48,141 438.145 48,141
Externe! debr {end of period. incl. aresrs snd IMF) (18,746 118459 121469 124,074 130,758 131,558 132,857 134,44 136,227
Current wecount ag pereent of GOP
Excluding trenciers -10a -79 Eri -D4 -52 -4.3 -4.8 -4.5 4.8
Including tranzfors -5 0.9 15 4.0 £0.9 -0.8 -&l 20 -4
Exports of goods and noafacior services 1tA9a 13,576 16,382 19,034 197120 20,034 19,564 20,398 21460
Imparts of goods and noafactor services 32,990 34,857 2,175 35179 41,065 A1,02§ 42,657 44,72 47024
Debt-aervice ratio {pereemt of exports
of goads and nonfactor services) 45.5 e 0.6 T8 156 15.1 14,1 1.1 126
Trebi-service netio (percent of expars
of goods) 194.9 123.5 68.9 58 335 343 370 62 6.9
Eaternal debt (inrluding wereurs & IME)(porcent of GDP} 1243 s B3 023 918 928 E83 833 ™
Exchange rate Comorian Tranca/UIS3 (period avormge) 4325 461.8 534.0 54%5
Exchunge rate Comorian frunc/SDR {perivd averape) GO0 £31.2 8.6 699.2 - —
Gross foreign esseis of central bamk 16,581 EE,295 23,047 48M 33,942 35,339 16,609 16,557 ELRIL]
[n manths af imports of goods wnd nonfecmr
scrvices, el 6.0 [N X3 1.9 29 10,5 10.3 9.8 23
Nominal GOF 25,391 102,927 169,134 121,296 133,756 141,794 §50,462 L4i1.355 173,608

Sources: Central Bank of the Comoros; snd staff estimsics ind projections.
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Table 12. Comoros: Neminal Debt Ouistanding at End-2000 and End-2001
(Tn millions of U.S. dollars)

Nominal Debt at End-2000 Nominal Debi at End-2001 1/

Total 2/ Arrears Total 2/ Arrears

Tatul 2246 83.7 227.2 83.3

Multilateral creditors 175.3 54.5 183.3 51.2
Of which:

IDA 70.6 0.0 79.0 0.0

IMF 1.5 0.0 0.8 0.0

African Development Bank 518 15.5 53.1 19.8

Of which: African Development Fund 386 39 138 138

European Union/European Development Fund 0.9 0.0 2.1 0.0

Arab Bank for Economic Development in Africa 252 24.4 249 24.9

International Fund for Agricultural Development 5.8 0.0 6.0 00

GOPEC Fund 3.6 34 6.4 316

Islamic Development Bank 15.9 11.2 10.9 29

Official bilateral credilors 493 29.2 4319 321
Of which:

Paris Club 2.6 0.3 31 1.0

Of which : France 26 0.3 3.1 1.0

Non-Paris Club 46.6 289 40.8 311

China 3/ 6.3 36 4.0 1.8

Kuwait 23,5 10.1 20.1 127

Saudi Arabia 15.7 14.1 15.6 15.5

United Arab Emirates 1.1 11 1.1 1.1

Sources: Comorian authorities; creditor records; and staff estimates.

1/ Estimates.
2/ Includes arrears.
3/ China forgave part of outstanding debt in 2001,
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Table 13. Comoros: Basic Social and Demographic Indicators *

Sub-Saharan

Comoros Affrica
Population

Tatal (in millions) (2001} : g6 642.8
Urban population {percent of total) 34.0 33.8
Population growth {anmual percentage) 2.5 2.5

GNP per capita (in U.S. dollars, World Bank Atlas method, 2000) _ 380.0 450
Life expectancy at birth (in years} (1399)

Overall 60.6 46.8
Women 61.7 47.8
Men 59.5 45.9

Fertility rate {percent) {1999) 44 53
Infant mortality rate (per 1,000) (2000) 60.0 91.8
Child (under S years} mortality rate (per 1,000) (2000) 30.0 161.0
Education

Illiteracy rate, adult total {percentage of people over 15) (2001) 39.7 386

Primary school gross enrollment rate (percentage of relevant age group) (2000) 49.7 78.0

Secondary school gross enroliment rate {percentage of relevant age group) (1998) 36.0

Health

Child immunization (under 12 months, percent) (1999)

DPT 49.0 53.0
Measles 48.0 58.0

Sources: World Bank, World Development Indicators, CD-ROM, 2001; and Comoran authoritics.

! Most recent estimates available, uniess otherwise indicated.
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Comoros: Relations with the Fund
(As of August 31, 2002)

I. Membership Status: Joined 9/21/76; Article VIII

1L General Resources Acconnt: SDR Millions % Quota
Quota 8.90 100.0
Fund holdings of currency 8.36 939
Reserve position in Fund 0.54 6.1
III. SDR Department: SDR Millions % Allocation
Net cumulative allocation 072 - 100.0
Holdings 0.17 231
IV. Outstanding Purchases and Loans: SDR Millions % Quota
(SAF) Structural Adjustment Facility
arrangements 0.54 6.07
V. Financial Arrangements:
Expiration Amount Amount
Approval Approved Drawn
Type : ~ Date Date (SDR millions) (SDR millions)
SAF 06/21/91  06/20/94 3.15 2.25

IV. Projected Obligations to Fund' (SDR millicns; based on existing use of
resources and present holdings of SDRs):

Overdue Forthcoming
04/30/01 2002 2003 2004 2005 2006
Principal 0.0 0.1 0.3 0.1

Total 0.0 0.1 0.3 0.1

'The projection of charges and interest assumes that overdue principal at the report date
(if any) will remain outstanding, but forthcoming obligations will be settled on time.
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VII. Exchange Rate Arrangements

APPENDIX 1

The currency of the Comoros is the Comorian franc, which is pegged to the euro at €1 =
CF 492. The Comoros has accepted the obligations of Article VIII, Sections 2(a), 3, and 4
and maintains an exchange system that is free of restrictions on the making of payments
and transfers for current international transactions.

VIII. Last Article IV Consultation

The Comoros is on the standard 12-month cycle with regard to Article IV consultations.
The 2001 Article IV consultation was concluded on July 13, 2001 (EBS/01/110, 7/03/01).

XI. Recent Technical Assistance

Department

FAD

FAD

FAD

FAD

FAD

FAD

FAD

Dates

July 1991

July 1991
March 1993
Sept.- Oct. 1993

May 1995

May 2001

March-Apr. 2002

Aug.-Sept. 1992

Subject

Follow-up mission on tariff reform.
Mission on budgeting and procedures
Follow-up mission on tariff reform
Follow-up mission on customs tariff

Follow-up mission on customs and
tax administration, and assistance in

" preparation of a contract for a

preshipment inspegtion service
Follow up mission on tax and
customs administration.
Mission on options for
decentralization

Banking sector study
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Comoros: Relations with the Fund (concluded)

Department Dates Subject

MAE Sept.-Dec. 1994 Advisor on banking supervision

MAE May 1995 Mission to review technical assistance
needs in banking supervision and
banking legislation

MAE September 1997 Advisor on banking supervision

MAE June 1999 Advisor on banking supervision

MAE March 2000 Advisor on banking supervision

MAE Sept. 2001 Mission to review Central Bank
mternal controls

MAE Jan.-Feb. 2002 Follow-up on Central Bank internal
controls

STA June 1986 Government finance statistics

STA October 1987 Money and banking statistics

STA May-June 1988 Balance of payments statistics

STA May 1997 Money and banking statistics

Resident March 1992 Seminar on public finance statistics

Representative for officials of the Ministry of
Finance

X. Resident Representative

The resident representative post was closed in December 1995.
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Comoros: IMF-World Bank Group Relations Annex
(As of September 10, 2002)

1. The World Bank has been active in Comoros since 1977. The World Bank Executive
Board has since approved 18 IDA credits. The World Bank's lending to Comoros to date
totals US$119.15 million, of which US$94.6 has been disbursed. The current portfolio
consists of 6 projects with a total commitment of US$44.5 million of which US$20 million
has been disbursed. Sectors supported by the portfolio include social development
(education, health and social fund), rural development, infrastructure and water, and small
enterprise development.

2. As part of the Bank’s Interim Support Strategy (ISS) approved by the Board in
November 2000, an Emergency Economic Recovery Credit (EERC) of US$6 million was
approved in August 2001. Its objectives were to help (1) rebuiid the economy impacted by the
secessionist crisis; (ii) address urgent social needs; and (iii) support the technical dimensions
of the national reconciliation process. Performance under the EERC has been satisfactory,
The EERC was been fully disbursed in 2002.

3. Together with the IMF and UNDP, the World Bank assisted the government in the
official launch of the PRSP process in March 2002. It’s aim, given the more stable political
environment, is to formulate a medium-term development strategy. As part of this strategy,
the World Bank would help Comoros to carry out needed institutional and structural reforms.
A first draft of the IPRSP was completed in July 2002.

4. The Bank has also been supporting the privatization process through a technical
assistance project. Port services (SOCOPOTRAM) were privatized in November 2001 and a
private operator has been installed in the port of Moroni in July 2002, However, lack of
clarity in the country’s new institutional arrangements and major disagreements on the
revenue sharing formula between the country’s different executives have put most reform
efforts to a halt. New Bank lending and acceleration of the PRSP-HIPC process will depend
on the country’s ability to overcome the current institutional crisis.

5. The IFC does not have any activity in the Comoros, and the country has not yet joined the
MIGA.
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Active Portfolio in Comoros-IDA Lending Operations
(In millions of U.S. dollars)

Purpose Approved Committed Disbursed

(Fiscal Year) {(Less cancellations)

Number of closed credits (12) 73 73

Active Credits
Small Enterprise Development 1994 49 4.6
Education III 1997 6.8 33
Agriculture Services 1997 1.5 1.3
Health 1598 8.3 29
Social Fund 1998 11.3 7
Infrastructure, Water, Environment 2001 117 0.9

Total Active 44.5 20

Source: World Bank Staff.
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Comoros: IDA Loans and Debt Service FY 1990 - FY 2003
(In millions of U.S. dollars)

FY%  FY97 FY98 FY9 v FY00 EY0l FY02 FY03

TDA net 3.9 43 5 0.6 0.4 2.9 14.2 1.6
disbursements
4.1 4,7 54 06 1.5 36 15.1 1.8
Disbursements
Repayments 0.2 0.4 0.4 0 1.1 0.7 0.9 0.2
Interest 0.2 0.5 0.5 0 1.1 0.5 0.5 0.1
payment

Source: World Bank
1/ Under IDA suspension of disbursements because of arrears,

Questions may be referred to Wolfgang Fengler, Economist in charge of Comoros
(Tel: (202) 458-0538).
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Comoros: Statistical Issues

Overview

1. Although the situation has improved somewhat since end-1998, the statistical
database in the Comoros remains seriously deficient in most the sectors, complicating the
formulation and monitering of economic and financial policies. The situation has been
compounded in recent years by disruptions in the civil service, and staffing inadequacies. In
view of these difficulties, considerable work is required to improve the statistical base. The
authorities have requested a STA multi-topic technical assistance mission, which is under
consideration, that could lay the ground work for a thorough revamping of the statistical
system.

National accounts data and prices

2. The main aggregates of the national accounts for 1986-1989, as well as the accounts
for 1990 and rough estimates for 1991-1993 were prepared by the World Bank; the UNDP
has assisted with the preparation of the national accounts for 1994 and 1995. Thereafter, the
national accounts were computed using extrapolations, and present serious methodological
errors. There is little specific information on the level of economic activity, which
complicates the formulation of sectoral policies. In addition, no comprehensive consmmer
price index was compiled during 1990 and 1991. The Statistics Department of the Ministry
of Planning resumed price surveys in 1992. An AFRISTAT mission in 1998 has suggested to
update the consumer basket using a 1995 household survey; however, recent developments in
the Comoros have seriously outdated this survey, and the reference prices used in the price
index are largely unrepresentative.

Fiscal data

3. In the public finance sector, data are now presented on both a commitment and cash
basis, but the identification and monitoring of domestic arrears remain difficult. The -
institutional setup to compile regular, comprehensive overviews of budgetary developments
is weak, and such information is only available on ad hoc basis and with considerable effort.
Data on the financial operations of public enterprises lack transparency and timeliness. The
fatest data published in the GFS Yearbook are for 1987. The Comoros JF§ page does not

report government finance data.
Monetary data

4, There has been improvement in the timeliness of reporting monetary data for
publication in /FS. The authorities are now reporting data to STA with a lag of 1-2 months
instead of 4 months. In 1997, a STA mission to the Comoros reviewed the compilation and
reporting of money and banking statistics, and made several recommendations to improve
classification, coverage and reporting procedures. Due to serious differences and errors in
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classification, JF§ and central bank data differed significantly for major monetary aggregates
prior to 1997.

Balance of payments

5. The latest balance of payments data available to STA pertain to 1995, Balance of
payments data are prepared by the central bank with considerable delay. Data relating to
capital inflows are sketchy, and the external debt database has not been maintained since
1994. Balance of payments statistics have not been reported to STA in recent years for
publication in the Balance of Payments Statistics Yearbook and the IFS.

Technical assistance missions in statistics (1986-present)

éubject Staff Member Date
Government finance statistics Vincent Marie June 1986
Money and banking statistics Thiet T. Lun ' October 1987
Balance of payments statistics | Daniel Daco May-June 1988

Money and banking statistics G. Raymond July 1997
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INTERNATIONAL MONETARY FUND EXTERNAL

RELATIONS
Public Information Notice DEPARTMENT
Public Information Notice (PIN) No. 04/9 International Monetary Fund
FOR IMMEDIATE RELEASE 700 197 Street, NW
February 13, 2004 Washington, D. C. 20431 USA

IMF Concludes 2002 Article IV Consultation with the Comoros

On October 30, 2002, the Executive Board of the International Monetary Fund (IMF) concluded
the Article IV consultation with the Comoros.’

Background

In December 2001, the country overwhelmingly approved, in a referendum, a new constitution,
which provides for wide-ranging autonomy to the islands. However, the lack of agreement
between the Union and island governments on the allocation of responsibilities and resources
has prevented the formulation of a fiscal policy for the remainder of 2002 and in the medium
term, and consequently, the extension of the staff-monitored program (SMP).

Despite the political difficuities, economic developments were broadly positive in 2001 and the
first half of 2002. Real GDP growth is estimated to have reached 2 percent in 2001, reflecting
the lifting of the embargo on Anjouan, higher domestic demand, and the resumption of donor-
financed projects. Consumer price inflation accelerated to 6 percent during 2001, owing to
demand pressures, but slowed to 4 percent by June 2002.

The Union government revenues improved in 2001 relative to 2000, increasing from
10 percent of GDP to 11 percent, even though they were lower than targeted by 0.7 percent of
GDP. Expenditures on goods and services were higher than envisaged under the program,

"Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with
members, usually every year. A staff team visits the country, collects economic and financial
information, and discusses with officials the country's economic developments and policies.

On return to headquarters, the staff prepares a report, which forms the basis for discussion by the
Executive Board. At the conclusion of the discussion, the Managing Director, as Chairman of the
Board, summarizes the views of Executive Directors, and this summary is transmitted to the
country's authorities.
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partly due to outlays related to the political reconciliation effort. As a result, the overall
domestic surplus (before exceptional expenditure) fell short of the program target by

1.9 percent of GDP, leading to new domestic nonwage and external debt service arrears.
The Union government revenues dropped in the first half of 2002, due to a combination of
factors, including the effects of the palitical situation on tax administration and on the
operations of the port of Moroni, the diversion of imports to Anjouan and the delay in
implementing some tax measures. The overall domestic budget surplus is estimated at

1.2 percent of GDP at end-June 2002, compared with a target of 3.5 percent of GDP, leading
to new external debt service arrears. While the revenues in Anjouan improved both in 2001
and the first half of 2002, partly owing to the tax competition, they were almost fully absorbed
by the wage bill.

The strong growth in export earnings and the conversion of French francs in circulation into
Comorian francs (CF) in connection with the introduction of the euro in January 2002 led to an
expansion of broad money of about 33 percent in the twelve months to June 2002 and to an
increase in the net foreign assets of the BCC to the equivalent of about 11 months of imports
of goods and nonfactor services by June 2002.

The balance of payments improved sharply in 2001. The external current account deficit
(excluding official transfers) narrowed by more than 2 percentage points of GDP to 0.5 percent
of GDP in 2001, owing to considerable improvement in the terms of trade, combined with a
decline in the balance of services and an increase in private and public transfers. Because of
the currency conversion and disbursements from the World Bank, the capital account turned
positive. As a result, the overall balance of payments rose markedly and net international
reserves of the BCC increased from US$43 million to US$62 million by end-2001.

Performance under the SMP was mixed. The quantitative benchmarks on net domestic
financing of the budget and net international reserves were met, the latter by a large margin;
and the wage biil was broadly in line with the pregram. However, the benchmarks on
government revenues and no new arrears to multilateral creditors were missed. Regarding the
structural benchmarks, there was some progress, although some measures were implemented
with delay.

Executive Board Assessment

In commending the authorities for their efforts at political reconciliation, Executive Directors
indicated that the return to democratic institutions should enhance the prospects for
addressing the deep-rooted macroeconomic problems and fostering growth. This was
essential to help address the widespread poverty and the challenging social conditions in the
country. To this end, Directors urged the authorities to build on the recent progress to work out
quickly the by-laws (lois organiques) of the new constitution, which will define the
responsibilities for macroeconomic policies and financial relations between the Union and the
three island governments. They stressed the importance of agreeing in the meantime on a
transitory arrangement for power and resource sharing that would minimize disruptions to
economic activity.,
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Directors were encouraged by the broadly positive economic developments in 2001 and the
first half of 2002, despite the difficult political circumstances and serious capacity constraints.
They noted that performance under the recent staff monitored program was mixed, with
consumer price inflation under control and a substantial increase in international reserves.
However, the fiscal outcome was weak, and the authorities could not resume debt-service
payments to all external creditors, as had been initially envisaged. Directors urged the
authorities to pave the way for a new SMP by having all four governments at least agree on
the main principles and an implementation schedule for decentralization and the preparation of
prudent budgets for all governments for 2003. A sclid track record under a new SMP could
lead to discussions on a program that could be supported by a Poverty Reduction and Growth
Facility arrangement and pave the way for eventual debt relief under the Heavily Indebted
Poor Countries Initiative.

Directors emphasized the need for promoting and maintaining a stable macroeconomic
environment, in addition to creating a viable political system, in order to nurture an
environment conducive to generating domestic and foreign private sector investment and
attracting donor support. To this end, it was important to pursue, as part of an effective
economic program, a more disciplined and coordinated fiscal policy, maintain tight monetary
conditions, and implement deeper structural reforms, in particular in the utility and domestic
financial sectors. Strengthening governance was also critical.

Directors encouraged the authorities to pursue with determination in the period ahead their
efforts to strengthen the tax and customs administrations, reduce exemptions, and reinforce
overall public expenditure management. Wage restraint and a comprehensive public sector
employment reduction plan would be key to sustain fiscal discipline. On decentralization
issues, Directors were encouraged by the authorities’ agreement to formulate macroeconomic
policy at the Union level and maintain the present role of the central bank in monetary policy
and banking supervision. However, they stressed that an early consensus on a common
revenue authority, in line with the Fund technical assistance recommendations, would be
important to protect customs revenues by eliminating tax competition.

Directors considered that the Comoros’ participation in the franc zone continued to provide an
anchor for financial stability. The pegged exchange rate regime would help keep inflation
under control, but required the pursuit of prudent financial policies. They stressed the need to
accelerate structural reforms to strengthen the performance of the utilities and parastatal
sectors and of the civil service, to help reduce costs, and increase the country’s external
competitiveness.

Directors welcomed the steps taken by the authorities to improve prudential regulations for the
banks and internal controls of the central bank. They considered that competition in the
financial sector should be fostered by licensing new, reputable banks. Efforts to develop and
implement the appropriate legislation on anti-money laundering and combating the financing of
terrorism were also highlighted.
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Directors urged the authorities to make every effort to resume debt-service payments and
normalize their relations with multilateral and bilateral creditors, while continuing to pursue
prudent external debt management practices.

Directors commended the authorities for the progress made in preparing an interim Poverty
Reduction Strategy Paper through broad-based participation, and they looked forward to the
completion of the full PRSP by end-May 2003.

Directors noted that improvements in the Comoros’ statistical database were needed for
effective economic analysis and surveillance, and they encouraged the authorities to press
ahead with their efforts to strengthen further the compilation of macroeconomic and social
statistics. Directors recommended that a national bureau of statistics be established to collect
economic and social data, as well as poverty indicators, on the three istands, in order to
ensure a common and consistent database. In this regard, they urged the authorities to make
good use of available technical assistance, which should be planned and coordinated in the
context of decentralization.

Public Information Notices (PINs} are issued, (i) at the request of a member country, following the
conclusion of the Article IV consultation for countries seeking to make known the views of the IMF to the
public. This action is intended to strengthen IMF surveillance over the economic policies of member
countries by increasing the transparency of the IMF's assessment of these policies; and (i) following
policy discussions in the Executive Board at the decision of the Beard.




Comoros: Selected Economic Indicators

1998 1999 2000 2001 f,orglz
{Annual percentage change)

National accounts and prices
Real GDP at market prices 1.2 1.9 -1.1 1.9 3.0
Consumer price index (annual average) 35 3.5 4.8 59 8.5
Money and credit
Domestic credit 19.6 -3.5 47 -8.5 -9.1
Broad money -6.6 7.0 14.5 474 5.3
External trade
Exports f.o.b. 0.1 58.9 73.7 234 2.3
Imports f.0.b. -11.1 6.8 -0.5 9.8 23.2

(In percent of GDP, uniess otherwise specified)

Public finance 1/

Revenues 114 11.8 10.1 13.9 14.9
Expenditures 221 19.1 16.1 21.8 24.8
Overall balance (including grants; 34 08 19 36 56

commitment basis)
External sector
Current account balance -10.3 -7.9 2.7 0.4 5.2

Total external debt outstanding
(including arrears) 124.5 115.1 109.2 102.3 97.8

Gross international reserves
{in months of imports of goods and 6.0 6.3 8.6 11.9 9.9
services)

Sources. Comorian authorities; and IMF staff estimates and projections.

1/ Excludes Anjouan for the pericd 1998-2000; annual change in 2001 reflects inclusion of Anjouan's
accounts in Consolidated Government Accounts.



Statement by Alexandre Barro Chambrier, Executive Director for Comoros
October 30, 2002

Introduction

My Comorian authorities are grateful to management and staff for their helpful advice and
assistance during the difficult circumstances they have undergone over the past four years.

The Comoros’ economic and sociopolitical situation should be assessed against the
background of many years of political instability, weak macroeconomic management and
very low real output growth. Over the period July 2001-June 2002, the authorities
implemented in the context of a staff-monitored program { SMP ), comprehensive policies to
address the fiscal imbalances and promote macroeconomic stability. The authorities’
intention is to create the conditions that will enable the implementation of a Fund—supported
program aimed at achieving in the medium and long terms a higher rate of growth, reduce the
widespread poverty, and raise the living standard of the population. The authorities recognize
that political stability is a pre-requisite to any economic program.

With international support, continuous dialogues have been ongoing among the leaders of
the islands and an agreement was reached in February 2001 that envisages the reunification
of the country, and the establishment of new political institutions. To this end, in December
2001, the country approved by a referendum a new Constitution for the archipelago, which
establishes the Comoros Union and delegates a large autonomy to the three islands that
constitute the Union. This was followed by a successful and peaceful presidential election.

The authorities recognize that the creation of a stable macroeconomic environment requires
the establishment of clear modalities of the financial relations between the islands and the
central government. They are in the process of defining these relations, the absence of which
has prevented up to now the formation of fiscal policies. Nevertheless, it should be noted that
performance under the SMP has continued to improve. On the positive side, the quantitative
benchmarks for end- December 2001, end- March and end-June 2002 related to ceiling on
net domestic financing of the government and net international reserves were met, with a
large margin for the latter. The wage bill benchmarks as well were met. However, the
benchmarks on total government revenues, and non accumulation of debt service arrears
toward multilateral creditors were not observed. With respect to the structural benchmarks,
significant progress was made although some measures were implemented with delays due
mainly to difficult circumstances.

It had been anticipated that the last SMP review by the staff would be followed by a meeting
in Paris with the donors’ community, in order to reach an agreement on treatment of the
Comoros’ foreign debts. Unfortunately, the Paris meeting was postponed, owing to the lack
of a clear general government budget that could help put in place a sound macroeconomic
framework.



Recent economic developments,

Economic developments under the SMP were mixed. Notwithstanding the difficult political
situation, the Union authorities endeavored to implement sound policy measures. For the
Union as a whole, economic developments were broadly positive during 2001-mid 2002.
Following more than a decade of stagnation, the real GDP reached about 2 percent in 2001,
while as a consequence of demand pressures, inflation surged to 6 percent in 2001, before
slowing down to 4 percent in 2002,

Improvement in the real output growth is a reflection of a surge in domestic demand
subsequent to increase in the world prices of the archipelago’s main export products, vanilla,
cloves and ylang-ylang essence, the resumption of external-financed projects, notably from
the World Bank and European Union, and also the lifting of the embargo on Anjounan. This
achievement was made possible, partially on account of the authorities” efforts to improve
exports, and higher prices for cloves due to hurricane damage effects in Madagascar, and
production problems in Indonesia, two main competitors of the Comoros. As a result, there
was a sharp improvement in the terms of trade, while the current account deficit contracted
by more than 2 percent of GDP to 0.5 percent of GDP in 2001.

Since its secession from the Federation and due to the political and economic embargo,
Anjouan has experienced difficult time until the new constitution was approved. Revenue
was almost inexistent. The banking system ceased working. All payments were cash. Wage
arrears skyrocketed. Anjouan has been so severely hit by the trade embargo imposed by the
OAU in 2000 that following the Fomboni Accord, a special program was designed to help
rebuild its administration in a bid to achieve a complete reintegration of Anjouan into the
Union. Consequently, for the time being, the public financial operations of the Union
government cover only Grande Comore and Mohéli, except Anjouan, owing to its high
autonomy, and its special situation that calls for more revenue to catch up years of embargo.

Following the approval of the new Constitution, my Comorian authorities are confident that
the reconciliation process is proceeding well. They have recently put in place a follow-up
committee in charge to make sure that the different points of the agreement are implemented
fully and in a timely manner. With the support of the Organisation Internationale de la
Francophonie ( OIF ), the discussions on the By-laws (les Lois organiques) also are
proceeding well, and should clarify revenue collection procedures and the distribution of
revenue among the Union and the Island governments.

Presently, they have achieved consensus on 10 By- Laws out of 12. Tt is also encouraging to
note that an agreement has been reached on general principles with respect to the fixation of
domains of attribution for revenue collection for the Union and the Island governments,
respectively. As regards the specific aspects of these issues, a seminar is scheduled to take
place in November 2002, to go into more details on the explicit domain of each government.

The 2002 outlook and beyond.

Due to the difficulties encountered during the recent past years, my Comorian authorities
agree that full economic recovery will take time to materialize. Indeed, the medium-term
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outlook is subject to uncertainties. The staff have underscored the continued political
problems as the main downside risk to the medium —term scenario. However, the authorities
should be commended for the progress made so far as regards efforts towards the social
consensus that will pave the way for a solution to the long-standing fiscal problems. The
authorities are determined to combat forcefully any situation that could hamper a rapid
process of recovery.

In addition to the agreement achieved on general principles concerning the power sharing
with respect to revenue collection and distribution, a follow-up committee was established to
monitor the implementation of the remaining aspects of the new constifution and the
authorities are confident of additional progress, so that there should be in 2003 a viable and
stable sociopolitical situation that will lead to a more disciplined and coordinated fiscal
stance. Also, a credible plan to settle domestic arrears is underway, while the acceleration
and deepening of structural reforms should help to create the conditions that lead to a PRGF-
supported program. In these circumstances, the real output growth is projected to improve
during the next years to 4.5 percent in 2006 from 3.0 percent in 2002 with the gross domestic
investment likely to increase from 10.6 percent of GDP in 2001 to 14 percent of GDP in
2006. In support of the PRGF program, the federal and the three islands governments
officially launched in March 2002, a poverty reduction and growth strategy paper ( PRSP)
process, with wide participation by civil society on all three islands. Discussions which were
also attended by the donors, and the staffs of the Fund and the World Bank underscored the
importance of improving the physical infrastructure, access to long-term credit, legal
protection, and increasing fiscal revenues and the efficiency of the civil service. The
authorities are set to complete a full PRSP by end-May 2003.

On the fiscal front, the authorities expect to achieve a government revenue amounting

14.9 percent of GDP in 2002, 1 percentage point higher than last year. The Union
government should be commended for its determination to fully implement the tax measures
contained in the 2002 budget to avert the prospective revenue shortfall. To this end, the
government will enact a 3 percentage point tax increase on certain basic goods, notably
cement and rice, coupled with measures to strengthen tax and customs administrations. Also,
a number of exemptions will be eliminated, while favorable special treatment for Anjouan
should be terminated, raising its tariffs to the Ievel of that of other Islands.

At the same time, the outlook for expenditure should improve with the postponement of the
planned salary increase for 2002 and the continued restraint in wage bill. Meanwhile, a
particular attention will be devoted to the improvement of transparency, the management of
domestic debts, and the treatment of the wage arrears.

As regards the monetary, financial and external sectors, the government intends to reduce
the interest rate, in order to give a boost to the economy in a more promising environment of
declining inflation and moderate level of the broad money. The authorities are confident to
successfully conduct their monetary policy since all the three Island governments agree that
despite the large autonomy granted to them, the monetary policy will be the competency of
the Union government. A new governor for the Banque Centrale des Comores ( BCC ) will
be appointed. They are also determined to improve the efficiency of the financial sector and
bring the commercial banks to comply with the prudential ratios formulated by the BCC. The
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authorities are of the view that the fixed exchange rate is paying off and provides an anchor
for the financial stability, particularly at this time of new institutions. In the trade area, the
government is requesting assistance from the COMESA to help assess the potential revenue
loss from joining the free trade area, and is determined to normalize its relations with
external creditors.

With respect to structural reforms and governance, the authorities are resolved to speed
up the divestiture program and accelerate the pace of structural reform, in order to strengthen
private sector development and growth. To this end, they are of the view that it is essential
that the island governments implement the measures relative to collection rates and make the
fiscal accounts transparent. Improvement of governance will also be an important objective
of the authorities.

Conclusion

Finally, given that the authorities consider the widespread poverty in the Comoros to be a key
factor in the recent political problems, constant efforts have been devoted to the interim
PRSP elaboration. The government is well aware that in support of its interest in starting on a
program supported by a PRGF arrangement as soon as possible, it needs to establish a track
record under a new SMP before qualifying for debt relief under the HIPC Initiative. The
authorities hope that such a program can be started soon.



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

