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Burkina Faso is a landlocked mostly arid country roughly the size of Colorado that is located in
the Sahel region of Western Africa. It is one of the poorest countries in the world with a per
capita income of just $504 (2007 IMF estimate). About 90 percent of the labor force is
employed in the agriculture and livestock sectors. Among the major crops grown are cotton,
peanuts, millet, sorghum and corn. Cotton is the major source of foreign exchange earnings,
accounting for 60.6 percent of exports in 2006. Livestock was the second largest export with a
13.1 percent share. There is a very limited manufacturing capability that is dominated by the
cotton and food processing sectors. Reflecting the modest level of industrialization,
manufactured goods account for only 8 percent of merchandise exports.

Recent measures to liberalize the economy have helped to boost economic activity. According
to the IMF, the estimated growth rate between 1998 and 2007 was 5.8 percent per annum. This
was one of the fastest increases in West Africa. By comparison, the growth rate for Mali during
this period was 5.2 percent, for Niger, it was 3.7 percent, for Nigeria, it was 4.9 percent and for
Ghana, it was 5.1 percent. High rates of economic growth are essential to significantly lift the
living standards of the population in light of the 2.8 percent annual population increase (UNDP
estimate for 2005-2015), which is one of the highest in the world. Even quicker economic
growth is required to create job opportunities for the rapidly expanding labor force. According to
the UNDP, 46.2 percent of the population is fifteen years old or younger. This compares to 32.1
percent in South Africa, 39.0 percent in Ghana, 44.3 percent in Nigeria and 20.8 percent in the
US. Only Guinea Bissau, Niger, Mali, the Democratic Republic of the Congo, Angola and
Uganda of the countries surveyed by the UNDP have a higher ratio of people fifteen years and
younger to the total population than Burkina Faso (Chad is also at 46.2 percent).

Burkina Faso is heavily dependent upon foreign aid. In 2005, official development assistance
totaled $659.6 min and was equivalent to 12.8 percent of GDP. According to IMF estimates,
28.3 percent of central government revenue in 2007 was derived from foreign assistance.

On April 15, 2002, the World Bank's International Development Association (IDA) and the
International Monetary Fund (IMF) issued a press release indicating Burkina Faso had
satisfactorily completed its requirements to reach the completion point under the Heavily
Indebted Poor Country Initiative (HIPC). It became the fifth country to reach the completion
point after Bolivia, Mozambique, Tanzania and Uganda. The IMF and IDA calculated that the
combined debt servicing relief savings that Burkina Faso will receive from its creditors under the
HIPC Initiative will be about $930 min, which will reduce by more than half its debt servicing
obligations in the coming years. Burkina's Faso’'s external debt at the end of 2007 was
estimated at $1.33 bIn, which was down from $1.85 biln at the end of 2003. The IMF has
estimated that Burkina Faso’s debt servicing ratio as a percentage of exports of goods and
services will drop to 4.9 percent this year from 6.4 percent in 2007.
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Burkina Faso uses the CFA franc, which is the common currency of many Western African
nations, most of whom, like Burkina Faso, were former French colonies. It also shares a
common central bank and a customs union with Senegal, Benin, Cote d’ Ivoire, Mali, Niger,
Togo and Guinea Bissau, who are the other members of the West African Monetary Union. The
CFA franc is pegged to the Euro at an exchange rate of 655.957 CFA franc per Euro.

|. Political Environment

Status: Partly | Political Rights: 5.0/7.0
Free Civil Liberties:  3.0/7.0

Freedom House Index 2007

Burkina Faso is a Parliamentary Republic. President Blaise Compaore has been in office since
October 15, 1987, when he seized power in a coup that overthrew a military junta. In 1991, a
new Constitution was adopted that paved the way for a multiparty democracy. The election that
was held that year however was marred by violence and boycotted by the opposition. As a
result, Compaore won a seven-year term by default. He was re-elected to an additional seven-
year term in the November 1998 election with 88 percent of the vote.

In April 2000, the constitution was amended to reduce the Presidential term from seven to five
years with eligibility for re-election to an additional five-year term. The amendment though was
not made retroactive, thus enabling President Compaore to run once again for the Presidency.
The last Presidential election was held on November 13, 2005. President Compaore scored an
overwhelming victory in the balloting, garnering 80.3 percent of the vote. The next Presidential
election will be held in 2010. President Compaore is not eligible for another term.

There is a unicameral National Assembly with 111 seats. Members of the Assembly are elected
by popular vote and serve a five-year term. The last election was held on May 6, 2007. The
next election is scheduled for 2012. President Compaore’s CDP (Congress for Democracy and
Progress) Party holds 73 of the 111 seats in the Assembly.

The government has instituted several measures to ensure free, fair and transparent elections.
Among them are the creation of an independent electoral commission, the establishment of a
single-ballot voting system, the introduction of public financing for political parties and the
creation of a third Vice Presidential position in the National Assembly that is reserved for the
designated opposition leader. Despite these measures, Freedom House noted that although
the elections in November 2005 were judged by international observers to be “credible”, there
was “widespread and unfair use of government resources on behalf of President Compaore’s
campaign”. In the 2006 municipal’'s elections, Freedom House voiced similar reservations about
the fairness of the voting.

The constitution provides for an independent judiciary. In reality however, the judiciary is not
fully independent. According to the State Department’s 2006 Human Rights report on Burkina
Faso (issued on March 6, 2007), “the judiciary was subject to executive influence, and was
corrupt and inefficient.” The report cited several other major weaknesses in the judicial system
including “an insufficient number of courts, a lack of financial and human resources and
excessive legal costs.” With respect to freedom of speech, the report noted that although it is
protected by the constitution, “the government at times restricted these rights and intimidated
journalists into practicing self-censorship...All media were under the administrative and
technical supervision of the Ministry of Information.”



Il. Country Credit Ratings

Credit Rating Standard & Poor’'s  Moody’s Fitch Ratings
(as of date of publication) | B/Positive/B N/A N/A

Burkina Faso has received a country rating from Standard and Poor’s but has not been rated by
Moody’s or Fitch. It is one of the dozen sub-Saharan African nations that have been rated by
S&P. The rating assigned to it is B/Positive/B. This compares to a rating of BBB+/Stable/A-2 for
South Africa, which is the highest rated sub-Saharan nation.

I1l. Business Environment

Index Rank Score
World Bank Ease of Doing Business 2008 161/178 N/A
World Bank Gov Indicator 2006, Regulatory 37.1 Percentile -0.40
Quality

World Bank Gov. Indicator 2006, Political 39.9 Percentile -0.19
Stability

World Bank Gov Indicators 2006, Control of | 41.3 Percentile -0.44
Corruption

World Bank Gov Indicators 2006, Rule of Law 41.0 percentile -0.49
Economic Freedom of the World Index 2007 122/141 5.5/10
Transparency International Corruption 105/179 2.9/10
Perception  Index 2007

Bertelsmann Transformation Index 2006 69/119 5.34/10
Heritage Foundation Economic Freedom Index 103/157 55.6/100
2008

Milken Institute Capital Access Index 2006 102/122 2.79

The government encourages foreign investment as a means of spurring economic activity and
increasing employment. The 1992 investment code guarantees the equal treatment of foreign
and domestic investors. Tax holidays of several years are offered to investors. The CFA franc
is fully convertible, profits, dividends and salaries can be freely repatriated without regard to
their size and property can only be expropriated in cases of “public necessity” with the owners
entitled to “just compensation,” which must be paid in advance of expropriation. There are no
specific requirements for foreign investors to hire and train locals, though they are encouraged
to do so. Foreign investors are not discriminated against in the privatization process. Burkina
Faso is a member of the intellectual property organization (WIPO), which guarantees foreign
investors the same rights and protection as domestic investors with respect to trademarks,
patent rights, copyrights and licenses.

Despite the nominally liberal foreign investment environment, there are many impediments to
investing in Burkina Faso. Among the most significant of these are the high level of illiteracy,
poor infrastructure and the low level of industrialization. The World Bank’'s August 2006
Investment Climate Assessment of Burkina Faso noted that low labor productivity was an
obstacle to investment. Other impediments cited were “inconsistencies in the application of
regulations, low efficiency of the judiciary, a relatively heavy tax burden, and...the access and
cost of financing.”



According to data from the United Nations Conference on Trade and Development (UNCTAD),
foreign direct investment inflows (FDI) in 2006 were just $26 min and accounted for only 1.9
percent of gross fixed capital formation. The total stock of FDI in 2006 was only $101 min,
which represented 1.7 percent of GDP. This was well below the 30.2 percent of GDP average
for West Africa. The UNCTAD ranks Burkina Faso 127 of 141 nations in its Inward Potential
Performance Index (covering 2003-2005). The index measures the attractiveness of a nation to
FDI based upon several criteria including per capita income, GDP growth over the previous ten
years, research and development spending as a percent of GDP and the ratio of tertiary
students in the population.

Corruption is major constrain on the business community. According to the Business Anti-
Corruption Portal (which was developed by the Foreign Affairs Ministries of Denmark, the
Netherlands, Norway and Sweden with the assistance of international consultancy firm Global
Advice Network), “Burkina Faso faces major challenges in tackling corruption. Poor access to
information, a culture of impunity, limited enforcement powers of anti-corruption institutions,
weak anti-corruption legislation, misappropriation of public finds and problems with separation of
powers are some of the most severe challenges facing the country...In response to the high
level of corruption, the government has launched a national anti-corruption policy and
established several anti-corruption institutions. However, Burkina Faso still lacks the kind of
comprehensive anti-corruption legislation that can govern all relevant institutions. Moreover, the
existing control structures lack independence with the key anti-corruption agencies being
controlled by the government. Furthermore, these agencies lack enforcement powers, which
have led to anti-corruption laws being ignored.”

Transparency International ranks Burkina Faso 105 out of 179 in its corruption perception
index. Burkina Faso also scores low in many of the World Bank indicators. For example, it is
161 of 178 in ease of doing business, and is ranked below average, at the 41.3 percentile, for
control of corruption. It is clustered around the 33™ percentile for regulatory quality, political
stability and rule of law.

The Fraser Institute places Burkina Faso 122 of 141 in its World Freedom index. The Heritage
Foundation ranks it 103 of 157 in its Economic Freedom Index. This places Burkina Faso 16™
out of 40 sub-Saharan nations that are ranked in the index. According to the Heritage
Foundation, “Burkina Faso scores relatively well in fiscal freedom, government size and
monetary freedom...There is severe weakness in business freedom, property rights,
investment freedom, and freedom from corruption. Extensive regulations prevent a flexible
commercial environment, and licensing and bankruptcy procedures are costly. The lack of a
universal, government-enforced judicial system means that property rights cannot be
guaranteed or adjudicated effectively...The labor market remains highly restrictive as
burdensome employment regulations hinder employment and productivity growth.”

IV. Standards Compliance Assessments

IMF Dissemination Standard Subscription Status
Special Data Dissemination Standard Not a SDDS Subscriber
General Data Dissemination Standard GDDS Subscriber

IMF Assessment Standards Assessed Compliance Level
Reports on Standards and | Data Dissemination March 24, 2004 | Low
Codes (ROSCs) Fiscal Transparency July 12, 2002 Mixed




Financial Sector Assessment | N/A N/A
Programs (FSAPS)

Burkina Faso has been assessed by the IMF only with respect to Data Dissemination and Fiscal
Transparency through its ROSC program. In its report on Data Dissemination, which was
released on March 10, 2004, the IMF said the statistical system was “fragmented.” It urged the
government to devote more resources to gathering and compiling economic statistics and to
divulge more information to the public. With respect to Fiscal Transparency, the IMF report
issued on July 2, 2002, said, “Burkina Faso has made progress in recent years in increasing the
level of fiscal transparency: the legislative basis has been strengthened; a medium term
expenditure framework has been implemented; an integrated financial management and
information system is in place.” The IMF urged the government to “improve the availability of
information on government policy objectives, budget presentation and execution...to the
National Assembly and the public.”

V. Human Capital

Index Rank Score
UNDP Human Development Index 2007 176/177 0.370/1

Burkina Faso ranks 176 of 177 in the UNDP Human Development Index in 2007. Only Sierra
Leone is ranked lower. Many of Burkina’'s Faso’s major social and health indicators reflect the
country’s underdevelopment and the existence of widespread poverty. The life expectancy is
just 51.4 years, there are only 5 physicians per 100,000 people, the infant mortality rate is 96
per 1,000 live births, 15% of the population is considered undernourished, the probability of not
surviving till the age of 40 at birth is 26.5%, 39% of the population does not have access to
clean drinking water, 71.8% of the population lives on $2 a day or less, 38% of the children 5
years or younger are underweight for their age, the maternal mortality rate is 480 per 100,000
live births, the prevalence of tuberculosis cases is 461 per 100,000 people and the electrification
rate is just 7% (only Mozambique and the Democratic Republic of the Congo have a lower ratio
of the countries surveyed by the UNDP while Malawi is also at 7%).

With respect to education standards, Burkina Faso scores very low in comparison to most other
countries in the world. The adult literacy rate for instance for those 15 years and older is just
23.6 percent, which is the lowest of any country surveyed by the UNDP. The literacy rate for
women is an even more dismal 16.6 percent. The combined enroliment ratio for primary,
secondary and tertiary education is 29.3 percent. This is the lowest ratio of any country tracked
by the UNDP except for Niger, Angola and Djibouti.

According to UNESCO, the school life expectancy in 2005 was just 5 years. This was well
below the average for sub Saharan Africa of 8 years. UNESCO also estimated that just 30
percent of children complete their primary school education and the ratio of tertiary age
population that is receiving tertiary education is only 2 percent. UNESCO placed the ratio of
total expenditures on research as a percent of GDP at a mere 0.2 percent.

VI. CIPE/CARE - Grassroots Activity Interview

IESC/FSVC/Financial Stability Institute/Toronto Center/Central Bank Publications/FIRST/DFID
Accounting/Auditing /Bankruptcy via interview



VII. Economic Overview

1. IMF Country Data Overview 2007 (Est.)

GDP GDP: GDP  per | CPI: Current Budget FDI
Growth capita: Account as | deficit as | (UNCTAD
% of GDP % of GDP | 2006)

4.2% $6.924 bin. | $504 -0.7% -10.0% -6.2% $26 min.

2. US Department State Background Notes (as of February 2008)

Burkina Faso’s economic development has been hindered by periodic droughts, poor sail
conditions, inadequate infrastructure, a low literacy rates and a failure to diversify the
economy away from dependency on cotton. The country remains heavily dependent upon
foreign assistance for budgetary revenue and infrastructure development.

3. IMF Article IV Consultation

On January 9, 2008, the Executive Board of the IMF released a report on its Article IV
consultation with Burkina Faso. It noted the country has made “considerable progress
towards macroeconomic stability over the past decade. Growth was deemed to be “broad-
based”, with the telecommunications and the transportation sectors performing especially
well. The report praised the government for enacting measures to liberalize the economy,
saying, “Structural reforms and stability oriented macroeconomic policies have strengthened
the market orientation of the economy and improved its flexibility.” The IMF urged the
government to enact additional reforms to further boost economic activity. Among its
recommendations were improving tax compliance and broadening the tax base in order to
bolster government revenue, reduce corruption and diversify the economy away from
dependency on cotton.

Economic Outlook

In its Article IV consultation report on January 9, 2008, the IMF was cautious about the
economic outlook. It said, “Burkina Faso’s medium-term outlook was impacted by an external
shock relating to the balance of payments implications of weather-induced declines in cotton
exports and increased oil prices.” As a result, it foresaw an increase in the current account
deficit (including foreign assistance) from an estimated 10.1 percent of GDP to 12.2 percent of
GDP in 2008. Growth was forecasted to be 4.5 percent, up from 4.2 percent in 2007, but down
from the 5.5 percent rise in 2006 and the 7.1 percent advance in 2005. The inflation rate
(average annual) meanwhile was anticipated to be 2.0 percent. This compares to a 0.7 percent
decline in 2007 and a 2.4 percent rise in 2006.

The recent sharp rise in oil and food prices suggests the IMF may be too optimistic about the
outlook for the economy. Burkina Faso for instance has no major domestic sources of energy
and as a result, is very heavily dependent upon oil imports as a source of energy. According to
the World Bank, fuel and energy imports accounted for 27.5 percent of total imports in 2006
while food imports represented an additional 14.6 percent. Also hampering the economy outlook
is the slowdown in the global economy, which will dull export growth.

As is the case in several African nations, such as the Cameroon, Senegal and Mauritania, riots
have broken out over the steep rise in food and fuel prices. The disturbances, which occurred in
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late February, raised concerns about the political stability of the country. Protesters attacked
government officers and burned down shops and gasoline stations. The government
announced that 184 people had been arrested for participating in the violence including Thibault
Nana, the leader of an opposition party who had organized a protest in Ouagadougou, the
capital city. To dampen rising prices, the government released emergency food stocks, lowered
taxes on staple goods by 30 to 35 percent, abolished import taxes on basic goods such as rice,
milk, flour and salt for three months beginning at the end of February and said it will negotiate
with local producers to bring down the prices of sugar and cooking oil.

VIIl. Membership in international organizations

Financial Action Task Force (FATF) Not a member
International Federation of Accountants (IFAC) Not a member
World Trade Organization (WTO) Yes, since June 3, 1995




