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EXECUTIVE SUMMARY

i. This Joint Country Partnership Strategy Paper (JCPSP), prepared by the African
Development Bank (ADB) and the World Bank Group (WBG) for the Central African
Republic, describes the common strategy, as well as the proposed financing operations
program and analytical work of the two institutions for the Central African Republic (CAR)
for the 2009-2012 period.

ii. Following many years of political instability and violent conflicts, CAR has set itself
on a new path of normalization of its sociopolitical environment and consolidation of peace
in the country. However, it remains a fragile State. CARIS political situation has improved
since the 2005 presidential and parliamentary elections, which led to initiation of the
pacification and national reconciliation process, the signing of peace agreements between the
Government and the major politico-military groups in 2007 and 2008, the passing of a
general amnesty law in October 2008, and the holding of the Inclusive Political Dialogue
(IPD)!. Encouraging progress has been made in the implementation of the IPD
recommendations, including the formation of a new national union government in January
2009. The disarmament, demobilization and reintegration process of former rebel combatants
has been initiated, but is threatened by disagreements between the Government and some
rebel movements. The security situation remains uncertain, given sporadic violence in the
country(S North-East. Therefore, prospects for lasting political stability will depend on the
successful implementation of the IPD conclusions and the UN Peace-Building Commission
(PBC)? Strategic Framework 2009-2011 for CAR, including the implementation of the
demobilization and reintegration program, as well as the organization of presidential and
parliamentary electionsin 2010.

iii. Since 2004, economic recovery has gained momentum. However, in the course of
2008, the economy slowed down as a result of a number of unfavorable factors, namely
power outages since 2008, increase in oil and food prices, and the international financial
crisis. The real GDP growth rate, which increased from -4.6% in 2003 to 4.2% in 2007, was
estimated at 2.2% in 2008, as against pre-crisis projections of 4.9%. The international
financial crisis has impacted CAR mainly through a 23% decline of its exports (mainly
timber and diamond) in 2008 compared to 2007. Furthermore, CAR has experienced
budgetary problems due to weak tax revenue (7.8% of GDP in 2008) and officia
development assistance (ODA). ODA, which increased sharply in 2006 (13.4% of GDP) due
to the exceptional external debt cancellation operations, declined to about 4.7% in 2008.
Despite these challenges, aggravated by the financial crisis;, CAR has maintained its
commitment to a sound macroeconomic framework and structural reforms. The
implementation of the International Monetary Fund(s (IMF) Poverty Reduction and Growth
Facility (PRGF) program over 2007-2009 has been satisfactory, and the country is expected
to reach the completion point of the Heavily Indebted Poor Countries (HIPC) Initiative in
June 2009.

iv. In line with the objectives of their reengagement in CAR, the World Bank and the ADB
had prepared a Joint Interim Strategy Note (JSN) 2007-2008 to harmonize their support and
demonstrate their commitment to resolve CARIS arrear problem, facilitate access to the HIPC

The IPD was held between representatives of the presidential majority, the opposition, the politico-military movements,
the civil society organizations, and the public institutions.

The Commission, composed of 31 member countries, adopted officialy the Strategic Framework 2009-2011 for the
peace-building in CAR on 6 May 2009.
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Initiative and the Multilateral Debt Relief Initiative (MDRI), and support Government efforts
aimed at improving public services and consolidating the stability of the political and social
environment. The implementation of the J'ISN had been satisfactory and the support of the
World Bank and the ADB has begun to produce results despite constraints related to weak
capacities and the ongoing peace-building process. Several activities initiated under the JISN
are being carried out and are supported by the commitments of the World Bank (US$ 76
million) and ADB (UA 41.9 million, approximately US$ 62.6 million).

V. The JCPSP reaffirms the commitment of the ADB and WBG to deliver on the
principles of the Paris Declaration on Aid Effectiveness and consolidate results achieved
under the JISN. It is based on the following strategic principles: (i) address CARIS most
pressing priorities identified by the Poverty Reduction Strategy Paper (PRSP) 2008-2010 and
the UN Peace-Building Commission[s Strategic Framework 2009-2011 for CAR,; (ii) target
selectivity and tangible results; (iii) maximize opportunities for regional integration; and (iv)
provide a framework for continuity of support under ADF-12 and IDA-16.

Vi. Given the limited ADF and IDA allocations for CAR and the weak absorptive
capacity of the country, the JCPSP supports the implementation of the PRSP while applying
the principle of selectivity. The two institutions have agreed to concentrate their support on
the PRSP pillar Il (promote governance and rule of law) and pillar 111 (rebuild and diversify
the economy). The World BankIs support is also aligned with PRSP pillar 1V (develop human
capital). In addition, the International Finance Corporation (IFC) and the Multilateral
Investment Guarantee Agency (MIGA) will contribute to boosting private sector-led growth.

Vii. The two main strategic thrusts of the joint CPS are: (i) Consolidation of Economic
Governance and Institutional Capacity; and (ii) Rehabilitation and Development of Socio-
Economic Infrastructure. The main expected results are: improved public finance
management; (ii) transparent and rational management of natural resources; (iii) strengthened
adminigtrative planning and management capacity at the central and loca levels; (iv)
improved investment climate and more business opportunities for SMEs; (v) improved
infrastructure for regional economic integration; (vi) improved access to basic urban and
community infrastructure; (vii) improved agriculture and livestock productivity; and (viii)
improved access to quality education and health services

viii. Regarding PRSP PFillar | (restore security, consolidate peace and prevent conflicts),
the UN System, in partnership with the EU Commission and the main bilateral partners, isthe
lead partner, while the World Bank and ADB play a limited support role within their
respective mandates. In addition, cross-cutting issues related to security and peace-building,
promotion of gender equity, environmental protection and fight against climate change, and
capacity development are addressed in a systematic way in the joint CPS activities. These
sectors are also supported by specific operations of the ADB and World Bank.

iX. ADB and World Bank support will be mainly from their ADF and IDA windows
respectively. ADBIS activities planned for 2009-2010 will be financed under ADF-11
(country allocation of UA 17.72 million, equivalent to US$ 26.49 million, Supplementary
Support CJFSF Pillar I° of UA 11.85 million, equivalent to US$ 17.72 million, and Targeted
Support JFSF Pillar 111 of US$ 2 million). ADBIS activities envisaged for 2011-2012 will be

3 Theevaluation of CARIS compliance with the primary and secondary criteria for eligibility for the FSF

resources is presented in Annex 7.
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financed under ADF-12. IDA-15 resources (US$ 34 million) will support the WBG activities
in 2009-2011, while IDA-16 resources will support activities in 2012. In accordance with
ADF-11 and IDA financing modalities, CARIS total contribution to regional operations has
been capped at one-third of the cost of the regional operations for IDA-15 and 10% of CARIS
alocation under ADF-11. Efforts will therefore be made by the ADB and World Bank to
mobilize resources for economic infrastructure projects aimed at regional integration. With
the assistance of the World Bank, CAR has benefited from the resources of the Education For
All O Fast Track Initiative (US$ 38 million), and additional resources are being actively
sought from bilateral and trust funds managed by the ADB and the World Bank.

X. IFC will support the improvement of the business climate and SME development
through its Conflict Affected Statesin Africa (CASA) program and Venture Capital program
which will provide advisory services and venture capital to SMEs. MIGA will support and
complement |FC efforts through its Small Investment Program (SIP) which is adapted to the
financing of SMESs, and provide guarantees for political risk. The ADB recently introduced
the Trade Financing Initiative (TFIl) and the Emergency Liquidity Facility (ELF), both of
which provide financial support to non-sovereign operations in ADF-eligible countries, such
as CAR, suffering from liquidity shortfalls due to the global economic crisis. These new
instruments will be used by the ADBIS Private Sector Department to fund trade and
investment opportunitiesin CAR, in collaboration with IFC and MIGA.

Xi. The indicative program of the WBG and ADB combines policy development
operations and investment projects in order to support the two strategic thrusts of the joint
CPS. The policy development operations aim to consolidate ongoing reforms, focusing on the
improvement of governance in public finance and natural resource management. Investment
projects will continue to support the rehabilitation of the socioeconomic infrastructure, which
is necessary for economic recovery and capacity building. The indicative program for 2009
was designed to reflect the front-loading of ADF and IDA resources within the framework of
the ADB and World Bank response to the economic consequences of the various crises that
have occurred since 2008.

Xii. The analytical works are aligned with the strategic principles and the expected results
of the joint CPS. They aim at generating knowledge that provides a basis for ADB and World
Bank advisory services and future operations. The planned analytical works include a public
expenditure review, an electricity sector reform study, a food vulnerability study, and
feasibility studies for regional infrastructure projects. The dissemination of the results of the
various analytical works will constitute an opportunity to exchange views with the
Government and other partners on CARIS medium-term priorities.

xiii.  The implementation of the joint CPS will be subject to risks related to the fragility of
CAR, in particular: (i) the political and security risk ; (ii) the macroeconomic risk stemming
from the impact of various external shocks which have occurred since 2008 ; (iii) the
expectation risk ; (iv) the corruption risk; and (v) the institutional capacity risk. These risks
have been mitigated by the different activities of the ADB, the WBG and other partners
which contribute to improving security, increasing the level and predictability of budget
support, improving public finance and natural resource management, creating employment,
and improving the living conditions of the populations.
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xiv.  The joint CPS constitutes a coherent framework for enhancing dialogue with the
country and encouraging the authorities to consolidate the structural reforms. It also reaffirms
the commitment of the ADB and the World Bank to maintain their long-term support to CAR
in order to ensure sustainability of development efforts for the population. In accordance with
the African Development Bank(s Strategy for Enhanced Engagement in Fragile States, CAR
meets the eligibility criteriafor FSF financing.

XV. The ADB and ADF Boards are invited to approve this Joint African Development
Bank and World Bank Group Country Partnership Strategy 2009-2012 for the Central
African Republic, agree that CAR meets the eligibility criteria for FSF financing, and
approve the use of the FSF Supplemental Financing Window resources amounting to UA
11.85 million and Targeted Support Window resources for up to US$ 2.00 million.



l. INTRODUCTION

11 The Joint African Development Bank (ADB) and World Bank Group (WBG)
Country Partnership Strategy (CPS) lays out a shared strategy, and the financing operations
program and analytical work for CAR over the 2009-2012 period. The joint CPS reaffirms
the commitment of the ADB and the WBG [ International Development Agency (IDA),
International Finance Corporation (IFC) and Multilateral Investment Guarantee Agency
(MIGA) Oto deliver on the principles of the Paris Declaration on Aid Effectiveness, and to
consolidate results achieved under their previous Joint Interim Strategy Note (JSN) 2007-
2008 (see paragraphs 6.1 [16.2)

1.2 Although the Government has demonstrated genuine commitment to improving
economic governance and the quality of life of the population, CAR remains a Fragile State
facing daunting development challenges. The joint CPS will use concessional and innovative
instruments to respond to the country[S most pressing development challenges as laid out in
its Poverty Reduction Strategy Paper (PRSP) 2008-2010 and the Strategic Framework 2009-
2011 of the United Nations Peace-Building Commission.

13 The joint CPS will provide a framework for the ADB and WBG to continue their
current activities, provide new financing and strengthen their advisory role by 2012. ADB
and WBG support will be channeled primarily through the African Development Fund (ADF)
and the IDA windows respectively. ADBIS activities for 2009-2010 will be financed under
ADF 11 (country allocation and Fragile States Facility (FSF)* amounting to approximately
UA 31 million (equivalent to US$ 46.20 million) and those in 2011-2012 under ADF 12. IDA
15 allocation (approximately US$ 34 million) will finance WBG activities in 2009-2011, and
IDA 16 will be used in 2012.

14 To complement the extremely limited ADF and IDA allocations for CAR, the two
institutions will continue to work closely to mobilize additional resources from the regional
operations and the various bilateral and trust funds to which they have access. IFC will
support investment climate reforms and small and medium-size enterprise (SME)
development through its Conflict-Affected States in Africa (CASA) and Ventures Program
which provides advisory services and capital risk to SMEs. MIGA would complement and
support |FC activities, and seek opportunities to provide political risk guarantees.

I. COUNTRY CONTEXT: RECENT DEVELOPMENTSAND OUTLOOK

Political Context

21 CAR is a country of some four million inhabitants, one-quarter of whom live in
Bangui, the capital city. The country is endowed with abundant natural resources, and
geographically landlocked in the central African region. Since 2003, CAR is at the cross-
roads of transition from extended instability to a new phase of peace and nation-building and
economic recovery for which sustained support from the international community is required.
CARIS wedlth in natural resources belies the fact that CAR remains one of the poorest
countries in sub-Saharan Africa due to its landlocked position, weak ingtitutions, and political
and military crises at the national level and in the central Africaregion over the past decades.

4 The JCPSP will also serve as framework for assessing CARIS eigibility for resources from the Fragile States

Facility (FSF) and programming of the said resources.



The country was an international aid orphan up to 2006, when increased donor support was
used to clear CARIS arrears to the World Bank and the ADB. Overall donor flows have
increased since 2006, but the volume of external assistance remains largely insufficient to
support the country(s efforts to maintain economic stability and achieve the Millennium
Development Goals (MDGs).

2.2 CARIS political and security sSituation remains fragile, exacerbated by the
insufficient presence of central authority in some parts of the territory. The country has
undergone decades of political instability, and episodic low-intensity conflict, all of which
have led to the destruction of much of its social cohesion. In 2003, the country underwent a
regime change and the establishment of a transitional government, which successfully held
national elections in 2005 resulting in the free election of the incumbent President and his
alies. Central to the Government(s vision is the consolidation of peace through dialogue and
rebuilding of trust. Peace talks resulted in a peace agreement with the key rebel groups: the
[(Front démocratique du peuple centrafricaind (FDPC) and the «Union des forces
démocratiques pour le rassemblement » (UFDR) in 2007, and the « Armée populaire pour la
restauration de la république et la démocratie » (APRD) in mid-2008. The peace process led
to the enactment of a general amnesty law in October 2008 and the holding of an Inclusive
Political Dialogue (IPD) between the ruling coalition, the opposition, the politico-military
groups, the civil society, and the public institutions in December 2008.

2.3 The IPD led to agreements to form a Government of National Unity, revise the status
of political parties and provisions of the Constitution relating to the plurality of offices of the
President of the Republic and the separation of powers, hold transparent presidential and
parliamentary elections in 2010, and implement decentralization, including municipal and
regional elections. The National Unity Government was formed in January 2009 pursuant to
the recommendations of the national dialogue, but the security situation is marked by
sporadic acts of violence, especially in the north and northeast. Some rebel movements
(FDPC and MLCJ) accuse the Government of mishandling the disarmament and reintegration
process by withholding financial assistance for their former combatants, and threaten to end
the peace process. In this tense context, the UN Peace-Building Commission (PBC) adopted a
Strategic Framework 2009-2011 for the consolidation of peace in CAR in May 2009 to focus
on security sector reform, good governance and the rule of law, and support for devel opment
poles. The prospects for lasting political stability will depend on the implementation of the
Strategic Framework, the smooth conduct of the demobilization and reintegration process,
and the successful organization of presidential and parliamentary electionsin 2010.

Economic Context

24 CARIS economy is dominated by the primary sector, which accounted for 52.2 % of
GDP in 2008, followed by the tertiary sector (30.5 %) and the secondary sector (12.1 %).
Subsistence agriculture (28.5 % of GDP) and livestock (12.5 % of GDP) are the main
activities in the primary sector. Forestry, extractive industries (mainly diamonds), and cash
crops (coffee and cotton) contribute a smaller percentage of GDP, although these sectors are
the main sources of export revenue and income for the rural population.

25 From 2003 to 2007, CAR witnessed economic recovery, as the growth rate increased
from -4.6% to 4.2% during a period marked by the gradual return to socioeconomic stability
and the implementation of key reforms. Despite low public investment, the overal
investment increased, supported by private investment in the mining, forestry and transport



sectors. Foreign investment increased, along with private consumption as a result of the
regular payment of salaries. Poor infrastructure, insecurity in rural areas, lack of adequate
extension services, and declining performance of cash crops have led to low growth in
agriculture.

2.6 Since 2008, CARIS economy has been affected by the changing international
environment and a number of shocks (power outages throughout the country, the increase in
oil and food prices, appreciation of the Euro against the US dollar; and the international
financial crisis). The real GDP growth rate was estimated at 2.2 % in 2008, 2 points below
the initial projections for 2008. The global financial crisis led to a sharp decline in external
demand, resulting in more than 20% drop in exports (Box 1). Furthermore, the weak external
financing led to a decline in public investment, which contributed to slowing the pace of
growth.

Box 1
Impact of the international financial crisison CAR

The international financial crisis has impacted the CAR economy mainly through the weakening of world
demand and prices of commodities, which led to a decline in economic activity, especialy in the forestry and
mining sector, which account for approximately 82 % of exports.

Forestry sector: In 2008, timber exports fell by 24.1 % compared to 2007 and by 36.8 % compared to pre-crisis
projections. This decline was mainly caused by timber, because of the fall in world demand (particularly China
and Europe) for construction activities. Six out of the 9 timber companies closed their wood processing unitsin
2008, resulting in the layoff of 1,335 employees and a decrease of 28% of the wage bill in this sector, which is
one of the few formal industrial activities of the country. The contribution of the forestry sector to the GDP
dropped by 1.9 points between 2007 and 2008. The downward trend of timber demand is expected to continue
in 2009, according to the International Tropical Timber Organization (ITTO).

Mining sector: Diamond exports in 2008 fell by 25.5 % compared to 2007 and by 38% compared to pre-crisis
projections. Taxes collected from diamond exports dropped by 18 % between June 2007 and June 2008. Severa
small-scale mining sites have stopped their activities, while the large mining companies have started to cut down
on their investment and production programs.

External accounts. Export of goods declined by 23 % in 2008 against pre-crisis projections of 17.6 % increase,
and are projected to decline further (-17 %) in 2009. This situation has resulted in an increase of the current
account deficit (including government transfers) from -6.1 % of GDP in 2007 to -8.8% in 2008, and to -9.9 % in
2009.

Public finance: Compared to pre-crisis projections, revenue losses amounted to 23.6 % of export taxes and
3.7% of tax revenue in 2008. The financing of public investments, required for economic recovery in 2009, and
the measures needed to mitigate the impact of the crisis on the forestry sector should increase budgetary
expenditure and lead to primary deficit in 2009.

Economic growth: The global financial crisis has dowed down growth from 4.2% in 2007 to 2.2% in 2008,
instead of the 4.9% initially projected for 2008 before the crisis. For 2009, projections were also revised from
5% before the crisis to 2.4%.

2.7 According to recent projections, economic recovery will be gradual, with a 2.4 %
growth rate in 2009 and average growth of 4.0 % over the JCPSP period (2009-2012). Such
a scenario presupposes improved security, regular payment of salaries, increased investment
from 11.6% of GDP to 13.7% in 2012, particularly in infrastructure (electricity, road
transport and telecommunications), improved governance in the mining and forestry sectors,
and a better business environment.




2.8 CAR has satisfactorily implemented reform programs supported by the Poverty
Reduction and Growth Facility (PRGF) from 2007 to 2009 with the IMF. The fourth review
of the PRGF was conducted in April 2009, and approved by the IMF Board in June 2009.
Sound macroeconomic policy has improved CARIS performance in meeting the regional
economic convergence criteria set by the Central African Economic and Monetary
Community (CEMAC), despite some counter-performances due to the global economic
situation.

29 The country[S CEMAC membership and the discipline of the Bank of Central
African States (BEAC) in managing the monetary policy have helped to maintain a low
inflation rate which; on the average, was below the CEMAC convergence criterion for the
2004-2007 period, with the exception of inflationary upsurge in 2006. Inflation increased
sharply in 2008 (9.3%) because of therise in food prices at the international level and upward
adjustment of national petrol prices following the escalation of world oil prices. The inflation
rate should fall below the CEMAC regional average before the end of the JCPSP period.

210  Fiscal policies over the past few years aimed at improved mobilization of domestic
and foreign resources, stability of the macroeconomic framework, and reinforcement of
social expenditure under the poverty reduction strategy. The domestic primary balance
remained positive between 2004 and 2008. Tax revenue increased to 7.9 % of GDP in 2008,
despite the global financial crisis (see Figure 1). Yet tax revenue remains low, even by Sub-
Saharan African standards. Consequently, in order to maintain a level of expenditure critical
for ensuring recovery (16.5 % of GDP), the domestic primary balance should be negative in
2009-2010, before turning positive again. The overall fiscal deficit (excluding grants) should
significantly increase in 2009-2010, and remain high for the rest of the JCPSP period
compared to performance over the past three years.

Figurel
Government Revenue, 2004-2012 (% of GDP)

|DFiscaI F‘Mwmm&mscalnﬁma1

0l
200420052006200720082009201020112012

211 A substantial increase in tax revenue will therefore be critical for meeting CARIS
key fiscal obligations, which include the payment of civil servantsiisalaries, the domestic
arrears and debt to commercia banks, and the external debt service. Public service salaries
represent nearly 50% of the recurrent budget. Non-payment of these salaries could be a
source of social tension and political instability. To address this risk, the Government decided



to pay the salaries regularly over the past few years with support from development partners.
The Government is also undertaking an ambitious public service reform program aimed at
reducing the wage bill in the budget and improving the quality of public service delivery. To
that end, the Government has adopted a new organic framework for public administration,
new civil service statute, including new remuneration and performance evaluation systems.
Domestic public debt, including salary and pension arrears, debt to suppliers accumulated
mostly during the period of conflict (1998-2003), and debt to commercial banks, represented
22 % of GDP in 2008. The Government adopted a domestic arrears clearance plan in
November 2008, but lacks the resources to fulfill the clearance arrangements. Even after the
HIPCI Completion Point is reached by June 2009, external debt service obligations (Table 1)
will still represent a significant source of outflows.

Tablel
External Debt Service, 2008-2010 (in US$ million
2008 2009 2010
Multilateral’/ 14.4 13.3 36
IDA 6.8 43 0.8
ADF 11 13 14
IMF 2.9 0.8 0.5
Others?/ 37 7.0 0.9
Paris Club®/ - - 1.9
Non Paris Club member 14.9 10.2 4.6
Commercial?/ 31 27 0.6
Total 3.4 26.8 10.8

Note: 1/ includes MDRI relief 2/ Debt service to these creditors is under discussion.
3/ Paris Club granted a 2-year moratorium considered as interim period.
Source: World Bank, HIPCI Unit, IMF

212  CARIS externa position reflects the countryls vulnerability and dependence on
foreign aid. As a result of the global financial crisis, the current account balance (including
public transfers), which is structurally in deficit, deteriorated from -6.1 % of GDP in 2007 to
-8.8% in 2008, and is projected to stand at -9.9% until 2012. The trade balance is in deficit (-
7.8 % of GDP) as aresult of imports and concentration of exports on primary commodities.
The services account is in deficit as a result of the high costs of import-related services and
transport, and the income account would remain in deficit due to interest payments on the
external debt. Despite rising surplus on the current transfers due to donor assistance, deficits
on these accounts will not be offset. Projected official reserve fluctuations during the CPS
period reflect such vulnerability, with an average of 3 months of imports, down from 3.5
months in 2008.

213  Access to HIPCI and MDRI resources will alow for rapid reduction of debt ratios
for the country. A Low Income Country Debt Sustainability Analysis (LIC DSA) performed
in May 2009 shows that the key external debt indicators continue to improve, but are still
above the admissible thresholds in the medium term, and the Net Present Value (NPV) of the
debt-to-export ratio is projected to be above the 100% threshold until 2013°. These ratios are
projected to gradually decline over time, assuming that a prudent fiscal policy is maintained
and new non-concessional loans are not contracted.

5 The scenario assumes that CAR will reach the HIPCI Completion Point in June 2009, which will lead to debt relief of

about CFAF 258.7 million in 2009 and sharp increase in grants as indicated in Figure 1. In this case, the NPV of debt-to-
export ratio would be reduced to 125% in 2008.



Social Context

214  Household survey data, collected with the support of the UNDP, indicate that about
67.2% of the population lived below the poverty line in 2003°. Poverty was higher, at 71.7%,
in rural areas, which accounted for 62% of the population, as well as in regions that had
suffered from armed conflict. It was lowest in the capital (Bangui), which has the minimum
basic socia infrastructure and highest economic activity. According to the Participatory
Poverty Analysis (2007), its three main causes are: (a) poor governance, with the main
complaint being abuse of power by State officials; (b) insecurity and absence of peace due to
the recent conflicts but also as a result of reduced economic opportunities, leading to the
proliferation of urban banditry and extortion at road blocks, even in areas not directly
affected by the conflicts; and (c) low incomes.

215  The promotion of sustainable human development is one of the four pillars of the
PRSP 2008-2012, but the country lacks the means to adequately implement policies and
achieve the goals envisaged in the areas of health and education. Recurrent conflicts have led
to a deterioration of all social indicators and decline of most of the Millennium Development
Goals (MDGs), making it unlikely that CAR will achieve most of them by 2015. CAR ranks
178th out of 179 countries on the 2008 Human Development Index (HDI). This ranking
clearly illustrates the difficult living conditions of the population and the low access to basic
social services. Approximately 86 % of the population have no access to health services, and
41% of adults are illiterate. Life expectancy at birth is estimated at about 45.1 years, about
ten years lower than the African average; and HIV/AIDS prevalence, which was 6.2% in
2006 for persons 15 to 49 years of age, is the highest in the CEMAC zone.” Policies to
prevent and treat HIV/AIDS, tuberculosis, and malaria are in place, but the mechanisms for
funding and implementation remain inadequate. The humanitarian situation continues to be
difficult in some parts of the country, and more than one million persons have been affected
by violence.8 Thousands were displaced in 2008, adding to the already 295,000 internally
displaced persons and 100,000 CAR refugees living in Chad, Sudan, and Cameroon. Most
have sought refuge in urban centers or in rural areas in the south, and as a result have been
cut off from their sources of livelihood. Food insecurity and malnutrition are continuing
problems, especially in the north, due to low agricultural productivity and poor access to
health infrastructure and clean water.

216  Gender disparity is very high and CAR occupies the 153" position out of 177
countries on the UN Gender Development Index. There are substantial disparities between
girls and boys in access to education and literacy levels. The ratio of boysto girlsis65 % in
primary and secondary schools, and 67 % for literate youths between 15 and 24 years of age.
Access to prenatal and childbirth-related care, and to family planning services, islimited. The
proportion of births attended by skilled health personnel is about 44%, while the maternal
mortality rate is estimated at 1,100 per 100,000 births. Women rarely occupy positions of
authority in resource management or political life, at either the local or national level.
Women hold about 11% of seats in the National Assembly, and out of 32 members of
Government, only four are women. CAR ratified the International Convention on the

®  The poverty lineis equal to CFAF 156,079 (US$312) per year per adult.
" Sources of social indicators : World development indicators (World Bank) and ADB Statistics Department

8 Datafrom the UN Office for the Coordination of Humanitarian Affairs (OCHA), Consolidated Humanitarian
Appeal for CAR, 2008.



Elimination of All Forms of Discrimination against Women in March 1992, and the
Constitution has adopted guarantees of gender equality. It has a national gender equity
promotion policy, which is also a cross-cutting objective of the PRSP.

1. STRUCTURAL AND SECTOR DEVELOPMENTSAND CHALLENGES
Main Strengths and Weaknesses of CAR

31 CAR occupies a geostrategic position in the central Africa region, and has a
considerable and untapped economic potential, including: (i) an extended surface of
exploitable forest; (ii) favorable conditions for agro-pastoral production; and (iii) extensive
mineral potential (diamond, gold, uranium, iron, copper, etc.). The Government(s strong
willingness to implement the structural reforms initiated since the reengagement of external
partners could facilitate the judicious exploitation of the economic potential and serve as
basis for value added production and creation diversification to ensure sustained growth and
poverty reduction.

3.2 The root causes of the different domestic crises and civil wars over the past two
decades are the country[S geographically landlocked location in an unstable sub-region
(neighborhood of Chad, Sudan, and Democratic Republic of Congo), and its weak institutions
with respect to political, economic, and social governance. This accounts for its economic
and social difficulties. Key challenges, identified in the PRSP 2008-2010, are: (i) insecurity
and weak social cohesion; (ii) weakness of the Statels administrative capacity and economic
governance; (iii) destruction of the production system; (iv) limited diversification of the
economy; and (v) insufficient supply and low quality of basic socio-economic infrastructure.

Public Sector Management and Economic Governance

3.3 As confirmed by analytical work®, CARIS governance indicators are lower than the
average for Sub-Saharan Africa. Despites theses weaknesses, CAR has made significant
progress in terms of public finance management, natural resource management, public
procurement, fighting corruption, and public service management.

34 Public finance management: Tax revenue increases have been achieved through
regular audits of large enterprises, the introduction of tax identification numbers, and an
integrated system for use by the customs and tax administrations, and major reductions of
subsidies in the oil sector. The Government is currently adopting measures to curb tax
exemptions. It is also strengthening the customs administration and implementing reforms
aimed at identifying adequate transit regimes.

35 The Government has made tangible progress towards restoring integrity and
credibility in public expenditure management. A Medium-Term Expenditure Framework
(MTEF) for the health, education, infrastructure, and agriculture sectorsis being prepared for
the 2010 budget. Public expenditure control, which has been instrumental in maintaining
fiscal discipline, has been strengthened by restoring the autonomy of the Financial Control
Department, and setting up a Liquidity Monitoring Committee headed by the President of the

®  Public Expenditure and Financial Accountability (PEFA) of the World Bank and EU in August 2007 on measuring
public finance management performance in CAR; Country Financial Accountability Assessment (CFAA) report of the
World Bank; debt management performance evaluation report; Treasury Audit Report by the Inspectorate General of
Finance, and UNDP and Transparency International reports on CARIS anti -corruption progress.



Republic. Many State accounts in commercial banks have been closed to achieve a treasury
single account (TSA). Basic functional processes, the regulatory framework, and structures
responsible for data collection have also been strengthened. Accounting and monitoring
systems have been improved with the production of quarterly budget execution reports for the
first time in CAR, using comprehensive budget classifications already used for the 2008
budget and new accounting classifications. The 2008 Government Accounts and Execution
Law will be presented to the Court of Accounts and Parliament respectively during the
second half of 2009. An automated expenditure recording system (GESCO) in the Budget
Department is being rolled out at the Treasury to integrate the monitoring of both
departments.

3.6 Natural resource management: A recent mining sector review conducted by the
World Bank in collaboration with the ADB confirmed the need for reform of the regulatory
framework in addition to capacity strengthening across the sector. Previous mining
regulations and licensing practices were found to be unfavorable to investors and to the
country. Institutional bottlenecks and constraints also reduced the effectiveness of mining
sector operations, leading to smuggling, low revenue collection for the Government and non-
transparent mining practices.

3.7 CAR became an official member of the Extractive Industries Transparency Initiative
(EITI) in November 2008, and published its first EITI report in March 2009. A new Forestry
Code and a revised Mining Code based on international best practices were adopted in
October 2008 and April 2009 respectively. In addition to transparency and competition in the
granting of forest exploitation permits, the revised Forestry Code effectively takes into
account the interests of communities next to areas under exploitation permits. Part of the
forestry and wildlife tax is deposited into a special forestry and tourism devel opment account
(CAS-DFT) and used for community development schemes. Permanent communications
have been introduced via newspapers and the radio to inform communities about revenue
accruing to them and revenue-sharing mechanisms. To ensure access for CARIS timber
products into the EU, the country is implementing an Africa Forest Law and Governance
(AFLEG) Action Plan to strengthen the legal framework for combating illegal logging. All
these initiatives are expected to enhance transparency and attract investment in CARIS natural
resource sectors.

3.8 Public Procurement: A new public procurement system guaranteeing transparency
and competition is being putt in place. The Government adopted a Public Procurement Code
in 2008, and has established a Procurement Department and related regulatory bodies in the
health, education, agriculture, and infrastructure ministries. It has also adopted standard
bidding documents and procedures manuals. An Action Plan has been adopted to define
priorities and provide a framework for donor support.

3.9 Fight against Corruption. CAR has strengthened the legal framework for fighting
corruption and improved its Transparency International ranking from 162 of 180 countriesin
2007 to 151 of 180 countries in 2008. CAR has also begun to adopt reforms required under
UN anti-corruption conventions. An Anti-Corruption Committee (ACC), including
representatives from the Government, civil society, and the private sector was created in
March 2008, and is finalizing an anti-corruption strategy. In compliance with the
Constitution, members of the Government and high ranking officials have declared their
assets. An Action Plan for combating fraud and corruption has uncovered more than 50 cases
of corruption in the Treasury and the Taxation Department.



3.10  Public service management: CARIS public service faces a huge deficit of human
resources. The genera technical level has also declined, as a result of human capital flight
and lack of professional practice. The administration is also ageing (52% of civil servants are
over 45 years of age) as a result of the stoppage of recruitments. The difficulties faced by the
Government in covering its recurrent expenditures have led to arrears in pension payments
and demotivation of staff. The Social Security Authority (OCSS) has also accumulated a
backlog of unpaid pension arrears. In view of the situation, the Government has initiated a
reform of the public service, which provides for the adoption of a new organic framework for
the public service, new regulations governing State employees, and a remuneration and
evaluation system. The improvement of working conditions in the administration through
rehabilitation of government buildings and procurement of technical equipment and logistic s
are also causes of great concern for the authorities.

Private Sector Devel opment

311  CARISprivate sector is undeveloped, with only 25 large companies [Jdefined locally
as those with turnover of more than US$ 2 million. Key issues hampering private sector
development include: (i) low capacity of SMEs in terms of management, and access to
markets and credit; (ii) weak business environment (180" out of 181 countries in the general
business climate classification in Doing Business 2009 Report); (iii) high domestic debt of
the Government to the private sector; (iv) tense business-government relations, and (V)
inadequate and unstable electricity supply, which increases the cost of production. The
business environment has improved slightly since 2007 due to the establishment of a
Permanent Framework for Consultation between the Government and the private sector in
2006, the introduction of a one-stop window for licensing and the reduction from 4 months to
15 days of the time needed to start a business. Ongoing reforms concern mainly the
strengthening of the regulatory framework and measures to ensure greater transparency in the
business environment. In addition to weaknesses relating to the institutional framework and
macro-economic context, inadequate economic infrastructure and human resources are the
main constraints on improved competitiveness of the economy. Most businesses are small
and informal, and suffer from a chronic shortage of electricity, high transportation costs, low
production capacity and lack of skilled labour.

Trade and Regional I ntegration

3.12 CARIS progress towards regional economic integration and access to external
markets has been hampered by the conflicts and weak transport infrastructure linking CAR to
neighboring countries. CAR isranked 172nd out of 175 countries with respect to cross-border
trade, and its Freedom to Trade index is 51.4 out of 100 compared to 87.4 for the best
performing country in Africa. Nevertheless, through CARIS membership in the Economic
Community of Central African States (ECCAS) and CEMAC, the country has demonstrated
commitment to economic cooperation and regional integration initiatives. The Government
has undertaken several actions to promote trade and regional integration, including the
harmonization of CARIS Trade Code with regiona and international instruments. In
coordination with CEMAC member countries, CAR applies a most-favored-nation tariff of
about 18 % and four tariff bands, with the highest being 30%, for consumer goods, and is
negotiating an Economic Partnership Agreement (EPA) with the EU. The Government has
also started to reform its customs services to facilitate the implementation of the CEMAC
Customs Union. In addition, CAR is a signatory to an OHADA (Organization for the
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Harmonization of Business Law in Africa) treaty which seeks to provide the Party States *°
with a simple and modern business law adapted to the situation of their economies. The
Treaty institutes precedence of the Uniform Acts (common rules adopted by the Council of
Ministers of the Party States) over national law and their applicability.

Sustainable Devel opment

3.13  Environment and climate change: CAR lies across two major climatic zones, the
Sahelian to the north and the equatorial to the south, both of which are suffering the effects of
deteriorating environmental conditions. While the country is endowed with abundant
underground and surface water resources (estimated at 141km3/yr and 56km3/yr
respectively), both water basins are experiencing major problems due to climate change: (i) a
steady decline in volume from year to year; and (ii) deterioration of surface water quality,
especialy from rivers, creeks, and traditional wells. CAR has rich and diversified flora and
fauna, with an exploitable forest area of 37 877 km? and about 300 species of identified trees.
The forest sector is the primary source of export earnings (48.3%). It generates CFAF 8.3
billion of forestry taxes per year, and is one of the two main sources of formal employment
with more than 4000 regular jobs and many seasonal jobs. However, this economic potential
is threatened by poaching and deforestation leading to sharp decline in species such as
elephants and rhinoceros, and the forest area. CAR is a member of the Forestry Commission
of Central Africa (COMIFAC), and has ratified the international conventions on climate
change, biological diversity and desertification control. The revised Forestry Code and
National Environmental Action Plan are expected to protect biodiversity and ensure
sustainable exploitation of natural resources.

3.14 Infrastructure: The vast mgority of CARIS population lacks access to basic socio-
economic infrastructure, and low service levels are exacerbated by poor maintenance of
existing infrastructure. The road network isin disrepair, and often non-motorable during the
rainy season. Paved roads hardly exist beyond the Bangui-Douala Corridor (which is not even
completely paved). River transport (except for oil products) is marginal, as the Oubangui and
Congo Rivers are navigable only four months a year. The net result of poor transport
infrastructure is that basic goods are considerably more expensive than in non-landlocked
neighboring countries.

3.15 CAR suffers from chronic shortage of electricity, with less than 1% of the
population connected to the grid of the national electricity utility, ENERCA. This deficit has
led to a serious crisis since 2008, with the simultaneous breakdown of the two hydropower
plants (Boali 1 and Boali 2) which supply power to Bangui and surrounding areas. In addition
to the low supply and loss of electric power in its network, ENERCA has financial problems
due mainly to the bills low collection rates.

3.16  The basic telecommunications and information and communication technologies
services are very limited, with 145.74 mobile telephone subscribers per 1000 inhabitants in
2007 compared to the African average of 284.35, 2.65 fixed telephone lines per 1000
inhabitants compared to the African average of 31.75, and 8.18 Internet users per 1000
inhabitants compared to the African average of 54.22. Over the past three years, the
Government has initiated reforms to provide the sector with a coherent legal framework and
develop basic infrastructure as well as provide services to the entire population.

10 16 States are OHADA members, but the organization is open to any AU member State or non-member State which
wishes to join. DRC candidature is underway.
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3.17  The water supply and sanitation services coverage rate is the lowest in Africa. The
rate of access to drinking water is estimated at 32% in urban areas and 26% in rural areas.
The sanitation situation is also difficult, since about 69% of households do not have adequate
access facilities. Urban services, such as solid waste collection, are no longer operational, and
restoring them would require huge investments given the rapid urbanization, especialy in
Bangui. The rural areas are aso affected by the lack of public utilities, even though statistics
are limited and unreliable.

3.18  Agriculture, livestock and rural development: CAR enjoys generous water supply
and a diversified ecosystem, but this potential has remained largely untapped as cultivated
land represents only 12.5 % of arable land and water use stands only at roughly 0.5 % of the
available resources. In addition, rural areas suffer from inadequate basic infrastructure. Out of
about 15 000 km of rural and farm-to-market roads, about 84% are in poor state. About two-
thirds of Central Africans live below the poverty line, mainly because of low agricultural
productivity and insecurity in the north of the country. Since 1980, agricultural growth has
stagnated below the population growth rate. CAR is far from self-sufficient in food, even
though food crops (cassava, peanuts, corn, millet and sorghum) occupy 75 % of cultivated
land. More than 80% of the rural population is engaged in stockbreeding, but the dominant
animal production system is traditional village small livestock.

319  To address the situation, the Government has defined a Rural Sector Devel opment
Strategy Paper (DSDSR) with four strategic pillars: (i) capacity building of producers and
their organizations; (ii) intensification and diversification of agriculture production, forestry,
fisheries and hunting; (iii) infrastructure to support production, preservation, storage,
processing and marketing; and (iv) strengthening of agriculture and forestry institutions. In
the short term, the Government plans to undertake a [Surface Area-Yield Production[survey
of major crops, and prepare a bill on the restructuring of farmer organizations and a new land
law. CARIS ability to implement the strategy is how