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EXECUTIVE SUMMARY

Between 2014 and 2019, Mali experienced positive economic growth,
which was reversed in 2020 by the COVID-19 pandemic and political
instability, resulting in more constrained fiscal space.

Until the onset of the COVID-19 pandemic and despite the deteriorating security
situation, Mali’s economic growth averaged five percent since 2014, on par with

its long-term potential.! This growth has been largely driven by commodities (gold
exports) and agriculture, and was buoyed by high levels of remittances, foreign

aid, and external borrowing. Resilient gross domestic product (GDP) growth and
sound macroeconomic performance have, however, been reversed by the COVID-19
pandemic and the multiple sanctions imposed by the Economic Community of West
African States (ECOWAS) since the first coup on August 18, 2020. Despite efforts by
the government of Mali to contain the economic fallout of the COVID-19 pandemic
and political turbulence, these factors are taking a heavy toll on Mali’s private sector
and economic outlook, with GDP contracting by 1.2 percent in 2020 from 4.8 percent
real GDP growth in 2019—as a result of subdued global demand and the impact of
restrictive measures adopted to contain the spread of the virus.?

Mali’s fragile state status has also taken a toll on economic activity and social welfare
by reducing access to markets, threatening food security, and degrading human capital
indicators. The low-income country is one of the least developed in the world, ranking
184th of 189 countries, according to the 2020 Human Development Index, and faces
severe challenges related to a nondiversified economy, high poverty rates, regionalized
internal conflicts, political instability, and violence, hallmarks of the fragility that
undermines economic resilience. Fragility has deep-seated roots in Mali, starting

from weak political and economic governance and a lack of social accountability,
among other underlying causes. Recent years have proved especially difficult, with

a succession of military coups in 2012, August 2020, and May 2021, amid waves of
protests and widespread insecurity in the north and central regions of Mali that have
been slowly spreading to the southern regions.
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With an increasing debt burden resulting in limited fiscal space to address persistent
security risks and to combat the COVID-19 pandemic, the government of Mali is
compelled to refocus the role of the state and unleash the potential of the private

sector to boost productivity growth, to diversify the economy away from a narrow
base, and to ensure inclusive economic and social welfare for all Malians. With a

shift of priorities toward ensuring a peaceful political transition, strengthening basic
services in the aftermath of the COVID-19 pandemic, and fighting endemic corruption,
Mali is committed to redefine the country’s economic growth model. The growth
model will be readdressed around energizing investment, creating resilient markets,
and building back better for a more resilient recovery via (a) improving the business
environment; (b) crowding-in private participation in the delivery of infrastructure and
certain public services; (c) ensuring that remaining state-owned enterprises and private
firms compete on equal terms—that is, upholding competitive neutrality principles;

(d) expanding public-private partnerships in key sectors, through transparent and
competitive procurement; and (e) leveraging digital solutions by further enhancing
digital infrastructure that would, in turn, increase the uptake of digital financial services
and digital platforms for key sectors of the economy, such as agriculture, and digitize
government services (e-government). These principles are embedded in the Framework
for Economic Recovery and Sustainable Development (CREDD) launched by the
government of Mali in 2018. CREDD still serves as a relevant policy platform for the
transitional authorities, building on the premise that achieving sustainable, broad-based,
and pro-poor economic growth requires private sector-led structural transformation of
the economy.

The challenge lies in leveraging the role of the private sector to seize
market opportunities in a more complex operating environment.

Notwithstanding a challenging context, Mali is endowed with a vibrant and resilient
private sector that constitutes a veritable engine to lead a strong economic recovery
post-COVID-19. This is evidenced by estimated statistics for 2021, pointing to a

3.1 GDP growth rate, with the first quarter of 2021 showing signs of recovery in
agriculture and services, and an increase in goods exports. The formal private sector
represents one-third of the country’s GDP and three-fourths of exports. Economic
resilience in the face of a fragile environment is due in part to the fact that more than
80 percent of Mali’s economic activity occurs in the southern regions of the country,
which have been less affected by the crisis despite an uptick in armed conflict in the
northern and central regions over the recent years. Remittances representing close to
six percent of GDP, well above the regional average for Sub-Saharan Africa, have also
contributed to Mali’s resilience.
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A private sector-driven development trajectory is crucial for generating job
opportunities for a labor force that is estimated to grow by estimated 235,000 workers
every year, with more than one-half of the country’s population younger than age 24.
There is a paucity of good job opportunities in formal businesses and self-employment
for Mali’s large and growing pool of young workers. Unemployment in 2020 was
estimated at 7.3 percent?® nationally but is much higher among the youth (approximately
40 percent). Further, about one-half of all Malian enterprises are informal small and
medium enterprises (SMEs) and 90 percent of all jobs are in the informal sector. Beyond
these firms, about one in every six households operates a household enterprise. The
enterprises provide full-time jobs for 280,000 Malians and part-time jobs for 545,000
Malians.

Absorbing the growing youth bulge will require strengthening the nascent
entrepreneurial ecosystem while leveraging technological innovation and upgrading
skills. Indeed, skills enhancement is a key theme in the Private Sector Orientation

Law adopted in December 2011. Mali fares relatively poorly in entrepreneurship. The
country ranked 123th of 137 countries in the 2019 Global Entrepreneurship Index
published by the Global Entrepreneurship and Development Institute, and it scores
particularly low in the areas of start-up skills and risk acceptance (entrepreneurial
attitudes), opportunity start-up and human capital (entrepreneurial abilities), as well as
internationalization and risk capital (entrepreneurial aspirations). Focusing on reducing
the gender inequality gap will be especially important, given that Mali scores 60.6 out
of 100 in the Women, Business, and the Law index, meaning that the economy gives
women approximately one-half the rights of men.*

Reinforcing Mali's growth potential through policies for structural
economic transformation and a sustainable post-COVID-19 recovery
requires focusing on its comparative advantages and on a gradual
diversification of productive sectors in the economy into areas, such as
agribusiness.

Structural transformation and economic diversification are key to boosting growth
and reducing volatility in Mali. Mali is one of the least diversified exporters in the
world and the fifth least-diversified economy in Sub-Saharan Africa. Diversification
requires improving overall productivity, either by reallocating resources to high-
productivity sectors (such as some manufacturing activities) or by creating productivity
gains within a sector through process and product improvements. Given its high share
of output, employment, and external trade in Mali, light agro-industry holds the most
promising scope for productivity improvements and enhanced performance—with the
potential to raise farmers’ income, generate employment, and reduce food prices.

Xi
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Agriculture (including livestock): Representing 40 percent of GDP and 58 percent

of direct and indirect employment of Mali’s working-age population, the sector
provides livelihood to 11 million Malians. With 6.4 million hectares of land, Mali
has more arable land than Senegal and Coéte d’Ivoire combined. Mali has the
opportunity to use its comparative advantage to move toward more sophisticated
production systems, using digital technologies. Nonrice subsistence farming is
expected to contribute just over US$2.43 billion per year (29 percent) to agricultural
GDP on average for the period 2019-23. Meanwhile, livestock production is
expected to represent 37.5 percent of agricultural GDP or an average of US$3.14
billion per year. Whereas most agricultural production is focused on meeting
domestic demand, cotton represents Mali’s top agricultural export. There is
untapped investment potential in several agricultural subsectors, with the possibility
to raise value addition and intensity of processing, increase food security, create

jobs, and expand exports. Value chains such as fonio, sesame, cotton, livestock, and
mango- for instance, remain largely underexploited and provide unique opportunities
for investors. Harnessing the potential of these value chains to increase private

sector investment and create more and better jobs requires addressing several specific
constraints in the next three to five years. Specifically, constraints linked to (a) an
unharmonized legal and regulatory environment governing the agricultural sector; (b)
governance, institutional fragmentation and weak capacity; (c) inadequate financial
infrastructure, lack of access to finance, and lack of transparency and traceability

of financial flows; and (d) suboptimal uptake of agricultural technologies to move
toward climate-smart agriculture, with a lack of qualified skills in light agro-industry.

Agribusiness special economic zones (SEZs)—as reinforced by digital network
platforms—can provide the private sector with the economic foundation to expand
agricultural transformation in Mali. Establishing SEZs can help Malian farmers
gradually (a) expand the complexity of products along the entire agribusiness value
chain through mechanization and innovation, (b) improve human capital through
an expanded knowledge base, (c) upgrade skills, and (d) streamline and rationalize
transport and information and communication technology (ICT) connectivity. The
strategic development of essential infrastructure and services through implementing
innovative SEZ public-private partnerships (PPPs) can further take advantage of

the positive value-chain attributes of SEZs. Such a strategy can then be replicated in
Mali’s Trans-Sahel region neighbors, many of whom are also conflict-affected and
fragile nations. To date, there is no SEZ law in Mali. The existing legal framework
consists of one article in Mali’s investment code. Given the complexity of SEZs, that
article is not adequate to make a compelling business case to entice seasoned foreign
investors to make SEZ investments in the West African nation.

Xii
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Boosting private investment requires alleviating five key cross-cutting
constraints.

Analysis of bottlenecks to the development of agribusiness and agricultural value chains
in Mali identified key cross-cutting constraints to private sector development in the
country. Those bottlenecks are (a) energy supply, (b) transport and logistics, (c) digital
infrastructure, (d) access to finance, and (e) business environment. Over the coming five
years, Mali will need to address these bottlenecks as a priority if the country is to fully
harness its private sector and steer it toward achieving better development outcomes.

* Energy: Despite significant progress over the past two decades, access to reliable
electricity supply in Mali remains low, particularly in rural areas. The national
electrification rate in Mali reached 51 percent in 2018, surpassing for the first time
Sub-Saharan Africa’s average rate of electricity access of 48 percent. This increase
was driven predominantly by a relatively high electricity access rate in urban areas
of 86 percent, compared with 78 percent in Sub-Saharan Africa. Whereas the
rural access rate also improved, reaching 25 percent at the end of 2018, it remains
extremely low (albeit close to Sub-Saharan Africa’s average of 32 percent). The
energy sector in Mali requires a profound transformation to make it an efficient
and more sustainable sector, with a lower subsidy requirement, supporting long-
term energy infrastructure development and spurring Mali’s transition to a light
agro-industrial economy. Key areas for improvement revolve around enhancing the
current performance and sustainability of the sector, prioritizing four objectives: (a)
improving financial and operational performance of EDM-SA (the national power
utility), (b) developing a comprehensive electricity sector master plan including a
clear methodology to select new generation capacity based on a least-cost approach,
(c) fostering the development of domestic on-grid renewables solutions and benefiting
from regional electricity imports, and (d) setting the conditions for an effective
deployment of mini-grid programs to increase access in rural areas.

e Transport: Mali’s overall transport infrastructure quality and density is well below
regional standards. The country ranked 96th of 160 countries on the 2018 Logistics
Performance Index. The proportion of the rural population with access to all-season
roads is about 22 percent, below the average of 34 percent in Sub-Saharan Africa—
hampering the growth potential of key agricultural value chains. The transport sector
in Mali presents several opportunities that could materialize over different time
frames. In the short to medium term, the following priorities should be emphasized:
(a) restoring and maintaining access roads to existing and potential agriculture
production areas through long-term output and performance-based contracts, and
(b) upgrading and maintaining the northern Dakar-Bamako road corridor through
long-term PPP contracts. Although longer-term solutions are not the immediate
focus of the Country Private Sector Diagnostic (CPSD), laying the foundations for
achieving these objectives must start in the short term to enable light agro-industry
to take off. Those foundations include: (c) constructing and operating new inland
terminals and logistics platforms, (d) renewing the heavy cargo long-haul trucking
fleet, (e) privatizing the management and operations of the Bamako airport, (f)
improving traffic flow and mass transit in Bamako, and (g) restoring and maintaining
high-demand truck roads through long-term PPP contracts.

Xiii
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Digital Infrastructure: In 2019, the cost of 500 megabytes (MB) mobile internet
represented 20.5 percent of monthly income, compared to an average 9.6 percent
in Sub-Saharan Africa. In Mali, where more than 50 percent of the population lives
in rural areas subsisting on agricultural activities, the availability of connectivity
increases productivity and value generation, improving women’s livelihoods in
particular. A World Bank study on the welfare effects of broadband?® indicates that
increasing mobile penetration from 70 percent to 79 percent is expected to increase
GDP levels by 0.3 percent. Increasing mobile broadband penetration from 20 percent
to 39 percent is expected to increase GDP levels by 1.6 percent. Increasing 3G/4G
coverage is expected to create about 20,000 new jobs; and increased broadband
penetration is expected to reduce poverty levels, potentially lifting 100,000 people
out of poverty as an immediate effect. A strong recovery that allows the Malian
economy to reap the benefits of a robust digital economy requires urgent and
significant action by the government of Mali, the regulator, and the private sector
to avoid widening the digital gap at the national and regional level. The first level
of actions proposed relate to the removal of inefficient regulatory barriers that are
preventing increased investments, particularly at the wholesale and infrastructure-
sharing levels. The second phase of intervention should focus on accelerating the
harmonization in availability of digital infrastructure across the territory. The
disparities between rural and urban areas are still too significant to guarantee the
full economic potential of digital transformation across the population. Finally,

the development of digitally enabled platforms such as e-health, e-education,
e-government, and m-money must be pursued at a sustained pace to increase
economic inclusion and efficient administration in light of recent socioeconomic
instability. These reforms can unlock private sector investment in the digital sector
and contribute to economic growth, jobs, and poverty reduction.

Access to Finance: Access to finance remains heavily constrained for most Malian
businesses and entrepreneurs—in particular outside of urban areas and for
underserved segments such as the informal sector, agricultural communities, women,
and young entrepreneurs. Key constraints affecting financial inclusion include
supply- and demand-side obstacles, such as the low financial literacy rates and
capabilities in the general population; the information asymmetries and risk aversion
of banks, which constrain credit to small businesses and farmers; and the limited
competition and lack of level playing field between banks, microfinance institutions,
and other emerging, nonfinancial players such as mobile money providers—all of
which result in high prices and low innovation in product development. Whereas
much of the regulatory work in this area is taking place at the regional level (that is,
West African Economic and Monetary Union and the Central Bank of West African
States [WAEMU and BCEAOQ)]), several directions can be suggested to increase the
financial inclusion of farmers, businesses, and entrepreneurs in Mali by removing
constraints from both the supply and the demand sides. These include: (a) leveraging
mobile money and digital financial services as an entry point to financial inclusion—
and a powerful tool for integrating disadvantaged people into the formal financial
sector; (b) revitalizing the microfinance sector through strengthened governance and
capabilities for better outreach to rural farming communities; (c) reactivating the
existing Private Sector Guarantee Fund to make it an effective platform for liquidity-
starved micro, small, and medium enterprises (MSMEs) and a trusted partner for
businesses hit hard by the COVID-19 crisis; and (d) rolling out financial literacy
programs to educate the general population, particularly the youth, on opportunities
and risks inherent to financing their business.
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¢ Business Environment: The investment climate remains unfavorable for development
of SMEs and hampers the development of value chains. A robust business
environment is a prerequisite to any private sector growth. The government of
Mali would need to take significant action to improve its currently weak business
environment and make it more conducive to private sector investment. The first
level of actions proposed relates to improving the tax framework by streamlining
cumbersome procedures, by moving toward dematerialization of processes, and by
introducing more fiscal transparency. These measures would provide incentives for
firms to become formal while improving the transparency of the overall fiscal system.
The second level of proposed actions pertains to improving land administration.
Steps toward achieving this include establishing a national cadaster system combined
with assigning unique identifier numbers for each land parcel and establishing an
online one-stop shop.

Governance emerges as a key reform pillar in notably every section of the CPSD. In a
society dominated by consensus politics and growing insecurity, standard technocratic
reforms (such as the liberalization of the agricultural or transport sector) that ignore
Mali’s current geopolitical and political economy realities are probably destined to
fail. The CPSD therefore prioritizes governance as a cross-cutting policy measure

that will help Mali emerge from its current status as a failed state. This outcome is of
paramount importance to enable the West African Sahelian nation to generate private
sector investment, both domestic and foreign, that can sustain economic growth and
development and poverty alleviation in the new COVID-19 and fragile world.

While the CPSD analyzes the cross-cutting and vertical sectors separately, it prioritizes
reforms that will enable the value-added sectors to the economy—that is, those that
are expected to deliver the most impact, keeping in mind the limited capacity of the
transitional government and the drivers of fragility. To that end, the CPSD draws on
success factors and lessons learned from previous policy design and implementation
experiences in both Mali and peers (comparator and aspirational), across the
agribusiness sector and other cross-cutting areas such as the business environment.
Further, using IFC’s Contextual Risk Framework, a screening and deep dive analysis
of the country’s fragility identified key risks and opportunities for building resilience.
The CPSD carefully takes into consideration these indicators in the various chapters of
the document, notably on infrastructure, agriculture, and business environment, with
a cross-cutting gender and governance lens. A careful assessment of these risks would
allow Mali to preemptively implement mitigation measures to attenuate the potential
negative effects on private sector investment.

Table ES.2 proposes a strategic reform agenda for the next five years. This agenda

is aimed at supporting the development of the private sector to help sustain inclusive
growth and to foster job creation. However, given the limited tenure of the transition
government, it is critical that several key actions be undertaken immediately to lay
the groundwork for more comprehensive reforms in the short to medium term. These
immediate-term reforms are in table ES.1. The core of this report provides more
detailed analysis and justifications for the proposals.
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TABLE ES.1. IMMEDIATE-TERM ACTIONS AND REFORMS TO BE UNDERTAKEN BY THE TRANSITION GOVERNMENT

SECTOR

PROPOSED IMMEDIATE TERM ACTIONS

Agriculture

Special
economic zones

Energy

Digital
infrastructure

Access to
finance

Business
environment

Conduct a feasibility study of the digitization of the phytosanitary and other certification
services to reduce time and costs and improve international competitivity for high-value crops.

Lay the groundwork for the establishment and operationalization of a WRS to increase
access to credit and dispose of professional storage infrastructure by (a) creating a WRS
public-private sector steering committee to support development and adoption of necessary
laws and decrees, including a future regulatory agency, and (b) conducting a feasibility study
to examine the potential for the expansion of agricultural insurance to increase access to
agricultural credit and other services.

Adopt the draft SEZ law (pending approval by the transitional Malian Council of Ministers).

Improve the financial and operational performance of EDM-SA by

(a) Increasing efficiencies in fuel procurement and management via a reduction of diesel
consumption, new renewable generation capacities, and competitive procurement of fuel and
(b) strengthening the PC between EDM and the government of Mali by defining KPIs, setting
out a clear action plan, and appointing an independent auditor of this PC.

Improve the government of Mali's planning and execution capabilities by finalizing the master
plan and prioritizing least-cost competitive new generation investments and by upgrading the
transmission and distribution networks in a coordinated fashion.

Revise the regulatory framework to facilitate all types of infrastructure-sharing
arrangements, which can involve the sharing of various components of mobile networks,
including both passive and active sharing.

Investigate sharing-agreement opportunities, including the introduction of TowerCos on
the market at both passive and active layers of the last mile to increase network coverage of
the population. (Within the past five years, specialized infrastructure companies known as
“TowerCos” have emerged around the world to buy tower infrastructure from operators and
then lease back their services.)

Adopt a pro-DFS Ministerial Decree instituting an implementation schedule for the
digitization of government payments (to be cosigned by Minister of Finance and Minister for
the Digital Economy) over one to three years.

Finalize membership of Mali's Treasury to WAEMU's GIM-UEMOA program.

Redesign the single combined tax by modifying its text through the 2022 finance law that has
been prepared in September 2021.

For access to land, adoption of a decree defining the legal and regulatory framework for the
single window.

Note: DFS = digital finance services; EDM-SA = Mali's national power utility; GIM-UEMOA = Regional Interbank Electronic Banking Group; KPI = key performance
indicator; PC = performance contract; SEZ = special economic zone; WAEMU =West African Economic and Monetary Union; WRS = warehouse receipts system.
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EXECUTIVE SUMMARY

Table ES.2 summarizes the constraints and recommended priority interventions to
increase the role of the private sector in the Malian economy. Short-term denotes
within the next 2-3 years and medium-term denotes within the next 3-5 years.

TABLE ES.2. RECOMMENDATIONS FOR INTERVENTIONS

CATEGORY

Harmonize
laws and codes
governing the
agricultural
sector, reduce
institutional
fragmentation,
and strengthen
capacity

Leverage
agricultural
technology and
move toward
climate-smart
agriculture and
improve skills

IMPACT ON

FRAGILITY DRIVERS PRIORITY POLICY RECOMMENDATIONS

AGRICULTURE, INCLUDING LIVESTOCK

Creates enabling
environment to
increase private
sector participation
in the agricultural
sector

Reduces vulnerability
to climate change
and improves
resilience

» Conduct a feasibility study of the digitization

of the phytosanitary and other certification
services to reduce time and costs and
improve international competitiveness for
high-value crops.

Create a decree or arrété by the Ministry of
Economy and Finance to complement the
investment code and the customs and taxes
code to facilitate and simplify importing
greenhouse technology.

Review existing laws, codes, and regulations
governing the agricultural sector to
determine the need for updates and existing
gaps as well as recommendations for
harmonization.

Enact institutional reforms that would
consolidate the development of irrigation
as well as merge the DRA with the rural
engineering DRGR.

Provide incentives to the private sector for the
investment, importation, and development of
technologies and capital goods that minimize

postharvest losses and waste.

Support private investors to boost
downstream investments in bulk storage,
refrigeration, processing, packaging, and
quality control.

Increase the proportion of the public
agricultural budget that goes to R&D,
focusing on recruitment and training of PhD
researchers, especially female researchers.

Bank and digitize agricultural flows by
investing in realtime information systems on
commodity prices.

TIMEFRAME

Short term: 1-2 years,
Medium term: 3-5 years

Within the next 12
months

Short term

Short term

Short term

Short term

Medium term

Medium term

Medium term
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IMPACT ON

TIMEFRAME
Short term: 1-2 years,

CATEGORY FRAGILITY DRIVERS PRIORITY POLICY RECOMMENDATIONS Medium term: 3-5 years
Improve financial Improves financial » Create a WRS public-private sector steering Next 12 months
infrastructure infrastructure and committee to support development and

promotes product
development

SPECIAL ECONOMIC ZONES

adoption of necessary laws and decrees,
including a future regulatory agency.

 Establish and operationalize a modern
legislative and regulatory framework for a
WRS to increase access to credit, professional
storage infrastructure, and markets for
agricultural commodities.

» Conduct a feasibility study to examine the
potential for the expansion of agricultural
insurance to increase access to agricultural
credit and other services.

+ Leverage DFS to deliver specific assets on
credit to rural households and farmers,
through dedicated PAYG mechanisms.

Short term

Medium term

Medium term

Implement
agribusiness and
SAFE National
Security SEZs

Reduces security
risks, improves
access to land,
improves
governance, and
reduces gender
disparities

» Adopt draft SEZ law (pending approval by the
transitional Malian Council of Ministers).

Within the next 6
months

ENERGY

Improve financial
and operational
performance of
EDM-SA

Improves access to
basic infrastructure;
improves
transparency and
governance

 Increase efficiencies in fuel procurement
and management via a reduction of diesel
consumption, new renewable generation
capacities, and competitive procurement of fuel.

» Strengthen the PC between EDM and the
Mali government by defining KPIs, setting
out a clear action plan, and appointing an
independent auditor of this PC.

» Design a transparent mechanism for regular
review of costs and sufficient funding of
maximum allowed revenues against eligible
expenses via a mix of compensation and tariff
adjustments as deemed appropriate by the
Mali government.

» Refinance EDM-SA short-term commercial
debt by on-lending by the Mali government
of concessional funding and by recovering
past due receivables from government for
public consumption and arrears in subsidy
payments.

Within the next 12
months

Within the next 12
months

Short term

Short term
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TIMEFRAME
IMPACT ON Short term: 1-2 years,
CATEGORY FRAGILITY DRIVERS PRIORITY POLICY RECOMMENDATIONS Medium term: 3-5 years
Develop a Improves access to * Improve the government of Mali's planning Within the next 12
comprehensive basic infrastructure and execution capabilities by finalizing months

electricity sector
master plan that
includes a least-
cost generation
plan

Foster the
development of
domestic on-
grid renewables
solutions and
increase the
opportunity

to benefit

from regional
electricity
imports

Set the conditions
for an effective
deployment

of minigrid
programs to
increase access in
rural areas

and improves
transparency and
governance

Improves access to
basic infrastructure,
reduces climate
change vulnerabilities,
and improves
resilience

Improves access to
basic infrastructure,
reduces gender
disparities, and
fosters climate
resilience

the master plan and prioritizing least-cost
competitive new generation investments and
by upgrading the transmission and distribution
networks in a coordinated fashion.

« Institutional capacity strengthening at
Ministry of Energy, Ministry of Economy and
Finance, CREE, and EDM-SA.

» Implement a clear risk allocation between
public and private parties in the framework
of IPPs and in the drafting of bankable
project documents such as Purchase Power
Agreements.

 Provide guarantee instruments to secure
payment obligations of the government and
the EDM-SA.

* Procure additional capacity to ensure the
best possible tariff for EDM by systematically
holding auctions.

* Implement the required reforms to ensure
secured and reliable electricity exchange
through the WAPP market and by ensuring
securitization of payment of imports.

 Set cost-reflective tariffs, thus providing
adequate compensation in case of grid
encroachment, clarifying and reinforcing
the institutional and regulatory framework,
structuring bankable concession agreements,
and prioritizing least-cost planning.

Short term

Short to medium
term

Medium term

TRANSPORT AND LOGISTICS

Restore and
maintain access
roads to existing
and potential
agricultural
production areas
through long-
term output and
performance
contracts

Improves access to
basic infrastructure

* Increase road asset management
effectiveness and road fund resources
starting with the full and timely release of
the resources legally owed to the road fund—
that is, increase the fuel levy and take steps
to improve the prevailing institutional and
procurement arrangements applicable to
road asset management.

Medium term

XiX



CATEGORY

MALI COUNTRY PRIVATE SECTOR DIAGNOSTIC

IMPACT ON

FRAGILITY DRIVERS PRIORITY POLICY RECOMMENDATIONS

TIMEFRAME

Short term: 1-2 years,
Medium term: 3-5 years

Upgrade and
maintain the
northern Dakar-
Bamako road
corridor through
long-term PPP
contracts

Improves access to
basic infrastructure

» Strengthen and restructure the road fund
in both countries, increase the fuel levy

allocated to the road fund, and provide for the

necessary ring-fencing and backing of road
funds for PPP contracts for the restoration
and long-term maintenance of high-demand
roads.

Medium term

DIGITAL INFRASTRUCTURE

Facilitate
infrastructure
sharing

Reform the fiber
wholesale market
in Mali to increase
fiber deployment
and availability

Improve market
contestability and
transparency

Improves access to
basic infrastructure

Improves access to
basic infrastructure

Improves
transparency and
governance

» Revise the regulatory framework to
facilitate all types of infrastructure sharing
arrangements, which can involve the sharing
of various components of mobile networks,
including both passive and active sharing.

 Investigate sharing-agreement opportunities,
including the introduction of towercos on the
market at both passive and active layers of
the last mile to increase network coverage of
population.

» Backbone and wholesale:

- Explore implementation of LRIC wholesale
principles and develop a regulatory
framework for transparent access and
interconnection to the national fiber
backbone capacity.

— Initiate coordination between key
backbone capacity players to unearth
the synergies required to accelerate MBB

deployment, enhance availability of middle-

mile broadband capacity, and improve QoS.
— Review commercialization of state-owned
fiber capacity and investigate concession
opportunities.
- Remove regulatory barriers to access
cross-border capacity.

» Reform Ordinance n°2011-023/P-RM
of 28 September 2011 0n ICT to meet
international best practices (such as a
general authorization plan, flexibility for
innovative operators wishing to deploy in
rural areas, reinforcement of rights of way,
encouragement of infrastructure sharing, and
increased transparency of sectoral agencies).

» Improve governance of the funds collected by
AGEFAU for the USF, including (a) improving
transparency and efficiency of the USF, (b)
developing an efficient model of collaboration
for rural connectivity between AGEFAU and
mobile operators, and (c) publishing updated
mobile coverage maps by AMRTP.

Within the next 12
months

Short term

Short term




CATEGORY

IMPACT ON

FRAGILITY DRIVERS PRIORITY POLICY RECOMMENDATIONS

EXECUTIVE SUMMARY

TIMEFRAME

Short term: 1-2 years,
Medium term: 3-5 years

Facilitate
development
of e-commerce
platforms

Fosters gender and
spatial inclusion and
improves market
diversification

Design and implement a coherent roadmap

for the deployment of e-commerce platforms.

The government of Mali must define a
coherent regulatory and investment strategy
to encourage the emergence of a robust
e-commerce sector by involving all relevant
parties including the DGCC, MIC, and MEN.

Medium term

ACCESS TO FINANCE

Leverage mobile
money and digital
financial services
as an entry point
to financial
inclusion

Strengthen
governance

and operational
capabilities in
the microfinance
sector

Operationalize
the Private Sector
Guarantee Fund
(FGSP) and
address liquidity
challenges
resulting from the
COVID-19 crisis

Improves financial
inclusion through
expansion of digital
financial services

Improves financial
inclusion through
restructuring of the
microfinance sector
including outreach
to remote areas and
rural and farming
communities

Addresses the
finance gap for
MSMEs and other
businesses hit hard
by the COVID-19
crisis

Adopt a pro-DFS Ministerial Decree
instituting an implementation schedule for
the digitization of government payments

(to be co-signed by Minister of Finance and
Minister for the Digital Economy) over one to
three years.

Finalize adhesion of Mali's Treasury to
WAEMU's GIM-UEMOA program.

Adopt regional (BCEAO-level) or national
regulation to favor access to digital credit by
authorizing regional or national credit bureau
to collect alternative credit information such
as consumer prepaid and postpaid utility bills
and other available data.

Clarify roles and responsibilities in the
governance, regulation, and supervision of
the MFI sector. Assign to Ministry of Finance
the sole supervisory function (in collaboration
with BCEAO) and the promotion work to
Ministry of Industry.

Facilitate access to the USSD by MFls, by
continuing to lower its cost and easing its
access by value-added financial service
providers.

Develop a refinancing facility for MFIs by
setting up a guarantee fund for MFIs with
the BCEAOQ, leveraging existing government
guarantee plans.

Conduct a needs assessment of the Malian
Private Sector Guarantee Fund (Fonds de
Garantie pour le Secteur Privé) to determine
capacity building and product development
priorities.

Enhance transparency and build good
working relations with partner commercial
banks by appointing three independent board
members on a competitive basis (from the
private sector), by establishing a standing
audit and risk committee, and by ensuring
regular prudential reporting.

Within the next 12
months

Within the next 12
months

Medium term

Medium term

Medium term

Medium term

Medium term

Medium term
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TIMEFRAME
IMPACT ON Short term: 1-2 years,
CATEGORY FRAGILITY DRIVERS PRIORITY POLICY RECOMMENDATIONS Medium term: 3-5 years
Increase financial Improves financial » Establish a National Observatory for Financial Medium term
literacy and raise inclusion Services in charge of protecting consumers
awareness of and raising awareness on financial products
financial sector and services.
opportunities and
risks
Strengthen the Spurs innovation  Establish a set of dedicated funding Short term
entrepreneurship and addresses the instruments and credit lines adapted to the
ecosystem finance gap for needs of start-ups and young entrepreneurs.
by b°95ti"9 MSMEs - Conduct a feasibility study to establishing
financing quasi-equity or private-equity funds that
instruments for span the countrywide and the subregional
start-ups levels.
Improve the tax Improves » Redesign the single combined tax by Within the next 12
system transparency and modifying its text through the 2022 months
governance finance law that was to be prepared in
September 2021.
* Improve the management of the NIF by (a) Short term
improving toponymy and street coding and
creating a tax cadaster, (b) modernizing the
registration for filing taxes, and (c) cleaning up
the taxpayer file to remove chronic defaulters.
 Further digitalize tax procedures including Short term
(@) introducing electronic tax declaration
and online payment taxes, (b) setting up
an automated risk management system,
and (c) effectively implementing electronic
procedures with the DGI, along with efficient
and rapid exchange of information between
the various departments involved in tax
control and collection.
Improve accessto  Improves » Adopt a decree defining the legal and Within the next 12
land transparency, regulatory framework for the single window.  months
reduces spatial « Establish a national cadastral system Medium term
disparities

combined with assigning a unique identifier
number for each land parcel (NINACAD)
managed through a dedicated online window
for land.

Note: AGEFAU = Universal Access Fund Management Agency; AMRTP = National ICT Authority; BCEAO = Central Bank of West African States; CREE = Regulatory
Commission for Electricity and Water; DFS = digital finance services; DGCC = General Directorate for Trade, Competition and Consumer Protection; DGI = General Tax
Directorate; DRA =regional agricultural directorates; DRGR = rural engineering directorates; EDM-SA = Mali's national power utility; FGSP = Fonds de Garantie pour
le Secteur Privé; GIM-UEMOA = Regional Interbank Electronic Banking Group; ICT = information and communication technology; IPP= independent power producers
: KPI = key performance indicator; LRIC=long-run implemental cost; MBB = mobile broadband; MEN = Ministry of Digital Economy; MFI = microfinance institutions;
MIC=Ministry of Industry and Commerce; WAPP = West African Power Pool.
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COUNTRY CONTEXT

Mali is a landlocked, low-income, and fragile Sahelian country, struggling with
natural resource dependence as well as with insurgency, terrorism, and social tensions.
The country is one of the least developed in the world, ranking 184th of 189 countries,
according to the 2019 Human Development Index, and faces severe challenges related
to a nondiversified economy, high poverty rates, regionalized internal conflicts,
political instability, and violence. Recent years have proved especially difficult, with
three military coups in 2012, 2020, and 2021, amid waves of protests and widespread
insecurity in the north since 2012 and Central Mali since 2015 that has also been
slowly spreading to the southern regions in recent years. Despite the worsening security
situation, Mali’s economic performance has been relatively strong, with gross domestic
product (GDP) growth averaging 5.7 percent since 2014. This growth is mostly driven
by cotton and extractives (gold), which account for about 80 percent of total exports,
begging the need for Mali to diversify its economic base away from commodities that
are vulnerable to shocks.

Over the past two years, Mali’s economy has suffered a double blow from the
COVID-19 pandemic and Economic Community of West African States (ECOWAS)
sanctions imposed—most recently on January 9, 2022—after the August 2020 and
May 2021 coups. The global COVID-19 outbreak and ongoing political turbulence are
taking a heavy toll on Mali’s economic outlook, with GDP contracting by 1.2 percent
in 2020 as a result of subdued global demand and the impact of restrictive measures
adopted to contain the spread of COVID-19. Projected GDP growth for 2021 is 3.1
percent, demonstrating signs of recovery.

1.1. POLITICAL ECONOMY®

A phenomenon referred to as consensus politics has influenced and shaped Mali’s
geopolitical and internal political economy landscape since 2002.” Consensus politics
was the approach taken from 2002 to 2012 to govern the country through a large
multiparty coalition. This approach provided a seemingly democratic stability to

the country and contributed to the development of local civil society organizations
and a relatively free press. However, beneath the surface, consensus politics led to
elite capture and government corruption,® resulting in a concentration of powers in
the hands of the president without leaving room for any real opposition.” Consensus
building, then, can be traced as one of the root causes of Mali’s political instability
today. This political instability—exacerbated by a deteriorating security situation
throughout the nation and most recently by the COVID-19 pandemic—has prevented
Mali from realizing its true economic and social potential.
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In a society dominated by consensus politics and growing insecurity, standard
technocratic reforms such as the liberalization of the agricultural or transport sector
that ignore Mali’s current geopolitical and political economy realities will have little
traction. The design and implementation of innovative and targeted strategies that
address the underlying causes of the enduring geopolitical, political economy, and even
health care crises would help Mali emerge from its current predicament. This outcome
is of paramount importance to enable the West African Sahelian nation to become

a productive and competitive domestic economy and a viable destination for private
sector investment that can sustain economic growth and development and poverty
alleviation in the new COVID-19 and fragile world.!

Mali's Geopolitical Situation Since 2012

In early 2012, large areas of the north were captured and occupied by local military
insurgents supported by militaries returning from Libya and with the backing of
jihadist groups (for example, Al-Qaeda). Gao, Tombouctou, and Kidal all fell to rebel
forces. The insurgents then drove the Malian army out of other major northern cities.
Fueled by popular dissatisfaction over crisis management by the civilian government,
as well as by its own repeated defeats in the north by the rebels, a group of lower
ranking army soldiers staged a coup d’état in March 2012.

By early 2013, militants in northern Mali were chased out from the main cities by
the Malian Armed Forces with the help of French and African military troops, as
reinforced by the United Nations (UN) Multidimensional Integrated Stabilization
Mission in Mali (MINUSMA). In June 2013, a new president, Ibrahim Boubacar
Keita, was elected and supported by a coalition of 12 political parties, prominent
religious, business leaders, and a large segment of the international community.

Despite the 2015 Algiers Peace Accords theoretically ending the conflict in the north
and despite the strong presence and support of partner armed forces, efforts to restore
security, political, and social order in the northern and central regions have faced
massive challenges. Violence, once confined to the north, spread to central Mali and
is slowly moving southward to more productive areas. This spread may have a huge
impact on private sector activities in the south. In addition, ethnic tensions (largely
linked to land management disputes and access to resources) have a long history in
Mali. They have intensified and spread to central Mali in recent years. The vicious
cycle of antigovernment sentiment, corruption, and waning political climate reached
a fever pitch in 2019 following a rise in interethnic tension in the central regions. A
massacre in the Ogossagou village in March 2019 (more than 160 Fulani were killed),
prompted the prime minister at the time to resign and to dissolve the cabinet. In

the aftermath, a new prime minister, Boubou Cissé, was appointed. This change in
government—the fourth in four years—occurred amid escalating protests and strikes
in Bamako.
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Mali’s political situation remains volatile with two coups d’état in nine months and
renewed sanctions imposed by ECOWAS on January 9, 2022.!"! The first one happened
August 18, 2020, and led to the resignation of President Ibrahim Boubacar Keita and

the dissolution of the National Assembly and the government. The Comité National
pour le Salut du Peuple led by Colonel Assimi Goita was put in charge of the transition
to civilian rule. A transitional government, headed by President Bah N’Daw and Prime
Minister Moctar Ouane, was formed October 5, 2020. A position of vice president of the
transitional government was created and filled by Goita in agreement with ECOWAS.
On May 235, 2021, President N’Daw, Prime Minister Ouane, and then-appointed defense
minister Soukeymane Doucoure were arrested and detained at the Kati military base.
The vice president of the transition, Goita, claimed responsibility for the arrests, pointing
to violations of the Charter of the Transition on the part of the interim president, and
deposed the prime minister for treason. On June 7, Goita was officially sworn in as

the new president of Mali. Shortly thereafter, he appointed Choguel Kokalla Maiga as
prime minister. On June 11, a new government of 25 ministers and 3 deputy ministers
was announced. Goita reconfirmed commitments to protect the transition and to hold
presidential and general elections in February 2022.

On June 10, 2021, French President Emmanuel Macron announced the end of
Operation Barkhane—the deployment of French troops across the Sahel that has
been in place since 2013. As part of the realignment of the format and objectives of
the French presence in the region, the number of troops will be reduced from 5,100 to
about 3,500 by mid-2022 and then to 2,500 in 2023. Three bases (Kidal, Timbuktu,
and Tessalit) are being closed in northern Mali, and the Gao base is being kept as the
main one in the country.

Going Forward

To address and resolve these crises, Mali, with the support of the international
development community and in close collaboration with the Malian civil society
and private sector, needs to prioritize good governance and target multisectoral
spatial strategies in its economic development strategy. Such approaches linked to
technological innovation have the potential to begin restoring confidence between
the state and its citizens. The move toward light agro-industry, by first focusing on
the country’s key comparative value chains such as livestock, mango, shea nuts, and
cotton, will be key. Further, special economic zones (SEZs) could be an effective policy
tool for Mali to implement bold and innovative strategies required to rebuild the
economic and social fabric of Mali. Such interventions can increase the likelihood of
attracting the required private sector-led investment to jump-start both post-conflict
and post-COVID-19 economic recovery in Mali.
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1.2. FRAGILITY: CONTEXTUAL RISK, FRAGILITY, AND
RESILIENCE CONSIDERATIONS FOR THE PRIVATE
SECTOR

Fragile and conflict-affected situations (FCS) are context specific, complex, and
nuanced, requiring approaches tailored to the distinct geography, history, and conflicts
of each setting. Using IFC’s Contextual Risk Framework, a screening and deep dive
analysis of the country’s fragility, eight main drivers of fragility were identified.

The Country Private Sector Diagnostic (CPSD) carefully considers these indicators

in the chapters of this document, notably infrastructure, agriculture, and business
environment, with a cross-cutting gender lens. A careful assessment of these risks
would allow Mali to preemptively implement mitigation measures to attenuate the
potential negative effects on private sector investment.

Contextual Risk Framework—Highest Risk Indicators

Security forces

Security forces have proliferated in Mali. Such forces are found in the Malian army,
French forces, and more than 15,000 UN peacekeeping personnel (MINUSMA) to
support the transitional authorities of Mali in ensuring security, stabilization, and
protection of civilians, among others. The lack of preparedness and capacity of the
Malian Defense and Security Forces to deal with the diversity and intensity of new
threats has led to the multiplication of private security companies. Nevertheless,

the private security sector remains poorly regulated and trained in Mali and mostly
unarmed. In high-security risk environments, private sector operations may draw upon
public or private security forces for asset protection.

Internal conflict

Opportunities to build resilience through private sector interventions in northern Mali
remain constrained by insecurity. The historical concentration of economic activity

in southern and western Mali has exacerbated existing inequalities with northern
populations, including Tuareg. The political instability since the 2012 coup d’état
strengthened the Tuareg rebellion, which allied with extremist and terrorist groups to
besiege the region. The trajectory of violence shifting south to Mopti is exacerbated by
communal violence over land and resource access for cattle grazing and agriculture.
Clashes between Dogan and Fulani groups have escalated because of attacks and
retaliations. Inclusiveness and equity become even more important criteria in this
context. To that end, the CPSD is focused on opportunities in regions with lower levels
of conflict. However, spillover effects from Mopti into Segou may have implications for
current and future investments.
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Access to formal justice systems and conflict resolution mechanisms

Companies using formal court systems can face issues of transparency, poor
enforcement, and lengthy processes. Weaknesses in the performance of the commercial
justice system negatively affect the business environment and constitute obstacles for
private sector development. As a result, multinational companies often choose to elect
other countries for potential dispute resolution in their commercial contracts. For

the Malian population, access barriers and perceptions of mistrust and corruption

in the formal justice system often see citizens rely on traditional and local authorities
to dispense justice, rather than engaging with the courts. These authorities often
promote forgiveness and do not encourage sanctions and can further exacerbate
feelings of injustice and impunity. While it is not presented in the CPSD as an activity
for the short-to-medium term, Mali should prioritize enforcing contracts as part of its
investment climate agenda and supporting policy reform to improve the efficiency of
commercial justice institutions.

Access to infrastructure and basic services

As discussed further in the infrastructure section of CPSD, poor infrastructure can
impair accessibility to markets and raw materials for companies, with scarcity of
electricity increasing operating costs, especially in energy-intensive activities such as
manufacturing. The Malian population faces significant disparities in infrastructure
and service access, particularly in northern and rural areas. For example, access to
electricity in rural areas is 25.4 percent of the population, compared with urban areas
at 85.6 percent. This CPSD therefore identifies opportunities to explore initiatives
that help address governance gaps and enhance market access, including through
partnering with the private sector.

Forced population movement

Mali is experiencing a worsening humanitarian crisis as a result of the increase in
violence since 2018, with internally displaced persons fleeing to southern cities and
refugees fleeing neighboring insecurity, which is increasing pressure on public services
and land access. Mali had more than 200,000 internally displaced persons as a

result of conflict or violence and more than 6,000 by natural disaster at the end of
2019. In addition, regional insecurity has increased refugee flows to Mali, with more
than 40,000 refugees as of July 2020, the majority of whom are from the subregions
Burkina Faso, Niger, and Mauritania. These movements increase the risk of tensions
over already scarce resources and access to jobs that are mostly provided by the private
sector. This CPSD analyzes regional platforms in the Sahel that can explore potential
programming for refugees to build resilience.
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Deforestation and other threats to natural resources

Growing adverse climate impacts, particularly extreme drought and desertification,
remain a key risk for the two-thirds of Mali that is arid and semiarid. These changes
are leading to reduced rainfed crop yield, greater transhumance movements, increased
livestock mortality, variability and quality of water supplies, and food insecurity.
Linked with these challenges is widespread deforestation, driven largely by poverty and
food insecurity, which has resulted in 2.1 million hectares of forest lost between 1990
and 2016; Sikasso region alone accounted for 70 percent of the loss of tree cover. The
CPSD therefore prioritizes interventions that will maximize production efficiency, use
climate-smart technologies, and increase food security.

Indigenous land

As discussed further in the business environment section, indigenous land rights are
integrated into the Malian rural land code but remain poorly enforced. Private land
ownership is secured through land titling and registration, but most of the titled land is
in urban areas. Very few smallholder farmers or pastoralists own the land they work,
and most rural land is technically under state ownership with customary use rights
exercised by farmers and pastoralists.!? As the population increases and the availability
of land resources decreases, fierce and sometimes violent competition for access to

land intensifies. This makes rural producers’ situation more precarious. The CPSD
therefore prioritizes access to land rights in the business environment section, building
on ongoing technical assistance to Mali in this field.

Gender-based violence and protections

Gender-based violence is pervasive in Mali, exacerbated by the effects of conflict on
women and girls. According to the Malian Demographic and Health Survey from
2018, 45 percent of women ages 15 through 49 have experienced physical or sexual
violence.”® Although justice systems exist, women often do not seek access to justice
because of social pressure or lack of awareness of formal systems available. Significant
gender disparities in education, workforce, and health access also remain a barrier for
women in Mali. This includes prevalence of child marriage, female genital mutilation,
early pregnancy, maternal mortality, and lower levels of female education and skilled
workforce participation, with the female adult literacy rate at 25.7 percent in 2018.
The CPSD therefore prioritizes opportunities that focus on inclusivity of women in the
workforce and supply chains, as these are important considerations for closing gender
gaps and building resilience.
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1.3. MACROECONOMICAND FISCAL TRENDS AND
OUTLOOK

Historically, economic growth in Mali has been comparatively weak and highly
volatile over the long run. Despite a lower starting level of per capita income, with
real per capita growth amounting to only 1.4 percent over the past 25 years, Mali

has grown more slowly on average relative to the rest of Sub-Saharan Africa. Mali’s
growth underperformance is the result of comparatively lower human capital
accumulation and total factor productivity growth, compounded by the political and
security crisis. Mali’s human capital is markedly low, and the country ranks 154th

of 157 countries on the Human Capital Index, with the lowest score in the world in
Quality of Education.'* A growth decomposition exercise suggests that one-half of
Mali’s growth over the past two decades can be attributed to labor accumulation, with
capital accumulation accounting for about one-third of its growth; human capital and
productivity appear to be the factors in which Mali lags most relative to peer countries
(figure 1.1).

FIGURE1.1. ALONG-TERM VIEW: REAL GDP GROWTH IN MALI, 1991-2019
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Before the COVID-19 shock, Mali’s economy was performing higher than its potential
growth rate of 5 percent despite persistent security and political challenges.!” Growth
was maintained on average at 5.7 percent per annum since 2014, the year of full
recovery from the 2012 coup, despite increasing insecurity. Economic growth softened
somewhat in 2018 and 2019, at 4.7 percent and 4.8 percent, respectively, around its
potential rate. This growth has been possible because most of the economic activity
occurs in the agricultural south of the country, which has been relatively preserved
from violence. Beyond agriculture, economic growth was relatively broad based, with
a strong rebound in government capital spending leading to a construction recovery
of 5.5 percent in 2019, while the performance of the industrial sector was also robust
with gold mining growing at 6.6 percent on top of an acceleration of close to 22
percent in 2018. Services output rose 5.3 percent in 2019 with a good performance in
the transport and information and communication technology (ICT) sectors (figure
1.2). On the demand side, public investment and private consumption were the main
drivers, with strong domestic demand benefiting from the sharp increase in both
public (that is, government infrastructure spending) and private investment (that is,
investments in developing mines) (figure 1.7).

FIGURE 1.3. MANUFACTURING VALUE ADDED, 10-YEAR

FIGURE1.2. GDP COMPOSITION BY SECTOR AVERAGE
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Mali’s resilient economic performance in recent years can be credited to several
factors. Accounting for more than one-third of GDP and four-fifths of employment,
resilient agriculture production has been the backbone of the Malian economy,
mainly in the form of subsistence agriculture. The emergence of gold mining as

well as transport, telecommunications, and banking services, the main changes

in Mali’s output structure over the past decades, have further bolstered economic
resilience—while the contribution of manufacturing in the Malian economy remains
comparatively low (figures 1.3 and 1.4). On the monetary and financial side, Mali’s
adherence to the West African Economic and Monetary Union (WAEMU), with

the Financial Community of Africa franc (CFAF) pegged to the euro, and the role
played by the regional Central Bank of West African States (BCEAQO) have been
critical in limiting inflation. Inflation has remained overall subdued, below 2 percent,
in recent years—and turned indeed negative in 2019 at -3.0 percent as a result of
Mali’s good cereal production and WAEMU-wide common inflation factors such as
excess regional supply and imported euro-area low inflation, which brought about
deflationary pressures. Other resilience factors analyzed below include (a) financial
sector soundness, with credit to the private sector growing at 2.2 percent, supporting
the robust increase in private consumption; (b) net capital inflows growing steadily,
including foreign direct investment (FDI) inflows and migrant workers’ remittances
representing respectively 2.8 percent and 5.9 percent of GDP in 2019 (compared to 1.8
percent and 2.8 percent in Sub-Saharan Africa), and (c) continued donor support from
the international community, including grants which have increased to 1.9 percent of
GDP in 2019, both for project financing and general budget support.

The COVID-19 pandemic outbreak and the two military coups in 2020-21 disrupted
more than half a decade of strong economic performance in Mali. Specifically, the
Malian economy was hit hard by the containment measures introduced by national
and regional authorities mid-March 2020 to slow the progress of the COVID-19
pandemic, which severely hampered economic activity while agricultural output
suffered from an unsuccessful cotton campaign linked to low farmgate prices, disputes
over fertilizers, and difficulties in obtaining critical inputs. On top of that, six weeks of
ECOWAS-imposed border blockades and economic sanctions as a result of the August
18, 2020, coup further affected Mali’s trade and financial flows. The combination

of both crises pushed the Malian economy into a recession, with real GDP growth
contracting by 1.2 percent in 2020. On the demand side, private consumption declined
because of lower remittance inflows, households’ response to the health hazard, and
containment measures. Nonpriority public investment was curtailed to accommodate
emergency health-related expenditures and donor disengagement after the military
coup. Simultaneously, private investment was dampened by lower FDI inflows and the
uncertainty induced by the military coup. Exports declined in volume, because of the
lower supply of export crops, while import volumes were affected by reduced private
demand. Inflation, which was in negative territory in 2019, turned positive since July
2020 as a result of supply-chain disruptions and higher food prices.
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Despite the strong growth performance up until 2020, Mali has seen very limited
economic diversification outside of gold and cotton - reflecting a stalled structural
transformation. Mali’s two key export commodities, which represented close to

90 percent of exports in 2020, are characterized by stagnant product complexity.
Gold, which has historically dominated Mali’s export basket, witnessed a recent
surge in exports, with industrial gold production reaching approximately 65 tons

in 2019 and in 2020. Cotton is Mali’s second largest export, accounting for 6.7
percent of exports in 2020. Mali consistently ranks among the top cotton producers
in Africa — and over four million Malians (over a fifth of the population) depend on
the cotton sector for the livelihoods. Manufacturing in Mali remains limited, with
domestically manufactured goods including textiles, agricultural tools, cosmetics,
batteries, paint, plastics, processed foods, cement, cigarettes, and beverages. Mali
has an open economy in which trade accounts for around 65 percent of GDP, and
customs duties are relatively low — with the average applied tariff rate at 10 percent.
Yet Mali, ranked as the 95th most complex economy according to the Economic
Complexity Index, is one of the least diversified exporters in the world and the

fifth least-diversified economy in Sub-Saharan Africa. Mali’s trade balance, largely
dependent on commodity prices, is structurally in deficit. According to the WTO, the
country’s exports of merchandise increased to USD 3.92 billion (from USD 3.68 billion
in 2019) in 2020, while imports of merchandise decreased to USD 4.88 billion (from
USD 5.13 billion) — resulting in the highest merchandise trade deficit of the WAEMU
region.'® Mali is also a net service importer: the value of commercial services imports
stood at USD 1.61 billion, against USD 542 million in exports. Diversification of
export partners has also remained stable although Mali appears more diversified than
its peers: top export destinations are South Africa (36.5 percent of total exports),
followed by Switzerland (35.6 percent), Bangladesh (7.1 percent), Cote d’Ivoire (4.2
percent) and Burkina Faso (2.8 percent). Senegal (which accounts for 22.5 percent of
Mali’s total imports) is the biggest supplier, followed by China (15.8 percent), Cote
d’Ivoire (10.6 percent) and France (7.9 percent).!”

Since 2020, the twin shocks of the pandemic and the political upheavals have rolled
back progress on poverty reduction by half a decade. The international poverty rate
(US$1.90 per day in 2011, purchasing power parity) decreased from 47.6 percent

in 2015 to 42.1 percent in 2019, driven by higher agricultural production and the
expansion of the tertiary sector, which encouraged rural households’ consumption.
This positive trend was reversed in 2020 owing to growth contraction that increased
poverty to 44.9 percent (representing almost a million additional people living below
the extreme poverty line). More alarmingly, the growth elasticity of poverty was
only -0.4 compared with the average -1.9 elasticity for Sub-Saharan Africa.!® There
has also been mixed progress in many nonmonetary poverty indicators: the share

of households with access to water and electricity increased to 85.7 percent and

67.7 percent in 2019, respectively, while the use of electricity for lighting and access
to flushing toilets have declined by an average of 3 percentage points since 2014.
Inequalities have also increased over the past decade, with consumption inequality as
measured by the Gini coefficient increasing from 0.37 in 2015 to 0.38 in 2018/19.
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Macroeconomic fundamentals have so far remained manageable despite a rapidly
widening fiscal balance and mounting debt pressures. Headline inflation turned
positive in mid-2020, and continued to increase in 2021, reaching 4 per-cent y/y in
June 2021, driven by surging food prices. The real effective exchange rate depreciated
by 5 percent in 2019 as a result of the euro nominal depreciation against the US dollar
combined with persistently lower inflation of the WAEMU compared with trading
partners (figure 1.5). With imports declining faster than exports, Mali’s current
account deficit narrowed from 7.5 percent to 0.2 percent of GDP between 2019 and
2020—as Mali has seen its terms of trade improving with the drop in oil prices (20
percent of imports) and hike in the international price of gold (more than 90 percent of
export earnings). External financial inflows dropped in 2020, due to the pandemic and
delays in donor support. On the fiscal front, the general decline of economic activity
and onset of COVID-19-related spending led to a dramatic increase in the overall fiscal
deficit (from 1.7 per-cent to 5.4 percent of GDP between 2019 and 2020), thwarting
the government’s efforts to streamline expenditures and mobilize tax revenue—
supported by International Monetary Fund (IMF) technical assistance to strengthen
tax and customs administration.'” The resulting public debt-to-GDP ratio reached a
record-high 47.4 percent in 2020, from 40.6 per-cent in 2019 with external debt at
26.4 percentage of GDP (figure 1.6). Tax revenue is weak (14.3 percent of GDP), below
the WAEMU standard of 20 percent. While Mali’s debt policy is prudent, the maturity
of domestic debt, with 59 percent of it falling due over 2019-21, remains a concern.
Mali’s risk of overall debt distress is moderate, but still vulnerable to changes in
financing condi-tions and external shocks. Support from the IMF has resumed under
the three-year extended credit facility (ECF), which was approved in August 2019—
but political volatility has delayed disburse-ments in 2020-21. Mali is a participant to
the G20 Debt Service Suspension Initiative declared in April 2020.

FIGURE 1.4. NOMINAL EXCHANGE RATE AND
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In the medium term, real GDP growth will gradually rebound as the pandemic wanes
and private consumption recovers, supported by a continued rise in cotton production
and by investments in the gold sector. With real GDP growth estimated at 3.1 percent
in 2021 and projected at 3.3 percent in 2022, the Malian economy should recover but
remain below pre-pandemic growth levels. The current account is bound to stay volatile,
and Mali’s growth trajectory will continue to hinge on commodity prices and weather
conditions. The medium-term outlook for Mali remains subject to high uncertainty
in light of the ongoing political transition. Downside risks include (a) the further
contagion of political instability, insecurity, and violence (terrorist threats and domestic
conflict), with new elections promised within 18 months of the political transition (since
September 2020); (b) the scale of the COVID-19 crisis and uneven speed of vaccine
rollout to propel economic recovery; (c) the insolvent national electricity company
(EDM-SA) and its effect on public finances; as well as (d) deteriorating terms of trade
and weather-related shocks on the country’s agricultural output.

Mali’s macroeconomic policy framework is anchored in the authorities’ medium-term
development strategy (Framework for Economic Recovery and Sustainable Development;
CREDD 2019-23). Support from the IMF has resumed under the three-year ECF, which
was approved in August 2019—Dbut political volatility may delay disbursements. In

the short term, the primary focus of the IMF-supported program is to (a) significantly
improve fiscal governance on the revenue side through tax administration and customs
reforms; (b) increase revenue collections and reverse the 2018 revenue shortfall; (c)
create fiscal space for priority security, social, and development spending; (d) address the
unsustainable financial situation of EDM, and (e) strengthen the business environment.
As of January 2020, the IMF deemed implementation of the program to be “broadly
satisfactory” and Mali’s fiscal framework to strike an appropriate balance between
spending needs and available resources.

The spatial dimension to Mali’s development story partly sheds light on the country’s
economic resilience. More than 80 percent of Mali’s economic activity occurs in the
south, which has been spared by the crisis and, as a result, has been able to side-step
major adverse economic consequences. Tourism previously was concentrated in the
central and northern regions of Mopti, Timbuktu, and Gao, where most of Mali’s
cultural heritage is located. These regions have been the most severely affected during
the crisis. It is estimated that Mali has lost approximately US$3.2 billion in forgone
FDI because of the conflict during the period 2012-17, and it is estimated that the
crisis has negatively affected Mali’s total investment activity (that is, FDI plus domestic
investment) by US$5.3 billion during this period.?° Other economic activities—
including export-crop agriculture (for example, cotton) and mining—have been
concentrated predominately in the south, which has seen an increase in armed conflict
in recent years. In fact, recent statistics of investment projects approved under the
existing investment code show that the agricultural, agro-industry, and mining sectors
in the south, particularly in Koulikoro and Sikasso, have been expanding.
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Net inflows of FDI are on par with regional peers, subject to the country’s security
challenges (figure 1.8). After a record high at 4.2 percent of GDP in 2011, FDI net
inflows amounted to 2.8 percent of GDP in 2019—most of which are oriented toward
(gold) mining, oil extraction, textile industry, financial services, telecommunications,
and infrastructure. Mali’s leading international investors are Australia, Canada, Cote
d’Ivoire, South Africa, and the United Kingdom.

FIGURE 1.6. FIXED INVESTMENT, 2010-19 FIGURE 1.7. FDI NET INFLOWS, 10-YEAR AVERAGE
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Note: FDI = foreign direct investment; GDP = gross domestic product; LIC = low-income country.

Another factor of resilience for the Malian economy rests on the high levels of
remittances from migrant workers. Personal remittances received reached US$1.034
billion in 2019—representing on average 6 percent of GDP over 2010-19, well above
the regional average for Sub-Saharan Africa (2.5 percent) and for low-income countries
(4.3 percent) (figure 1.9). However, as a result of the COVID-19 pandemic and ensuing
economic crisis, the amount of money migrant workers send home globally is projected
to decline by 14 percent in 2021 compared with 2019.2! Factors driving the decline in
remittances include weak economic growth and employment levels in migrant-hosting
countries, weak oil prices; and depreciation of the currencies of remittance-source
countries against the US dollar.
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FIGURE1.8. PERSONAL REMITTANCES RECEIVED, 2010-19 AVERAGE
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1.4. COVID-19 IMPACTS AND POLICY RESPONSES

The COVID-19 shock has recently added to Mali’s significant security and social
challenges. The first COVID-19 case was reported in Mali on March 25, 2020. As

of February 12, 2022, the country had registered 30,265 confirmed cases and 716
deaths.?? Although the COVID-19 infection rate remains low, the pandemic has
significantly affected Malian livelihoods and local businesses. The COVID-19 shock
erased the progress made in poverty reduction since 2015, with an increase of poverty
to 44.9 percent owing mainly to supply chain disruptions and price shocks as well as
reduction in remittances.

The COVID-19 shock is affecting the Malian economy through both external and
domestic channels of transmission.

e External Channels: These include a contraction in global demand and a subsequent
drop in commodity prices as well as tightened global financial conditions
(for example, FDI and large-scale mining sector investments, aid inflows, and
remittances). The collapse in external demand will dampen exports, especially of
cotton (mainly exported to Asia). The external supply shocks are also slowing
imports of manufacturing inputs and production, for an ailing business sector.
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* Domestic Channels: These relate to the effects of social distance and travel
restriction policies imposed to contain the spread of the virus—particularly on
the services sector. As a result, private consumption will fall, business activity and
investment will further retrench with the decline in demand and cash flow pressures,
and unemployment will rise. Poor access to basic health services, high levels of
informality and poverty, a fragile health system, and shortages of medical supplies
and facilities all could exacerbate the economic and social fallout of the pandemic,
especially for the most vulnerable segments of the population.

Because of the COVID-19 outbreak, the economic landscape in 2020 for Mali was
significantly impacted:

e Growth: Real GDP contracted by 1.2 percent (-4.5 percent per capita) owing to the
COVID-19 effect on global demand, the domestic containment measures, and the
effects of the coup and related economic sanctions.

* Inflation: Headline inflation turned positive in mid-2020, and continued to increase
in 2021, reaching 4 percent year-on-year in June 2021, driven by surging food prices
(5.3 percent year-on-year). Potential upside pressures from supply disruptions and
policy support will likely be offset by the large output gap and the fall in oil prices,
which are expected to be gradually passed through to domestic prices.

e External Position: The current account deficit (CAD) narrowed to 0.2 percent of
GDP in 2020, driven notably by a large improvement in terms-of-trade (lower oil
and higher gold prices) and lower domestic demand. The contraction of imports
owing to a lower energy bill, trade disruptions, and lower domestic demand is
expected to be larger than the loss in earnings from exports (especially of cotton
exports to Asia) and lower remittances from Europe, the United States, and the
region. At the same time, a decline in FDI and other private inflows will weigh on the
financial account, whose deterioration will more than offset the improvement in the
current account, and weigh on Mali’s gross official reserves.

The general decline of economic activity and COVID-19 related spending increased
the budget deficit from 1.7 percent in 2019 to 5.4 and 5.5 percent in 2020 and 2021.
The resulting public debt-to-GDP ratio reached an estimated 52.7 percent in 2021,

up from 47.3 percent in 2020 and 40.7 percent in 2019. Mali’s risk of overall debt
distress is moderate but still vulnerable to changes in financing conditions and external
shocks. Thus, Mali was one of the first candidate countries for the G20 Debt Service
Suspension Initiative called for by the World Bank and the IMF in April 2020 to grant
debt-service suspension to the poorest countries to help them manage the severe impact
of the COVID-19 pandemic.

The authorities responded quickly with measures to contain the spread of the virus
and to mitigate its social and economic impact (box 1.1). In addition to BCEAO taking
swift measures to preserve financial stability and provide additional liquidity in the
banking system,?® Malian authorities responded quickly to the COVID-19 shock by
stepping up health care response as well as emergency measures to support households
and businesses affected by the outbreak.
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BOX 1.1. MEASURES ANNOUNCED BY THE MALIAN GOVERNMENT TO COMBAT COVID-19

Mali responded to the pandemic with preventive containment measures in early March 2020. Then
on April 10 of that year, it followed up with a package of supportive measures (worth CFAF 34.12 billion) to
vulnerable households and ailing firms.

Preventive Containment: For these measures
imposed between March and May 9, 2020 (and
then again on December 1, 2020, up to January
25, 2021), the government suspended commercial
flights (except cargo flights); closed land borders;
enacted a night curfew; suspended all public
gatherings; prohibited social, sports, cultural, and
political gatherings of more than 50 people; and
closed schools, night clubs, and bars. Working
hours were reorganized to end earlier to protect
civil servants. Retail markets remained open (at
a reduced schedule) to prevent disruptions in

the supply of basic goods, while 20 million masks
were expected to be distributed. The government
also set up a crisis response unit and stepped up
public awareness campaigns.

Emergency Medical Response: This plan was
designed to prevent the spread of COVID-19.

The government of Mali, in collaboration with
the World Health Organization and the World
Bank, has been strengthening testing capacities,
expanding quarantine and hospitalization facilities
(including medical equipment such as ventilators,
quarantine facilities), and improving medical care
capacities through planned support to the health
sector (including bonuses to health workers)—
now costed at about 0.6 percent of GDP.

» Social Measures in Support of the Poorest

Households: These measures included a special
fund (CFAF 100 billion) to provide targeted
income support to the poorest households, a
mass distribution of grains and food for livestock
to the poorest households, the free supply of
electricity and water to the poorest consumers
for April and May 2020 (which will increase
subsidies to state-owned suppliers), a three-
month exemption from the value added tax on
electricity and water tariffs, and a three-month
exemption from customs duties on the import of
basic food (rice and milk).

Support to Firms: Businesses hit by the economic
slowdown, including small and medium enterprises,
were provided with a support guarantee fund

of 0.2 percent of GDP (CFAF 20 billion); support
was provided to the public electricity and water
utilities; help was provided to clear budget arrears
accumulated during this year; and tax deferral

and relief was granted to ease liquidity constraints
on the hardest-hit companies, especially in the
hospitality sector (hotels, restaurants, transport). In
addition, the government urged commercial banks
to restructure ailing firms' debt, building on the
framework set up by the Central Bank of West
African States to support firms with repayment
difficulties.

Nonetheless, implementation of the various measures has been delayed largely as a result of the political
events of 2020—21—particularly private-sector support measures that are yet to be operationalized (for

example, tax deferrals, private sector guarantee fund). To date, the health care response program is partially
executed (spending completion rate at 73 percent) and only the targeted distribution of basic food items to
vulnerable communities (for example, cereals) has been completed, together with financial transfers to the
water and electricity utilities (EDM and SOMAGEP—CFAF 17 and 15 billion, respectively).

Source: IMF Staff Report, Rapid Credit Facility, April 2020; reporting by Malian authorities, November 2020; Mali President Ibrahim
Boubacar Keita's Speech to the nation on April 10, 2020, https://www.macmap.org/OfflineDocument/Covid19/COVID_MLI_1.pdf.
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2. STATE OF THE PRIVATE
SECTOR

The formal private sector in Mali is limited in size and is highly concentrated, with a
small number of large firms. Only about 10,000 legal entities were formally registered
in Mali as of 2017, but these are estimated to contribute to 43 percent of value addition
and 78 percent of total exports.?* Among formal businesses, only 800 have more

than 20 employees. The 39 largest firms, largely located in the capital, Bamako, are
responsible for 80 percent of salaried employment in the private sector and contribute
to a disproportionate share of value added.?’ Specifically, these large firms are often
part of diversified business groups that operate across a variety of subsectors, ranging
from cotton ginning, sugar manufacturing, and agro-processing (for example, pasta
products, brewing, baking, vegetable oil, sugar, dairy, textiles, and tobacco) to power,
financial services, telecommunications, and security, as well as (gold) mining—for the
most part, sectors that are more capital than labor intensive.

Yet most businesses in Mali consist of micro, small, and medium enterprises (MSME:s)
and informal household enterprises. On average, formal businesses in Mali employ just
above 11 workers. By contrast, two-thirds of these entities are micro enterprises with
fewer than five workers, with another 24 percent consisting of small enterprises (figure
2.1). The relatively small scale of businesses can be partially explained by the type of
activities in which most of these businesses are engaged: the commerce and services
sector (80 percent), which does not require a large workforce (figure 2.2).

FIGURE 2.2. MALIAN ENTERPRISES BY SECTOR AND
FIGURE 2.1. MALIAN REGISTERED ENTERPRISES BY SIZE, 2017 EMPLOYMENT, 2017
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In addition to the formal sector, about half of all Malian enterprises are informal
small and medium enterprises (SMEs) and 90 percent of all jobs are in the informal
sector.?® Beyond these firms, about one in every six households operates a household
enterprise. These household enterprises are important employers, providing full-time
jobs for 280,000 Malians and part-time jobs for 545,000. Thus, more workers are
employed in household enterprises than by formal firms.?”

There is a paucity of good jobs in formal businesses and self-employment for Mali’s
large and growing pool of young workers. More than half of Mali’s workforce—358
percent—is engaged in agriculture, whereas the enterprise sector (industry, commerce,
and services) employs about 30 percent of the workforce (figure 2.3). The services
sector accounts for about 33 percent of Mali’s GDP, followed by the industrial sector
(21 percent of GDP). Mali’s working-age population consists of about 6 million
people, 90 percent of whom are actively employed.?® However, most workers in Mali
are limited to low-productivity jobs in the agricultural sector or in small commerce.
Informal employment is commonplace (90 percent of all jobs), and wage employment
remains the exception (14 percent, combining formal and informal wage jobs).?’

FIGURE 2.3. EMPLOYMENT BREAKDOWN PER SECTOR, 2016
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STATE OF THE PRIVATE SECTOR

Mali faces the challenge of generating job opportunities for a labor force that is
estimated to grow by approximately 235,000 workers every year, with over half of the
country’s population under age 24. Unemployment is estimated at 9 percent nationally
but is much higher among the youth (approximately 40 percent) and in regions such as
Gao or Koulikoro (over 30 percent).?° Yet the concept of unemployment in Mali must be
nuanced, as those who register as unemployed in statistics are most often unpaid helpers
in family agriculture, small commerce, and services, or other low-productivity jobs.

In labor force participation, the gender gap is particularly sizeable. There exists a 20
percentage point difference between male and female employment rates, and of the
total female employment, only 5 percent are wage and salaried workers compared with
men, whose rate is 14 percent. (ILO, 2018)3! Informal employment is the main avenue
for those entering the labor market, with a female representation of 94 percent and
male of 87 percent.?? According to Women, Business and the Law 2021, women are
at a further disadvantage than men when it comes to employment.* Although women
can participate in industrial jobs, they face some challenges, for instance in factories
and construction sites where there are limitations to their participation according to
Decree 96-178 of the Labor Law, article 189-2 and 189-6.3* This limits their ability

to participate fully in the economy and places them at a disadvantage to their male
counterparts. The average gender wage gap (weighted) for Sub-Saharan Africa is 22
percent, meaning that female employees earn approximately 20 percent less than

male employees.3’ The burden of unpaid work (for example, household chores and
caregiving) also falls disproportionally on women in Mali, where 92 percent of unpaid
work care is done by women. Men spend approximately 21 minutes a day on unpaid
care work.%

Outside agriculture and the public sector, which account for 58 percent and 3 percent
of total employment, respectively, sole proprietors operating informal businesses
employ the largest share of the workforce in Mali. The sole proprietors operate

small- and micro-scale businesses, sometimes with the help of family members and

a few salaried workers, most often without formal registration. Sole proprietorship
(entreprise individuelle) is also the preferred legal form even in cases in which the
owner would like to formalize activities, resulting in lower costs, absence of minimum
capital requirements, and a more favorable taxation regime.

Finally, Mali fares relatively poorly in entrepreneurship. The country ranked 123rd
of 137 countries in the 2019 Global Entrepreneurship Index, published by the Global
Entrepreneurship and Development Institute, and scores particularly low in the areas
of start-up skills and risk acceptance (entrepreneurial attitudes), opportunity start-up
and human capital (entrepreneurial abilities), and internationalization and risk capital
(entrepreneurial aspirations).
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Mali’s competition policy framework is weak. Although Mali has in place antitrust
laws to prevent monopolies and ensure fair competition, the competition authorities
in charge of these share competencies with sector regulators, hence leading to weak
enforcement and de facto firm collusion. Furthermore, the country widespread
corruption impedes the effective implementation of these policies.?” There is evidence
of price-fixing for several sectors, such as rice production and grain trading. Most of
the competition occurs between the formal and informal private sectors.

2.1. COVID IMPACTS ON THE PRIVATE SECTOR

The COVID-19 shock and containment measures have also had a large adverse impact
on the local private sector. Hence the government’s swift response package, including
support mechanisms dedicated to help the private sector, particularly more vulnerable,
smaller businesses, weather the crisis and keep lights on (box 2.1). Key findings from
two recent World Bank Group (WBG) Business Pulse surveys conducted in November
2020 and June 2021 on COVID-19 impacts found that all business sectors experienced
a drop in sales and income and that the health crisis adversely affected the operational
status of 9 percent of companies surveyed.?® Insufficient demand (40 percent) followed
by a shortage of liquidity (29 percent) are cited as key factors for temporary closures
of businesses. A significant proportion (43 percent) of firms surveyed confirmed they
had to cancel customer orders as a result of supply chain disruptions and constrained
access to inputs. The sectors hardest hit include wholesale and retail trade (with a sales
decrease by 76 percent compared with 2019, from 61 percent in 2020), agro-industry
(24 percent of firm closures) as well as services—including the hospitality industries
(hotels, restaurants). Large and medium companies are the most affected, with a
decrease in activity by 22 percent between February 2020 and June 2020 and by 35
percent in June 2021. Firms outside Bamako also proved less resilient in the face of the
crisis than those in the capital.

Some notable insights from the survey include the following:

e Workforce Downsizing: The COVID-19 outbreak has resulted in a reduction in
the number of employees. Between December 2019 and June 2020, the number of
employees in companies fell by 29 percent—and further by 35 percent in June 2021.
A more notable drop in seasonal jobs (by 32 percent), in start-ups and very small
businesses (by 53 percent) and very large companies (by 35 percent).

e Sales and Supply Chain Disruptions: Malian businesses were also negatively
affected by a drop in sales and other supply chain disruptions—835 percent of
companies agree that the health crisis has led to a reduction in sales. Variation in
sales, disruption in the supply of materials, and uncertainty are the three most-felt
impacts. With two-thirds of the companies that have experienced supply difficulties,
almost all companies (95 percent) have changed their supply management and their
sales management. In addition, 64 percent of companies operate with changes and
limitations (provisions for hand washing, gels, masks, and so forth).
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Cash-Flow Pressures: More than half of businesses will not be able to cover their
operating expenses with their current cash flows after a period of three months—41
percent of companies will not be able to cover current expenses with their cash flows
after a month. Large and very large companies appear to have greater resilience with
half of them having cash flows covering operating expenses for more than three
months. Agro-industry is most vulnerable with 65 percent of companies having cash
flow reserves of less than a month.

Access to Finance: Access to finance appears as particularly constrained, with interest
rate and collateral requirements by banks deemed excessive by surveyed firms. Lack
of access to finance is also cited as the major bottleneck to increased digitization by
37 percent of firms.

Access to Support Measures: Only 17 percent of the surveyed companies benefited
from the various support measures taken by Malian authorities, with 48 percent of

beneficiaries getting access to subsidies and 20 percent to tax exemptions.

* Business Confidence: On a positive note, a majority of surveyed companies (50

percent) are optimistic that their sales will be up in the next six months and 16
percent think they will be down. The construction and real estate sectors (82
percent), financial services (82 percent) and retail trade (80 percent) are the three

most confident sectors.

* Fewer Women in Companies: The weight of women in the workforce fell by 3
points, from 38 percent to 35 percent. This variation is more marked for permanent
jobs. This is compounded by the absence of childcare systems, with 92 percent of

businesses not planning to offer childcare.

BOX 2.1. CLEARING GOVERNMENT ARREARS TO THE PRIVATE SECTOR

Mali announced measures to support private
firms hit by the COVID-19 shock and the ensuing
economic slowdown. Those key measures included
the creation of a small and medium enterprise
(SME)-support Guarantee Fund (representing 0.2
percent of GDP) as well as the clearance of budget
arrears to the private sector accumulated in 2020.
Already before COVID-19, the Malian authorities
were committed under the International Monetary
Fund (IMF) extended credit facility (ECF) for 2019-21
to develop a strategy for the clearing of domestic
payment arrears, defined as “overdue payments on
financial obligations from primary (government)
spending, for which the payment date generally
exceeds 90 days, unless terms and conditions

for settlement specify a longer grace period.”
Government domestic arrears are a persistent
problem across Sub-Saharan Africa with average
arrears amounting to 3.3 percent of GDP in 2019 and
8.5 percent for oil-exporting countries.2

Mali, recognizing the effect of domestic arrears
on the financial sector and economic activity,
committed to clear in 2019 all the arrears
accumulated in 2018. Non-accumulation of new
domestic payment arrears by the government is a
continuous performance criterion under the IMF
ECF. Preliminary data by the IMF suggest that all
central government arrears had been cleared by
end-2019 as part of the government’s efforts to
revitalize private-sector growth and abide by its
international commitments.” Going forward, the
Malian government also committed to no longer
exceeding the ceiling for pending bills and not
resorting to an accumulation of new domestic
payment arrears.c Yet some domestic arrears
accumulated again in early 2020 owing to continued
cash management challenges and should be
cleared as part of the government’s new package of
measures to support the economy.
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TABLE B2.1.1 EDM-SA’'S DEBT AT THE END OF
JUNE 2019 (CFAF, BILLIONS)

June 2019
Est.

TOTAL DEBT 319
Financial debt 209
Short-term debt 128
Local commercial banks 99

of which: overdraft 27
Other financial institutions 29
Medium- and Long-term debt 82
Local commercial banks 4
Other financial 78
Supplier debt (arrears) 76
Electricity 37
Petroleum product il
other 28
Fiscal debt 34
Tax arrears 26
Other 8

Source: Malian authorities: IMF staff estimates.
1 Loan Maturity is 12 months or less.

Of particular concern is the financial situation
of Mali’'s national electricity company, EDM-
SA, with substantial arrears to suppliers (table
B2.1.1). EDM-SA has been facing insolvency as a
result of high production costs, inadequate tariffs
as well as operational inefficiencies. As a result,
EDM-SA borrowed heavily from commercial

banks and fuel suppliers: its total debt (including
payment arrears) was estimated in 2019 at
Financial Community of Africa franc (CFAF) 319
billion (3.1 percent of GDP), with short-term debt
to local commercial banks (about CFAF 100 billion)
representing more than half of annual revenue. With
World Bank support, Mali authorities developed

a plan to reduce the stock of arrears by EDM-SA
and avoid the accumulation of new arrears—via
government-guaranteed bank loans, additional
transfers and debt reprofiling. The objective is to
renegotiate and clear 4o percent of arrears by the
end of 2019 (CFAF 46 billion) and clear all arrears
to suppliers by 2023 (CFAF 69.5 billion). EDM-SA
intends to use its 2019 government subsidy (CFAF
30 billion), coupled with the anticipated payment of
government entities’ electricity bills to EDM-SA, to
repay the new commercial loans and avoid rolling
over the principal.

a. IMF, "One Planet, Two Worlds, Three Stories” (Regional Economic Outlook, Washington, DC, October 2019), https://www.elibrary.imf.

org/view/books/086/28351-9781513514055-en/cho3.xml.

b. IMF, "IMF Executive Board Approves the Extension of Increased Access Limits Under the Rapid Credit Facility and Rapid Financing
Instrument” (Press release No. 20/3305, Washington, DC, October 5, 2020), https://www.imf.org/en/News/Articles/2020/10/05/
pr20305-imf-executive-board-approves-extension-increased-access-limits-under-rcf-and-rfi.

c. IMF, "Mali: Debt Sustainability Analysis” (IMF Country Report No. 20/153, Washington, DC, April 24, 2020), https://www.imf.org/en/
Publications/DSA?country=MLI&fm=&fy=&tm=9&ty=2019#search-section.
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OPPORTUNITIES FOR
PRIVATE SECTOR
INVESTMENT

3.1. METHODOLOGICAL CONSIDERATIONS

The main purpose of a CPSD is to identify key opportunities for the private sector and
the critical constraints that will have to be addressed, and to develop recommendations
that could alleviate these constraints. The proposed approach for this CPSD is based
on the following steps: (a) identify sectors where Mali displays evident comparative
advantages and that hold the potential for structural transformation—that is, domestic
value creation; (b) assess private sector appetite and alignment with government
priorities; and (c) apply an overall fragility lens, thus ensuring that increased private
sector investment in a given sector does not exacerbate some of the predetermined
drivers of fragility and indeed contributes to partly alleviating them by providing
opportunities for job creation, inclusive growth, and sustainable development (figure
3.1). Furthermore, the assessment of binding constraints to private sector activity in the
growth sectors relies on a benchmark analysis against “comparator” countries, both
structural and aspirational peers (box 3.1).
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FIGURE 3.1. AN ANALYTICAL AND IMPLEMENTATION FRAMEWORK

IDENTIFY DRIVERS OF FRAGILITY

Source: World Bank/IFC staff.
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growth sectors Sector Focus: Agriculture and Agro-industry

Build competitive agricultural value chains for export
diversification (cotton, livestock, horticulture).

Leverage manufacturing investments through
Special Economic Zones.

Attract FDI, create economic opportunities while improving regional integration.

Note: FDI = foreign direct investment; km = kilometers.

Structural transformation and economic diversification are key to boosting

growth and reducing volatility in Mali. This process requires improving overall
productivity, either by reallocating resources to high productivity sectors (such as some
manufacturing activities) or by creating productivity gains within a sector through
process and product improvements. Given its high share of output, employment,

and external trade in Mali, light agro-industry holds the most promising scope for
productivity improvements and increased performance. The agro-industry thereby
further diversifies the economy from an already narrow economic base, raises farmers’
income, generates employment, and reduces food prices.
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This improvement is confirmed by Revealed Comparative Advantage (RCA) analysis
and Product Complexity analysis conducted for Mali (figure 3.2).3° RCA analysis
suggests that in 2020, Mali was naturally competitive in several product categories,
such as live animals and commodities such as cotton and gold.*® Specifically, livestock,
cotton, cereals, oilseeds, and derivatives (for example, leather, animal skins, and
fertilizers) come out as top subcategories where Mali has a strong comparative
advantage. On the commodities side, gold has the highest comparative advantage.
This analysis represents a strong positive correlation with Mali’s export basket, as
gold, cotton, and livestock represent the main sources of Mali’s export earnings
(respectively, 62 percent, 11 percent, and 8 percent).

FIGURE 3.2. MALI'S REVEALED COMPARATIVE ADVANTAGE (RADAR PLOT)
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Source: UNCTADStat Mali, 2020, https://unctadstat.unctad.org/en/RcaRadar.html.
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Apart from gold, cotton, and livestock, other subsectors for which Mali’s growing
export share can be used as a proxy for competitiveness are horticultural products.
These products in particular include tropical fruits such as mangoes, for which an
upward trajectory appears in Mali’s export share. In line with government efforts

to diversify agricultural production toward high-value, nontraditional agricultural
products, Malian producers are increasingly shifting away from cotton toward rice,
cereals (maize, millet, and sorghum), and horticultural products—that is, crops with
the highest production value per area. The export volume of Malian mangoes has
tripled over the past decade, reaching 22,214 tons in 2018. As a result of favorable
agro-climatic conditions in the south, technological innovation such as cold storage
and intermodal transportation (from air to sea freight), and secured access to the
fast-growing European fresh fruit market, mango has developed into one of Mali’s
leading export products, generating increasing revenues for its smallholder producers
and exporters.

BOX 3.1. CHOICE OF PEER COUNTRY COMPARATORS

The structural comparator countries selected conflict as one of the fastest-growing economies
for Mali are Niger and Burkina Faso. They are in the world, with 8 percent average GDP growth
two neighboring landlocked and low-income since 2012, driven by a booming agricultural sector
Sahelian countries that share with Mali a high and nascent diversification (away from cocoa), rising
degree of dependency on commodity exports (for productivity levels, and high export performance.
example, cotton and gold), as well as a status of Rwanda, Africa’s development success story, has
fragility that predates the 2012 Malian crisis. Like that succeeded in fostering broad-based economic

of Mali, the economies of Niger and Burkina Faso development despite its small economy and

are predominantly rural, dependent on agricultural landlocked geography. Rwanda has done so by
exports, and increasingly vulnerable to insecurity and attracting significant foreign direct investment,
climate change. developing a skilled workforce, and engaging in more

productive sectors—with a focus on services, trade,
and tourism, including strategic activities undertaken
in its recently created special economic zones.

Cote d’Ivoire and Rwanda appear to be suitable
aspirational comparator countries for Mali. Cote
d'lvoire has emerged from its 2011 post-electoral

Source: World Bank/IFC staff.
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3.2. SECTOR FOCUS: AGRICULTURE AND AGRIBUSINESS
(INCLUDING LIVESTOCK)

Given Mali’s strategic location and rich endowment of natural resources, agribusiness,
including livestock, can be transformative for the country if it efficiently leverages

its key comparative advantages. Representing 40 percent of GDP and 58 percent of
direct and indirect employment of Mali’s working-age population, the sector provides
livelihood to 11 million Malians. With 6.4 million hectares of land, Mali has more
arable land than Senegal and Cote d’Ivoire combined.*! With 2 million hectares

of internal water surface areas, Mali surpasses all of its neighbors and regional
partners.*” The country is also endowed with high groundwater levels, especially in
the Inner Niger Delta (southern Timbuktu, central Ségou, and central Mopti regions).
This natural resource opens up opportunities to cultivate crops and raise animals year-
round in areas with low surface water and rainfall to complement its existing main
production regions (for example, Sikasso and Ségou).*

Transforming Mali’s agricultural and agribusiness sector into a vibrant and
sustainable contributor to its economic growth is particularly relevant in light of the
COVID-19 pandemic. According to household surveys conducted by Mali’s National
Institute for Statistics (INSTAT) in May, June, and July 2020 and in January to March
2021, COVID-19’s impact on employment has significantly diminished.** In March
2021, 0.3 percent of respondents attributed their loss of employment to the pandemic
compared to 37.6 percent in July 2020. Respondents in urban areas other than Bamako
were the hardest hit, with 55.9 percent of the respondents in May attributing their loss
of employment to COVID-19. Nationally, the impact of the coronavirus pandemic on
household income and activity is not hard compared with previous months; only 1 in
10 households (11.1 percent) was affected by a drop in income related to COVID 19
against 44.1 percent in February 2021.

In addition to its negative effects on employment, COVID-19 has had a significant
impact on food security. According to INSTAT, 61.3 percent of households in July
2020 experienced a food shortage due to the pandemic, with 74.6 percent reporting
that their households went without food in June 2020.% The biggest negative shocks
for households since the pandemic began have been the increase in food prices,
followed by increased prices for inputs. According to INSTAT data, 71 percent of
households reported that COVID-19 was the cause of their households having scarce
food to feed themselves, with 69 percent of those surveyed indicating that there were
periods during the past 30 days when there was nothing to eat at home. However,
the domestic harvest for the 2020/2021 campaign, buttressed by increased rainfall,
should improve access to food for a majority of households not directly affected by the
ongoing insecurity challenges increasingly concentrated in the Liptako-Gourma zone
(tri-border area comprising Mali, Niger, and Burkina Faso).
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Climate change in Mali is evident and widespread and has already changed weather
patterns and increased weather variability, with adverse impacts on food security,
livelihoods, conflict, and migration. Mali has already experienced overall warming
temperatures, and climate change has both decreased rainfall and changed rainfall
patterns. The north has experienced warming of about 0.5°C per decade, and the
frequency of hot nights has increased significantly in all seasons except for winter.
The changes in rainfall and decreased food production disproportionately affect the
rural poor, mainly subsistence farmers. In this context, Mali has validated in 2018
its Climate-Smart Agriculture (CSA) Investment Plan. Mali’s CSA Investment Plan
prioritized a set of 12 investments and actions needed to boost crop resilience and
enhance yields for more than 1.8 million beneficiaries and their households to help
them adapt to climate change.

FIGURE 3.3. GDP BY AGRICULTURE SUBSECTOR
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Source: PNIA 2019-23.

Mali’s agricultural production is dominated by six key value chains*® that account
for 85 percent of the country’s agriculture production. The agricultural production in
Mali is largely dominated by cotton and cereals (including rice, millet, and sorghum).
Aside from the cotton and rice value chains that are relatively structured, production
systems are (a) low intensity, (b) based on traditional cultivation techniques with low
input and low output, and (c) dedicated mostly for household consumption and the
domestic market. This results in various value chains performing significantly under
their potential.
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Nonrice subsistence farming is expected to contribute just over US$2.43 billion*

per year (29 percent) to agricultural GDP on average for the period 2019-23.#% Rice
production alone is expected to contribute US$24 billion per year (14.8 percent).*’
Meanwhile, livestock production is expected to represent 37.5 percent of agricultural
GDP or on average of US$3.14 billion per year. Whereas most agricultural production is
focused on meeting domestic demand, cotton represents Mali’s top agricultural export.

This leaves room for untapped investment potential that lies within several
agricultural subsectors. This investment estimate is based on value addition and
intensity of processing, increased food security, job creation potential, and export
potential (figure 3.4). These value chains including cotton, fonio, livestock, mango, and
sesame remain largely underexploited and provide a unique opportunity for investors.
See appendix B for a detailed discussion of these value chains.

FIGURE 3.4. AGRICULTURAL CROPS BY PRODUCTION VALUE IN MALI, 2017

" FIBRES ' CEREALS [ FRUITS
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Sources: HarvestChoice, International Food Policy Research Institute (IFPRI); University of Minnesota, "CELLsM: A Multidisciplinary Geospatial Database for
Africa South of the Sahara,’ 2017, https://doi.org/10.7910/DVN/G4TBLF; Harvard Dataverse, Vs Image provided by Data Africa. https://dataafrica.io/profile/mali/

CropsByProduction.

Harnessing the potential of these value chains to increase private sector investment
and create more and better jobs requires addressing several constraints in the next
three to five years. Specifically, constraints are linked to (a) an unharmonized legal
and regulatory environment governing the agricultural sector; (b) governance linked to
institutional fragmentation and weak capacity; (c) inadequate financial infrastructure,
lack of access to finance, and lack of transparency and traceability of financial flows;
and (d) suboptimal uptake of agricultural technologies to move toward CSA, with a
lack of qualified skills to move toward light agro-industry.
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Agribusiness Enabling Environment and Governance

According to the 2019 “World Bank Enabling the Business of Agriculture” (EBA)
report, Mali received an overall score of 33.7 of a maximum score of 100 and is
ranked 86th of 101 countries. EBA measures and compares the performance of

the enabling environment—that is, the laws, regulations, and policies affecting
agribusiness across 101 countries.’® The 2019 report noted that significant gaps existed
in mechanization and irrigation, which had the lowest scores, 0 and 10, respectively.’!

Correcting these deficiencies requires investment from both public and private actors.
According to the World Bank’s 2020 “Public Expenditure Review” (PER) of the
agricultural sector, the Malian government’s expenditures can be characterized by the
heavy emphasis on supporting crop production, particularly input subsidies for cotton
and rice.>?

Despite its relatively high share of total expenditure, spending on agriculture is highly
inefficient in both its allocative and its technical efficiency. Resources are concentrated

in the crop subsector at the expense of the livestock subsector. In economic
classification, spending has been heavily skewed toward current expenditure and
especially input subsidies at the expense of investment. Few resources are transferred

to the regions and to the decentralized services to enable providing adequate services.

BOX 3.2. LESSONS LEARNED: LEVERAGING THE PRIVATE SECTOR FOR VALUE CHAINS

While moving to implementing the
recommendations from this CPSD, several past
success stories of leveraging the private sector
in Mali should be replicated. This holistic value
chain approach of working both on the demand side,
by strengthening the capacity and the infrastructure
of mango producers, and on the supply side by
investing in a mango transforming firm that buys
the product has been deemed successful and could
be replicated by the World Bank Group (WBQ) in its
future interventions.

In the World Bank and IFC Joint Implementation
Plan (JIP 2016-2019), the WBG supports selected
value chains. Those include mango, quality beef,
and shea butter, which present the most potential in
competitiveness and export.

Source: Excerpts from PACAM Mid-Term Review, April 2020.

The approach taken was to use existing World
Bank operations. That approach used the Support
Project for Agro-Industrial Competitiveness in Mali
(PACAM) and the Mali Dry Land project to de-risk
IFC investments in these selected value chains.

For example, PACAM rehabilitated 300
kilometers of rural roads in the region of
Yanfolila and Sikasso. This project helped provide
access to markets for the mango producers as well
as to CEDIAM (a firm that transform mango into
pulp for juices). Also, in the scope of the project,
PACAM conducted two phytosanitary campaigns
against the mango fruit fly to ensure the mango
quality was meeting the European export standards.
On the other side, IFC worked with CEDIAM to
ensure the firm had the required certifications

for export and recently concluded a €2 million
investment in the firm.
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Despite contributing only 2.9 percent to the sector’s GDP, cotton production receives
58 percent of government input subsidies, highlighting the mismatch between resource
allocation and the stated government priority of diversifying and modernizing

the agricultural sector. Since its inception, the cotton subsidy program has had an
average annual increase of 12 percent, with 511,938 metric tons subsidized during the
2018/2019 agricultural campaign. However, increases in production have not followed
suit. Cotton production accounted for 58 percent of the subsidy during the 2009-18
period, but yields have remained flat. Cotton yields increased by 1.6 percent annually
during the 2009-16 period, with an average of 930 kilograms per hectare (kg/ha),
which is below the 1,200 kg/ha threshold necessary to ensure financial viability.*?

FIGURE 3.5. SHARE OF AGRICULTURE HOUSEHOLDS BENEFITING FROM EXTENSION
SERVICES, 2017
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Source: Cellule de Planification et de Statistiques, "Enquéte Agricole de Conjuncture Intégrée aux Conditions de Vie des
Ménages (ECA-I)." 2017.

With a share of just 40 percent of expenditures allocated to investments on average
during the 2010-18 period, government action is disproportionately geared toward
inefficient and opaque provisions of inputs and the payment of operating expenses
and salaries of government workers (figure 3.5). Furthermore, resources and decision-
making are centralized in Bamako, and just 9 percent of resources on average were
allocated to the regions. The 2020 PER recognizes the need to streamline and
adequately fund public agencies whose mission is to develop Mali’s agriculture,
livestock, and fisheries sectors.
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There is a high level of institutional fragmentation, which poses a major constraint for
both coherent government action and public sector investment. Ten agencies are tasked
with developing irrigation plans with an average annual budget of 350 million CFAF
(US$627,000) per agency. This amount is inadequate given their mandate. As such,

the PER recommends that, with the exception of the Office du Niger zone, agencies
focused on expanding access to water be consolidated into a single entity that also
merges the mission and activities of regional agricultural directorates with the mission
and activities with rural engineering directorates. The goal is to rationalize current
expenditures and boost resources earmarked for investments. These recommendations
fit well with a potential special economic zone (SEZ) strategy (as discussed in the

next section of this report) to boost the sector, while also addressing the weaknesses
highlighted in the “Enabling the Business of Agriculture” analysis on Mali.’*
Specifically, the new Mali SEZ Law, if adopted, will create one autonomous SEZ
administrative authority that will consolidate many of the cited activities under one
agency for purposes of establishing agribusiness SEZs. This feature will enable Mali to
improve the enabling environment of the agribusiness sector.

Institutional capacity constraints are another major hurdle faced by the government
of Mali, inhibiting it from spending all the foreign aid it is allocated. For example,

in 2018, only 32 percent of the budget was executed, owing in part to the complexity
of the governing administrative procedures and human-resource constraints in

the relevant ministries. As such, it is important to ensure that the programs and
investments detailed in Mali’s latest national investment program are carried out fully
to incentivize and inspire investment from the private sector.

Physical and human capital, harnessed by technology

The improved efficiency of Mali’s value chains requires investments in both physical
and human capital. The government of Mali can take pride in launching initiatives
that leverage agricultural technologies to improve value-chain efficiency and

foster private sector participation, such as the e-voucher program.*® However, the
agricultural sector in Mali is still characterized by low levels of productivity in large
part because of archaic technology and inefficient practices, owing to an inadequately
skilled workforce that cannot embrace advances in technology or product
sophistication to take the sector to a higher level.*® For physical infrastructure,
boosting downstream investments in bulk storage, refrigeration, processing,
packaging, and quality control is critical. For human capital, there is a paucity of
experienced managers who can effectively operate companies at industrial scale, and
there is a lack of service providers who are able to advise companies how to scale up
to attract domestic and international investors.
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Within the crop subsector, current expenditure and subsidies account for 60 percent of
total spending on average, crowding-out critical investment spending. Input subsidies
accounted for 42 percent’” of spending during 2010-18, and capital expenditure
accounted for the remaining 40 percent. If the costs related to the operation of public
services are removed from that figure (over 20 percent of total capital expenditure in
the crop subsector), the share of actual investment would only be around 30 percent.
This amount is far from sufficient given the enormous investment needs in water
control and sustainable soil management (crucial for a Sahelian country), research
and advisory support for improving productivity, and infrastructure (rural roads,
storage and conservation infrastructure, rural energy, and so forth) to encourage the
development of value chains.

The increased uptake of digital technologies can help accelerate Mali’s move toward
light agro-industry. Transformative technologies allow higher potential for private
investment because of (a) lower capital requirements required for lean agricultural
technology start-ups; (b) their potential to optimize entire value chains of otherwise
fragmented input providers, producers, and processors, thus offering a wider access to
markets; and (c) their potential for high growth, given that the agricultural technology
market is still nascent and early investors can reap rewards. As described earlier, Mali
has significant potential with livestock, fisheries, and horticulture production. For
Mali, as a large, landlocked country, subsidies to facilitate the acquisition of electric
trucks, vans, motorcycle taxis—both refrigerated and nonrefrigerated—are essential to
ensure that supply meets demand without compromising the well-being of consumers
and the environment owing to product degradation and postharvest losses and waste.

Data on agricultural transactions are essential for maximizing efficiencies across value
chains.’® Leveraging technology to increase information sharing to provide timely
information to actors for different value chains improves traceability and transparency.
The sector is very informal and based on cash; consequently, it is difficult to have clear
and timely visibility on the nature of flows, the volume of flows, and flows between
actors. It also makes policy making more difficult. Initiatives like AgriPay, an IFC-
supported digital financial services project dedicated to the agriculture value chains,
are a step in the right direction.®’

The amount that the government of Mali has invested in agricultural research and
development (R&D) has fallen over time. R&D fell from 1.00 percent of its agriculture
GDP in 2000, the minimum recommended by the United Nations and the African
Union, to 0.38 percent in 2014.%° Increased government funding is needed, not only

to cover the cost of salaries, but also to allow adequate funding for the day-to-day
running of research programs, as well as necessary investments in infrastructure.
Further, agricultural research in Mali is among the most donor dependent in Africa.
Strong reliance on short-term projects funded by donors and development banks,
combined with modest levels of public funding, have driven significant fluctuations in
agricultural research spending over time. Events like the 2012 military coup and unrest
in the country’s north—which prompted a temporary freeze on aid—highlight the
country’s vulnerability to funding shocks and, hence, its need to diversify its sources of
agricultural research funding.
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FIGURE 3.6. AGRICULTURAL RESEARCH SPENDING AS A PERCENTAGE OF AGRICULTURE GDP, 2000-14
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Source: Léa Vicky Magne Domgho, Ouleymatou Traoré, and Gert-Jan Stads, “Agricultural R&D Indicators Fact Sheet” (International Food Policy Research Institute,
Washington, DC, 2018), https.//www.asti.cgiar.org/sites/default/files/pdf/ Mali-Factsheet-2017.pdf.

Note: CFA =CFA franc; PPP = purchasing power parity; $ = USS.

With 87 percent of its research pool close to retirement, Mali risks losing a large
share of qualified human capital to stimulate R&D and, consequentially, private
investment. The government of Mali needs to invest more in recruitment and training
as mechanisms to motivate and maintain staff over time, as the agricultural sector is
largely composed of a workforce with low education levels. Further, whereas females
constitute the majority of Mali’s farmers, only 15 percent of the country’s agricultural
researchers are female. Since women offer different insights and perspectives to address
the unique and pressing challenges of Mali’s farmers, it is important that the country
focus on improving the gender balance—both among its agricultural researchers

and its research managers—to more effectively address the breadth of priorities and
challenges facing its farmers.
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OPPORTUNITIES FOR PRIVATE SECTOR INVESTMENT

Agrifinance

The agricultural sector lags other sectors in financial inclusion and access to credit.
According to IMF financial soundness indicators,°! agriculture and fishing received
as little as 3 percent of the total credit in the Malian economy in June 2019, less
when compared with the same sector in Burkina Faso (4.7 percent®?) or Cote d’Ivoire
(9.2 percent®®). A recent World Bank report®* on Mali noted that less than one-third
of agriculture households receive credit in the country, with 14 percent of them
obtaining it from informal sources, 12 percent via value chain financing (suppliers
and cooperatives), and only 4 percent via financial institutions. Financial inclusion
data, both in access to and use of financial services, indicate lower uptake of farmers
and households in rural areas (figure 3.7). Aware of this important barrier, Mali, with
the support of the donor community, has initiated several projects that extend direct
financing to the sector. However, structural reforms still need to be taken for more
inclusion and sustainable offers of suitable agricultural finance products in Mali to
catch up regional peers in WAEMU (Céte d’Ivoire or Burkina Faso).

FIGURE 3.7. AGRICULTURE HOUSEHOLD ACCESS TO CREDIT, BY TYPE
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The government of Mali has taken several initiatives to improve access to finance in
the agricultural sector.® Despite lasting effects and some sustainable activities, most
programs only provide partial and temporary solution to growing financing needs

in the agricultural sector, and structural reforms are still needed. The World Bank
2018 report on financial inclusion®® recognizes the creditworthiness of most of the
smaller subsistence (uneducated) households. Yet such households still need to build a
digital footprint showing a stable financial flow, which could be used by households
to collateralize their credit applications. Thus, the regulatory framework needs to
accommodate flexibility in product origination and credit recording for a better risk
profiling which includes digital financial services (DFS). The report also underlined
the high potential for well-structured value chains to obtain credit from financial
institutions, and channel it indirectly to large numbers of small- and medium-size
farms. As the cotton sector that, already better organized, is benefiting from the
banking sector, other value chains can be supported for more organization and better
access to credit. The report encouraged measures to increase the presence of financial
service providers in rural areas and to facilitate customer assessment and monitoring,
particularly through microfinance institutions and mobile money actors for expanding
their distribution channels and agent networks.

The government of Mali has also put in place the first foundations to operationalize
warehouse receipt financing®” by adopting a law governing warehouse receipts in 2018.
Because of the COVID-19 pandemic and the disruptions along food value chains in
Mali and across the world, facilitating access to improved storage infrastructure that
allows commodity owners to obtain credit based on their securely stored collaterals
offers an opportunity for farmers, processors, and traders to improve their livelihoods
and increase the competitiveness of the sector. However, the current regulatory
framework does not comply with international standards. For the mechanism to

be fully operational, the first step will be to review and complete the legal and
regulatory framework. Therefore, a warehouse receipts system (WRS) steering
committee consisting of relevant public and private stakeholders (agriculture value
chain representatives, financial institutions, warehousing service providers, and key
government ministries) should be created in the short term to support the development
and adoption of the necessary law and decrees, including the future regulatory agency.
In the longer term, the government should pursue activities that will promote warehouse
receipt financing through communication campaigns and demonstration activities and
will catalyze private investments in warehousing infrastructure and services.
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3.3. SPECIAL ECONOMIC ZONES IN THE AGRIBUSINESS
SPACE

One catalytic policy that Mali can effectively leverage to promote resilient economic
growth in agribusiness is private sector—driven agribusiness SEZs as buttressed by a
modern SEZ legal, regulatory, and institutional framework. The most powerful and
dynamic policy attribute of SEZs for a country like Mali is their inherent quality

to serve as catalytic demonstration areas. In these designated areas, national, state
and provincial, or municipal and local governments can experiment with and pilot
new economic, social, regulatory, and institutional approaches. Upon realizing
positive results through trial-and-error techniques on a relatively smaller, albeit more
manageable, scale, a country can later execute the piloted spatial area reforms more
broadly at the countrywide level.

SEZs can provide both the transitional and future Malian governments with an
effective policy to address these constraints efficiently, targeting each zone. SEZ-
specific reforms can gradually be carried out by targeting individual SEZs before being
extended and applied to the rest of the economy of Mali. These targeted SEZ reforms,
in turn, can enable even a FCS state like Mali to achieve the following practical
outcomes in agribusiness:

* Improve the enabling business environment and infrastructure, including transport
networks.

e Facilitate the efficient, equitable, and responsible access to, and use of, agricultural
lands.

e Provide enhanced access to agricultural inputs (for example, seeds, fertilizers) and
suppliers.

* Promote the expanded provision of related technical services, including laboratory
testing.

e Facilitate access to local, regional, continental, and even global supply and value
chains, especially for smallholder farmers.

e Improve sanitary and phytosanitary standards.
e Consolidate links to research and other institutions (for example, R&D, training).

e Leverage digital network production-and-distribution platforms to increase
mechanization.

e Attract national, foreign, and diaspora investment to create jobs.

* Provide viable testing grounds for innovative crop techniques and alternative
energy sources.

* Improve Mali’s exporting prospects.

e Solidify the bridge among medical science, agribusiness, and environmental
protection.
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Agribusiness SEZs can uniquely target anchor ICT and digital network providers to
locate in future Malian SEZs to establish digital production-and-distribution platforms.
Such platforms would comprise private sellers and buyers of inputs (for example, seeds,

fertilizers), output (for example, fresh produce or processed products), and financial

products (for example, warehouse receipts, financial leasing). By doing so, agribusiness

SEZs can accelerate promoting strategic local, regional, continental, and even global

agribusiness supply and value chains in Mali. (For a more comprehensive discussion on
the innovative role that SEZs can play in Mali, see appendix D).

BOX 3.3. LESSONS LEARNED: SEZ BEST PRACTICES FOR MALI

¢ SEZ Failure Factors: Lessons learned around
the globe show that three factors are primarily
responsible for failed SEZ regimes, including
in Africa. They are (a) the absence of best-
practice and detailed SEZ law and regulations
that compel both public and private sectors
to adhere to international SEZ development
and operation standards, (b) the failure to
conduct comprehensive SEZ feasibility studies
as mandated by the SEZ enabling law and
regulations, and (c) the lack of world-class
offsite infrastructure that includes streamlined
transportation networks.

- Draft Mali SEZ Law: The draft Mali SEZ law (as
prepared by the IFC SEZ legal team) is predicated
on international best practice standards that
are found not only in chapter 14 of the ECOWAS
Investment Policy but also in the SEZ law and
regulations of the following countries in which
SEZs and other zones have been successful:

Source: IFC analysis.

Bangladesh, Djibouti, Haiti, Jordan, Morocco,
Panama, and Philippines.

SEZ Feasibility Studies: Specifically, the future
Mali SEZ law (when adopted) will greatly increase
the probability of successful SEZ development
and operation in the Sahel nation by requiring
undertaking comprehensive SEZ feasibility studies
that will incentivize, inter alia, the establishment
of viable public-private partnerships (by using
efficient incentives based on performance
investment incentives) to construct critically
needed off-site infrastructure.

Expanded Tax Base: The future Mali SEZ law
will also promote increased tax revenues by
assessing a simple 20 percent SEZ flat tax in

the future Mali SEZs where today no regulated
economic activity is taking place. This feature
can potentially serve as a positive demonstration
effect for Mali's national fiscal regime.

Agribusiness SEZs—as reinforced by digital network platforms—can provide the
private sector with the economic foundation to accelerate agricultural transformation

in Mali. This enlarging can be done by gradually helping private Malian farmers to

expand the complexity of products along the entire agribusiness value chain through

mechanization and innovation by improving human capital through an expanded

knowledge base and skills-upgrading and by streamlining and rationalizing transport

and ICT connectivity, among other achievements. Strategically developing essential

infrastructure and services on a targeted basis by implementing innovative SEZ

public-private partnerships (PPP) mechanisms can further take advantage of the

positive value-chain attributes of SEZs. Such a strategy can then be replicated in Mali’s
neighbors in the Trans-Sahel region, many of which are also FCS nations.
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One constraint that impedes Mali from establishing a best-practice SEZ regime is the
absence of a modern SEZ legal, regulatory, and institutional framework. To date,
there is no law or regulations governing SEZs in Mali. The existing legal framework
consists of one article in the investment code. Given the complexity of SEZs, that
article is not adequate to make a compelling business case to entice seasoned foreign
investors to make any SEZ investments in the West African nation. Not surprisingly,
this government-regulatory setback, juxtaposed with Mali’s precarious security
situation and recurring political instability, explains why no SEZ exists in Mali today.

The immediate solution is to push for Mali to adopt the draft Mali SEZ law. The
best-practice SEZ law will enable Mali to eliminate—by targeting individual SEZs—
many of the market and government-regulatory constraints discussed in this report.
Thereby, business opportunities for the private sector can be expanded, especially in
agribusiness and health care (COVID-19).

Recommendations

Harmonize laws and codes governing the agricultural sector, reduce institutional
fragmentation, and strengthen capacity by doing the following:

e Review existing laws, codes, and regulations governing the agricultural sector
to determine the need for updates, to identify existing gaps, and to make
recommendations for harmonization.

* Make institutional reforms to consolidate irrigation development and to merge the
regional agricultural directorates with the regional rural engineering directorates.

e Conduct a feasibility study on digitizing the phytosanitary and other certification
services to reduce time and costs and to improve Mali’s ability to compete
internationally for high-value crops.

* A decree or réte by the Ministry of Economy and Finance to complement the
investment code and the customs and taxes codes to help and simplify importing
greenhouse technology.

Harness technology for physical and human capital by doing the following;:

e Support private investors to boost downstream investments in bulk storage,
refrigeration, processing, packaging, and quality control.

e Increase the proportion of the agricultural GDP budget devoted to R&D, focusing
on recruitment and training for PhD researchers, especially female researchers.

e Provide incentives to the private sector for investing, importing, and developing
technologies and capital goods that minimize postharvest losses and waste.

* Bank and digitize agricultural flows by investing in real-time information systems
on commodity prices. Obtaining comprehensive and real-time data on what is sold,
at what price, and to whom will allow for more traceability and transparency in
the sector.
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Improve access to finance by using the following measures:

Establish and operationalize a modern legislative and regulatory framework for

a warehouse receipt system. A WRS is necessary to unlock capital and boost
entrepreneurship, especially in the cereals and export-oriented value chains.®® WRS
is a method of inventory financing in which loans are made against goods held

as collateral in a licensed warehouse. Currently, commercial bank and insurance
product loans are not adapted to the agricultural sector, given that the sector’s risks
and time are very different from those of nonagricultural endeavors. For example,
five-year loans are unrealistic for agribusinesses if the objective is to establish
plantations or orchards. Investments in such enterprises are front-loaded and require
years of patience and careful monitoring before fruits can be harvested. It is vital to
account for these factors when designing financial products for agribusinesses. The
concept of patient capital is also very important for Mali and for stakeholders to
integrate into their thinking as they execute public expenditure programs designed
to boost value chains.®® The first step will be to review and complete the legal and
regulatory framework. Therefore, a WRS steering committee consisting of relevant
public and private stakeholders (agriculture value chain representatives, financial
institutions, warehousing service providers, key government ministries) should be
created in the short term to support developing and adopting the necessary law and
decrees, including the future regulatory agency.

Mobile network operators (MNOs) and DFS providers could support digitizing
farmer payments not only to reduce the cost and risks of delivery, but also to help
individual farmers establish a digital footprint that would open the door for credit in
the future.

Grants, subsidies, and other government programs should be channeled through DFS
to foster financial inclusion, and also to provide households with a stable financial
flow that could be used as collateral for their credit applications;

Leverage DFS to deliver specific assets on credit to rural households and farmers,
through dedicated pay-as-you-go mechanisms.

Aggressively pursue an agribusiness SEZ policy and adopt draft SEZ law by doing the
following:

The immediate short-term solution is for Mali to adopt its draft SEZ law, in strict
accordance with the Mali SEZ Implementation Strategy outlined in appendix D.
Implementing such an aggressive agribusiness SEZ policy can trigger not only

the creation of the SiKoBo (cross-border agribusiness) SEZ by private sector SEZ
developers and operators, but also the estab-lishment of other private sector—
managed SEZ agropoles throughout Mali. These positive economic outcomes will
then provide the private sector with additional reasons to invest in Mali even under
the current challenging circumstances.
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4. KEY CONSTRAINTS

TO PRIVATE SECTOR
DEVELOPMENT

4.1. ENERGY

Despite significant progress over the past two decades, access to reliable electricity
supply in Mali remains low, particularly in rural areas. The national electrification
rate in Mali reached 51 percent in 2018, against only 28 percent in 2010 with

the number of people with access to electricity increasing from 4.2 million to 9.7
million.” The recent progress means that Mali in 2018 surpassed for the first time
Sub-Saharan Africa’s average rate of electricity access of 48 percent. This progress

is driven predominantly by a relatively high electricity access rate in urban areas of

86 percent, compared to 78 percent in Sub-Saharan Africa. Whereas the rural access
rate has also improved, reaching 25 percent at the end of 2018, it remains extremely
low (albeit close to the regional average of 32 percent). The number of people without
access to electricity decreased only slightly from 10.7 million in 2010 to 9.4 million

in 2018, largely attributable to relatively high population growth. Demographic
growth and urbanization are two structural trends in Mali that will continue to affect
the expansion of electricity demand, which will need to be matched by an adequate
expansion of electricity supply if the sector is going to meet its development objectives.
This expansion is particularly important because Mali is ranked 106th in the Global
Competitiveness Index”! for quality of electricity supply, and access to electricity is
cited by Malian firms as one of top three constraints on business operations.”?

Within the perimeter of its concession, the vertically integrated Malian electricity
utility, EDM-SA, has monopoly over power transmission and distribution, whereas
generation is open to the private sector. EDM-SA is therefore the single buyer for
power supplied by independent power producers (IPPs). The energy supplied is
generated by the thermal generation plants owned and rented by EDM-SA, from
electricity imports from Cote d’Ivoire, and from the regional hydropower facilities
(Manatali and Felou) owned by the Senegal River Basin Authority (OMVS) and
managed by the OMVS’s energy management company. The Malian Agency for the
Development of Domestic Energy and Rural Electrification (Agence Malienne pour
le Développement de I'Energie Domestique et I'Electrification Rurale, AMADER),
created in 2003, is in charge of electricity service delivery to rural areas through

a PPP approach, whereby rural electrification concessions are granted to private
operators. The Regulatory Commission for Electricity and Water (CREE), reporting
to the prime minister’s office, was established in 2000 to regulate the water and
electricity sectors. CREE’s mandate is to protect customers, promote competition
when possible, arbitrate disputes between the government of Mali and operators, and
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approve adjustments to ensure fully cost-reflective tariffs. However, its actual role in
the sector has been limited owing to heavy government intervention, for example,
through direct negotiations with private operators and proposed tariff adjustment
reversals. Furthermore, CREE’s mandate is limited to EDM-SA’s concession perimeter.
AMADER undertakes regulation by contract for rural electrification concessions.

Overall, Mali has an endowment of clean power. To meet growing domestic energy
demand, Mali has, over time, relied less on hydrogeneration and more on thermal and
expensive rental units, resulting in a significant increase of EDM-SA’s operating costs
and further deteriorating the sector’s viability. In 2019, the total installed capacity in
the interconnected system was 455 megawatts (MW), of which 156 MW was from
hydropower plants (that is, 33 percent versus 94 percent in 2003) and 259 MW (56
percent) was from thermal (103 MW from EDM-SA-owned thermal power plants,

66 MW from Albatros IPP thermal plant, and 80 MW, or 18 percent, from expensive
diesel rentals), and 50 MW was from electricty imports from Cote d’Ivoire (11
percent) (see figure 4.1). A key challenge of the electricity sector is to reduce electricity
generation costs so that the the sector is financially sustainable, can increase access,
and can attract private sector participation.

FIGURE 4.1. ENERGY MIX IN THE MALI ELECTRICITY SECTOR, 2019

THERMAL PLANTS
DIESEL RENTAL PLANTS

IMPORTS FROM COTE D'IVOIRE

Source: EDM-SA, Annual Report, 2020.
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Key Constraints

Mali faces key structural constraints challenging the sustainable development of its

power sector as follows:

Lack of strategic planning (including an appropriate tool to manage the sector),
overlapping responsibilities, and lack of governance. Weak planning and
implementation capacity, limited public resources, and lack of experience in dealing
with private sector investors have resulted in many structural issues. PPP projects
have generally followed discretionary practices (awarding sole sources), resulting

in a higher cost of generation that is ultimately passed on to the end user, and

have been signed with private operators in a nonstructured fashion without a full
view of the sector and not following least-cost tariffs. Moreover, the additional
generation capacity has been planned without considering the need to reinforce aging
transmission and distribution infrastructure. It has led to Mali’s paying capacity
payments to IPPs that are unable to (a) evacuate power or (b) deploy renewables
generation that is curbed by the limited grid capacity to absorb it. Furthermore, this
lack of strategic planning has resulted in Mali’s having limited options: Mali must
either increase reliance on expensive emergency diesel rentals to meet fast-growing
demand or increase imports. There is a critical need for sector planning based on a
program and for the public stakeholders’ capacities to design and manage it to be
strengthened. Mali has made several commitments in this regard, including signing a
moratorium to award future generation expansion projects through transparent and
competitive procurement to benefit from least-cost prices. A least-cost generation
plan is being developed under the supervision of the Ministry of Energy to define
priorities, based on a least-cost and competitive approach, for new generation,
transmission, and distribution infrastructure investments. Yet, its timely completion,
acceptable legal registration, and enforcement remains to be ensured and protected
from vetted political and private interests.

Lack of funding led to obsolete transmission and distribution infrastructure with high
losses: The quality of the electricity provided by the EDM-SA has been deteriorating
because of the degradation of the transmission and distribution networks. This
deteriioration is largely because the power sector doesn’t generate enough cash to
support the transmission and distribution networks. The EDM-SA’s customer base has
increased rapidly, from 120,000 households to close to 400,000 in the past 12 years.
The rapid growth of the demand has overloaded the transmission and distribution
network and the transformers in key substations are congested because of limited
transit capacity and flexibility. EDM-SA’s system losses were estimated at 22 percent
in 2018 and the revenue collection ratio remained relatively low at around 85 percent.
It is estimated that the transmission segment will need US$1.4 billion by 2034 and

an average of US$27 million of additional investments in the distribution network
annually, to deliver reliable and affordable electricity services to the growing number
of customers. The scale and rapid pace of this investment plan illustrates the urgent to
address bottlenecks at the level of transmission and distribution networks to support
the sector’s development objectives.
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Financial viability and operational performance of the national utility are poor

and deteriorating: EDM-SA has to operate at a loss with tariff levels way below

cost recovery and subsi-dies not sufficient to ensure a sustainable sector. Electricity
tariffs have failed to reflect the increase of EDM-SA’s operating costs resulting in
mounting operating deficits. EDM-SA’s costs per unit of electricity billed increased
considerably in the recent past reaching 150 FCFA/ kilowatt hour (kWh) in 2018 and
increasing further to 165 FCFA/kWh in 2019, while average tariffs remained largely
unchanged. As such, the tariff deficit is now equivalent to 40 percent of the total cost
of electricity per kWh (see table 4.1). Yet, given the extremely fragile social context,
the government of Mali has not been able to adjust tariffs to reach equilibrium.
Moreover, the operational subsidy EDM-SA receives from the government of Mali
to fill the tariff shortfall is neither regularly paid nor sufficient. As a result, EDM-

SA is left with operational losses (that is, up €29.4 million in 2018) and such deficit
does not even reflect cash needed to pay debt service and fund capital expenditure
investments in transmission and distribution or new generation capacity. Finally, the
financial viability of EDM-SA is undermined by low collection rates especially from
the public and parastatal entities, thereby reducing the amount of revenue billed and
collected and further deteriorating the cash flow of EDM-SA.

TABLE 4.1. TARIFF AND COSTS

CFAF/KWH 2016 2017 2018 2019
Average tariff 97 96 100 100
* LV (low voltage) 104 104 107 106
* MV (medium voltage) 85 84 88 90
Costs per unit of electricity billed 135 129 150 165
Tariff revenue shortfall 38 32 5O 64

Note: kWh = kilowatt hour; LV = low voltage; MV=medium voltage.

Short-term commercial loans used to continue providing electricity services: EDM-
SA has relied on such loans to fill the ever-increasing cumulative cash shortfall, and
the financial charges are further deteriorating its financial situation. Faced with
increasing liquidity challenges, EDM-SA has been relying heavily on short-term
borrowings to meet its obligations and has delayed payment to fuel and power
suppliers. At the end of June 2019, EDM-SA’s debt including arrears was estimated
to be about 3.1 percent of GDP.”3 The situation has reached a point where EDM-SA
can no longer pay for debt service unless it contracts additional debt, and therefore
EDM is insolvent.
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Recommendations

The energy sector in Mali requires a profound transformation to make it an efficient
and more sustainable sector; one which would ultimately create budgetary space and
reduce the subsidy requirement over time to effectively support long-term energy
infrastructure development and address ancillary needs such as human capital
development needs. Overall key areas for improvement needed for the current
working of and sustainability of the sector are (a) improving EDM-SA’s financial and
operational performance, (b) developing a comprehensive electricity sector master
planning including a clear way to select new-generation capacity on the basis of on a
least-cost approach, (c) fostering the development of domestic on-grid renewables and
benefiting from regional electricity imports, and (d) setting conditions to effectively
deploy mini-grid programs to increase access in rural areas.

Among the recommendations here, two can be realized in the tenure of the transitional
government. For others, authorities need to take intermediate steps for a seamless
transition of the reform agenda with the next elected government.

Improve the financial and operational performance of EDM-SA.

*  The financial viability of EDM-SA can be achieved through a combination of
measures. First, increasing efficiencies in fuel procurement and management is
important to complement on-going cost-reduction measures. Fuel costs constitute
50 percent of annual expenditures of EDM-SA. According to the approved Sector
Recovery Plan, the government of Mali is committed to reducing the cost of fuel
in the sector by 10 percent each year. Areas of improvements include a reduction
of diesel consumption, new renewable generation capacities, and competitive
procurement of fuel.

* Second, to achieve confidence in the ongoing financial sustainability of EDM-SA,
there must be a regular review of costs and sufficient funding of maximum-allowed
revenues against eligible expenses. Such funding could be done through a mix of
compensation and tariff adjustments as deemed appropriate by the government
of Mali. This mechanism will provide greater funding certainty to the sector.
Immediately, the current transition government should appoint an adviser to help
define the best approach to take.

* Third, improving the operational performance of EDM-SA through strengthening
the performance contract (PC) and appointing an independent auditor of the PC
is urgently necessary. In 2019, as part of the IMF program, the Ministry of Energy
signed a three-year PC with EDM-SA to improve its operational performance and
to reduce costs. For effective implementation of the PC, a clear set of activities and
performance indicators to measure results needs to be identified by EDM-SA. As
per the signed PC, EDM was required to prepare a pluriannual action plan and
performance improvement plan to support implementation. This performance
improvement plan needs to be implemented with clear measurable key performance
indicators to improve EDM-SA operational and commercial performance and quality
of service. An independent technical auditor should regularly evaluate the PC to
improve transparency and oversight.
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Finally, the refinancing of EDM-SA short-term commercial debt and improvement
is necessary to alleviate the utility from an ever-increasing financial burden and
restore its ability to operate efficiently. Most of EDM-SA’s commercial debt has a
repayment period of less than a year and high interest rates—compared with debts
on concessional terms. EDM-SA short-term debt can be refinanced through (a) on-
lending by the government of Mali of concessional funding, and (b) the recovery
of past-due receivables from government for public consumption and arrears in
subsidy payments. In fact, this refinancing is to be pursued parallel to improving
collection of commercial performance and revenues from public entities and private
customers. Mali is committed to implement those two reforms as part of the
comprehensive Sector Recovery Plan adopted in 2019 and updated in 2020. Their
effective implementation, without further delays, will be critical to improve EDM-
SA’s financial sustainability and creditworthiness.

Develop a comprehensive electricity sector master plan.

Improving planning and execution capability by the government is key to ensure a
structured programmatic approach for the sector, to prioritize least-cost competitive
new generation investments, and to upgrade the transmission and distribution
networks in a coordinated fashion. The first step under the purview of the transition
government is to finalize the master plan that is being developed by the Ministry of
Energy through the World Bank-led Mali Electricity Sector improvement Project.
This master plan is a critical piece to turn around the sector to ensure that (a)
procurement of generation is aligned with the prioritization and timing laid down

in the document, (b) procurement of domestic and regional generation projects is
done competitively, and (c) transmission and distribution infrastructure investments
are efficiently orchestrated to absorb the new renewable-generation capacity. By
encouraging shifting away from negotiated deals and toward competitively procured
IPPs, this master plan will also pave the way for further private sector investments.
Hence, this master plan will set strict guidelines for new investments and their
sequencing and will ensure the long-term sustainability of the sector. Its adoption by
the government of Mali must be effectively secured to make sure that the government
turns down any political and private vested interests.

Considerable efforts also need to strengthen institutional capacity in the electricity
sector to improve its overall governance and performance. To reach the sector’s
development objectives, capacity strengthening is crucial at the Ministry of Energy
(and institutions such as AMADER), at the Ministry of Economy and Finance, at
CREE, and at EDM-SA. This would contribute to better equip these institutions

in identification, planning, procurement, and execution of projects including (PPP
projects). Adequate capacity at this institutional level would contribute to improving
the sector’s legal and regulatory framework, making it more attractive to private
sector participation and bridging the information asymmetry often associated with
power purchase agreement (PPA) negotiations and implementation.
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Foster the development of domestic renewables solutions through auctions and by

leveraging regional electricity imports.

Tapping into Mali’s huge renewable energy potential will clearly help lower
electricity production costs and remedy the electricity sector’s acute shortcomings.
To achieve the best possible tariff, especially for solar photovoltaic projects, auctions
should be conducted on the basis of a clear risk allocation and bankable project
documents. This would include the following;:

— Ensure that PPAs are bankable and based on the best industry standards.
Bankability of the key terms such as duration, termination rights, tariff
protection, performance monitoring, and so forth would attract private investors
and ensure project funding by lenders.

— Ensure that clear risk allocation is adhered to. The risks borne by the private
sector should be restricted, to the extent possible, to the construction and
operation risks that are best managed and mitigated by IPPs. For the other
risks, the public sector should manage or reduce them. These risks include
acquiring land, easing permitting and licensing, and ensuring a conducive
fiscal environment (for example, value added tax exemption for equipment
importation). Adhering to these guidelines would contribute to reinforcing the
bankability of any IPP project.

— Ensure the availability of the guarantee instrument to secure the payment
obligations of EDM-SA and the Mali government. This action would reduce
the perception of risk as long as the sector is not financially sustainable. Such
a guarantee, in a form of a political risk guarantee, would cover PPA payments
and, possibly, termination rights.

With a clear investment framework, visibility on the sector strategy, and an
appropriate risk allocation, Mali should be able to attract private investors and
foster competition among independent power producers. As a result, auctions would
lead to highly competitive tariffs, especially for solar photovoltaic projects, in line
with what has been seen in other West African countries such as Benin or Senegal.

In this respect, Mali will need to (a) design the most appropriate risk allocation to
achieve the most competitive tariff possible and (b) build the capacity of the PPP unit
and other institutions involved in PPP projects.

Pre-negotiated electricity imports from regional neighbors are the lower-cost

option for Mali that will allow for regional energy market integration and will

also help Mali gradually phase out expensive thermal power generation. A new
transmission line with Cote d’Ivoire is under construction and will allow the imports
(today capped at 50 MW) to increase up to 200 MW by 2023. The Guinea-Mali
interconnection project is approved and will provide 100 MW of imports by 2025
from the Souapiti Dam. The Manantali-Bamako Transmission line is being upgraded
as part of the OMVS (Senegal River Basin Development Authority) program and will
allow Mali to receive power from the Gouina hydropower plant (35 MW [of 140
MW]) under development.
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Deploy effective mini-grids programs to increase access in rural areas.

e With only 25 percent of the Mali rural population having access to electricity,
conditions for equitable access to electricity services in rural and remote areas must
be created. As part of the Sahel Alliance initiative, Mali aims to double the electricity
access rate by 2023. This rate would need an increase of the current investment for
electricity access of US$544 million to US$3.4 billion. Beyond initiatives to expand
the grid to major secondary towns, and given the transmission system is heavily
concentrated in the southwest of the country, Mali must foster mini-grids and solar
home systems.

*  Mali has attempted to develop mini-grids. An estimated 3.9 million people (21
percent of the unelectrified population) will be best served by mini-grid projects.”
Under the Spontaneous Application Projects for Rural Electrification program,”

68 private developers developed about 250 mini-grids between 2004 and 2015,
connecting approximately 78,000 rural households. Despite initial success, these
projects experienced several setbacks that have hindered their implementation: poor
process for the selection of developers; issues surrounding the implementation of

the program, such as lack of subsidy disbursement and grid encroachment; noncost
recovery tariffs used as a political tool; and expropriation of private mini-grids. It is
estimated that only between about 30 and 73 mini-grids are still operating today out
of 250 that were operating in 2015.

e Mali should build on the lessons learned from previous mini-grids projects to make
necessary policy reforms and restore market fundamentals to attract large private
investments. Those reforms shall include, but are not limited to, setting cost-reflective
tariffs, providing adequate compensation in case of grid encroachment, clarifying
and reinforcing the institutional and regulatory framework, structuring bankable
concession agreements, and prioritizing least-cost planning. By setting an enabling
environment, Mali could be a candidate for large programmatic mini-grid tenders
currently developed by different development finance institutions.

4.2. TRANSPORT AND LOGISTICS

Mali’s landlocked geography, large land area, and uneven distribution of economic
activities between north and south mean that transport connectivity is critical to link
consumer markets with production zones. Road transport is by far the prevailing
mode of transportation, accounting for almost all freight transport since rail transport
ceased to function in 2018. Other transportation modes include inland waterways,
with Koulikoro serving as a river port on the Niger (yet only navigable between

July and January), and airports, including Bamako’s international airport for which

a potential concession is being discussed. In Mali’s capital city, urban transport

is inadequate, unreliable, and inefficient, despite Bamako witnessing record-high
urbanization and population growth.
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For its cross-border trade relations, Mali is highly dependent on regional transport
corridors, which provide the country with outlets to the sea. The international
maritime trade flows through two rail and road corridors crossing Cote d’Ivoire and
Senegal and connecting to the ports of Abidjan and Dakar. A smaller trade volume
transits through other ports like Conakry or Tema, and high-value and time-sensitive
freight is shipped by air.”® Historically, the Abidjan-Bamako corridor was the main

sea access until the deteriorating security situation in Cote d'Ivoire made traders seek
alternative routes through Senegal. The Dakar-Bamako intermodal corridor comprises
two separate highways crossing the border in the north and in the south and reuniting
in Senegal between Tambacounda and Dakar, and an uninterrupted railway line which
is not the case for Abidjan-Bamako. In 2017, the volume share of the Malian maritime
trade hauled along the Dakar-Bamako corridor was about 70 percent compared with
20 percent along the Bamako-Abidjan corridor. After adding the bilateral trade, the
share moving along the Dakar-Bamako corridor becomes even higher”” and reached
4.6 million tons in 2017.

The government of Mali, through the CREDD, is seeking to reduce this trade
imbalance.”® The program aims at diversifying and increasing agricultural production,
developing manufacturing and transformative industries, improving transport

and logistics, and attracting more private investments. The transport and logistics
sector is expected to play a prominent role by providing country production areas

and consumer centers reliable, cost-effective, easy, and swift access to national and
international markets. While enabling the development of other productive sectors,

it also generates opportunities for local and foreign private sector participation and
financing.

The following analysis discusses the opportunities that could materialize over different
time frames. Those opportunities are as follows:

e Short Term: In fewer than five years, reviving the Dakar-Bamako cargo railway
concession

e  Medium Term: In five to eight years, restoring and maintaining access roads to
existing and potential agriculture production areas through long-term output- and
performance-based contracts, and upgrading and maintaining the northern Dakar-
Bamako road corridor through long-term PPP contracts

e Long Term: Over more than eight years, constructing and operating new inland
terminals and logistics platforms, renewing the heavy-cargo long-haul trucking fleet,
privatizing the management and operations of the Bamako airport, improving traffic
flow and mass transit in Bamako, and restoring and maintaining high-demand trunk
roads through long-term PPP contracts”
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Key Constraints

The quality and density of Mali’s overall transport infrastructure are well below
regional standards. The country ranked 96th of 160 countries on the 2018 Logistics
Performance Index,?® which measures the capacity of developing countries to
efficiently move goods and connect manufacturers and consumers with international
markets. The road on either the north or south corridor is uneven and, overall, in fair
to poor condition as is the century-old railway track. In rural areas, poor road access
hinders the development of agriculture (see the section on transportation constraints).
Only 22 percent of the rural population has access to all-season roads, below the
average of 34 percent in Sub-Saharan Africa, thereby hampering rural development
and constraining human capital gains with limited access to health and education
services. Improving all-season road accessibility to markets is critical to facilitate
agricultural activities. The World Bank Group’s 2015 Systematic Country Diagnostic
for Mali identified poor access to markets and lack of competition in the transport
sector as binding constraints to improving the livelihoods of smallholder farmers and
pastoralists.®!

A binational railway concession awarded to the railway company Transrail was
launched in 2003 but terminated prematurely in 2015. Then the railway operator
was the public entity Dakar Bamako Ferroviaire (DBF), which became defunct in
2019. Transrail shipping activity peaked at 416 million tonne-kilometer in 2007, but
its share of the total volume of goods transported remained much lower than the
road’s, and this imbalance increased after 2010.%2 DBF managed to move less than
10 percent of the maritime freight for a couple of years until the complete stoppage
of the railway traffic in 2018. Since then, the entire international freight has been
shipped by road along the north and south corridors. Shipping efficiency is low

with an average time of 23.7 days for goods to reach Bamako from Dakar in 2015
(including 13 days on average in the port of Dakar), and transport price is estimated
at 30 percent of merchandise value in 2016.% Despite termination of the Transrail
concession at the end of 2015, the Transrail company is still being liquidated to
allow for a clean, liability-free new concession to operate the Dakar-Bamako line, if
revived by the two countries. The immediate future of the regional Dakar-Bamako
rail is uncertain given the national plans of Senegal to revive its own railway track by
building a standard gauge.

In addition to inadequate infrastructure and poor service, Mali’s transport-logistics
system suffers from market distortions.** Governance arrangements in the West
African road transport sector are dated, highly inefficient, and distortionary; consider,
for example, a tour de rdle system, quotas for national carriers, nonmarket-based
freight allocation, overweight loads, oligopolistic unions and structures, inefficient
institutions, a multitude of rent-seeking opportunities, and so forth. This has led large
traders and industries to enter the transport business, primarily to support their own
transport needs, thereby putting the most profitable segment of the transport market
out of reach of commercial trucking operators. Consequently, transport services

have become less lucrative, prompting commercial truckers to maximize short-

term profits by overloading and operating obsolete vehicles, which not only inhibits
containerization but also deteriorates road infrastructure prematurely and endangers
road safety.
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The poor performance of the transport sector has two root causes: the chronic
underinvestment for both construction and maintenance of transport infrastructure
and the lack of an adequate legal and regulatory framework applicable to transport
logistics. The former is illustrated by the insufficient resources allocated to the road
fund, but the situation is just as bad for urban transit, railway, inland waterways,

and airports infrastructure. The latter perpetuates informality, entrenched lobbies,
and inefficiency in road transport and has given rise to a dominance of the market

by operators on own-account transport and a subsequent reduction of using the
commercial road haulers’ fleet, which in turn has led to lower truck rotations and
higher transport prices.® Besides, the indirect subsidies granted to the Malian trucking
industry undermine the prospects for developing a sustainable Dakar-Bamako railway
(with the exception of a few toll sections, trucks don’t pay an access fee as the railway
does). Ongoing WBG assistance is encouraging formalizing the trucking industry and
promoting a competitive environment for road transport.

Of 89,000 kilometers (km) that make up the national road network, the maintenance
of 21,000 km is officially assigned to the road fund whose resources can only cover
about 40 percent of the needs. Furthermore, only a portion of these resources is
made available to the road fund and spent on road works, a situation which results in
the actual maintenance of about 7,000 km of roads plus about 4,000 km funded by
the European Union under a temporary labor-intensive maintenance program. The
national network is subdivided into national roads (14,000 km of which 5,700 are
paved and 1,500 are engineered earth roads), regional roads (7,000 km), local roads
(29,000 km), and communal roads (39,000 km). About 100 percent of the paved and
engineered earth roads, 15 percent of the national and regional earth roads, and less
than 3 percent of the rural roads are maintained annually. The condition of the 68,000
km of rural roads depends on elusive local or communal contributions and on rural
connectivity programs funded by international financial institution (for example, the
ongoing World Bank-funded Rural Mobility and Connectivity Project that finances
the rehabilitation of about 1,700 km of rural roads while causing the road fund to
finance the annual maintenance of 1,200 km of rural roads). This explains why
about 70 percent of the national paved and engineered earth roads are in good to fair
condition while about 95 percent of the rest of the network is in poor condition.%¢

Recommendations

Develop sustainable access to productive areas (medium-term opportunity):

* Because of the challenges previously described, some productive or potentially
productive areas (agriculture, livestock, and extracting activities) in the southern
part of the country cannot be accessed. Addressing this neglect requires increasing
the effectiveness of road asset management and of road fund resources starting with
the full and timely release of the resources legally owed to the road fund. The road
fund draws its main resources from a fuel levy fixed by the Ministry of Economy
and Finance and carved into the fuel excise tax collected by the Treasury. This fuel
levy is equivalent to US$.063 per liter, which is much lower than the international
recommendation of at least US$0.150 per liter and lower than the average fuel levy
allocated in Sub-Saharan Africa. Relative to another benchmark, road maintenance
expenditures in Mali top 0.5 percent of GDP compared to a minimum 1.0 percent
rule of thumb or more if the network suffers from a significant maintenance backlog
as is the case in Mali.
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Those conditions perpetuate the already low rural access index of Mali. Moreover,
the government policy of limiting the allocation of national resources for
maintenance while borrowing long-maturity international financial institutions (IFIs)
money to prematurely rehabilitate is economically unsound.

If the government were to increase the fuel levy and improve road asset management,
new resources could be dedicated permanently to restore and maintain access

roads to the productive areas instead of relying on occasional IFI rural connectivity
programs.?” Predictable and reliable long-term funding is a prerequisite to finance
multiyear output- and performance-based contracts that provide small and medium
contractors with an opportunity to hire and train local labor and acquire small-scale
equipment by using local commercial loans and mutualized guarantees. Reliable
roads in turn create opportunities for setting up businesses to transport private
passengers and freight.

Upgrade and maintain the Dakar-Bamako Road Corridor:

The proposed binational intermodal corridor project does not include any investment
in road infrastructure except for logistics platforms and rest areas. Yet, the road
condition on either north or south corridor is uneven and overall fair to poor. Both
Senegal and Mali can reasonably allocate scarce national resources to rehabilitate
and upkeep one road corridor; the preferred option is the northern alignment.®

Although Senegal and Mali give priority to the upkeep of their paved roads, the
resources they can mobilize still fall short of their needs, especially along the
corridors that cater to overloaded trucks where premature roadway failures are
frequent. Maintenance funds are often diverted to fund emergency and rehabilitation
works resulting in build-neglect-rebuild vicious cycles, uneven levels of service,

and high government and vehicle operating costs. The lack of resources is also
compounded by institutional and procurement barriers whose removal is at the
center of an ongoing sector dialogue with Sub-Saharan Africa governments.*

Their resolution would pave the way to implement road restoration and long-term
maintenance contracts that are already within the reach of some countries. The
high-demand roads would be rehabilitated, modernized, and fully maintained under
long-term output- and performance-based contracts structured as a PPP.

Such an approach is worth exploring for the northern corridor as a pilot project.
The contracts would be arranged as government pays rather than users pay, thereby
shifting the traffic risk to the government. Availability payments would be paid by
the road fund, which would collect an adequate fuel levy and a load-distance charge
levied on trucks. The load-distance charge would be consistent with the fee charged
for track access; both would reflect the fuel tax policy for road and rail use, and
track maintenance costs are borne by the railway operator. This approach requires,
among other things, a strengthening and restructuring of the road fund in both
countries, an increase of the fuel levy allocated to the road fund, and the necessary
ring-fencing and backing of the road fund resources allocated to the PPP contracts to
restore and maintain the high-demand roads for the long term.
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This opportunity may not materialize in the medium term because of the time
required to complete the necessary regulatory reforms like increasing the fuel

levy,” restructuring the road fund including ring-fencing and backing its resources
earmarked for PPP contracts payments, and levying a load-distance charge on trucks.
Nevertheless, this approach should be initiated and pursued actively as it is the best
option to complement, strengthen, and sustain the set of actions planned under the
proposed Dakar-Bamako Intermodal Corridor Project.

The following opportunities could be realized in the long term. They would lay
the groundwork in the short to medium term that is necessary to bring the goals to

fruition.

Construct and operate inland terminals and logistics platforms (long-term
opportunity):

Private participation and investment opportunities will be evaluated to construct new
inland terminals, logistics platforms, and customs clearance facilities in Senegal and
Mali.

The new inland terminal in Nossombougou, to be funded by Dubai Ports World
(DPW) under an agreement with the government, still requires a rail connection
(about 30 km) to the railway corridor, when the corridor becomes usable.

Renew the heavy-cargo trucking fleet (long-term opportunity):

Modal movements must be efficiently regulated along the corridor. Such regulations
must formalize and modernize the transport and logistics industry; professionalize
the trucking industry; and rationalize and optimize freight movements,
transshipments, and customs clearance operations.

At the same time regulations must minimize the heavy-cargo trucking fleets’ current
adverse impacts on Dakar and Bamako urban areas. As part of the modernization of
the logistics industry, WBG is working to provide advisory and financial assistance
to scrap and selectively renew the obsolete and aging heavy-cargo truck fleet like a
similar program being implemented in Cote d’Ivoire.”!

Privatize Bamako Airport operations (long-term opportunity):

Since 2012, the government has been considering privatizing the operations of
Aéroports du Mali (ADM).*> However, because of a strong resistance from highly
unionized personnel, this idea was held back. But in 2017, faced with an alleged
persistent mismanagement of ADM operations, the government dismissed its CEO
and a year later officially announced its desire to privatize ADM. This announcement
was met by another push back from ADM’s personnel that forced the government to
withdraw the plan.

From 2012 to 2017, the Bamako Senou Airport underwent rehabilitation and
modernization and was renamed International Airport Modibo Keita. However, in
2019, local media reported a considerable drop in the quality of gr