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SUMMARY OF PROPOSED CREDIT AND PROGRAM

REPUBLIC OF SENEGAL
THIRD GOVERNANCE AND GROWTH SUPPORT CREDIT

Borrower Republic of Senegal.
Implementing Ministry of Economy, Finance and Planning.
Agency

Financing data

Credit on standard IDA terms (38-year maturity and 6-year grace period); US$50million
equivalent.

Operation type | Third of three programmatic Development Policy Operations, single tranche

g”::;t?;;gi d The proposed PDO is to support the Government’s efforts to improve economic governance,

Pll’oo ram and promote growth through private sector development. The first pillar focuses on the

Dev%lo ment management of public resources and has two parts: government accountability and public

/elop sector performance. The second pillar concerns growth and private sector development.

Objective(s)

Indicator (see Annex la for the full list) Baseline Target
(2012) (2016)

Percentage of holders of public office defined in the asset 3 100

declaration law who have made a declaration of assets persons

Delay in the publication of the Audit Court annual report after 34 12 months

the year of the report months

Budget credibility: ratio of executed university spending to 133 <105

approved budget

Key Results ] - ]

Indicators Hospital efficiency index (%) 79.5 85
Subsidized agriculture inputs allocated through new e- 0 90
platform (%)

Functioning agencies with a performance contract (%) 0 90

Government subsidies to the electricity sector for tariff 105 50

compensation (billions of CFAF)

. . 855,602

Number of arrivals by air (2014) 875,000

Rating
(i) Are there short and long term climate and disaster risks relevant to the_aperation (as

Climate and identified as part of the SORT environmental and social risk rating)? Yes | x | No

Disaster Risks

If yes, (ii) summarize briefly these risks in the risk section and what
resilience measures may help address them?

Operation ID

P150976




IDA PROGRAM DOCUMENT FOR A PROPOSED CREDIT
TO THE REPUBLIC OF SENEGAL

1. INTRODUCTION AND COUNTRY CONTEXT INCLUDING POVERTY
DEVELOPMENTS

1.1 This program document proposes a Third Governance and Growth Support Credit for
the Republic of Senegal in the amount of SDR 36 million (US$50 million equivalent). This
operation is the third in a series of three. The proposed operation supports the government’s efforts
to improve economic governance, and promote growth through private sector development. Policies
and reforms supported by this operation are well aligned with the country’s new Plan for an
Emerging Senegal (PSE). The proposed operation is also fully consistent with the objectives of the
Bank’s FY13-17 Country Partnership Strategy, discussed by the Executive Directors in January
2013.

1.2 Senegal is now a lower-middle income country but its economic growth was sluggish
between 2006 and 2013. Income per capita in 2013 was US$1070 (Atlas method). The economy
has shown little structural change, with a dependence on remittances to fuel domestic demand, a
growing reliance on capital-intensive exports while labor-intensive sectors faltered, and thus little
job creation. The effects of the global slowdown, erratic rainfall, instability in neighboring
countries, and the recent outbreak of Ebola in the sub-region have been exacerbated by the
weakness of the domestic reform agenda.

1.3 Public sector inefficiency remains widespread; investment levels have been fairly high
but not reflected in economic growth; public spending has been high but not reflected in
human development indicators. Private investment needs to shift from residential construction
and real estate to more productive, permanent job-creating enterprises, but that will require a better
investment climate, starting with more reliable, lower-cost electricity supply. The expansion of
public finances has been accompanied by large deficits, and rising debt. The State needs to shift its
emphasis from spending more to spending better. Public investment needs to be more efficient, but
since much of it is domestically-financed, through independent agencies, this will require better
planning and monitoring of domestic projects. Current spending can be made more efficient by
reducing and better targeting energy and agriculture subsidies, controlling hospital spending, and
improving the composition of education spending. Stronger governance institutions will help
control the general level of public spending.

1.4 Both the economy and economic management have improved with the arrival of the
new government in 2012. GDP growth has increased steadily from 2.1 percent in 2011 to 4.7
percent in 2014, with a further increase projected for 2015. The fiscal deficit has steadily declined
from 6.7 percent in 2012 to 4.9 percent in 2014, while the 2015 budget aims for a deficit of 4.6
percent. The risk of debt distress remains low and if GDP growth does exceed the fiscal deficit in
2015 and beyond, then debt to GDP will start to decline. The government has a new more credible
growth and poverty reduction strategy, the PSE, which enjoys strong support at the highest level.
Senegal’s ranking in both the Doing Business report and the Corruption Perception index has
improved recently. Higher education reform has made important progress and a fairly well-targeted
cash transfer program is up and running.

15 The proposed operation supports the implementation of reforms begun earlier in the
series, as well as introducing important new reforms, notably in agriculture and tourism.
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Agriculture and tourism are at the heart of the new PSE strategy and are critical to poverty
reduction. However, the former suffers from erratic rainfall while the latter has been badly hit by
the fear of Ebola. Thus, the amount of this operation has been increased by the equivalent of US$20
million, while the policy matrix has been expanded to include reforms designed to help the tourism
sector cope with this external shock.

1.6 Ebola has had a negative impact on the economy but its full effect remains to be
qguantified. The epidemic was already creating collateral damage across the continent before an
isolated case was detected in Senegal in mid-2014. This sent shock waves through the economy and
prompted emergency measures in the health sector. Fortunately, a timely and effective response
resolved the one case and has so far prevented a recurrence. However, numerous conferences have
been cancelled, and tourist arrivals are down: the booking cancellation rate reached 75 percent by
end 2014. Cross-border trade with Guinea ground to a halt when the border was closed, and mining
exploration, which is concentrated in the nearby southeast region, has slowed. Some horticulture
exporters had trouble securing maritime transport for their product. The estimated impact of Ebola
in 2014 is a downward revision of GDP growth by 0.2 percentage points, and 0.3 percentage points
in 2015, reflecting the fact that the majority of the 2014/15 tourism season falls in 2015.

1.7 Senegal remains a stable and democratic country in a fragile, turbulent neighborhood.
Local elections were delayed by a few months but finally held in late June, 2014; they were widely
contested but without incident. The government continues to hold cabinet meetings in different
regions of the country, accompanied by promises of funding for various local priorities, in order to
underline its commitment to an equitable distribution of development programs. Negotiations to
resolve the problem of insecurity in the Casamance have moved more slowly than hoped, but the
President launched a new development strategy for the troubled region in April 2014, building on
the new World Bank-funded project, Casamance Development Pole.

1.8 The latest poverty estimate puts the incidence of poverty at 46.7 percent of the
population in 2011. After the CFAF devaluation of 1994, GDP per capita started to rise
consistently and poverty rates fell significantly, from 68 percent to 48.5 percent in 2005. However,
since 2006, repeated shocks have contributed to reducing per capita income growth to little more
than the rate of population growth. The 2011 household survey indicates that poverty has declined
by only 1.8 percentage points to 46.7 percent, which is in fact not significant in statistical terms.
The well-being of the extreme poor and the bottom 40 percent did improve somewhat during the
2008-10 period due to three good harvests in a row. However, the drought of 2011 and the erratic
rains of 2013 and 2014 have probably slowed any further progress in poverty reduction.

1.9 Inequality remains moderate and has not worsened recently, but geographical
disparities are pronounced and remain broadly unchanged. More than two-thirds of poor
households live in rural areas. The Gini coefficient of inequality is estimated at 38 which is lower
than the average of 42 in sub-Saharan Africa. About a quarter of all people live in a household that
is headed by a woman. These are on average less poor, partly explained by the fact that female-
headed households are more likely to be in urban areas, and receive somewhat larger transfers.

1.10 Despite clear progress over the past decade, most MDGs will be difficult to achieve.
Achievement of the first MDG on halving poverty will not be possible. The recent census suggests

! A separatist movement of 30 years ago has evolved into a low-intensity conflict dominated by banditry and smuggling.
Rebels control relatively small areas particularly after dark, and land mines remain a problem in selected areas of the
region such as cashew fields and the Lower Casamance Park.



that the primary Gross Enrollment Rate (GER) is only about 80 percent at the national level. It will
be very difficult to reach the MDG on the primary school completion rate, given the high level of
repetition and dropout rates. According to recent Demographic and Health Surveys, Senegal has
registered a significant reduction in under-five-year child mortality which put it back on track for
that MDG, but the country will likely miss the MDG relative to maternal mortality.

1.11  Shared prosperity should be promoted if the government’s new strategy (PSE) is
effectively implemented, and extreme poverty reduced if the new cash transfer program
remains well-targeted and is expanded. Improvements in consumption were achieved fairly
uniformly across the different income levels over the 2001-2011 period, in spite of the overall
economic slowdown in the latter half of this time frame. Thus there has been a slight drop in
extreme poverty and some progress on shared prosperity. This would appear to be due to better
agricultural performance. The government’s emphasis on agricultural development will help
continue progress in this regard, but the unreliability of rainfall requires greater emphasis on
irrigation, and subsidized inputs must be better targeted. The cash transfer program reached 100,000
of the poorest households in 2014 and is set to triple in size over the next two years. Urban job
creation will be essential for a population that will soon be more urban than rural, hence the need
for a more conducive business climate. The proposed operation contributes to these objectives.

2. MACROECONOMIC POLICY FRAMEWORK

A. RECENT EcoNomIC DEVELOPMENTS

2.1 Economic growth rebounded in 2012 after the slump of 2011, slowed in 2013, and
accelerated again in 2014 reaching 4.7 percent, largely due to service sector growth. Real GDP
grew by 4.4 percent in 2012, and 3.6 percent in 2013, better than the average of 2006-2011 of 3.3
percent. Erratic rainfall once again led to a disappointing harvest in 2013, with cereal production
falling by 12 percent. However, GDP is estimated to have grown by 4.7 percent in 2014, and this is
in spite of another poor harvest and the decline in the tourism sector activity. Services continued to
drive the economy, notably telecommunications, transport and financial services, growing at 5.6
percent. Increased competition in mobile phones and internet provision appears to have contributed
to the dynamism in telecommunications. The secondary sector was the most improved, rebounding
from its poor performance in 2013 to post an increase of 4.9 percent. The construction subsector led
once more with a gain of 10.3 percent driven by continued growth in office and residential
construction in Dakar, the renewal of work on the new airport, and several road projects. In the
primary sector, irrigated crops, notably horticulture and rice, did well, compensating for a fall in
rain fed production due to late rains.

2.2 Several traditional sectors suffered setbacks in 2014 and are weighing on growth.
Extractive activities declined in 2014 due in particular to problems in the phosphate subsector
(ICS), which now accounts for a large share of non-performing loans in the banking sector.
However, a new foreign investor has taken over the operation with promises of major investment.
Artisanal fishing continues to suffer from excessive pressure on the coastal stocks, although
industrial fishing appears to be benefiting from better management of off-shore resources. The
largest groundnut oil processor (Suneor) is in serious financial difficulty, as is the petroleum
refinery (Societé Africaine de Raffinage). The tourism sector, already hampered by beach erosion,
high taxation, and a difficult visa process, suffered a further setback due to Ebola. Public enterprises
such as Senegal Airlines and the bus company also face serious problems.



Table 2.1: Selected Economic and Financial Indicators, 2013-2020

2013 2014 2015 2016 2017 2018 2019 2020
Act. Est Praj. Projections
(Annual percentage change)
MNational income and prices
GDP at constant prices 3.6 4.7 51 59 6.5 7.0 7.3 7.3
Of which: nonagriculture GDP 3.9 4.7 5.0 5.8 6.5 7.0 7.3 7.3
GDP deflator -19 01 14 23 23 23 23 23
Consumer prices
Annual average 0.7 -11 0.9 15 13 13 13 13
End of period -01 -0.8 0.8 14 13 13 13 13
External sector
Exports, f.o.b. (CFA francs) 15 18 3.8 53 7.4 6.9 8.3 7.2
Imports, f.o.b. (CFA francs) 0.8 -11 41 5.6 82 7.8 71 36
Export volume 111 3.3 6.0 7.3 26 4.0 6.3 5.4
Import volume 19 3.8 6.8 57 6.6 6.2 5.7 20
Terms of trade ("-" = deterioration) =77 3.4 0.5 -18 31 13 0.5 01
MNominal effective exchange rate 41 25
Real effective exchange rate 22 -0.7
(Changes in percent of beginning-of-year broad money, unless otherwise indicated)
Broad money 8.0 114 7.7 7.7
MNet domestic assets 8.8 61 6.2 10.4
Domestic credit 113 2.8 9.3 7.7
Credit to the government (net) 2.0 -2.6 0.4 -11
Credit to the economy (net) (percentage growth) 126 6.4 9.0 9.3
{Percent of GDP, unless otherwise indicated)®
Government financial operations
Revenue 225 24.2 24.3 24.2 24.0 240 241 239
Grants 25 33 29 29 28 27 26 26
Total expenditure 27.9 29.2 29.0 284 27.6 27.0 26.8 26.5
MNet lending/borrowing (Owverall Balance)
excluding grants -8.0 -8.2 -7.6 -7.2 -6.5 -5.6 -5.4 -5.1
including grants -5.5 -4.9 A7 -4.2 -3.6 -3.0 -2.8 -2.6
Primary fiscal balance -3.9 -3.2 -2.9 -2.4 -19 -1.3 -1.3 -11
Savings and investment
Current account balance (official transfers included) -10.4 -8.8 -8.0 -7.2 -6.8 -6.7 -6.4 -6.4
Current account balance (official transfers excluded) -111 -9.7 9.1 -84 -a81 -7.9 -7.6 -7.3
Gross domestic investment 27.9 27.9 26.9 271 273 27.5 26,7 274
Government® 61 7.4 6.8 7.3 7.5 7.4 7.3 6.3
Nongovernment 218 20.5 201 19.8 19.7 201 194 211
Gross national savings 17.5 191 18.8 19.9 20.5 20.8 20.3 21.0
Government 0.6 17 24 2.8 3.4 4.0 4.1 4.2
Nongovernment 169 17.4 16.5 171 171 16.8 16.2 16.8
Total public debt 46.6 53.2 55.9 57.6 56.6 53.5 49.6 49.3
Domestic public debt? 14.3 13.9 16.4 16.2 136 9.6 3.9 35
External public debt 324 39.4 39.5 414 43.0 43.9 45.8 45.8
External public debt service
Percent of exports 6.5 7.5 9.7 10.0 9.8 104 10.5 10.8
Percent of government revenue 9.2 10.4 12.8 128 122 127 125 -112.5
Memorandum item:
Gross domestic product (CFAF billions)? 7,387 7,742 8,251 8,946 9,751 10,667 11,709 12,854

Sources: Senegal authorities; and IMF staff estimates and projections.

! Reflects reclassification of public investment.

* Domestic debtincludes government securities issued in local currency and held by WAEMU residents.



2.3 Senegal’s exports only rose by 2.4 percent in value terms in 2014 compared to the
previous year. Refined petroleum products remained the largest merchandise export, and enjoyed
growth of 4.5 percent by value in 2014. However, these exports are entirely dependent on imported
crude oil, so were largely offset by larger imports. The value of gold, phosphoric acid and
groundnut product exports continued to fall. Gold suffered from lower world prices while internal
management problems continued to plague phosphate and groundnut oil operations. On the other
hand, fish products did enjoy impressive growth, and cement exports recovered from the previous
year’s decline as the situation in Mali stabilized.

2.4 The large current account deficit declined slightly, and was fully covered by the capital
account. Imports remain twice as large as exports by value, but the 2014 current account deficit
including official grants declined from 10.4 percent to 8.8 percent of GDP, helped by the fall in oil
prices. Remittance inflows continue to be substantial, equivalent to 11.6 percent of GDP. The
issuance of a Eurobond equal to 3.3 percent of GDP enabled the authorities to cover all financing
needs without drawing on foreign reserves. West Africa Economic and Monetary Union
(WAEMU) reserves at the regional central bank amount to 4.5 months of merchandise imports.

25 A revised budget law for 2014 was approved in October 2014 in order to remain on
track for a projected fiscal deficit of 5.2 percent of GDP. Revenues underperformed in the first
quarter, and projections were revised downward by 0.4 percentage points of GDP. In addition, the
authorities wished to reallocate funds to support the new PSE. Both current and capital spending
were reduced, and further spending equivalent to 0.7 percent of GDP was reprogrammed for high
priority projects under the new strategy. These included rice production, rural electrification, and
flood control. Much of the saving in capital expenditures was to be achieved by more stringent
spending controls. Many agencies had accumulated significant resources in their dedicated accounts
and did not need the additional transfers allowed for in the initial budget law. The revised budget
law required the utilization of existing funds before additional capital funding would be provided.

2.6 The final fiscal deficit for 2014 was better than projected, falling to 4.9 percent of GDP
for the first time since 2009. Revenues remained at the same level as in 2013, at 19.2 percent of
GDP, but grants increased by 0.5 percent of GDP. This allowed spending to remain basically
unchanged compared to 2013 while reducing the deficit by 0.5 percent to 4.9 percent.

2.7 The budget law for 2015 projects a further reduction in the fiscal deficit to 4.6 percent,
since revised to 4.7 percent in the IMF program. Although the budget envisaged GDP growth of
5.4 percent, the fiscal projections are based on more conservative numbers which seem realistic.
The IMF has since revised upward its GDP projection to 5.1 percent in agreement with the
authorities. At the suggestion of the IMF, the budget introduces a new innovation whereby a set of
10 projects is held in reserve with a total allocation equivalent to 0.6 percent of GDP. Disbursement
on these projects only begins once satisfactory feasibility studies have been completed and
providing adequate resources are available. Early indications are that most of this spending will not
take place in 2015, providing some fiscal space for overruns elsewhere, including in the wage bill.
As usual, the budget also included substantial funds for electricity tariff compensation. With the
dramatic fall in world oil prices, savings of up to 0.5 percent of GDP are possible. Given these two
factors, it seems likely that the authorities will be able to continue the fiscal consolidation begun in
2013.



Table 2.2: Fiscal Developments and Projections, 2014-2019

2014 2015 2016 2017 2018 2019

Est. Budget Proj. Projections

(Percent of GDP, unless otherwise indicated)
Revenue 24.2 24.0 24.3 24.2 24.0 24.0 24.1
Taxes 19.2 19.5 19.3 19.5 19.6 19.8 20.0
Taxes on income, profits, and capital gains 5.2 54 5.3 5.6 5.8 6.1 6.4
Taxes on payroll and workforce 0.3 0.2 0.2 0.2 0.2 0.2 0.2
Taxes on property 0.4 0.3 0.3 0.3 0.3 0.2 0.2
Taxes on goods and services 10.2 10.3 10.1 10.0 10.1 10.1 10.0
Taxes on international trade and transactions 2.8 3.0 2.7 2.8 2.8 2.7 2.6
Other taxes 0.4 0.3 0.6 0.6 0.5 0.5 0.5
Grants 33 2.8 29 29 2.8 2.7 26
Budget 0.5 04 0.5 0.6 0.6 0.6 0.6
Projects 2.8 24 24 23 22 21 2.0
Other revenue 18 18 20 17 15 15 15
Expenditure 29.2 286 29.0 284 27.6 27.0 26.8
Expense 181 16.9 17.2 16.7 15.9 15.4 15.4
Compensation of employees 6.3 6.2 6.4 6.2 6.2 6.1 6.1
Use of goods and services 4.7 4.5 45 4.2 43 43 43
Interest 17 18 18 18 17 16 15
Foreign 0.8 0.9 0.9 1.0 0.8 0.8 0.7
Domestic 0.9 0.9 0.9 0.9 0.9 0.9 0.8
Subsidies 0.8 10 0.5 0.2 0.0 0.0 0.0
of which: subsidies to SENELEC financed by FSE 0.3 0.6 0.2 0.0 0.0 0.0 0.0
of which: SENELEC from budget 0.0 0.2 0.3 0.2 0.0 0.0 0.0
of which: Fuel subsidies 0.2 0.2 0.0 0.0 0.0 0.0 0.0
of which: Food subsidies 0.1 0.0 0.0 0.0 0.0 0.0 0.0
Grants (current excl. FSE) 23 21 21 24 17 16 14
Social benefits 0.4 0.3 0.3 0.3 0.3 0.3 0.3
Other expense 2.0 10 15 15 17 15 19
Net acquisition of nonfinancial assets 111 11.7 11.8 11.7 117 11.6 114
Domestically financed 13 23 2.5 2.5 23 2.5 25
Government's grants financed 4.8 44 44 44 5.0 45 4.2
Externally financed 5.0 4.9 4.9 4.9 4.5 4.6 4.6
Net lending/borrowing (Overall balance) -49 -4.6 -4.7 -4.2 -3.6 -3.0 -2.8
Transactions in financial assets and liabilities (Financing) -49 -4.6 -4.7 -4.2 -3.6 -3.0 -2.8
Net acquisition of financial assets 16 -0.8 -11 0.0 0.1 0.1 0.1
Domestic 16 -0.8 -11 0.0 0.1 0.1 0.1
Currency and deposits 12 -0.9 -11 0.1 0.1 0.1 0.1
Debt securities 0.2 0.1 0.0 0.0 0.0 0.0 0.0
Loans 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other accounts receivable 0.1 0.0 0.0 -0.1 0.0 0.0 0.0
Foreign 0.2 0.0 0.0 0.0 0.0 0.0 0.0
Net incurrence of liabilities 6.5 3.8 37 43 3.8 3.0 2.8
Domestic -14 -0.1 -14 -0.2 -0.3 0.1 -0.8
Foreign 7.9 39 5.0 4.4 4.0 3.0 36
Errors and omisions 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Memorandum items: 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Change in net worth: Transactions 6.2 7.1 7.1 7.5 81 8.6 87
Net lending /borrowing (excluding grants) 6.2 7.1 7.1 7.5 81 8.6 87
Nominal GDP 7,742 8,229 8,251 8946 9,751 10,667 11,709

Sources: Ministry of Finance; and IMF staff estimates and projections.

1/ Government Finance Statistics Manual (http://www.imf.org/external/pubs/ft/gfs/manual/).




B. MACROECONOMIC OUTLOOK AND DEBT SUSTAINABILITY

2.8 GDP growth for 2015 is projected to rise above 5 percent. This reflects higher public
investment, and the attraction of further private investment as a result of the improved business
climate. The economy should also benefit from a rebound in the agricultural sector after two
seasons of poor rainfall, and the fall in oil prices. Savings resulting from the latter could boost GDP
growth by 0.5 percent or more. On the other hand, the tourism sector will continue to suffer from
the effect of Ebola until at least the middle of the year. The new tourism season, which starts in
November 2015, may return to normal if tourists are confident that Senegal is no longer threatened
by the Ebola epidemic in the sub-region.

2.9 Over the medium term, Senegal will need higher growth rates as envisaged in the PSE
if it is to achieve significant poverty reduction. The authorities recognize that they need to
accelerate growth and do so in a more sustainable way - reducing the fiscal deficit, improving the
quality of public investment, and promoting the private sector, notably export development. While
external shocks have played an important role in holding back the economy, much can be done to
improve the investment climate, starting with electricity supply. Agriculture’s vulnerability to
weather shocks must be reduced through greater reliance on irrigation and drought-resistant seeds.
The groundnut sector requires greater use of certified seeds and a restructuring of the oil processing
component of the value chain. Further liberalization of the telecommunications sector could
stimulate innovation and enterprise creation. Senegal Airlines requires major restructuring if
Dakar’s role as a regional hub is to be strengthened. The proposed special economic zone at the new
airport could kickstart manufactured exports, if carefully designed to draw on global experience.
And public investment management will need to improve to ensure sound project selection and
smooth implementation.

2.10 Current efforts to improve the investment climate should help regain economic
momentum and the authorities are committed to expanding public investment. Some
improvements in the quality of electricity supply have been achieved, and progress is being made to
change the energy mix away from expensive oil-based thermal generation. Implementation of an
ambitious program of reforms in the business environment began in 2013, and Senegal’s Doing
Business ranking improved to 161 in 2014 from 171 in 2013. The toll road leading out of Dakar has
dramatically improved the flow of goods and services between the capital and its port, and the rest
of the country. The new airport is scheduled to open in 2016, which should help tourism and
Dakar’s role as a regional hub. The response by the public and private sectors was very positive
during the Consultative Group meeting in Paris in February 2014, and should boost investments.
The authorities are pushing hard to launch key projects identified in the PSE, while allocating
resources to ensure that they are properly prepared and appraised.

2.11  The authorities have renewed their commitment to maintain a prudent fiscal stance
over the medium term. The government’s objective remains to bring the fiscal deficit below 4
percent by 2017. The gradual decline in the overall fiscal deficit will reflect a decline in recurrent
expenditure together with improvements in the quality of spending and, to a lesser extent, further
gains in tax administration. Critical areas for reduced spending are higher education scholarships,
hospitals, energy and agriculture subsidies, and transfers to autonomous agencies, all of which are
targeted in this DPO series. The authorities are applying controls on the government’s utility bill
and housing privileges for senior officials, and plan to freeze indemnities at current levels. They
also accept the conclusions of a recent IMF-World Bank review of the wage bill which concluded



that the true size of this bill is substantially higher than official numbers suggest, and needs to be
brought down over time.

2.12  The external current account deficit remains high but should narrow in the medium
term. The external current account deficit is expected to improve further in 2015, thanks largely to
the fall in oil prices. It should continue decreasing in the medium term as exports grow slightly
faster than imports. However, it will likely remain above 7.0 percent of GDP until 2017. Financing
of the current account deficit is not expected to pose a problem, as FDI grows and aid flows are
sustained.

2.13 Risks, external and domestic, remain important. Risks to growth remain weighted on the
downside, particularly for the Euro zone—Senegal’s main economic partner—though the fall in the
euro will help improve Senegal’s competitiveness. The crises in Guinea Bissau and Mali have
eased, but the situation in the latter remains unstable. Ebola has had serious, negative short-term
implications for the tourism sector, which could persist if the epidemic is not stopped definitively in
the region. All neighboring countries are vulnerable to political instability which could impact the
industrial and transport sectors. However, the short term trend in oil prices has been one of
significantly lower oil prices, which will lead to savings in energy subsidies and provide a
temporary boost to the economy.

2.14  The most recent Debt Sustainability Analysis? shows that the risk of debt distress in
Senegal remains low. Gross public debt did increase substantially in 2014 to 53.1 percent of GDP,
from 46.6 percent in 2013. However, this was partly due to over-financing of the deficit. Actual
investment spending did not require all these funds, so the equivalent of US$550 million has been
built up in government accounts at the Central Bank. Netting out this amount, public debt would
remain at 49.6 percent of GDP. The baseline scenario includes the issuance of a new ten-year
US$500 million Eurobond in June 2014, and a gradual increase in semi-concessional and non-
concessional borrowing over time. The Eurobond, with a yield of 6.25 percent, is consistent with
debt sustainability as it will extend the maturity of debt by substituting for short-term domestic debt,
without significantly increasing the cost or exchange rate risk. Public debt has risen quickly, from
25 percent of GDP in 2008. However, if the rate of GDP growth begins to exceed the level of the
fiscal deficit as a percentage of GDP, as forecast for 2015 and beyond, then this ratio will start to
decline.

2.15 Under the baseline scenario, public debt indicators remain comfortably below the
thresholds. Total public debt is expected to peak at 57.6 percent of GDP in 2016. The present
value of total public debt to GDP decreases over the projection period and, at 43.8 percent of GDP,
remains well below the benchmark level of 74 percent associated with public debt vulnerabilities
for strong performers. Stress tests result in one spike in debt service to revenue ratio, corresponding
to the repayment of the Eurobond, but this will not lead to a breach of the threshold.

2.16  The authorities acknowledge that fiscal consolidation and a cautious approach to non-
concessional borrowing are critical for safeguarding debt sustainability. They will need to
further improve debt management capacity. In place of the 2013 Eurobond issue, a loan was
negotiated with a regional bank with an effective interest rate slightly above 7 percent; 60 percent
was denominated in CFAF with a 7-year term, but eventually 40 percent had to be sourced
externally in Euros with a one-year maturity. A US$500 million Eurobond was successfully

2 Senegal, Joint IDA/IMF Debt Sustainability Analysis, May 2015.



launched in June 2014 as well as their first Sukuk Islamic bond. The authorities are updating their
medium-term debt management strategy. An IDA credit with the Ministry of Economy, Finance and
Planning, the Public Financial Management Technical Assistance Project, includes a component to
build debt management capacity.

2.17  Overall, Senegal’s macroeconomic framework for 2015 and the medium term outlook
provide an adequate basis for the proposed operation. Economic policy makers are aware of the
need to remain cautious and monitor ongoing developments domestically and abroad. Short-term
adjustments to the authorities’ policy stance, if needed, would focus mainly on fiscal policy—the
sole macroeconomic policy instrument under their direct control. The authorities have consistently
adopted revised budgets when confronted with underperforming revenues.

C. IMF RELATIONS

2.18 The IMF and the World Bank maintain a close working relationship, especially with
respect to reforms in public financial management and structural measures in sectors such as
electricity and education which have a systemic impact on public finances and macroeconomic
stability. There is close coordination to ensure that consistent advice is provided to the authorities.

219 The IMF Board approved a new three-year Policy Support Instrument (PSI) for
Senegal on June 24, 2015. The eighth and final review of the previous PSI was concluded in
December 2014. Performance under the program was considered broadly satisfactory, with all
quantitative assessment criteria met, but progress on structural benchmarks was mixed. Staff
encouraged the authorities to place a set of projects in reserve, with spending to begin only once the
necessary feasibility studies had been completed.

3. THE GOVERNMENT PROGRAM

3.1 The Plan for an Emerging Senegal (PSE) now presents the authorities’ medium-term
vision. The PSE aims to make Senegal an emerging economy by 2035 and provides a detailed set of
programs and projects for the next ten years. It represents an update of the previous National
Strategy for Economic and Social Development which was approved in 2012 but which was
subsequently judged by the authorities to have an inadequate growth strategy. The PSE focuses on
the same three pillars: (i) growth, productivity, and wealth creation; (ii) human capital, social
protection and sustainable development and; (iii) governance, institutions, peace, and security. The
last two remain essentially unchanged. However, the first one has been significantly enhanced with
the identification of 27 high priority programs and projects, and 17 key reform areas. The projects
include high-value agriculture and electricity generation, and the reforms include the investment
climate. The Priority Action Plan has been revised to remove low-priority projects and make room
for PSE programs.

3.2 The authorities have made slow but steady progress on economic growth, service
delivery and governance. GDP growth in 2014 was twice as high as in 2011. A comprehensive
program of reforms in the investment climate is well underway and starting to bear fruit. Electricity
supply is more reliable, though expensive, and occasional cuts persist due to distribution problems.
Rural electrification is expanding. Service delivery is improving, notably in the sensitive education
sector where significant changes are being pursued. The authorities are actively engaged with
stakeholders in both basic and higher education, allowing for the university year to proceed



relatively smoothly in spite of reforms. Performance contracts have now been signed with all
universities and 15 hospitals. Free health care is offered for children under 5 years of age, and a
system of universal health insurance is being developed. Social protection is now a priority, with an
expanding cash transfer program reaching 100,000 of the poorest households, and aiming for
300,000 in the next three years. If successful, it should cover all the extreme poor. Governance also
shows some encouraging signs, with the adoption of a code of transparency, creation of an anti-
corruption agency, and initiation of an asset declaration system. The annual report of the Court of
Accounts is now released on a timely basis and receives good coverage; however, public access to
its audits could be improved.

3.3 The PSE has set ambitious growth and service delivery targets. GDP growth was
expected to exceed 6 percent in 2015 and average 8 percent over the next three years. The
authorities have since moderated their goals, but remain committed to achieving growth rates in
excess of 7 percent by 2017. Ambitious targets have also been set for rural electrification, social
housing, health care, university education, and cash transfers. The nomination of a Minister for the
monitoring of the PSE in the Presidency promises to improve the pace of project implementation.
However, the response of the private sector will be even more important, and that will depend on a
much improved business environment. Greater efficiency in public spending will be needed to
make room for social programs. The challenge of implementing the full PSE across all three pillars
will require a comprehensive monitoring and evaluation framework, with a clear division of roles
and responsibilities, based on outcome indicators and action plans at the level of sector ministries.

4. THE PROPOSED OPERATION
A. LINK TO GOVERNMENT PROGRAM AND OPERATION DESCRIPTION

41  The GGSC Il supports all three pillars of the PSE. The Program Development Objective
is to support the Government’s efforts to improve economic governance, and promote growth
through private sector development. The first PDO pillar focuses on the management of public
resources and has two parts: government accountability and public sector performance. The second
PDO pillar concerns growth and private sector development. More specifically, the PDO pillars are:
1a) to improve economic governance by strengthening accountability systems; 1b) to promote better
governance and efficiency in the education, health and agriculture sectors, and within agencies, and
strengthen monitoring and evaluation; and 2) to enhance private sector development through energy
sector reforms, and improvements in the investment climate, including in the tourism sector. PDO
pillar 1a responds to the governance component of the third PSE pillar. PDO pillar 1b addresses the
human capital dimension of the second PSE pillar, and PDO pillar 2 supports the emphasis on
growth, productivity and wealth creation in the first PSE pillar.

4.2 The GGSC series builds on past Poverty Reduction Support Credits (PRSCs) while
focusing on the government’s new priorities. It highlights difficult reforms in the governance,
education, and energy sectors, which the Macky Sall government is prepared to tackle. The series
began with the adoption of new laws and decrees. The current operation deepens the initial reforms,
with an emphasis on implementation, while expanding to include agriculture and tourism. Policies
and reforms supported by this series are well aligned with the PSE and are fully consistent with the
objectives of the CPS. By ensuring more efficient use of public resources, service delivery will be
enhanced and fiscal space created for growth-enhancing and pro-poor spending. Jobs and wealth
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creation will benefit from an improved investment climate, as well as lower fiscal deficits, which
will reduce pressure on interest rates and avoid crowding out credit to the private sector.

4.3 The implementation of previous DPOs, including in the energy sector, has led to six
key lessons. (i) Budget support can be an effective tool to mobilize the government on key reforms,
as evidenced by past reforms promoted in the road maintenance fund, the sustainable management
of fisheries, and public financial management; (ii) a combination of several instruments is
advisable, including analytical work and sector IPF/TA operations; (iii) a harmonized approach
among donors is important, notably in the case of PFM reform, where a common action plan was
adopted, and in the case of the procurement code, where donor coordination helped to correct
slippage; (iv) ministries and agencies participating in budget support operations have a tendency to
focus on the completion of prior actions, so systematic follow-up actions are needed; and attention
should also be paid to outcome indicators; (v) difficult sector reforms take time, as with the two-part
2008 Energy Sector DPL which underestimated the time required for major sector reforms resulting
in the cancellation of the second tranche; and, (vi) more attention should be paid to political
leadership and the commitment at the highest level.

B. PRIOR ACTIONS, RESULTS AND ANALYTICAL UNDERPINNINGS

4.4 The proposed operation builds on the first two operations in the GGSC series and
deepens the reform agenda in the same two components. The first pillar focuses on the
management of public resources and has two parts: government accountability and public sector
performance. The second pillar concerns growth and private sector development.

4.5 Since the previous operation, the reform agenda remains broadly the same. There has
been no slippage on the actions taken under GGSC II. There has been sub-optimal performance in
higher education, where university budgets continue to be under-funded. However, the broader
reform program in higher education has been moving ahead in spite of strong resistance. With
reporting by the Court of Accounts fairly up-to-date, further action was dropped in favor of greater
attention to monitoring and evaluation. The ambitious 3-year program of reforms in the investment
climate has progressed well, but with less emphasis on trade where Senegal already scores relatively
well. Hence the prior action has been revised to focus on facilitating enterprise creation along with
construction permits. The interface of HR and payroll systems between education, finance, and civil
service was pushed back to the current operation, due to revisions in the payroll software which
were completed with delays. It is now technically feasible, but not yet operational due to the need
for regulatory changes and other organizational issues. An action plan has now been adopted and
the project will be more closely monitored by the authorities and staff to ensure that it is finally
implemented by the end of 2015. The energy prior action has been changed to focus on full
implementation of reforms supported by the first two operations of the series. Governance,
agriculture, education and health sector triggers identified last year were maintained in the current
operation, with minor modifications. A tourism prior action has been added to address the need for
support to this sector in the face of the effects of Ebola. Overall the program remains on track. The
changes in the original triggers and the status of the prior actions are summarized in Annex 1b.

11



Pillar 1: Government Accountability and Public Sector Performance

4.6 The Government has put governance and public sector performance at the center of its
program. The PDOs are i) to improve economic governance by strengthening accountability
systems, and ii) to promote better governance and efficiency in the education, health and agriculture
sectors, and within agencies, and strengthen monitoring and evaluation.

Pillar 1a: Government Accountability

4.7 Under President Macky Sall, two successive Governments have taken numerous steps
to increase transparency. Access to budgetary information has improved with the publication on a
monthly basis of budget execution tables, and the availability of information on procurement
practices. Senegal has joined the Stolen Asset Recovery Initiative and has adopted a new law on
illicit enrichment. Following the adoption of the WAEMU Transparency code in 2012, a law on
asset declaration for public officials has been passed. The newly created anti-corruption authority,
the National Office for the Fight against Fraud and Corruption (OFNAC), is in charge of the
management of these declarations. Senegal’s ranking on the Corruption Perception Index improved
in 2013 to 77 from 94 in the previous year and 112 in 2011.

4.8 The Supreme Audit Institution has been modernized for more transparency and
enhanced government accountability, but more progress needs to be made. Senegal’s Supreme
Audit Institution or Audit Court (Cour des Comptes) has made significant efforts to clear the
backlog in the review of the draft Budget Execution Laws (Lois de Réglement), and the law for
2012 is published on its website. It has also published its public annual reports up to 2012, the last
one appearing in August 2014. The decree completing the new organic law passed in 2012 was
adopted in November 2013. However, the accounts produced by the public accountants (comptes de
gestion) have not been duly certified for years and still represent an important backlog. Contrary to
the Transparency Code adopted in 2012, the findings of the audits conducted by the Audit Court are
not automatically made available to the public. The IDA Public Financial Management Technical
Assistance project has components to strengthen both the Audit Court and the Parliamentary
Finance Committee for more transparency.

4.9 OFNAC has become operational. OFNAC was created in 2012, but its President was only
appointed in July 2013, followed, in December 2013, by its 10 “permanent” members. OFNAC
received its first budget in 2014, although as part of the budget of the Presidency rather than having
a separate budget line. CFAF 925 million (US$1.5 million) has been allocated, permitting initial
hiring of staff, and additional financing was provided to refurbish and equip offices. OFNAC has
now recruited over 60 staff to carry out their mission of investigation and management of asset
declarations. This has been recognized by all donors as the necessary condition for them to provide
support to this institution.

4.10 Implementation of the asset declaration law has proven difficult but is now well under
way. The draft law on asset declaration was adopted by the Council of Ministers in July 2013.
However, the National Assembly asked for amendments and it was only passed in March 2014 and
promulgated in June 2014. The necessary implementation decree posed new challenges, notably the
identification of all persons subject to the declaration, delaying its signature until October 2014. As
a result, the submission of declarations only started in January 2015, and then many were rejected
or not properly supported with the required documentation. Nonetheless, over 100 have now been
received, including all those for ministers with portfolios. This should help avoid some of the
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abuses of the past, since all Ministers and other senior officials managing more than CFAF 1 billion
will have to declare their assets now, and again when they leave their positions. This remains a high
priority for the President who declared his assets upon taking office.

Focus of the GGSC series under Pillar 1a — Government Accountability

411  The proposed GGSC Il supports strengthened accountability with the following prior
action: The Recipient has operationalized its asset declaration system by: (a) approving the related
implementation decree; (b) allocating appropriate human and financial resources to the national
office for the fight against fraud and corruption (“Office National pour la Lutte contre la Fraude et
la Corruption”/”OFNAC”); and (c) ensuring deposition of asset declarations by ministers holding a
portfolio to OFNAC.

Pillar 1b: Public Sector Performance

Education

4.12 Education personnel account for three-quarters of all government employees, and
better management will be important to bring public spending under control. Personnel costs
in primary and secondary education represent about 93 percent of education spending, leaving little
for textbooks, classroom material and teacher training. Regular teachers in the civil service receive
a salary that, relative to GDP per capita, is among the highest in Africa. About 28 percent of
personnel costs go to non-teaching staff. This DPO series aims to improve human resource
management through a combination of a more decentralized education system and better systems
and controls at the central level.

413 A key objective is to make better use of existing staff, control the growth of the wage
bill, and establish more credible forecasts of wages and remuneration, including contractual
and higher education personnel. The government will need to strengthen controls over staffing
numbers, and the geographical assignment of teaching staff, as well as manage recruitment
programs based strictly on actual needs. For this, a strengthened HR management system—with an
individual identification system for both staff and positions—has become essential. A personnel
audit of the entire civil service has been conducted and a number of ghost workers and individuals
receiving two salaries have been identified. It was then necessary to establish an effective payroll
and HR control in education by linking databases for contractual agents and civil servants in the
education ministry with that of the public service ministry, and then linking this with the ministry of
finance payroll. A clean database of education staff has been established and a new payroll system
has been finalized and tested in the ministry of finance. Now the ministries responsible for finance,
education and the public service need to be interconnected and share a common data base. This
operation supports the preparation of this new system. It also promotes coordination between the
ministries of finance and education in the recruitment program so that the national budget is based
on agreed levels of hiring and avoids costly overruns which must be met late in the fiscal year.

4.14  Public universities are primarily funded by the state budget, but universities also
derive significant revenues from parallel programs charging substantial fees. These are
estimated to provide over 15 percent of university funding. This has resulted in unsatisfactory
annual budget negotiations in which the Ministry of Higher Education argues that the universities
are under-funded while the Ministry of Economy and Finance responds that they can manage once
revenues from external services are included. For this reason, a new financial regime was

13



introduced in 2012 to require full disclosure of all revenues, and modernize the accounting
framework. Budgets for 2013 were prepared by all the universities along the lines of the new
financial regime and performance contracts signed. Budgeting can now be more closely tied to
results, strengthening incentives to achieve outcomes such as higher graduation rates and providing
programs with a better fit with the labor market. Proper accounting of university-generated revenues
will also help to improve transparency and reduce misuse. The proposed operation supports better
management of these revenues, including accountants in key institutions who must report to the
university financial officer. It also supports better governance through the submission of a draft law
which will require universities to include outside representatives on their Boards, notably from the
private sector.

Health

4.15 To release more resources for pro-poor health services, the authorities will need to
reduce the heavy burden of hospital debt. Previous DPOs supported financial restructuring plans
for the hospitals, and now the majority is operating with balanced budgets. Nonetheless, further
reforms are needed to improve the efficiency of hospital spending, which accounts for 30 percent of
the health budget, or about US$45 million. With estimated efficiency running below 80 percent,
there is a potential gain of some US$10 million. In addition, annual subsidies for those hospitals
with deficits remain at US$5 million. Performance contracts were signed with eleven hospitals up to
2013. Five more contracts are supported under the proposed operation. To ensure that these
contracts are implemented and monitored, the government needs to strengthen its Directorate in
charge of the hospital sector, to upgrade hospital information systems and implement a cost
accounting system. These investments are part of the recently-approved IDA Health and Nutrition
Financing Project.

4.16  The next critical step is to develop a new financial regime. The principle of performance
contracts needs to be institutionalized through the enactment of a financial and budgetary regime for
hospitals. Many past problems can be explained by the lack of clear rules for financial
accountability of hospitals after the hospital autonomy reform in 2000: (i) hospital budgets can be
executed without any formal approval from the ministries of health or finance; (ii) hospital
recruitment decisions are not constrained by a staffing plan which defines the maximum number of
staff that can be hired by a given hospital (without approval from the Government); (iii) no cost
accounting system is required, although such a system has been designed; and, (iv) there is no
required cash management system. Some of these issues will be addressed with a new financial and
budgetary regime which has been developed for all agencies and public establishments, including
hospitals. This complements the performance contracts in their effort to reintroduce accountability
within hospitals. Whereas performance contracts may be characterized as curative, a new financial
regime would be preventive. The proposed operation supports both.

Agriculture

4.17  Subsidies for agricultural inputs have become a significant expenditure in recent years,
while also suffering from major inefficiencies and leakages in their allocation. Such subsidies
reached roughly CFAF 65 billion (US$130 million) in 2012, but have fallen to CFAF 26 billion in
2014. They have been offered in a fairly indiscriminate fashion for a wide range of inputs and crops,
and with no attempt to target the more needy farmers. The process of distributing the inputs was
also hampered by high costs and significant leakages, with inputs often arriving too late to be
useful, or not at all. The World Bank has worked with the authorities to develop criteria for more

14



selective subsidies based on effectiveness, and a new e-platform which exploits cell phone
technology. SMS and Interactive Voice Response (IVR) are used to send e-vouchers for fertilizers
and seeds directly to producers, notify subsidy availability at a local agro-dealer, validate vouchers,
and distribute the subsidy. A database of approximately 740,000 farmers has been created,
including crop variety, area, location, and cell phone number. Delays in conducting the survey of
farmers prevented the use of this mechanism for the main 2014 crop season, but the authorities have
committed to begin using it for the distribution of inputs for the main crop season beginning in June
2015.

418 Irrigation offers major opportunities for expanding agricultural output, but
maintenance has been a long-standing problem. There is an estimated renewable potential of
more than 35 billion cubic meters of water, but the utilization of this resource remains small at a
rate of only 5.5 percent. Large public investments have been made in irrigation infrastructure and
crop perimeters, mainly in the Senegal River valley for rice and horticulture. Performance has not
met expectations and Senegal needs to establish a strong institutional, legal and regulatory
framework for infrastructure maintenance. The Millennium Challenge Corporation (MCC) has laid
important groundwork in the Senegal River delta to ensure quality control and timely execution of
works. A detailed action plan has been agreed for the public enterprise responsible for irrigation
management in the Senegal River valley (SAED), including the contracting of private companies to
conduct maintenance. Annual contracts have been signed for 2014, but the plan is to move to multi-
year contracts in the near future to avoid missing valuable work time each year while waiting for the
completion of the procurement process. A well-functioning maintenance system will be important
for the IDA Sustainable and Inclusive Agribusiness Project as well as the broader goals of the
government for rice self-sufficiency.

Agencies

419 The government allocates a significant and increasing part of its public investment
program to a number of autonomous public sector agencies and specialized funds. Agencies
receive budget transfers but enjoy relative management autonomy, while budgetary information
remains limited. By 2013 there were more than 70 operating agencies, and roughly one-quarter of
the investment budget was executed by them. A law on agencies was adopted in 2009, to strengthen
oversight of their budget execution, promote performance contracts, and establish procedures for
the creation of new agencies, but progress has been slow. An evaluation of all autonomous agencies
was finally completed in mid-2013, and an action plan was eventually approved to close or merge
various agencies, and return some to the appropriate ministry. Three agencies and one fund
designed to promote youth employment have been merged, with plans to reduce total staffing from
over 200 to about 60. Other closures and mergers are expected, and performance contracts are being
prepared for the largest agencies. However, it will also be necessary for the authorities to move
ahead with the liquidation process and set aside budget resources for appropriate severance
packages. This operation supports the implementation of the action plan and the signature of
performance contracts for six of the largest agencies: Agence des Travaux et de Gestion des Routes
(AGEROUTE), Fonds d’Entretien Routier Autonome (FERA), Agence Nationale pour les
Statistiques et de la Démographie (ANSD), Agence Nationale des Affaires Maritimes (ANAM),
Agence de I'Informatique de I’Etat (ADIE), and Agence Sénégalaise de I’Electrification Rurale
(ASER). The IDA Public Financial Management Technical Assistance Project is supporting the
parastatal department in the finance ministry as it prepares contracts for all remaining agencies and
develops its supervisory capacity.
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Monitoring and Evaluation

420  The institutional framework for monitoring and evaluation needs to be strengthened to
hold ministers accountable and support the delivery of government commitments. While the
public administration has many qualified civil servants and relatively strong capacity to formulate
strategies, policy implementation has been a critical challenge. In 2013, the government launched a
monitoring mechanism for the implementation of strategic priorities, with technical assistance from
the World Bank. It has five objectives: (i) facilitate the use of program information and the
coordination of government monitoring; (ii) regularly measure results achieved; (iii) contribute to
swift adoption of measures to address bottlenecks and delays; (iv) support the institutionalization of
results monitoring; and (v) anticipate the requirements of the new organic budget law that will
require, by 2017, a performance-oriented budget including multi-year program budgeting and
performance indicators. This mechanism focuses on priority results consistent with the PSE.
Seminars to review progress in priority sectors were held quarterly in 2013, chaired by the President
of the Republic or the Prime Minister, though this process stalled in 2014 with the launch of the
PSE and the local elections. It began again in April 2015 with a Presidential Council to review the
first year of PSE implementation.®

421 The Bureau of Organization and Method (BOM) at the Presidency was established as
the unit responsible for monitoring state priorities through a Presidential decree in 2013. In
2014, the President appointed a new Minister to monitor the PSE, to focus on the 27 priority
projects and 17 reform programs. The Ministry of Economy, Finance and Planning also has a key
role to play given its planning and budgeting functions, and its responsibility for donor relations.
But the BOM has the technical expertise needed to guide the process, while the Prime Minister’s
office must also be actively involved. A single and comprehensive framework is essential for
assigning and executing government priorities, avoiding duplication and excessive demands on the
sector ministries which underpin the whole process. This is supported by the proposed operation,
while capacity-building for its successful implementation is financed with additional funding for the
IDA PFM TA project.

Focus of the GGSC Series under Pillar 1b — Public Sector Performance

4.22  The proposed GGSC I11 supports six policy actions that build on reforms supported in
the first and second DPOs to improve the governance and efficiency of public spending in
education, health, agriculture, and agencies, as well as monitoring and evaluation:

(i) The Recipient has strengthened wage bill control and human resources in the education
sector by: (a) creating a system connecting data bases of the ministries in charge of
education and civil service; and (b) preparing the 2015-2016 recruitment plan for
education in collaboration with the ministry in charge of finance;

(if) The Recipient has implemented presidential directives on external revenues earned by
universities through: (a) adoption and submission to Parliament for enactment of a draft
law reforming universities governance system; (b) issuance of an Arrete specifying

® Areas covered were: agriculture, higher education, technical and vocational training, energy, social protection,
infrastructure, health, and the investment climate.
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resource allocation and use of external revenues; and (c) appointment of accountants in
key faculties and schools at the University of Dakar, who report to the chief financial
officer;

(iii) The Recipient has adopted a new financial regime for public agencies and establishments,
and has entered with five additional public health institutions into performance contracts
whose objectives are to increase service supply, improve billing process and control
general costs;

(iv) The Recipient has adopted a mobile phone-based e-platform to distribute subsidized
agricultural inputs in the 2015 crop season; and obtained approval allowing SAED to enter
into multiannual maintenance contracts of hydro-agricultural works with private
contractors and launched a call for bids;

(v) The Recipient has launched implementation of the action plan to restructure autonomous
government-owned agencies, by: (a) merging certain selected agencies; (b) appointing
officers responsible for the liquidation of certain selected agencies; and (c) entering with
six of the largest agencies into performance contracts with the objective of clarifying the
financial commitments of the Recipient’s ministry responsible for finance and the related
performance targets of agencies concerned,;

(vi) The Recipient has issued a decree establishing a comprehensive monitoring and evaluation
system for the government’s policies and programs, defining the roles and responsibilities
of all actors in the administration.

Pillar 2: Private Sector Development

4.23  For the Macky Sall government, faster growth is central to their development strategy.
The situation in the energy sector and the cost inherent in the difficult business environment are
among the most binding constraints to growth. Tourism has been identified as a key growth sector
in the PSE but it has been badly affected by Ebola in neighboring countries which has discouraged
tourist flows to the entire sub-region. The GGSC series focuses on these domains with the
following program development objective: to enhance private sector development through energy
sector reforms, and improvements in the investment climate, including in the tourism sector.

Electricity and Energy

4.24  Electricity supply in Senegal has improved in 2013 and 2014, following a period of
severe disruptions in 2011 and marginal improvements in 2012; further progress is expected in
2015. Aided by lower international oil prices and investments that expanded and rehabilitated
power generation plants, the national power company, SENELEC, has significantly reduced
unserved demand. Generation upgrades have resulted in lower production costs, with the amount of
emergency rental power in the interconnected system decreasing from 150MW to 100MW. Shifting
from expensive diesel to cheaper heavy fuel oil allowed for further savings. SENELEC’s tariff
compensation (a government direct subsidy provided to the utility to maintain affordable tariffs) has
been reduced from about CFAF 120 billion in 2012 to CFAF 88 billion in 2013 and CFAF 77
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billion in 2014. SENELEC is advancing the implementation of its loss-reduction program with
network rehabilitation and upgrade investments. In addition, an investment program for the
installation of about 200,000 new meters that allow for prepayment and about 30,000 intelligent
meters for high-consumption customers should result in better commercial operations by end of
2015. Following years of heavy financial losses, SENELEC reached a break-even result in 2013
with some profits estimated for 2014 and 2015. Nevertheless, SENELEC remains in a precarious
liquidity situation with considerable arrears to suppliers (CFAF 24 billion as of February 2015),
though considerably reduced from the same time one year ago (CFAF 42 billion). Its expensive
power generation base continues to require government support to finance operations and
investments. The proposed DPO supports the resolution of cross-debts between SENELEC and the
Ministry of Economy, Finance and Planning up to July 31, 2012, which helps improve the balance
sheet of SENELEC and contributes to recovering its creditworthiness and access to finance.
However, new cross-debts will need to be resolved in the coming year.

425 A performance contract for SENELEC has established a good mechanism for
improvements in the sector. The government and SENELEC signed in May 2013 a contract
outlining performance targets and indicators for sector improvements. The first annual performance
report has been prepared by the authorities and its summary was presented to development partners
in April 2014. An independent external auditor has been appointed to follow the execution of the
performance contract and prepare performance reports for 2014 and 2015. The proposed DPO
builds upon the experience of the first year of the performance contract and will strengthen it further
by establishing a system of rewards and penalties to consolidate performance gains. SENELEC and
the Government have agreed on a set of incentives, distributing an appropriate percentage of profits
to SENELEC’s employees if performance exceeds expectations, and providing for penalties in case
performance falls short of targets.

4.26  However, in the short-term, the sector remains extremely sensitive to external oil price
shocks, potential delays with private sector generation projects, and any unforeseen
disruptions caused by equipment failure, while the government works on medium-term
diversification. Electricity supply in Senegal remains fueled overwhelmingly by oil-based
products. Technical problems and an increase in oil prices pose risks for operations and the sector’s
financial situation. The former risk materialized in April 2014, when the Manantali hydro plant on
the Senegal River lost about half of its 200 MW capacity. Fortunately, the second risk has been
avoided for now, with world oil prices in 2014 generally lower than 2013. If significantly lower
prices persist through 2015, SENELEC should reach an improved cash flow situation, and subsidies
will fall further. The government has already laid out targets for diversification of supply through
coal power investments, renewable energy, and natural gas generation. Nevertheless,
implementation of a 1225MW coal power project (financed with assistance from the AfDB) is facing
delays and is not expected to be on-line before 2017. The World Bank-funded Banda Gas-to-Power
project, involving the importation of electricity from Mauritania, is also behind schedule due to the
withdrawal of the main developer of the off-shore gas fields. Furthermore, a series of unsolicited
negotiated projects for solar and wind power projects are facing difficulties with their financial
closure, as many development partners hesitate to assist agreements that have not been the result of
fully competitive procedures. The World Bank Group is supporting two new thermal IPPs, while it
also proposes to support the OMVG transmission line project to bring hydro power from Guinea,
which is another important part of the longer-term solution to Senegal’s energy problems. A
renewed coordination effort among development partners in the sector (AfDB, AFD, EIB, EU,
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JICA and KfW) will assist with the financing of initiatives to implement a more diversified energy
mix for the sector and further improve network and commercial performance in the medium term.

Investment Climate

4.27 Improving the business environment and competitiveness has been recognized as a
priority in the PSE. Already in December 2012, the Presidential Investment Council (PIC) -
Senegal’s main forum for public-private dialogue - underscored the importance of continued
investment climate reforms and adopted the Reform Program on Business Environment and
Competitiveness (RPBEC). It aims to provide Senegal with a high quality business environment,
improving its ranking in international ratings including Doing Business. A program of 50 measures
was adopted, to be implemented over three years. Within this framework, improvements took place
in 2013-14. Senegal became one of the top 10 reformers worldwide in Doing Business 2015 with
reforms in the areas of business start-up, construction permits, property registration, credit
information systems, minority investor protection and tax payments. The country is now ranked 161
out of 189 countries in the Doing Business Report — up from 171 in 2013. The current operation
supports further reforms in the areas of construction permits, by reducing both the time and cost,
and enterprise creation, by further reducing the minimum required capital.

Tourism

4.28 In the 1980s, Senegal was a booming African tourism destination, second only to Kenya
in terms of arrivals. Today, it does not rank amongst the top ten destinations of Sub-Saharan
Africa. In spite of this decline, in 2013 the sector still generated an estimated 16 percent of export
earnings and 10 percent of all employment. While endowed with a relatively rich asset base, the
sector has not realized its full potential due to the persistence of various structural issues.

4.29  Senegal’s leisure tourism started to lose market share in the early 2000s. Prior to this,
there was a broad representation of origin markets and the product was seen as largely beach
holidays offered at competitive prices through reliable international tour operators. With a lack of
promotion across source markets and a lack of investment in assets, the non-French markets began
to decline. With a lack of product diversity and increasing competition in the French market, this
led to price competition, reduced margins and further contraction of investment. In addition, beach
erosion triggered by unregulated building of sea structures and climate change became a significant
issue and lowered the value of the product. It is critical for the Saly resort, the center of Senegalese
leisure tourism, as the 7.5 km shoreline is its main attraction. The speed of beach erosion is very
high (around 6 m/year, in the most exposed sectors) and by 2080, given current forecasts of sea
level rise, 60 percent of the beaches could disappear. Overall, Senegal was unable to cement the
‘exotic’ character of its offer and became a mass market product with low margins.

430  Furthermore, a 2005 increase in airport taxes and charges (now about half of the price
of an air ticket) made Senegal more expensive than emerging competitors, particularly those
within 5 hours flying time from Europe such as Tunisia, Morocco and Egypt. The 2014/15 season
package price for a one-week holiday in Senegal through FRAM (a major tour operator in France)
is Euro 1200 compared to Euro 790 in Egypt or Morocco for the equivalent product (7 nights, full
board). The impact on Senegal’s competitive position was further exacerbated by the global
financial crisis of 2008, leading to changes in demand, especially in Europe. Core markets became
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much more price sensitive, whereas Senegal had not developed a wider range of product with the
additional value needed to justify its higher prices.

431 Policy changes following elections in 2011/12 resulted in a removal of the promotion
agency and a change in the visa regime. The removal of the promotion agency effectively
transferred responsibility for all destination marketing to an already struggling private sector,
triggering a loss of strategic direction for the industry and a loss of clear market position. The new
2013 visa regime — i.e. a fee-based biometric entry visa (only obtainable in a few locations in
Europe) — added more costs and difficulties, and made Senegal still less attractive as key
competitors do not have such requirements. Finally, in 2014, the regional Ebola crisis had a major
impact as it fell onto an already weak sector. Induced cancellation rates hovered around 75 percent
by end 2014. Some prominent large hotels closed and job losses were significant in early 2015.

432 The Government now seeks to address issues in this sector which is recognized as a
potential source of growth in the PSE, and relevant policy measures are detailed in a 2013
sector strategy. It intends to do so, inter alia, by i) dealing with the beach erosion issue, ii)
improving communication and marketing efforts, and iii) improving the sector’s investment climate.
Beach erosion mitigation measures, and communication and marketing will be supported by an
upcoming World Bank IPF (Growth and Exports Project) while the proposed DPO supports
improvements in the sector's investment climate. To help address the immediate impact of the Ebola
crisis while coping with structural issues, the current operation supports the removal of the fee for
entry visas - a key structural impediment to the sector since 2013; the reduction of selected taxes on
air tickets to initiate a reversal of mid-2000s price hikes; and suspending fiscal litigation for late
payment of the patente and land taxes for hotels in 2015 to provide immediate financial relief to the
sector.

Focus of the GGSC Series under Pillar 2 — Private Sector Development

433  The proposed GGSC I11 supports three policy actions that build on energy sector and
investment climate reforms initiated in the first two GGSCs, and fosters private sector
development in agriculture:

(i) The Recipient has amended the performance contract entered into between the
Recipient and SENELEC on June 11, 2013 to include performance-based bonuses
and sanctions, and has amended the agreement regularizing cross-debt entered into
between the Recipient and SENELEC dated November 16, 2012, to determine the
method for the balance allocation;

(i1) The Recipient has: (a) issued (i) a decree reducing the number of days and costs to
obtain construction permits through the creation of a single window and online
processing; and (ii) a decree determining a new fee schedule for warehouse
inspection; and (b) eliminated the minimum capital requirement for creating a new
company;

(iii) The Recipient has offset the impact of Ebola’s on the tourism sector by: a) removing
entry visas’ fees; b) reducing selected taxes on air tickets; and c) suspending
recovery acts initiated against hotels with arrears in payment of patented and land
taxes in 2015.
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Table 4.1: GGSC III Prior Actions and Analytical Underpinnings

GGSC Il Prior Actions

| Analytical Underpinnings

Pillar 1a: To improve economic governance by strengthening accountability systems.

The Recipient has operationalized its asset
declaration system by: (a) approving the related
implementation decree; (b) allocating appropriate
human and financial resources to the national office
for the fight against fraud and corruption (“Office
National pour la Lutte contre la Fraude et la
Corruption”/”OFNAC”); and (c) ensuring
deposition of asset declarations by ministers
holding a portfolio to OFNAC. (Prior Action 1)

The Governance Charter of the Assises
Nationales originally established the
importance of such a system. A policy note
produced by the World Bank subsequently
laid out international experience and
lessons for Senegal.

Pillar 1b: To promote better governance and efficiency in the education, health and agriculture
sectors, and within agencies, and strengthen monitoring and evaluation.

The Recipient has strengthened wage bill control
and human resources in the education sector by: (a)
creating a system connecting data bases of the
ministries in charge of education and civil service;
and (b) preparing the 2015-2016 recruitment plan
for education in collaboration with the ministry in
charge of finance. (Prior Action 2)

The Public Finance Review conducted by
the World Bank in 2011 documented the
central role of contractual teachers and the
need to improve controls over the
management of all human resources in
education.

The Recipient has implemented presidential
directives on external revenues earned by
universities through: (a) adoption and submission to
Parliament for enactment of a draft law reforming
universities governance system; (b) issuance of an
Arrete specifying resource allocation and use of
external revenues; and (c) appointment of
accountants in key faculties and schools at the
University of Dakar, who report to the chief
financial officer. (Prior Action 3)

The Public Finance Review conducted by
the World Bank in 2011 documented the
high share and rising cost of tertiary
education and hence the need for greater
financial controls.

The Recipient has adopted a new financial regime
for public agencies and establishments, and has
entered with five additional public health
institutions into performance contracts whose
objectives are to increase service supply, improve
billing process and control general costs.

(Prior Action 4)

The World Bank conducted an evaluation
of hospital reform in Senegal in 2011
which underlined the need for better
mechanisms to supervise hospital
performance.

The Recipient has adopted a mobile phone-based e-
platform to distribute subsidized agricultural inputs
in the 2015 crop season; and obtained approval
allowing SAED to enter into multiannual
maintenance contracts of hydro-agricultural works
with private contractors and launched a call for
bids. (Prior Action 5)

The Public Expenditure Review for
Agriculture conducted in 2011 emphasized
the high cost of subsidized inputs and the
need for better targeting, and the need for
improved maintenance of irrigation
systems.
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GGSC |11 Prior Actions

Analytical Underpinnings

The Recipient has launched implementation of the
action plan to restructure autonomous government-
owned agencies, by: (a) merging certain selected
agencies; (b) appointing officers responsible for the
liquidation of certain selected agencies; and (c)
entering with six of the largest agencies into
performance contracts with the objective of
clarifying the financial commitments of the
Recipient’s ministry responsible for finance and the
related performance targets of agencies concerned.
(Prior Action 6)

The Public Finance Review conducted by
the World Bank in 2011 identified the need
for rationalization, and better monitoring,
of agencies. Subsequently, an evaluation of
all agencies was conducted by the
authorities through an IDA-funded project.

The Recipient has issued a decree establishing a
comprehensive monitoring and evaluation system
for the government’s policies and programs,
defining the roles and responsibilities of all actors
in the administration. (Prior Action 7)

Consultations for the CPS consistently
emphasized the problem of
implementation of strategies and reforms
in Senegal.

Pillar 2: To enhance private sector development through energy sector reforms, and
improvements in the investment climate, including in the tourism sector.

The Recipient has amended the performance
contract entered into between the Recipient and
SENELEC on June 11, 2013 to include
performance-based bonuses and sanctions, and has
amended the agreement regularizing cross-debt
entered into between the Recipient and SENELEC
dated November 16, 2012, to determine the method
for the balance allocation. (Prior Action 8)

Preparation of the contract was informed
by analytical work to review and update
SENELEC’s financial model.

The Recipient has: (a) issued (i) a decree reducing
the number of days and costs to obtain construction
permits through the creation of a single window and
online processing; and (ii) a decree determining a
new fee schedule for warehouse inspection; and (b)
eliminated the minimum capital requirement for
creating a new company. (Prior Action 9)

The Doing Business annual report has
documented Senegal’s poor performance
in these areas, and the report of the
Presidential Investment Council confirmed
the need to make improvements.

The Recipient has offset the impact of Ebola’s on
the tourism sector by: a) removing entry visas’ fees;
b) reducing selected taxes on air tickets; and c)
suspending recovery acts initiated against hotels
with arrears in payment of patented and land taxes
in 2015. (Prior Action 10)

Analysis by the authorities, the IMF and
the Bank concluded that Ebola reduced
GDP growth by 0.2 percentage points in
2014 due to its effect on tourism, and that
the effect would be greater in 2015.
Analysis of the tourism sector performed
during the preparation of the “Growth and
Exports” project (P146469) as reported in
Annex 6 of the PAD.

C. LINKTO CPS AND OTHER BANK OPERATIONS AND THE WBG STRATEGY

434 The new Country Partnership Strategy for FY13-17 was discussed by the Executive
Directors in January 2013. The new CPS has two main pillars: (a) Accelerating Inclusive Growth
and Creating Employment; and (b) Improving Service Delivery, supported by a foundation of

24



Strengthening Governance and Building Resilience. In the CPS, policy-based lending is seen as a
critical instrument in support of the government’s strategic agenda. The focus of policy-based
lending operations was expected to be good governance, economic reforms for wealth creation, and
support for policies that improve the delivery of basic social services.

435 The GGSC series provides an important complement to a variety of IDA investment
projects. It supports reforms which are necessary for project success, while benefiting from
technical assistance, studies and policy dialogue conducted within these operations. Strong linkages
have been established with the Public Financial Management Technical Assistance project, which
has supported the Court of Accounts and the evaluation of agencies, and will build capacity in
monitoring and evaluation, including of agencies, under the additional financing approved in July
2014. There are important synergies with three energy sector operations: the Electricity Sector
Support Project, which is leading the dialogue on reform in this sector, and two projects designed to
reduce the cost of generation — the Taiba Ndiaye Independent Power Producer project and the
Banda Gas-to-Power project, both approved in FY14. The Tertiary Education Governance and
Financing for Results Project has been instrumental in developing performance contracts with the
universities and conducting the policy dialogue on scholarships, while the EFA-FTI Catalytic Fund
has supported reforms in basic education. The new Results-based Financing for Health Project has
supported the elaboration of performance contracts in hospitals. IFC is assisting the government to
improve its Doing Business indicators. The irrigation component complements newly-approved
projects for Sustainable and Inclusive Agri-Business and development of the Senegal River Valley.

436  The proposed operation is consistent with the twin goals of the World Bank Group. It
will support the government in increasing the efficiency of public spending, notably in health and
education, improve the targeting of agricultural subsidies, and promote the implementation of
projects and programs in all priority development sectors. By promoting the private sector, it will
enhance job creation including for the poor.

D. CONSULTATIONS, COLLABORATION WITH DEVELOPMENT PARTNERS

4.37  The design of the proposed GGSC has drawn on the SNDES and PSE, both of which
benefited from broad stakeholder consultations. Additional consultative inputs were drawn from
stakeholders’ participation in the preparation of the CPS and in the development of the monitoring
and evaluation framework for key outcomes shared jointly by the SNDES and the CPS. The annual
Presidential Investment Council meetings and the Competitiveness Fora have provided important
opportunities to listen to the private sector. Under the preparation and the supervision of the Higher
Education Governance and Financing for Results project and the Public Finance Management
Technical Assistance project several consultations with stakeholders were organized to identify
priorities, areas of reform and discuss instruments. A Presidential Council was held in May 2013 to
agree on reforms in the higher education sector, and a seminar on hospital performance contracts
was conducted in September 2013. The irrigation agenda was discussed at a high-level regional
conference in November 2013. In addition, the World Bank Country Office also conducts outreach
activities and consultations with stakeholders on a routine basis.

438 The World Bank collaborates with a range of bilateral and multilateral development
agencies in Senegal. Through the Framework Agreement on Budget Support (Accord Cadre pour
les Appuis Budgétaires, ACAB), donors providing budget support have developed a joint policy
matrix of prior actions and triggers and common monitoring mechanisms to improve harmonization
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and exchange of information, and enhance the predictability of budget support. The ACAB has the
following objectives: (i) increase the absorption rate of external resources available to the
government; (ii) increase aid effectiveness; (iii) improve the predictability of short-term resources
and ensure disbursement in line with the budget cycle; (iv) foster harmonization among partner
including the definition of disbursement criteria; (v) improve coordination through joint and
coordinated missions, studies, audits, and evaluations; and (vi) support the implementation of the
SNDES and other national strategies.

439  Sector collaboration occurs around twenty thematic working groups, including public
financial management, energy, agriculture, education, health, and private sector development.
These groups generally comprise government officials, and sometimes include civil society and
private sector representatives. They have been increasingly active, and played a catalytic role in the
areas of budgetary reform, education, and health. In the specific context of this DPO series, USAID
financed preparatory work on the new asset declaration law, and the Canadian aid program financed
a consultant to develop the harmonized HR system for education.

5. OTHER DESIGN AND APPRAISAL ISSUES.

A. POVERTY AND SOCIAL IMPACT

5.1 The proposed operation is expected to have a positive impact on medium-term poverty
reduction. It will strengthen the government’s accountability system and institutional capabilities to
ensure greater efficiency and effectiveness of public expenditure and improve the quality of basic
services. The selected actions are expected to create fiscal space for primary and secondary
education and basic health care. The government actions to restructure the universities and improve
quality in the higher education sector and strengthen accountability in hospitals will impact student
living conditions and patient care. The e-platform for agricultural inputs will reduce leakages and
help ensure that the intended beneficiaries — poor farmers — receive seeds and fertilizers which can
substantially increase their productivity and incomes. Improvements in irrigation maintenance
should have similar impacts by ensuring more reliable access to water and facilitating a second
harvest during the dry season. Investments, institutional development and policy dialogue will
continue through the Higher Education Governance project and new projects in primary education
(Global Program for Education) and health (Financing for Results).

5.2 Policy reforms on energy, higher education, and autonomous agencies may affect
selected groups. The performance contract for SENELEC may eventually lead to some reduction in
staffing, and the evaluation of agencies will result in the closure of some agencies. However, to the
extent this happens, the persons affected will be the non-poor and will be covered by the fairly
generous provisions of Senegalese law concerning termination of public employment. The
rationalization of scholarships in higher education will focus on re-establishing the link between
performance and funding, including the removal of students who enroll simply to obtain the
scholarship and never actually come to class. The GGSC series supports policy reforms associated
with Bank projects that are subject to Bank safeguards policies. Comprehensive analytical work,
including a Poverty and Gender Report, and stakeholder consultations are ongoing and will
continue as part of developing the policy program to ensure that any measures supported under
future operations are implemented in a manner that is consistent with Bank policies. Preliminary
results show that around 60 percent of electricity subsidies are captured by the 20 percent of
households with the highest revenue, while the poorest 50 percent capture less than 20 percent of
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the subsidies. Targeting energy subsidies on the poor could protect them from the effects of an
increase in energy prices, while generating significant revenues from higher income households.
The Energy Sector Support Project is supporting the design of a new tariff structure, while Bank
staff is advising the authorities on the establishment of a cash transfer scheme which became
operational in 2013.

5.3 The proposed series is expected to have a positive impact on gender equality. Reforms
promoted in basic and higher education as well as in health care are expected to facilitate girls’ and
women’s access to social services. While the percentage of pregnant women receiving prenatal care
reached 93 in 2011, the percentage of women giving birth in health clinics is 20 percentage points
lower (73 percent). The hospital reform promoted by the GGSC series is expected to improve the
quality of services and save resources for better financing of primary health clinics (centres de
santé, cases de santé), particularly in rural areas, and thus improve access to services by women.
The percentage of women giving birth in health clinics will be used to monitor this objective. Also,
the improvement of the universities’ financial situation is expected to have a positive impact on the
quality of education, reducing the drop-out rate and thus encouraging female completion rates.
Improvements in the quality of student services such as the living conditions in university
residences should also help. Gender equality exists already in primary education and improvements
in secondary education are expected to reduce girls’ dropout rates at that level. Finally, the
introduction of a well-targeted agricultural input delivery system, which specifically identifies
women farmers, should enhance their access to essential inputs for productivity improvement. All
these potential impacts on girls and women are being monitored under the DPO series.

B. ENVIRONMENTAL ASPECTS

5.4 The specific reforms supported by the proposed development policy credit are not
likely to have significant negative impacts on the country’s environment, forests and other
natural resources. The structural reforms supported by GGSC Il aim generally at strengthening
the government accountability system and institutional capabilities to ensure greater efficiency and
effectiveness of public expenditure and improve the quality of basic services through a set of
reforms that by themselves entail no specific impact on the environment. The energy sector reforms
are designed, among other things, to improve the reliability of the electricity system, thereby
reducing the need for smaller-scale, polluting private generators, with a positive effect on the
environment.

C. PFM, DISBURSEMENT AND AUDITING ASPECTS

5.5 Progress has been made on some dimensions of PFM. Most recent PFM diagnoses” have
identified mixed PFM performance. Strengths in Senegal’s PFM system include: (i) a coherent legal
framework consistent with good international practices; (ii) a rational institutional organization; (iii)
good capacity for economic forecasting; and (iv) a commitment to develop multi-year and
performance based budgeting approaches. Conversely, some budget preparation modalities have a
negative impact on budget quality and execution. The quality of expenditure estimates undermines
the credibility of the budget and complicates budget execution. Additional measures are also needed
to improve fiscal forecasts, such as developing adequate techniques for revising approved funding,

* In particular the 2007 and 2011 PEFA, a 2008 IMF technical assistance report, the 2011 World Bank Public Finance
Review and the PFM Technical Assistance project.
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estimated appropriations, personnel expenditure, and unforeseen expenditure. Finally, the
parliamentary debate on the budget and budget execution could be strengthened.

56  The six WAEMU public financial management directives have been transposed into
national law and their implementation is in progress. In 2009, WAEMU adopted six new PFM
directives covering transparency in public finances in general, budget preparation and execution
laws, government accounting, budget classifications, a central government chart of accounts, and
central government operations. The country is receiving strong support from the Bank PFM-TA
project to implement these directives. Similarly, the Bank, in partnership with USAID, is supporting
the implementation of the Transparency Code for the introduction of an asset declaration system
and a code of ethics for public officials and the improvement of access to financial information.

5.7 Performance of the public financial management reform program to date and
government commitment to its improvement is satisfactory but could be strengthened. The
government is required by law to submit to Parliament its Budget execution law (Loi de Reglement)
by the end of the year following the execution of the budget. The delay in the preparation and the
approval of budget execution laws accumulated since the creation of the Audit Court in 1999 has
been almost closed. The 2012 law was approved by the National Assembly in June 2014, six
months behind schedule. However, it was not accompanied by the assessment of the General Audit
Office (lettre de conformité) which normally helps the deputies in their analysis of the law. The
budget law and monthly budget execution tables are published, and economic journalists have
received training in order to understand better the budget and the broader PFM system. The
authorities are eager to adopt the BOOST instrument to make budget information more accessible
and technical assistance from the World Bank has begun.

5.8 The Banque Centrale des Etats de I’Afrique de I’Ouest (BCEAO) is the common
central bank of the West African States, which includes Senegal. The latest IMF Safeguards
Assessment was completed in December 2013. The assessment found that the bank continued to
have a strong control environment and has, with the implementation of the 2010 Institutional
Reform of the WAEMU, enhanced its governance framework. Specifically, an audit committee was
established to oversee the audit and financial reporting processes, transparency has increased with
more timely publication of the audited financial statements, and the BCEAO is committed to IFRS
implementation by end-2014. The assessment also identified some limitations in the external audit
process and recommended that steps be taken to ensure the adequacy of the mechanism through
selection of a second experienced audit firm to conduct joint audits.

5.9 The credit will follow IDA’s disbursement procedures for development policy
financing. Upon approval of the credit and effectiveness of the Financing Agreement, and provided
IDA is satisfied with the Country’s macroeconomic framework and with the program being carried
out by the Recipient, the proceeds of the credit would be disbursed by IDA into an account of the
Government for budget support. The foreign currency account forms part of the country's foreign
exchange reserve. The proceeds of the credit would not be used to finance expenditures excluded
under the Agreement. The borrower shall ensure that upon the deposit of the credit into said
account, an equivalent amount is credited in the borrower’s budget management system, in a
manner acceptable to the Bank, with ten days. Within 30 days of disbursement, the borrower will
report to the Bank on the amounts deposited in the foreign currency account and credited in local
currency to the budget management system. Assuming that the withdrawal request is in foreign
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exchange, the equivalent amount in CFAF reported in the budgetary system will be based on the
market rate at the date of the transfer.

5.10 Auditing. The administration of this credit will be the responsibility of the Ministry of
Economy and Finance. Through this Ministry, the borrower will (a) report the exact sum received
into the Dedicated Account; (b) ensure that all withdrawals from the Dedicated Account are for
budgeted public expenditures, except for purposes such as military expenditures or for other items
on IDA’s negative list; (c) provide to IDA evidence that the CFAF equivalent of the credit proceeds
were credited to the Account and disbursements from that account were for budgeted public
expenditures. If, after being deposited in this account, the proceeds of the credit are used for
ineligible purposes as defined in the Financing Agreement, IDA will require the recipient to refund
an amount equal to the amount of said payment directly to IDA.

D. MONITORING, EVALUATION AND ACCOUNTABILITY

5.11  Strengthening monitoring and evaluation is critical for the successful implementation
of the Government’s priorities. The last presidential election brought high expectations for
government accountability as well as enhanced performance of service delivery and policy
implementation. M&E functions in the Senegalese public administration are characterized by
weakness in line ministries, and the need to coordinate and strengthen central government actors.
The current institutional link between the head of the executive, the head of government, the
ministries of finance and planning, and sector M&E units has not been clear. The Government has
adopted a new framework developed jointly with the World Bank which now covers ten key
programs: agriculture, energy, infrastructure, water and sanitation, basic education, higher
education, health, social protection, disaster management and flood control, and the investment
climate. Many of the reforms and outcomes supported by the GGSC series are covered by this
framework. The M&E system is managed jointly by the Bureau of Operations and Method (BOM)
and the Ministry responsible for follow-up of the PSE, both located in the Office of the President,
along with the Ministry of Economy, Finance and Planning and the Prime Minister’s office.

5.12  The institutional structure for implementing all budget support has also been
strengthened. Previously, a senior advisor to the Minister of Economy, Finance and Planning was
responsible, supported by an inter-ministerial committee. However, he had insufficient staff to
support him and many competing functions. The role has now been transferred to the unit
responsible for monitoring economic policy within the new General Directorate of Planning and
Economic Policy. A committee consisting of government officials from the Offices of the President
and Prime Minister, all relevant sector ministries, and various departments within the Ministry of
Economy, Finance and Planning will meet every quarter, supplemented by other sectoral meetings.
The Minister of Economy, Finance and Planning will chair the full committee meeting twice a year,
while the Director General of Planning and Economic Policy will chair all others.

5.13 Grievance Redress. Communities and individuals who believe that they are adversely
affected by specific country policies supported as prior actions or tranche release conditions under a
World Bank Development Policy Operation may submit complaints to the responsible country
authorities, appropriate local/national grievance redress mechanisms, or the WB’s Grievance
Redress Service (GRS). The GRS ensures that complaints received are promptly reviewed in order
to address pertinent concerns. Affected communities and individuals may submit their complaint to
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the WB’s independent Inspection Panel which determines whether harm occurred, or could occur,
as a result of WB non-compliance with its policies and procedures. Complaints may be submitted at
any time after concerns have been brought directly to the World Bank's attention, and Bank
Management has been given an opportunity to respond. For information on how to submit
complaints to the World Bank’s corporate Grievance Redress Service (GRS), please visit
http://www.worldbank.org/GRS. For information on how to submit complaints to the World Bank
Inspection Panel, please visit www.inspectionpanel.org.

6. SUMMARY OF RISKS AND MITIGATION

6.1 The overall risk rating for GGSC III is ‘moderate’, with five sources of risks associated
with a moderate risk rating. The identified risks for this operation, as summarized in Table 6.1,
relate to (i) political and governance risks, (ii) macroeconomic risks, (iii) technical design of the
program, (iv) institutional capacity for implementation and sustainability and (v) environmental and
social. Other risks with a rating of ‘low’ are considered residual. The following sections describe
risks that are considered ‘moderate’, as well as mitigation mechanisms where applicable.

6.2 The political situation is broadly stable but subject to the pressures on a coalition in a
lively democracy. The ruling party depends on the cooperation of numerous smaller parties, and
there are signs of disagreement and an initial splintering. There was another cabinet shuffle after the
June 2014 local elections, which brought in a different Prime Minister and some new ministers.
However, the new Prime Minister is a long-standing and close associate of the President, who was
previously the Minister responsible for the monitoring of the PSE, so this has consolidated the
authorities’ focus. Most key development ministers remained in place. With two years before the
next elections (presidential), there is a window of opportunity to take tough decisions, and a sense
that there must be results to show by 2017. Political unrest in Mali and Guinea Bissau appears to be
subsiding, but instability in any of the neighboring countries continues to be a possibility.

6.3 Governance deteriorated in the last years of the previous regime but the new regime
has started to reverse this trend. Vested interests will resist change but the GGSC series tackles
some of the key sources of abuse, through the declaration of assets, the rationalization of agencies,
and reforms in higher education, hospital management and agricultural subsidies. A new institution
to fight corruption, OFNAC, has been created. The President has reiterated his commitment to
reducing his mandate from 7 years to 5, which will strengthen accountability.

Table 6.1: Risk Assessment

Risk categories Rating (H, S, M, or L)

Political and governance

Macroeconomic

Sector strategies and policies

Technical design of project or program

Fiduciary

Environmental and social

Stakeholders

I I r L

1.
2.
3.
4,
5. Institutional capacity for implementation and sustainability
6.
7.
8.
O

verall
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6.4 Senegal’s prospects continue to depend on developments in the global and regional
economy. A slower normalization in the current global context represents a significant risk. Mali is
Senegal’s largest single trading partner, as well as a key customer for transit trade, and its economic
performance continues to be hampered by insecurity and political uncertainty. The outbreak of
Ebola in neighboring countries has had serious consequences for the tourism industry in Senegal,
and it is not yet clear if the epidemic is under control. On the other hand, the dramatic decline in
global energy prices has created some welcome fiscal space by reducing subsidies required for
electricity production. This DPO series helps mitigate these risks by supporting reforms in the
investment climate to help diversify the economy and thereby reduce its vulnerability, as well as
actions more specifically focused on helping the tourism sector.

6.5 The IMF PSI ended in December 2014 but the authorities negotiated a new program
which was approved by the IMF Board on June 24, 2015. The PSE has very ambitious GDP
growth targets which seem somewhat unrealistic given past experience. However, Senegal needs to
maintain sound macroeconomic management to reassure traditional budget support partners, while
its increasing reliance on international financial markets will only reinforce this obligation. The PSE
reiterates the authorities” commitment to gradually reduce the fiscal deficit under 4 percent of GDP.
The current series helps create fiscal space by supporting spending efficiency in energy, education,
health, agriculture, and agencies.

6.6 The proposed program includes an ambitious set of reforms which will prove a
challenge for intra-governmental coordination. Beyond the Ministry of Economy, Finance and
Planning, seven different sector ministries and one agency are involved in steering the agriculture,
energy, basic education, higher education, health, tourism and investment climate reforms.
Numerous other agencies and public establishments, and one public enterprise, must cooperate. In
addition, two of the most challenging reforms — asset declaration and monitoring and evaluation —
require leadership from the Presidency, over which the finance ministry has no control. Asset
declaration has encountered some resistance from various quarters. However, the President has
clearly stated his support for these two reforms, and the Bank is providing TA in all areas covered
by the program.

6.7 The continued emphasis on electricity sector reform poses some risks. The electricity
sector and its institutions have a long history of failed reforms and their leadership has often lacked
a sense of urgency. However, progress has been made in the last three years, and the risk of not
engaging in this sector seems greater. The reforms promoted through this series are backed by TA
in a parallel investment operation, continuous dialogue by a reinforced field-based team including
IFC, active involvement by management, and regular, in-depth discussions with the IMF.

6.8 Implementation may be hampered by capacity constraints within the Ministry of
Economy, Finance and Planning. The monitoring framework for budget support in this ministry
has been understaffed, with little support from sector specialists in other parts of the ministry. One
person was essentially responsible for all four donors providing budget support, while also serving
as advisor to the Minister. However, all budget-support donors collectively raised their concerns
with the Minister, and appropriate changes have now been introduced, as summarized in paragraph
5.12. In the interim, direct supervision has been provided by Bank sector staff, most of who are
based in Dakar.

6.9 Finally, the impact of global warming and more specifically sea level rise could affect
the recovery of the tourism sector. Coastal erosion due to sea level rise is widespread. For
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tourism, beach erosion has severely affected the size and quality of beaches at Saly, the country’s
main resort. This is a critical issue as beaches are the main attractions of the resort. The World
Bank, with the Ministry of the Environment and Sustainable Development, recently undertook a
study of the vulnerability and adaptation of coastal areas to climate change.’ It provides a roadmap
to improve the situation along with preliminary technical solutions to be used and cost estimates. Its
main results are to be used to deal with beach erosion in the touristic resort of Saly within the
framework of an upcoming World Bank IPF (Growth and Exports Project). A sub-component
should help counter current erosion and restore the attractiveness to the site through renovation of
beaches and targeted erosion mitigation infrastructures.

® - World Bank and Egis Eau (2013). Economic and spatial study of the vulnerability and adaptation of coastal areas to climate change in Senegal,
Ministry of the Environment and Sustainable Development, Dakar, Senegal.
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ANNEX 1A: POLICY MATRIX AND RESULTS FRAMEWORK

Area/
Objective

Prior Actions

Results Framework: Indicator

GGSC I

GGSC Il

GGSC I

Baseline (2012
unless otherwise
indicated)

End-2014

Target
(2016)

Pillar 1a: Government Accountability — Program Development Objective: Improve economic governance by stre

ngthening accountability systems.

Foster Public
Sector
transparency,
and
accountability

Enhance Budget transparency
by submitting to Parliament a
draft law consistent with the
WAEMU guidelines for a Code
of Transparency (Directive
N°1/2009/CM/UEMOA portant
Code de Transparence dans la
Gestion des Finances Publiques
au Sein de I’'UEMOA)
(Prior Action 1)

Establish an Asset
Declaration System by
submitting to Parliament a
draft law making asset
declarations mandatory for
all Ministers
(Prior Action 1)

The Recipient has operationalized
its asset declaration system by: (a)
approving the related
implementation decree; (b)
allocating appropriate human and
financial resources to the national
office for the fight against fraud
and corruption (“Office National
pour la Lutte contre la Fraude et
la Corruption”/”OFNAC”); and (c¢)
ensuring deposition of asset
declarations by ministers holding a
portfolio to OFNAC.
(Prior Action 1)

declaration of assets

Percentage of holders of public office defined in
the asset declaration law who have made a

27%

3 persons (April 2015)

100%

Strengthen the independence of
the Audit Court by submitting to
Parliament a draft organic law
(projet de loi organique sur la
Cour des Comptes)
(Prior Action 2)

Publish the 2011 Annual
Report of the Audit Court
on the Cour des Comptes
website
(Prior Action 2)

Delay in the publication of the Audit Court annual
report after the year of the report

34 months 20 months

12 months

Pillar 1b: Public

Sector Performance — Program Development Objective: to promote better governance and effic

sectors, and within agencies, and strengthen monitoring and evaluation.

iency in the education, health and agriculture

Improve
Human
Resource
Management
effectiveness in
Education

Improve personnel management
of the education ministry by
adopting a decree reinforcing
the deconcentration process

(décret abrogeant et remplagant
le décret n°® 93-789 du 25 juin

1993)
(Prior Action 3)

Improve control of the
wage bill and human
resources in education by
a) connecting the data
bases of the ministries of
education, public service,
and finance; b) preparing
the 2014/15 recruitment
plan for education in

The Recipient has strengthened
wage bill control and human
resources in the education sector
by: (a) creating a system
connecting data bases of the
ministries in charge of education
and civil service; and (b) preparing

the 2015-2016 recruitment plan for

education in collaboration with the

Budget Credibility for Basic Education wage and
salaries (Ratio executed to approved budget)

>110 n.a.

100
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Results Framework: Indicator

Prior Actions
Area/ Baseline (2012 Target
Objective GGSC | GGSC I GGSC Il unless otherwise End-2014 (20196)
indicated)
collaboration with the ministry in charge of finance.
ministry of finance, and c) (Prior Action 2)
correcting staffing
irregularities
(moved to GGSC I11)
The Recipient has implemented Budget Qredibility for University Education
presidential directives on external (Ratio executed to approved budget)
revtehnues (ra:lrned gy u_nlvers:jtles 133 (2011) na <105
Adopt 2013 budgets for rougn (2) 2 op_tlon an
Strengthen financial the two largest universities submission to Parliament for_ Al P
Improve Y ancial ) ) 4 enactment of a draft law reforming Share of girls in the total number of students
management of universities by which are in compliance universities governance system: (b) receiving scholarships (percent)

oversight and
efficiency of
the public
universities

amending the financial regime,
(adoption of the Décret portant
régime financier des universités)

(Prior Action 4)

with the revised financial
regime; and adopt new
criteria for allocation of
scholarships
(Prior Action 3)

issuance of an Arrete specifying
resource allocation and use of

external revenues; and (c)

appointment of accountants in key
faculties and schools at the

University of Dakar, who report to
the chief financial officer.

(Prior Action 3)

35 (2011) na. 40

6

Improve
Hospital
efficiency

Sign a performance contract

between the HOGGY hospital,
the Ministry of Health and the

Ministry of Finance
(Prior Action 5)

Evaluate existing
performance contracts and
sign performance
contracts between 5 new
public hospitals, the
Ministry of Health and the
Ministry of Economy and
Finance
(Prior Action 4)

The Recipient has adopted a new
financial regime for public
agencies and establishments, and
has entered with five additional
public health institutions into
performance contracts whose
objectives are to increase service
supply, improve billing process
and control general costs.

(Prior Action 4)

Hospital efficiency index

79.54% n.a. 85%
Percentage of assisted births
65 (2011) n.a. 70

Improve

The Recipient has adopted a

Percentage of subsidized agriculture inputs
allocated through new e-platform

mobile phone-based e-platform to

efficiency of

® *The hospital efficiency index is the distance between (i) each hospital's combination of outputs and inputs and (ii) an efficiency frontier estimated through a
Data Envelopment Analysis (DEA). This technique is standard for assessing technical efficiency in data-poor environments

34




Area/
Objective

agriculture
services

Prior Actions

Results Framework: Indicator

GGSC |

Baseline (2012

GGSC I GGSC Il unless otherwise End-2014 Target
- (2016)
indicated)

distribute subsidized agricultural
inputs in the 2015 crop season; and
obtained approval allowing SAED
to enter into multiannual
. 0 0 90
maintenance contracts of hydro-

agricultural works with private
contractors and launched a call for
bids. (Prior Action 5)

Improve
financial and
technical
oversight and
transparency
of the
autonomous
agencies

Finalize the evaluation of
autonomous agencies; and
approve an action plan
including the closure and
merger of some agencies.
(Prior Action 5)

The Recipient has launched
implementation of the action plan
to restructure autonomous
government-owned agencies, by:
(a) merging certain selected
agencies; (b) appointing officers
responsible for the liquidation of
certain selected agencies; and (c)
entering with six of the largest
agencies into performance
contracts with the objective of
clarifying the financial
commitments of the Recipient’s
ministry responsible for finance
and the related performance targets
of agencies concerned.
(Prior Action 6)

Percentage of functioning agencies with a
performance contract

14

90

Strengthen
M&E
Functions in
the
Government

Establish an institutional
mechanism for regular
monitoring of strategic

priorities linked with the

budget cycle
(Prior Action 6)

The Recipient has issued a decree
establishing a comprehensive
monitoring and evaluation system
for the government’s policies and
programs, defining the roles and
responsibilities of all actors in the
administration.

(Prior Action 7)

The number of government programs with results
framework approved by the M&E Unit

10 in draft

10

Pillar 2: Private Sector Development — Program Development Objective: To enhance private sector development through energy sector reforms, and
improvements in the investment climate, including in the tourism sector.
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Area/

Prior Actions

Results Framework: Indicator

Baseline (2012

Objective GGSC | GGSC 11 GGSC 111 unless otherwise End-2014 -{;gfg)t
indicated)
Adoption by the Government
(signed by the Minister in Undistributed energy due to load shedding
charge of Finance and the
Minister in charge of Energy) of
a new Energy Sector Policy 250GWH (2011) | 41GWH | 10 GWH
Letter (ESPL) and action plan
2012 2016 (Prior Action 6)
Improve The Recipient has amended the Government Subsidies to the electricity sector for

efficiency and
sustainability

Adoption by the SENELEC
Board of directors of

performance contract entered into
between the Recipient and

tariff compensation (billions of CFAF)**’

, ) SENELEC on June 11, 2013 to 105 80 50
of tfslscigﬁrgy op?eErz,a\::lelEICressth Sgﬁl Crliarl]lgagg n Signature of a include perform{ince—based
including the agreement of Performance Contract bonuses and sanctions, and has
cross-debts settlement as of July between the State and amgnded the agreement . SENELEC’s debt to equity ratio
31 2012 between SENELEC and SENELEC regularizing cross-debt entered into
. - . (Prior Action 7) between the Recipient and
State zlgned ?SI/:.the Mlnlsctjry n SENELEC dated November 16
charge of Finance an ; ’
SENELEC (Prior Action 7) 2012, :ﬁed;;fgﬁ'gglﬁgiarzgwo‘j for 3 (2011) 2 (2013) <1
(Prior Action 8)
Paying taxes: Number of payments and time
Improve business climate The Recipient has: (a) issued (i) a required
by i) enacting a law decree reducing the numb_er of 59- 666 hours 56; 37;
simplifying property days _and costs_ to obtain ' 287 hours 318 hours
registration procedures construction permits through the - " peictering Property: Time required and cost as %
Promote creation of a single window and

private sector
development

and ii) revising its tax
code to reduce property
taxes and reduce the time
required for other tax
payments.
(Prior Action 8)

online processing; and (ii) a decree
determining a new fee schedule for
warehouse inspection; and (b)
eliminated the minimum capital
requirement for creating a new
company. (Prior Action 9)

of property value

122 days
20%

40 days
15%

65 days
12%

Construction permits: Time required

210 days 135 days

150 days

7 ** Unexpected changes in international prices for oil will be taken into account.
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Area/
Objective

Prior Actions

Results Framework: Indicator

Baseline (2012

GGSC GGSC I GGSC I unless otherwise | End-2014 | |9t
- (2016)
indicated)

The Recipient has offset the impact
of Ebola’s on the tourlgm szctor Number of arrivals by air
by: a) removing entry visas’ fees;
b) reducing selected taxes on air
tickets; and c¢) suspending recovery
acts initiated against hotels with
arrears in payment of patented and 868,649 855,602 875,000

land taxes in 2015.
(Trigger 10)
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ANNEX 1B: MODIFICATIONS OF ORIGINAL TRIGGERS AND STATUS

REPORT

GGSC Il Prior Actions

| Change from original trigger

| Status as of June 23

Pillar 1a: To improve economic governance by strengthening accountability systems.

The Recipient has operationalized its
asset declaration system by: (a)
approving the related implementation
decree; (b) allocating appropriate
human and financial resources to the
national office for the fight against
fraud and corruption (“Office
National pour la Lutte contre la
Fraude et la
Corruption”/’OFNAC”); and (c)
ensuring  deposition  of  asset
declarations by ministers holding a
portfolio to OFNAC. (Prior Action
1)

The process has taken longer than
expected so it will not be possible for
all persons to declare their assets in
time. The action now focuses on
Ministers with portfolios, while the
DPO results indicator still aims for
full compliance by 2016.

All  ministers  with
portfolio  have  now
submitted declarations in
conformity with the law.

There is no action proposed for the
Court of Accounts, as proposed in
GGSC II, as we chose instead to
focus on the monitoring and
evaluation system.

In preparing this operation, it was
decided to focus on the M&E
system, as this seemed more critical
to the successful implementation of
the government’s strategy.

Pillar 1b: To promote better governanc
and within agencies, and strengthen mo

e and efficiency in the education, health
nitoring and evaluation.

and agriculture sectors,

The Recipient has strengthened wage
bill control and human resources in
the education sector by: (a) creating a
system connecting data bases of the
ministries in charge of education and
civil service; and (b) preparing the
2015-2016  recruitment plan  for
education in collaboration with the
ministry in charge of finance.

(Prior Action 2)

Interconnection with the payroll has
proven more difficult than expected
and will take longer to complete so it
has been dropped for now.

The proposed third component
“eliminating ghost and double-
counted teachers” was dropped as
the interconnection did not take
place in time to enable such
improvements. The targeted
recruitment plan was changed from
2014/15 to 2015/16, which is more
relevant for the preparation of the
2015 budget law.

The education HR data
base is now connected to
the civil service registry,
and is operational. The
recruitment plan was
approved in November
2014.

The Recipient has implemented
presidential directives on external
revenues earned by universities
through: (a) adoption and submission
to Parliament for enactment of a draft
law reforming universities governance
system; (b) issuance of an Arrete

Basically unchanged. Component
c) is slightly modified to replace
“secondary accountants” with
“accountants who report to the
University of Dakar’s chief financial
officer”, since the accountants
appointed are not secondary

The draft law was
submitted to the national
assembly and approved
in January 2015. The
necessary arrété has
been approved. Four
accountants have been
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GGSC Il Prior Actions

Change from original trigger

Status as of June 23

specifying resource allocation and use
of external revenues; and (c)
appointment of accountants in key
faculties and schools at the University
of Dakar, who report to the chief
financial officer. (Prior Action 3)

accountants as defined in Senegal.
The objective remains the same.

appointed.

The Recipient has adopted a new
financial regime for public agencies
and establishments, and has entered
with five additional public health
institutions into performance contracts
whose objectives are to increase
service supply, improve billing
process and control general costs.
(Prior Action 4)

Strengthened with the addition of
five new performance contracts.
Also the new financial regime
applies to all agencies and public
establishments, and not just
hospitals.

Completed.

The Recipient has adopted a mobile
phone-based e-platform to distribute
subsidized agricultural inputs in the
2015 crop season; and obtained
approval allowing SAED to enter into
multiannual maintenance contracts of
hydro-agricultural works with private
contractors and launched a call for
bids. (Prior Action 5)

Modified due to delays in
recruitment of the consultant and
difficulties in conducting the survey.
This prevented the distribution of
inputs in 2014. The second part was
being treated as a separate action but
has now been added here to create
one agriculture prior action.

Initially, the signature of multi-year
contracts was targeted but it has
taken longer than expected to
complete the process.

The minister responsible
for agriculture has
signed a memo
confirming that the
platform is to be used for
the distribution of inputs
in the main crop season
starting in June and we
are monitoring its
implementation. SAED
has launched the call for
bids.

The  Recipient  has  launched
implementation of the action plan to
restructure autonomous government-
owned agencies, by: (a) merging
certain  selected agencies; (b)
appointing officers responsible for the
liquidation of certain  selected
agencies; and (c) entering with six of
the largest agencies into performance
contracts with the objective of
clarifying the financial commitments
of  the Recipient’s ministry
responsible for finance and the related
performance targets of agencies
concerned.

(Prior Action 6)

The threshold budget of CFAF1
billion for the agencies required to
sign contracts was removed. This
reduced the number of agencies
targeted from 10 to six.

Completed.

The Recipient has issued a decree
establishing a comprehensive
monitoring and evaluation system for
the government’s policies and
programs, defining the roles and
responsibilities of all actors in the
administration. (Prior Action 7)

The institutional mechanism
approved under GGSCII predated
the creation of a new Minister
responsible for monitoring the PSE
in 2014. Greater clarity in roles and
responsibilities was needed, so this
action has been added.

The President and Prime
Minister have signed a
decree.
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GGSC Il Prior Actions

| Change from original trigger

| Status as of June 23

Pillar 2: To enhance private sector development through energy sector reforms, and improvements in the
investment climate, including in the tourism sector.

The Recipient has amended the
performance contract entered into
between the Recipient and SENELEC
on June 11, 2013 to include
performance-based  bonuses and
sanctions, and has amended the
agreement regularizing cross-debt
entered into between the Recipient
and SENELEC dated November 16,
2012, to determine the method for the
balance allocation.

(Prior Action 8)

The original trigger called for the
separation of accounts between the
three business lines of SENELEC
but Bank procurement procedures
have delayed the process. The new
actions are considered to be more
important than the other original
components.

Completed. The Board
of SENELEC approved
the capital restructuring
in December 2014.

The Recipient has: (a) issued (i) a
decree reducing the number of days
and costs to obtain construction
permits through the creation of a
single window and online processing;
and (ii) a decree determining a new
fee  schedule  for  warehouse
inspection; and (b) eliminated the
minimum capital requirement for
creating a new company. (Prior
Action 9)

Measures to improve trading across
borders, where Senegal already does
quite well, were considered less
important by the authorities
compared to a reduction in the
minimum capital requirement.

Completed. The
minimum capital
requirement was reduced
from CFAFL1 bil. to
CFAF 100,000 in 2014
and then completely
removed in 2015.

The Recipient has offset the impact of
Ebola’s on the tourism sector by: a)
removing entry visas’ fees; b)
reducing selected taxes on air tickets;
and c¢) suspending recovery acts
initiated against hotels with arrears in
payment of patented and land taxes in
2015. (Prior Action 10)

This is a new action which
accompanies the increase in the DPO
amount by US$20m in order to assist
the authorities in coping with the
impact of Ebola.

Completed. In fact, the
new visa system has
been abandoned but the
legal documentation is
not yet finalized.
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ANNEX 2: DEVELOPMENT POLICY LETTER

3?4 ,:.”" ‘.“‘ LY e .1 . |

République du Sénégal = " 'MEFP/CAB
Un Peuple - Un But - Une Foi
MINISTERE DE L’ECONOMIE, Dakar,le 1 0 JUN 2015

DES FINANCES ET DU PLAN

LE MINISTRE

Monsieur Jim Yong Kim
Président de la Banque Mondiale

OBJET : Troisiéme Crédit d’Appui a la Gouvernance Economique et a la Croissance (CAGEC-III).

Monsieur le Président,

Je voudrais, au nom du Gouvernement de la République du Sénégal, solliciter un
Crédit d'Appui a la Gouvernance Economique et a la Croissance d'un montant équivalent
a 50 millions de dollars US pour soutenir notre programme de réformes.

A cet effet, je vous transmets en annexe, une lettre de politique de
développement qui résume les récentes performances économiques et sociales du
Sénégal, particulierement dans les domaines soutenus par le CAGEC-III et présente les
orientations majeures sur la période 2015 — 2017 faisant partie intégrante de notre
nouvelle stratégie de développement le Plan Sénégal Emergent (PSE) et du nouveau
programme économique et financier conclu avec le Fonds Monétaire International.

Par ailleurs, I'ensemble des actions préalables convenues avec les services de la
Banque Mondiale ont été entiérement réalisées.

En vous remerciant pour I'appui constant que vous nous apportez, je vous prie
d’agréer, Monsieur le Président, I'assurance de ma haute considération.

41



HEPURLIGUE D1 SESELAT

oot Peuple  Lie M = Ling 1o

MINISTERE DE 1.'0CONOMIE, DES FINANCES ET 180 M1 ASN

LETTREDF MMITIOUE DE DEVELOFPEMENT

L o s L ]

INTRODLCTINS

Z,

=d

Le Sénemal bail Toow & dos défls erliiqoes qu'il entend eckoser of par-deli mener 4
bien sew ambitoins & iravers un sgenda dv irumsformations dcvasmigues of saiales,
pour se diriger sdeemes vers Pémcrgeace Pow- siricrise dars sole v mivme i
bor g teree. e Comvomenent o diabord o adupa avec Topd de sos Farkenares
wehnlowes =t francors. s ronee e sotdgle oo divelopaemiert o Pl Eamezml
Brmgent [PSFY su Lo purbice 20042004 Eile inadnil B volons® peliique du
Louvernsvent, &' nseriie e Sl sir 2 voie cu ddvelipper s o la nise en uripte
dan prévecupations des pepelaiios de bege,

Certe nowvelle vision se divhime auiour de tevis axes stiategiyues « () Trrsfarmntica
amchncile de Péduaremie et o sane | () Copial Busiaie, pealection seciale o
Evelapperent durale | oot 1D Uuevirmonce, ingiubons, malis e e irite Apssl,
Ve lisonal slor do In Stratigic exige 0 niss oo place d'ar ensemitie de ofinines
Pour Beceoorer b processis L s ematien seructiaslle nuscepeihla d wnces e
deuullagw germomiag g

Cadve fedormleur des Interventions et politiques pobligues, le IPSE 2004.2024 preod
wamme vepdie lex prientations gouverneneniiles of e eadee Qwccebirntion des
Ubijeetifs dbn Milleauire e b Développeaent (OMT A Flariann 3005 o
prosenle Sidaia, sheache dakond & fdaln 40 el 8 Pharsm M08 Lo loances
lovaden (deriifidon pa lu siineoamenbve socle<dooromigue, Cnaite, el veau=sil ln
conty den Laieurs deeshininacis o erfin e le jen ey coteurs pivdld par la
Fobticpadon des portles pomnbe s e mise en muvee | jectlf consisle & osmmes
bes cond tnms d"one couissanien saenie o dutable § meme de dduie s Licanlvernenl
b panneress o ' paezdado |oa Obluetite fn M lonaine pous le Dévelappemant (oMLY

42



4.

L diveluppement cconnmigne of secial di Seiegul mévessite v miee cn aovee d ' une
sirategie cundubant & one crofiganer eousomiqee § fort impact il sur les
comilitbsm e vie des popmiatons e piemssl m owmpie b adeewind de rodinsser
bis MNmswors jmldipecs of de maipicnie (3 deile pablgee & dos wrcaat soubelde. A
ool epasd b 3F maow pake cssonlel wrer & L reloodc db o o oders um
crsrlleate de peave nencs vohsose, ofTiceus o eiiiciente. Por ailicus. on vie do renisner
e ddiolsie s bes palitiques publigacs avec ses PAMERAITSS £0 CieC oppanel, o de
ralhesral var “puss listeov cec s pa an iroe e ol piemient 2 uns meizleurs provisiniling,
le Ciomvermemiens ¢ Caeidd de seide des powiires péeiodiques e 16 prop GSL ey
parlcdres meniques of ficawicrs ol de mlyrmiser Parengemont Cada pour los
Apiticis [l res | A0 AR,

Nevelopps mmemls cosomigoe: nécean

5 las ricoah diveloppemenis eomsnispurs ks catroreir s sigans de foprine o8

N4, e @ Bn Pt abserels B o ts dew demidnes années 2t i acalde mlas w oal
i wre ke rdliere: aun chooy cxogerie., A ime spronitae wibince Je e plovisdn
aimid ogi"d ee 'k Esar patcane Ju sy induir @l Le regain de denantigmie guoosonak
slwrrireee bl 1oorerfoeccateal de o demande Pbdrieors freansd pa by cdolidsl on
di Iavessissements publes dunes Pévergle @ las infestrocruess, dace ur ceolesie de
clemiirains ol Inomdse o auwes ca Pan SEndanl Conegeid PREL Sam, @ Leas de
eritsunce €0 PID ofel cer cstn @ 4.7% cunime T, 8% en 2013, 525 ua gala o erwisen un
th min er pruerereEe ST AR (g viguee des sevioss mals Saloewr. b wleice de
sk seonrdi 1 S PrEREin: Au n v e seevice o of 98 ieie iation.
Factiing demram © o o rmses ey dfiTcolids de seomar Corsthge sl =
Finpee. rapeil dc Pisdaonie & viras « e v T st ssciom ooalouil v ue
Lendance halesibre,

Saginmani de la gestion bodgetaiir, ol ool carscieriste par une mobilisiion sses
siilislaisuniy il ressoneees hndgdoalees conjugudes 0 une gugmentatio sonlanie de
dépenscs lees au renforcement de centabig projels de dévebpgpement, ©os resiniees
codinpies  wond wriiees 0 CHTT milllesds concre 1639 milliands en 2003 sedr uie
prprasiar ¢ L3 1 Uepemslani les offts o0 8 e b [ nmlaslie 0 simes Phatin
potanaticr. ar obeonee dliaivisés deas o wecnr Tourisre-nesbiiralhon ol su
impoet pogalil s les noettes. Ly dipodas Wla o vl b el nels sl dvokiets
TEAS pil e Ao ksl e deéticll pu i e devien famddees or 2004 de (4% e MDY
=0 we s A 5 | de FIS comre 5055 o WG Dindle s o9 roder ekl & 1,176
an Mlla gl sus chamges aves Ueetd 2, b Jolia Ju compte courart kbors des
devrait Pepsoitn & B 8% de 191 er 340 4 corire 10 4% 20 2012,

| =]

43



Palishgies. macrodconomigues poar 20052017

7. Le thousernement o preparé avee Foppod ds Fands Mandinlie Liteintiml wi uoayeam
pregriming de tros ans dans le eadee de Plnstrument de Soutien 4 L Politique
Leunaimigue (ISPE), aur la période 2005- 2007, Lo nouvein prowiane w yui s situe g |
psilsiviginiineil cof Jeas premiess IRPF, visz & necwrpaznce e Séndgal cans ln ailss o aoavre Je
wainelle seateg.e Je développemeat b Plan Sédrapn’ 'E|'|'|.:-m;;_'|l: isE) q|,|i lhle sur wie
el sy dural e el ine nsive alin die dnise somsiblenear In _Fql,pl,.u:l;.':, WL s =i p.r-_'-g..:r.-.qu[
I walilise ncioscenmiguee el la sabi itg de |2 dere, La FUSRUARLALD & PP Bl L Tl
qul o taduilmont & veiin e maven terras rar la mise e e o d maticons |uagdiss puus siala la
Sl el iuligtive privee aliv de <isloive lo farms oeplamen dos ppmﬂ“[.;“u b Ul ibeds-
dp. dos eelirmrve |.'||.1 vizerd 2 oresracver les owscecs 0 vy by Jd.-h-.ul,' e U'Bial el &
it i aranmneiement sde: clzines phos atraenf peae le dévaloppemert du secieur afive, Ea
it ol un eevironnement micrnational dillicsle ssrque par de nceribindes perishnie,
lesi permpeciives muerodoonominaes dn Sénésal sur la pdriods 20082007 st peneralement
Liém orieniees. | crowance du PR néel devrait aveciia pudelionon pour allemdie 71 3
iy e 1.7 milaiim devrm | haiueeer = o msisacsin @ mari Jdc J Povioc s la plaedc L=
Jobo ol v vt devral S amaliorss o 62 50007 00 Coibw &0 8 puucon, Ju VB, Cuarce
& pek on phus per des M 3 bneissemenns Do Fasosrs [IREL Ly sliihd buupd s
v i i Wi ilberm on e e § pocrecar e M08 o de 4 poesxEl o9 2007 afir de relerdr
I 1apecs i saamcy e L defte publqus tolals (2xowe O Eosun) e ol neder en
dimsiun e 35 puotcer co0 PTIE = 2073 Ponr rogind € 05 obioetls de Jeéflell g Srnemenl
comptc Lmdbe: v iblement Fefficience de la déserse puoligue daes b sexlina s s o
s ilasbiitions- el conlen'r les Tigues wadpinires Uee proprior partieul bre e soonode 3
In pestion die asacurces humaines =o genesal er des orse.guants o paricuber, au Dsancement
ot universinds o bdpitaus publics e TelMcivg des nmeiees o sxdeomion, Le saene sius fogimal
il st Jes polibigues monelsine el de churgee zopeines de ool aer & prosErver ume faih =
inflation. mals wic msliigue bucpéraice pradeste dereoraim o atennenn olE pour ableimndre 14
alalai e of ear dcomamispae a0 Séndpe e comaner & Dy aabilie caldrioare de LERAGA,

A Politingee budpétaiee

A Te gonverncisen) réitére sun engagement & lmiter lo déficlt budgelaice golsl 4
maven rerma autour de & powrcesd do U, un nivesn oui peemcitos de préserver la
viahiliet e I desc publique. Aiosi, le pouvemened  conticusa 4 sol ool
Fimvediseren e In crolzsance, wul on msintemnd b dsb i en comtmist les arsion
it la dertaade intérior o o1 Coilen ke coucurmente gver le secleur prive. Low dénsnses gu
il des cpctears prisciodcs soalinucoom Cesgmevier Ty leur efficierce ot lear
dquite devraient fac amdiaios. L diper-e o Brvmar o morde rand 21 los déponses
oF i neansenanes soncar roodooodes. Lo offints de ralorse ¢os fpenses o 7 0s SoiE
aoavie & e polir et s iduien veneserle de L (st F Sponeige, be

H

L

H

44



gl des convent snd A Tnomrtien de Bsbment & esaze 3o logen ank, Auon v dies canngss
de porsonnel, Porensotion Jerewre e 2l des muginceiations de la erfating v
sevalari-asion o inclemni s, Lisis gu'une ples zrands oiose vashs e e renfosesimers
s elleciifs dens le sowleur e T wnes of des seevices de sdeuritd. Lo Gouverneinert
condiing aveg Pagiaa de o Mumgue Mordicle ur gxecice de movae dus ddpunses
polticucs cia 2005

hgﬂﬁlﬂlhhlhﬂlrﬂmmﬁmhﬁnmhwhﬁh
Enaviracment coatinecrn d¢ b wnc smabse de viabilid de b deie pabligqee une
links par somesire. Ul @ fvios SmpHETS e analyse do dSCecs prads par he peeds
conditinmacls b suh gEevbes fmss por ITial aow PPP 3 s oporsiions d=c
=nrepriges publ gacs, Uin Bl'ss micwsioe! de b Dede posligas 25 ipulifrorent
rublid. Lo pounvesieraerd 8 diobard o Docu-nent = Strrdpie 40 Oiesloon Jo 1 Dele 2
wawen Terna: (500410 12 mise @ wevee fore SIWT petficmia gik ooaosiles
diicenrifien o due yiire" Iest el ew wesocids & o Jdeve actuelle T8 dée oy oo D wliun
des ddficit sus o thiyEn e GaliEitoe ang lecclioer BedscSre du boasde de
Fnancoacol o staliliners o Uévalation Je Mondetlerment sur 1 pdiode

Be Helurmas hiiibpdtal vos e structurelles

B1. Beburmes biidgdiaires el de morchés puhlics

A L gorvernenent pourssiors ses efforts de céluvromes budgiisires o e & o sliossr

Ll.

b prodectyibd des depenas w vligecs, &'zoomitee B erwpaeade Balgissy o de
eelweay Udviimen. ¢ abi a b compabdesios ces danes b pd Le
PECAICINCE. towli e § TS o s s orelormees viewn' 4 e L
Al ficien of o prdperal on du budgs, U ssfoution Lespare e Ju bedps cies oo som
womiride @ postericnl par T Asembigs worinnsle Conurom | e sud de Cendcution cu
budges de Lot das mgpens Wmeaicls dSopleation.  sonl repuligrsmert aodie 2
puhlies et des sivaations de tsdasrerie rrimestsiclles sonl @laborées o wmis o osainsde
er cherge des ficancos, Le Uoiverremen compee renforcer davaiage le coniadle cxlore
te Pesdentien du Bodget, A cel eet, Lo lol de rdeement de 2007 0 ded verde par
UAscernbles fatiohake o len womples deosestion de Pareee 2005 ot 8 ansiis o 4
Clar cles prempses.

Le paruchévement de Ploferface enire SIGFTF of ASTEK u permis e ridaire
consbdéralsement bes délals de prodection des compies de gesthon el des projets de
bobs die réyghemseil. = oilldim, 2 Couscmemest 3 reaforcé ks ooy = gl 1isbipersd me
il e o dies Uompees ©F & 8 oot oMl Bl odopeer pan | Aseenk o hatoraly uee
oraclic bl orpnigee 0 8 Cow des Comples o 3002 o pris e dionel penewn
SEce duwede bl /o Pl rogire Faancee- A b Ul Jos compee. [a
Lo Ses connpies orting s &0 pul o s mopen < anrecs s sed sl

45



124 Afin de renforeer In oepnsparcace o Fintegrite do svsténne des Boances paliligis, bn
Lovvermement s gdoptd In Jol portast declurution o potrimalne, Ding s cac, e
gowvertarien ipeis an daore o ppabication de cetle cite Inioet OS82 naten gl peear s
lulie cartre la Fa0ads ¢ 1o swnmapiun (OFMACT a &8 ordss of Squipes pour s'uceeper
smire antre deceg ddokaiabions, Sdasl ks sereuss publics qui pllatent vl gerent fes fonds
publics Sas on Eaictioorale, semne szumis 3 des shlisatone J ke o dg recritde,
2 meswrs de L2 eorfigaes qa ker enl e Les merres du goasotement o partlc alier
- e bear dée amtion o pabiewire. Taovos oo pooviosson ke Eaespeeee ders
Fexicuibor det mackls padcs. 2 paneereTt S8 Kidimex o poasivne
Fapplicaier merr formoe! de code des marckeés publics L Aubais dv Aegmbsica do:
Manchex Pablics (ARMI) cuntie s de precenier @ et vOmome o w0 ippearts anmesds
mur Teffcaciof o lr (alubie ca syseme de pocanon. @ cadouthon v, e conindls des
marches mibles @ ddligstiess d8 service aualic, aswecll i ecommardarion s
suwszeptiabes 47 appaii dee el amiioms

15 Ume réflexion apprafiendie sar les olalacle: o bomse en wovee did déelelons o
pilitignes publiues esl vs ocses Cooe dledden g Jdele shall 6 Podegled d'ae
e i de sl vl Bvaluatiar deg preciamms pies Gieed o peesamenen
tvec Tnppui eehilgue Je la Nangqes saidialbe. Do Cuinse | Padldantiel 20 enoe § cor
affet le Foanncl 2000 Ule Jeerel et ddsermals o sithbuliars des o Pdrers soteins
tha i Funloation,

B2, Prisg en sampie dos risges bodgeiaine

i4. En oe gui concerae |3 prise en ocomple des risomesy badgimlng, o povomereend
oumnpie ren e le a6 0 Sinialhy des sty des St Gl e soulewr pulic
ik cac bex apences auidoc.as o o szaliscmen: pibice, doat B bipieas o e
unnees | 165 LW igiaes guil Benefionl oo plos er plosde amnglat v a el o badert e
Uhtal Des contars §¢ porfonmances ral &8 sipnés mvios st mgiivs g1 avec cing
nureaus. bapira Lol d wtiors pour L restroerarnrion o agerss a o approind
Plusieur- apsmoes ot 668 sUpprinides ot ceraines fusionnée, o dus o i s porrids
aocel oMb U6 phecsve wd preaion 5o A Habli: cal oregeanme des pojes
dieesltrr s qui e o pas encore pedrs, Le oSt de lour wsgiulion grommencen
urigjuerrent ajree ln fiatilisailie dos dludes de T wahilicé marrar lewr s mbill 2,

46



0. Palitiomes secariolles

15, T ddomvcrmemanl a eantinnd & investhr dans les sectears de Pdlueitian Tes offoits
icaportains o e cnsenrls poor poorclles le oiveae e sdugation de e papulation. L
aoveiil rnrlk.'u.|'n'r i s sur la im'.i..,m Les pessanraes e ninincs. L esl vl |.||,L'..|r sl
dio mersarnel de U Educelion e gté commundie® Paor e peilevrs sonndinior de Le
gesban cas rairees hnattless, or e Iz senvice de Ta Solde du Munnddie de Tooronie,
s Firances = de Plan ot 2 Mookie Je 0 Fancton publages, va rowweeu L-!;id
agpule Fichier Dindii de pogibon du oneans] de Ui ot ot 2w oosdoe ot decre in
e dispossil df reonisieo dis oeps eTerrris 8 & T php; e Ene
i | zmre pefon des chadprs dc ?.,.1-.-.r|d+. a owtveay 8 sodiau ol e SWvEreTem
sempaye @ w smendie g [0 ogratomert chagre sz & feowas o Le peipese don de e
Lasi des Firances

ChAm nivean de Pensebynement sapévienr, s oovorsilis onl pedand des Badges 2004 &
A5 ey ba busar dui ipow veun regione Tonnsize Macal loois le gaidifirer 5 rersnt ine
wrtienligation de ose palitgae d retrnde cee soorses wan @ladiue s atlne de cammenir
Pévolpta imsoutvisalile dig Peevaloppe udedtaiee gotil » carsigifl, @1 8a inlee 2
applionrion o dénarsd poar Pannde gealaioe 2001 Fais on siseaming ddquas de
Penszizipcameil suswdeir, e el dinseiplion: onl Qi augrmstibés & BONGE 08 £l
reEsan et pladrien miredes dand le budocl bes ombvers s Dey g sempiailes
particy bicis onil die e dong s SR Do s o matibi s Po 008 BeAES glelivn
il peesourcos.

17 Mues b secitur de la sanie, b porformancis < anchorenl phn kaemend qe: ke
voedrall k& Gosvernomesl s foi des difficolics que iraversomd be seeioar,
motamment ks dvulees hesplldiers. Afiv de  coniga pepgesivemanl e
desfomncticaran 2nis ceaplElos daws be sectaun, T pa s Jos vl Je perfiemeaces a
bl pomrsirivie pac 18 fuznalaie sve sing meareenuy bipdeax sn 2004, Un rovets décrer
ponlenl ~exime fnancier doi Eablisserierss puklics e strwulse axsini Ben o He prs
U dewrait perrerie | aastlcatiin el fa deorizmiom de la gesten dos ablissements
petrlic che Bamid, Peeoaillcuss, e gouvernement s mmélers & payer prig iesivermerd e
P TR TR 1) il

I35 an vivesm du sectenr ageienlior v gouvernement o wlopté wne c-platciorioe des
prodactews el inslilad som atilispnion dis b canpagee agricole 2005, Ce diapea
aui kTkse ks woecpames mchiles poandite Je minmalser b disrintion des olrants
aoricobes of faililer & benne be ciblose dms Ceetred dos sobwertioos. P plllems, bes
infisstr i byore agrbale Boe [obpt o mesllene vocimamy eva b
sEmEE T 36 conlsaln plurler o' s meer d posiiis res prives

9. Dans e sootow) de Chaergie. ls differeeis mosares mbes on scwvie par e
pouvernement il peeish wse omdioration de la sestion de be ekt @ Saicicni o

I

i

47



s

viduil considirablemant bes delestages dus & un wamgue e peosloemion, Lo coitral
de pochamianis sanportanl vie € suse wones-malis o S elgnd aves In Sehelee o wn
COMERG o b o siv szt Cutke aradioration du le geeion e Insocided dars wn
conicale de balvse s pris des prinhi e peterelics 2 permis de pedubis aa i e FivRies
o b enmpevatisn bt initglemert patvu dans = Budsan 2005, Lecoond ok s
B bee CEriuo) OAES Sonelec = x Win adie de Tlconorsie, ded Foeiners of de Plaa s it
vomdu = Tl o le wgiol e o0 rvonnal sar Peliectaion du saldc on Dnemr e 1T,

Le secteur du Troeriamie, o ete durement affecte par la eelse de Pépadimiv o vires

Ebodas L Setnepnl o poomaicrizer sod sgul ens ©Faoda gy paveis, Cependaar, il i'n pas
dohappd & Pimpaer ndgaif do Uéprslimie dons Tn scasprighon, svec des  faus de
cenipliasage e hhlels s Sniddes sobe pals. Plosiowsz hilel onl lered enms pafcs g
des pena d'vmp'e Impetaeies. Peur milizr £ oo eriw, I poaciIRem o i
s pechbr: aommecy b soppresian e ona proaw o Tomerigque, Eo ples
oal_gocs L war be bille: Cgviom ar fd rdduines go 3005, @ le nourcaizes fiscilos
I arndsds des hdrels ool ole suspendues, Tomes les lesen it I o 2o A tonmsine or
Uagearative 2o il suppriondes poar oo pdriiade du 10w, el un Gnds de 2 oillieeds de
FCEA partant coddi dwehar o et et pour aider les pralisslonrals & st Juns |2
Féhabiliihor o Venergtlen des redeptdin,  Tonant vonnple e ol Fscal de acs mwae e,
ks ukirike onl donands wie wiprenicien de appu hudgiione o b B
i -l sl

. Amelioraricn de Nemvironmemeni des allaires

Lo Gionveriement emrend  scculerer b= riformes vibant Pamcliorntion  de
Penvieounoment ies nffaies  afin de rendre lo Sdidgul  plos ottenetif @
Finvestissemienl prive. Clest o0l qiw o capikel minimnn pogs crden wme enrrepeise o
S PPl o des peicws guapes de mooordirwyl 4 Peam PEechiced o
Fassm nissey mo | irammds Loz diods Sorsgivreonen: st k bmeb ode progrde 5
& Frisls pls Urs o tnods ans. Los Jé st de dcfmmas e poamis So ovrstmis ol o
medits. Dy e demaing £a Bansior; B Commission agrionale Ji rolorme Toneiees devrah
rencine sed caniclus s aeamr B flade s

48



Unofficial translation

REPUBLIC OF SENEGAL

MINISTRY FOR THE ECONOMY, FINANCE AND PLANNING

(May 2015)

l. Introduction

1. Senegal is facing critical challenges that it intends to address, in addition to fulfilling
its ambitions, through an agenda of economic and social transformation, in order to move
towards emergence. To achieve this long-term objective the Government, with the support of its
technical and financial partners, worked out and adopted its new development strategy, the
Emerging Senegal Plan (PSE) for the 2014-2024 period. The plan is an illustration of the
Government's political will to usher Senegal into the path of development and take into account
the basic concerns of its population.

2. This new vision is structured around three strategic axes: (I) Structural transformation
of the economy and growth; (I1) Human capital, social protection and sustainable development;
and (111) Governance, institutions, peace and security. Furthermore, the operationalization of the
Strategy calls for the implementation of a set of reforms to accelerate the structural
transformation process likely to launch the economic take-off.

3. As an umbrella framework of public interventions and policies, the PSE 2014-2024 takes
its bearings from government directives and the framework to accelerate the achievement
of the Millennium Development Goals (MDG) by 2015. This Strategy is initially intended to
reverse, by 2018, the trends identified by the socio-economic review. It will then take into
account the decisive factors and finally integrate the interaction between actors revealed by the
stakeholders' participation in the implementation. The objective consists in fulfilling the
conditions of a sustained and sustainable growth likely to significantly reduce poverty and
achieve the Millennium Development Goals (MDG).

4. The economic and social development of Senegal calls for the implementation of a
strategy leading to economic growth with a strong positive impact on the living conditions
of the populations but also taking into account the need to improve public finance and
maintain public debt at bearable levels. In this respect, the major challenge primarily relates to
the revival of the economy against a background of virtuous, effective and efficient governance.
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Besides, to consolidate the public policy dialogue with its development partners, and rationalize
their interventions for an improved alignment and greater predictability, the Government decided
to hold periodic meetings with the G50 group of technical and financial partners and reactivate
the Budget Support Framework Arrangement (ACAB).

I1. Recent Economic Developments

5. Recent economic developments show signs of recovery in 2014, following the downturn
observed in recent years and attributable to low resilience to exogenous shocks, an agriculture
that is highly dependent on rainfall and an overt weakness of the industrial fabric. The renewed
dynamism, which seems to be taking shape translates the increase in domestic demand
encouraged by the consolidation of public investments in energy and infrastructure, as the
implementation of the Emerging Senegal Plan (PSE) kicks off. Thus, real GDP growth is
estimated at 4.7% against 3.6% in 2013, i.e. an increase of about one (1) percentage point
reflecting the strength of the services as well as the revival of the secondary and primary sectors.
With regard to accommodation and food services, the activity remains gloomy because of the
difficulties of the tourism sector exacerbated by the negative impact of the "Ebola" virus
outbreak. The sub-sector is expected to remain on a downtrend.

6. Budgetary management is characterized by a fairly satisfactory mobilization of
budgetary resources combined with a constant increase in expenditures for the
consolidation of some development projects. The ordinary resources stand at CFAF1877
billion against CFAF1659 billion in 2013, i.e. an increase of 13.1%. However, the effects of the
Ebola virus outbreak, in particular, the absence of activities in the Tourism-Catering sector,
impacted negatively on earnings. Total expenditure and net loans are estimated at CFAF2318.5
billion; Overall, public deficit is expected to improve by 0.4% of GDP in 2014, equivalent to
5.1% of GDP against 5.5% in 2013. Inflation remained moderate at 1.1% in 2014. With regard to
foreign trade, the current account deficit excluding grants is expected to drop to 8.8% of GDP in
2014 against 10.4% in 2013.

I11.  Macroeconomic policies for 2015-2017

7. The government has prepared with support from the International Monetary Fund a
new three-year program supported by the Policy Support Instrument (PSI) for the period
2015-2017. The new program is an extension of the first two PSIs. It is intended to guide
Senegal in implementing its new development strategy Plan for an Emerging Senegal (PSE),
which relies on high, sustainable, and inclusive growth to substantially reduce poverty while
safeguarding macroeconomic stability and debt sustainability. The program relies on breaks with
the past that will, in the short and medium term, result in the initiation of bold actions to
stimulate private initiative and creativity in order to realize the people’s aspirations towards well-
being, as well as reforms aimed at restoring the government’s fiscal space and creating a more
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attractive business environment for private sector development. In spite of a difficult
international environment marked by persistent uncertainties, the macroeconomic
prospects for Senegal over the 2015-2017 period are generally promising. Real GDP growth
IS expected to accelerate gradually to reach 7 percent in the medium term. Inflation should drop
and be maintained at less than 2 per cent during the said period. The current external deficit
should improve to reach less than 8 percent of GDP, increasingly financed through Direct
Foreign Investment (DFI) flows. The budget deficit should be maintained below 5 percent in
2015 and 4 per cent in 2017 in order to slow down the rapid growth of the total public debt
(foreign and domestic), which should be maintained below 50 percent of GDP in 2015. To
achieve the deficit targets, the government intends to substantially improve the effectiveness of
public expenditure in the social and infrastructure sectors and contain budgetary risks. Special
attention will be paid to the management of human resources, in general and of teachers, in
particular, to the funding of universities and public hospitals and the efficiency of implementing
agencies. The sub-regional framework which governs monetary and exchange policies will
continue to contribute to the maintenance of a low inflation; however, a prudent budgetary policy
will be a key instrument in achieving macroeconomic stability in Senegal and contributing to
WAEMU's external stability.

A. Budgetary policy

8. The government reiterates its commitment to limit the total budget deficit in the medium
term to around 3 percent of GDP, which will help preserve the public debt viability. The
government will continue to support investment and growth, while maintaining stability by
containing the pressures of domestic demand and avoid competition with the private sector.
Expenditures on the priority sectors will continue to increase but their efficiency and equity need
to be improved. Expenditures in favour of the rural areas and those on infrastructure will be
increased. Efforts to control recurrent expenses will be pursued by substantially reducing the
telephone bill and freezing rental agreements for officials. With regard to personnel costs, the
policy remains to freeze increases, the creation or the revaluation of allowances, and exert
greater control, notwithstanding the increase in the workforce in the health sector and security
services. The Government, with World Bank support, will undertake a public expenditure review
exercise in 2015.

9. Domestic debt management will be further strengthened. The government will, in
particular, continue to conduct a domestic debt viability analysis every six months. This exercise
will include an analysis of the risks posed by contingent liabilities related to guarantees issued by
the State, to PPP and operations by public companies. A quarterly Public Debt bulletin is
regularly published. The government has prepared a Medium-Term Debt Management Strategy
Paper (SDMT). The implementation of a Medium-Term Debt Management Strategy Paper
(SDMT) will enable the authorities to identify and manage the risks associated with the current
debt. The decision to limit the deficits in the medium-term will lead to a decrease in the funding
need and thus stabilize the indebtedness trend over the period.

51



B. Budgetary and structural reforms

B.1. Budgetary reforms and Government contracts

10. The government will pursue its budgetary reform efforts in order to improve the
productivity of public expenditure, improve budgetary transparency and reinforce the
evaluation, monitoring and accounting of budgetary risks. The government will continue to
implement reforms aimed at improving budget planning and preparation, transparent budget
implementation as well as its control a posteriori by the National Assembly. Concerning the
monitoring of State budget implementation, quarterly implementation reports are regularly
produced and published and quarterly cash flow statements are prepared and submitted to the
Ministry of Finance. The Government intends to further strengthen external budget
implementation control. To that end, the National Assembly adopted the 2012 Budget Execution
law and the management accounts for 2013 were transmitted to the Court of Auditors.

11.  The completion of the interface between SIGFIP and ASTER helped to considerably
shorten the process for the production of management accounts and budget execution bills.
In addition, the Government increased the means and strengthened the independence of the Court
of Auditors. To this end, it submitted to the National Assembly for adoption, a new organic law
on the Court of Auditors in 2012 and issued a decree for the enforcement of this law and another
on the financial regime of the Court of Auditors. The Court of Auditors continues to publish its
annual reports on its site.

12. In order to improve the transparency and integrity of the public finance system, the
Government adopted the law on the declaration of assets. In this regard, the government
issued a decree for the enforcement of the said law and set up and equipped the National
Authority for Combating Fraud and Corruption (OFNAC) to deal with these declarations,
amongst other things. Thus, public actors entrusted with the administration and management of
public funds, be they elected officials or civil servants, will be subjected to obligations of
integrity and propriety, commensurate with the trust placed on them. Members of the
government, in particular, have submitted their declarations of assets. To promote transparency
in the performance of public procurement contracts, the government is determined to continue to
firmly implement the Public Procurement Code. The Public Procurement Regulation Authority
(ARMP) continues to present to the Government its annual reports on the effectiveness and
reliability of the public contract award, implementation and control system and public service
delegations, combined with recommendations that could lead to the improvement of the system.

13. A thorough reflection on the obstacles to the implementation of public decisions and
policies is underway. This reflexion has already led to the adoption of a new mechanism to
monitor and evaluate the government's priority programmes with the technical support of the
World Bank. To this end, a Presidential Council was convened on April 7, 2015 and a decree
establishing the attributions of the various monitoring-evaluation actors has been issued.
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B2. Addressing budgetary risks

14.  With regard to the need to address budgetary risks, the government intends to step up
the monitoring and control of activities of other public sector entities such as the autonomous
agencies and public institutions, including public hospitals and universities, which increasingly
receive transfers from the State budget. Performance contracts were signed with six agencies and
five new hospitals. An action plan for the reorganization of the agencies was approved. Several
agencies were closed while others were merged and liquidators appointed to this end. A reserve
was established to hold investment projects that are not yet ready. Their implementation will
begin only after the feasibility studies attesting to their viability are finalized.

C. Sectoral policies

15.  The Government continued to invest in the sectors of education. Great efforts were
made to increase the population's level of education. Special emphasis was placed on human
resources management. Thus, an audit of the Education staff was commissioned. To better
coordinate human resources management between the Pay service of the Ministry of Economy,
Finance and Planning and the Public Service Ministry, a decree was issued for the
implementation of a new software dubbed Unified Public Servants Management database. A new
system for the recruitment of teachers (corps émergents) was set up to better manage personnel
costs in the sector and the government is committed to recruit, every year and in time, for the
preparation of the budget.

16. With regard to higher education, the universities have prepared the 2014 budgets on
the basis of the new financial regime. Furthermore, the government has decided to rationalize its
policy for awarding scholarships to students in order to contain the unsustainable expansion of
the budget allocated to that effect. The policy was first implemented at the start of the 2014/15
academic year. To ensure an adequate financing of higher education, the registration fees were
increased and all the other own-generated resources brought into the universities’ budgets.
Special accountants were appointed in the various faculties and institutes to guarantee a sound
management of resources.

17. In the health sector, performance is improving a lot slower than the Government
would have wanted because of the difficulties confronting the sector, in particular the
hospitals. In order to gradually rectify the imbalances observed in the sector, the policy
instituting performance contracts was pursued with contracts signed with five new hospitals in
2014. A new decree on the financial regime of Public Institutions and similar bodies was issued.
It should help improve and secure the management of Public Health Institutions. Moreover, the
government will strive to progressively pay the debt owed to hospitals.

18.  With regard to the agriculture sector, the government has adopted an e-platform of
producers and instituted its use as of the 2015 crop year. This mechanism will help
rationalize the distribution of agricultural inputs and, in the long term, facilitate targeting in the
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granting of subsidies. In addition, the maintenance of the hydro-agricultural infrastructure will be
improved with the signing of multi-annual contracts with private service providers.

19. In the energy sector, the various measures implemented by the government helped
improve the management of the Electricity Company and considerably reduced power
rationing due to production shortages. A performance contract comprising a bonus-malus
clause was signed with Sénélec and a technical monitoring committee established. The
improvement of the company's management against a background of declining oil product prices
helped reduce by a third, the tariff compensation amount initially provided for in the 2015
budget.

20.  The Tourism sector was severely affected by the Ebola virus outbreak. Senegal was
able to successfully bring under control its single Ebola case. However, this did not spare the
country from the negative impact of the epidemic in the sub-region. Hotel occupancy rates were
very low - or non-existent in some cases. Several hotels had to close causing significant job
losses. To mitigate this crisis, the government took several decisions, in particular, the abolition
of the biometric visa issued against payment. In addition, some taxes on air tickets were halved,
and the prosecution of hotels for tax arrears was suspended. All taxes levied on the tourism
sector in Casamance were suspended for 10 years, and a 5 billion CFAF fund for hotel loans was
set up to help professionals to invest in the rehabilitation and maintenance of hotel
establishments. In view of the fiscal cost of these measures, the authorities requested an increase
in the World Bank’s budget support.

D. Improving the business environment

21. The Government intends to speed up the reforms aimed at improving the business
environment in order to boost Senegal’s attractiveness to private investment. Thus, the
minimum capital to create a company is no longer required and one-stop shops were set up for
connections to water and electricity supplies and to the sewage system. The registration fee for
the change of ownership was reduced threefold within three years. The building permit issuance
period was reduced. In the area of land, the National Land Reform Commission is to submit its
conclusions before the end of the year.
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ANNEX 3: IMF RELATIONS

IMF Executive Board Approves Three-Year PSI for Senegal
Press Release No. 15/297
June 27, 2015

The Executive Board of the International Monetary Fund (IMF) today approved a three-year
Policy Support Instrument (PSI)! for Senegal. The PSI supports implementation of a three-year
program of macroeconomic reforms designed to advance the Plan Sénégal Emergent (PSE),
the authorities’ strategy to increase growth and reduce poverty while preserving macroeconomic
stability and debt sustainability. The authorities plan to focus on increasing tax revenues by
broadening the tax base, as well as on rationalizing current expenditures to create fiscal space
for financing infrastructure and social expenditure. Attention will be paid to the quality of
expenditure, including investment, and to strengthening public financing, transparency, and
economic governance. The authorities intend to accelerate structural reforms to foster a more
attractive business environment, thereby promoting development of the private sector.

The authorities aim to achieve an economic growth rate of at least 5 percent in 2015 compared
with 4.7 percent in 2014, while maintaining the inflation rate below 2 percent. Sustained efforts
to scale back government spending and to improve mobilization of tax revenues will allow for
an increase in investment and social expenditures and a decrease in the budget deficit to 4.7
percent. Medium-term targets include increasing the GDP growth rate to over 6 percent,
containing inflation below 3 percent, and reducing the budget deficit to 3.6 percent by 2017,
with the goal of reducing it to 3 percent by 2018. Export growth should reduce the current
account deficit from 9 percent of GDP in 2014 to 6.5 percent of GDP in 2017.

Following the Executive Board's discussion, Mr. Mitsuhiro Furusawa, Deputy Managing
Director and Acting Chair issued the following statement:

“The new Policy Support Instrument (PSI) supports a three-year program of macroeconomic
reforms embedded in a development strategy for inclusive growth and poverty reduction (Plan
Senegal Emergent—PSE). The growth goals of above 7 percent enshrined in the PSE are
achievable provided reforms are accelerated, broadened and deepened. Early signs indicate
positive momentum owing to progress in reform implementation and favorable external factors.
However, more remains to be done to solidify this momentum.

“The authorities are committed to meeting the target of the West African Economic and
Monetary Union of a fiscal deficit of 3 percent of GDP by 2018 and implementing structural
reforms to boost economic growth, with the 2015 budget targeting a deficit of 4.7 percent of
GDP. The authorities plan to strengthen tax and customs administration, and rationalize taxation
of the financial sector and telecommunications. On expenditure, they will reorient lower priority
spending, particularly public consumption, to provide room for higher public investment.

“Risks to the program are significant but manageable. The political calendar may pose some
risks to the planned fiscal consolidation. Reforms to curb unproductive public consumption and
raise expenditure efficiency may slow down and there could be revenue shortfalls. External
downside risks include slower growth in partner countries, continued volatility in oil prices—
which may affect revenue targets and subsidies—and spillovers from regional shocks including
extremism and natural disasters. To mitigate these risks, the authorities plan to supplement the
fiscal deficit targets with a debt anchor and will expand use of the precautionary reserve
envelope to link project financing to reform progress.”
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http://www.imf.org/external/np/sec/pr/2015/pr15297.htm#P16_233

L The PSI is an instrument of the IMF designed for countries that may not need, or want, IMF
financial assistance, but still seek IMF advice, monitoring and endorsement of their policies.
The PSI helps countries design effective economic programs that, once approved by the IMF's
Executive Board, signal to donors, multilateral development banks, and markets the Fund's
endorsement of a member's policies (see http://www.imf.org/external/np/exr/facts/psi.htm).
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