Public Disclosure Authorized

Public Disclosure Authorized

Report on the Economic Situation in
Mauritania

Leveraging the private sector to drive
economic transformation and job creation

LA BANQUE MONDIALE June 14, 2022 - FIFTH EDITION

BIRD « IDA | GROUPE DE LA BANQUE MONDIALE



© 2022 International Bank for Reconstruction and Development / The World Bank
1818 H Street NW, Washington DC 20433
Telephone: 202-473-1000; Internet: www.worldbank.org

Some rights reserved

This work is a product of the World Bank team. The findings, interpretations, and conclusions in this
report do not necessarily represent the views of the Executive Directors of the World Bank or the
governments they represent. The World Bank does not guarantee the accuracy of the data in this report.
The boundaries, colors, denominations, and other information shown on the maps do not imply any
judgment on the part of the World Bank concerning the legal status of any territory or the endorsement
or acceptance of such boundaries.

Rights and Permissions

The contents of this work are copyrighted. Because the World Bank encourages the dissemination of its
knowledge, this work may be reproduced, in whole or in part, for noncommercial purposes, provided that
proper acknowledgement is made.

Attribution: please cite the work as follows: “World Bank. 2022. Mauritania’s Fifth Economic Situation
Report: leveraging private sector to drive economic transformation and job creation © World Bank.” All
inquiries about rights and licenses, including subsidiary rights, should be addressed to Office of the
Publisher, The World Bank, 1818 H Street NW, Washington, DC 20433, USA, fax 202-522-2422, e-mail
pubrights@worldbank.org. 202-522-2625; e-mail: pubrights@worldbank.org.

i



1 Table of Contents

FOT@WOId......ccuueeieeeeneiiiiiiniiiinieniiiiienisiisiissnssisssssssissssssssssssssnsssssssnsssssssssssssssssnssssssssnsssssssnnsssns v
LiSt Of FIQUIES c...vveeereiirirnnniirirenniisnienusisssssmsissssssssssssssnsssssssssssssssssssssssssssssssssnssssssssssssssssssssssss vi
LiSt Of TADBIES .....cvvveuneeiriveeniiriirniiisiieniisniesnsisssissssissssssssssssssssssssssssssssssssssssssnsssssssssssssssssnssssss vi
LiST Of BOXES .....cevveeuunierieenniisneensiisssenssissssnsssssssssssssssssnsssssssnsssssssssssssssssssssssssnssssssssssssssssnnssns vii
LiSt Of ADDIrEVIGLIONS.......cc...coveeeeiirieieiiiiiiieiiiisieiniisssensiissssnssissssssssssssssssssssssnssssssssssssssssnnssns viii
EXECULIVE SUMIMAIY .....ceeeeeeeeeeeneeenerneeriesreesseeseeeseeesernsesnsssesssesssensssnsssnssssssssssssasssnsssnsssnsssnsnses ix
B g T xiv
Chapter 1 — Recent Economic Developments and OULIOOK ..............ceeeueeeerereeeeeeenceeeeneeennennnns 1

1.1 While economic activity remains below pre-COVID-19 levels, growth rebounded in 2021,

supported by stronger demand and improved activity in the tertiary sector. ......cccccovveercirreeencirnenne. 1
1.2 Inflationary pressures intensified in 2021 due to rising food and energy prices .....ccccceeuereanene 4
13 External pressures increased in 2021with higher energy and food imports......ccccceeueereenereannns 5

1.4 The monetary policy was supportive of economic recovery in 2021, while the banking sector
suffered from the effect of the crisis on assets qUality.......ccceereeiiieiiiiiiiieiiiicrireretrerecereneereenerenns 8

1.5 The fiscal position remained strong thanks to improved revenue collection and mining
revenues, although budget execution encountered come challenges..........cccceeuerrieeciiiienccrneenneens 11

1.6 Debt policy in 2021 was geared toward reducing the stock of debt and maintaining debt

VY =T o 1111 oY OIS 12

1.7 Economic outlook for 2022-24: The macroeconomic framework is favorable but subject to

[0 o oY g =13 LA ¢ £ LGNt 14
Chapter 2 - Private Sector and Economic Transformation for Quality Jobs ............................ 18

2.1. Mauritania faces a key opportunity to expand the productive sector and accelerate job

Lol 1= 11T TN 18
2.2. A small formal private sector, with the largest firms driving growth and job creation.......... 20
2.3 Firms’ limited technology adoption............ciieeiiiiiciieiiccrrrcerrree e reen e s eenn e s e e nnseseennsansenns 23
2.3.1. Electricity, information, and communications technology (ICT), and social media..........ccccccceecvveeeennnnnn. 24
2.3.2 Obstacles to techNology adOPtioN ......cii i e et e e e e e s e e e e e s e aaaaeeeas 26

2.4. Access to financial services and development of financial markets.......cccccceeeeueiriennccriennnnnee. 27
2.5.  Public policies do not provide needed support to the private sector.......ccccccervveuicrrvnnnnnnnes 32
2.6. Policy options and actions to CONSIAEr .........cieuiiieeiiiiniiiiiiiicier et reeere e ssasesennans 34
REfIEINCES. ....ccuueeeureeeeerereereeerurerrussereaseeresesensssseasesssssesenssssenssssnsssssnssessnsssnssessnssessnssssnnsesense 37

Appendix A. Summary of the Strategy for Accelerated Growth and Shared Prosperity and the
Presidential Priority Program................cceeuceerveeessisnsennsisssesenssssssssssssssssssssssssssssssssssssssssssssns 39



Appendix B. StatiStical TADIES .........ccceuueeereeeuriiriieneiiirenuniisiisnssiissmsniisisssmssssssssssssssssssssssssnns 40

Appendix C. Supporting Firm-Level INformation ................ccceeueerrveeniirnevescsssnnnssssssssnssesssenans 41
Appendix D. Selected Recommendations from Recent World Bank Private Sector Analytical

WOFIK caaanieeeiiiiiiiieiiiiiiiisieiiisiniisienniiteasissnsisssnsisssssessssssssnsssssnsessssssssnssssssssssnsssssnsssssasassssssssnse 46
Appendix E. Early Qualitative Impact of COVID-19 on the Private Sector (May 2020)............ 47

v



Foreword

The Mauritania Economic Update (MEU) is a periodic publication of the World Bank that highlights
recent economic trends and discusses development issues relevant to the country. The MEU builds on
existing World Bank analytical reports to present current economic and social issues. The MEU is
intended for the general public and serves as a vehicle to launch a factual debate on economic choices
among key national stakeholders, including policymakers and citizens.

This fifth edition of the MEU is composed of two parts. The first section provides an account of the
economic situation in 2021 and the economic outlook for 2022-24, along with an overview of risks and
challenges and some policy options. The second section discusses the potential and constraints for the
private sector to support economic transformation and job creation.

This report was prepared by a multisectoral team at the World Bank led by Felix Oppong. Chapter 1 was
written by Felix Oppong, Urbain Thierry Yogo, Maria Elkhdari, and Djibril Ndoye. Chapter 2 was
written by Cristina Navarrete Moreno, Sarah Zekri, Aarti Reddy, Teslem Zein, and Graciella Miralles
Murciego. Marcio Cruz, Kyung Min Lee, Antonio Soares Martins Neto, and Santiago Reyes Ortega
provided substantial support for the implementation of the Firm-level Adoption of Technology survey,
including inputs and analytical guidance for Chapter 2. The team thanks Edouard Al-Dahdah, Ernest
Sergenti, Daniel Reyes, and Olivia-Kelly Lonkeu for their comments and feedback. The teams also thanks
peer reviewers Vincent Palmade, Zeljko Bogetic and Stefka Slavova. The team is grateful to Loana Billeux
and Khadijetou Cisse for their support during the preparation and dissemination of the report. The team
would like to express its appreciation to the Mauritanian authorities for their support, particularly the
Ministry of Economic Affairs and Promotion of Productive Sectors, the Ministry of Finance, and the
Central Bank of Mauritania.

The report was prepared under the general direction of Nathan Belete, Cristina Santos, Theo Thomas,
and Consolate Rusagara. The team thanks Micky Ananth and Theresa Bampoe for their administrative
support.

Macroeconomic projections are as of May 2022. Historical data is as of December 2021.

Information about the World Bank, its activities in Mauritania, and electronic copies of this publication
are available through this link: www.worldbank.org/en/country/mauritania
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Executive Summary

Mauritania needs to rely
on private sector
development to
accelerate the
diversification of its
economy and promote
strong, sustainable and
inclusive growth.

This fifth report on Mauritania's economic situation is in line with the
development objectives defined in the Strategy for Accelerated Growth and
Shared Prosperity (SCAPP) and provides an analysis of the constraints and
opportunities of the private sector as an engine of economic transformation
and job creation. The first part of the report analyzes recent economic
developments and the outlook for 2022-24, while highlighting some risk
factors, including the resurgence of COVID-19 and the fallout from the
conflict in Ukraine. The second part examines the main drivers and obstacles
to private sector development. Finally, the report proposes policy options for
promoting sustainable and inclusive growth to reduce poverty and promote
shared prosperity. The report uses macroeconomic data available from the
government as of end-May 2022 and incorporates an initial assessment of the
impact of the conflict in Ukraine.

The state of the economy

The recovery in
economic activity was
strong in 2021 but
below its historical
average and growth
potential.

Inflation continued its
upward trend
throughout 2021 and in
the first quarter of 2022,
catalyzed by a rebound
in demand, continued
supply constraints
related to COVID-19,
and higher commodity
prices due to the
conflict in Ukraine.

In 2021, monetary
policy focused on
ensuring exchange rate
stability through
intervention in the
foreign exchange
market.

Growth is estimated to have rebounded to 2.4 percent (-0.3 percent per
capita) in 2021, following a contraction of 0.9 percent in 2020 (-3.6 percent
per capita), fueled by an increase in private consumption and investment, as
well as an improved performance of the services sector due in part to the
easing of containment measures. Growth was affected by lower gold
production from the Taziast mine, but this was partially offset by increased
artisanal gold and iron production, which responded positively to higher
world commodity prices. The negative impact of the pandemic on human,
economic, and social activities decreased significantly in 2021, reflecting the
resumption of growth and the effectiveness of the mitigation measures
implemented by the government. The number of people falling into extreme
poverty has decreased to an estimated 7,200 from 38,000 in 2020.

Headline inflation increased from 1.4 percent year-on-year (y/y) in October
2020 to 8.2 percent (y/y) in April 2022, mainly due to higher food prices.
Average annual inflation rose from 2.4 percent in 2020 to 3.5 percent in 2021,
driven by higher food prices, contributing 2.9 percentage points to the index
in 2021. The government's response to the pandemic helped to lower prices
for health services, decreasing by 5.5 percentage points between 2020 and
2021.

The authorities continued to maintain a narrow band with the U.S. dollar as
reforms to increase exchange rate flexibility, deepen the interbank foreign
exchange market, and implement an alternative monetary policy framework
were delayed due to the pandemic. The exchange rate appreciated by 3 percent
year-on-year against the U.S. dollar in 2021.! The Central Bank of Mauritania
(BCM) provided foreign exchange on the official market for current account
transactions in early 2021, while maintaining adequate reserves.

! The BCM operates a managed exchange rate regime but plans to introduce regular competitive auctions and greater exchange rate flexibility

in the foreign exchange market.
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The fiscal position
remained in surplus in
2021, thanks to strong
mining and tax
revenues.

The debt-to-GDP ratio

decreased in 2021 due to

the resumption of
growth and a surplus
fiscal balance.

In the medium term,
growth is expected to
average 5.8 percent due
to an expansion of the
extractive and services
sectors.

The macroeconomic
outlook is subject to
uncertainties and risks
that could adversely

The overall fiscal balance registered a surplus of 2.1 percent of gross domestic
product (GDP) in 2021, at the same level of 2020. Total expenditures
increased to 18.2 percent of GDP in 2021, up from 19.1 percent of GDP in
2020, supported by stronger domestically financed capital spending and
higher current transfers. However, budget execution reached only 85 percent
of the supplemental budget, reflecting under-execution of spending on goods
and services, transfers, and implementation challenges with domestically
financed capital spending. Total revenue increased from 20.3 percent of GDP
in 2020 to 21.2 percent in 2021, driven by higher direct taxes, especially those
on goods and services, and taxes on international trade, which reflect
improved economic activity and stronger domestic demand. Non-tax revenues
rose on the back of high dividend payments by state-owned enterprises
(SOEs) resulting from higher international prices. Grants increased slightly
from 2 percent of GDP in 2020 to 2.1 percent in 2021

Total public debt to GDP fell from 55.8 percent in 2020 to 51.7 percent in
2021. Most of Mauritania’s public debt is concessional, with interest
payments accounting for just 8.7 percent of total revenue in 2021. However,
with 85 percent of public debt denominated in foreign currency, the
vulnerability of the debt profile to exchange rate volatility remains high. In
August 2021, Mauritania reached a final agreement with Kuwait regarding
the restructuring of a long-standing passive debt estimated at 12.4 percent
of GDP at the end of 2020. The agreement includes: (i) the cancellation of 95
percent of the accumulated interest due; and (ii) the spreading out of the
repayment of the principal over 20 years, including a 2two-year grace
period, with an interest rate of 0.5 percent. The joint World Bank—
International Monetary Fund (IMF) Debt Sustainability Assessment (DSA),
conducted in December 2021, concluded that Mauritania’s debt is
sustainable but remains at high risk of external debt distress. However, the
debt restructuring agreement with the Kingdom of Saudi Arabia announced
in April 2022, which converts a US$300 million non-concessional deposit at
the Central Bank into a concessional loan, is expected to improve the debt
sustainability risk assessment from high to moderate.

Economic growth is expected to continue to recover in 2022 to 4.5 percent,
driven by stronger output in the extractive sector, successful vaccine rollouts,
and increased public sector investment. The extractive and service sectors will
remain the main contributors to growth, assuming a strong increase in mining
output between 2022 and 2025. The services sector will continue to show a
strong recovery, growing by 5.8 percent in 2022, driven by further expansion
in the transportation sector and gross and retail trade. Fiscal policy is
expected to ease in the medium term, driven by increased capital spending,
but the debt-to-GDP ratio is expected to trend downward, supported by a
gradual increase in nominal GDP. Debt policy is expected to remain focused
on the use of concessional financing and the lengthening of the debt profile to
ensure that the risk of external distress stabilizes at a moderate level over the
medium term.

A more protracted COVID-19 pandemic, continued conflict in Ukraine, and
volatile commodity prices could result in lower economic activity, lower
incomes, lower external reserves, catalyze inflationary pressures, and increase
poverty. In addition, insufficient or slow implementation of business
environment reforms could jeopardize non-extractive growth prospects. In
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affect growth and other
aggregates.

Private sector-led
growth is essential to
reduce poverty through
job creation while
ensuring medium- and
long-term fiscal
sustainability.

addition, although construction of the first phase of the Grand Tortue -
Ahmeyim (GTA) offshore gas project is underway, the second and third
phases could experience delays, slowing foreign direct investment (FDI)
inflows and negatively affecting medium-term growth and fiscal prospects.
Regional insecurity risks in the Sahel remain a concern, which, if they
materialize, could have a negative impact on the economy and lead to
increased military spending. Mauritania is also exposed to recurrent cycles of
drought that impact agricultural production and household incomes.

Despite an average growth rate of 3.7 percent over the past decade, growth
has not been inclusive. Neither the traditional subsistence economy, based on
livestock, agriculture, and petty trade, nor the export-oriented economy,
based on the country's abundant natural resources, has been able to create
more and better jobs to meet growing demand. Mauritania's degree of success
in reducing poverty and achieving growth will inherently depend on its ability
to facilitate economic transformation, broaden the economic base beyond
public and extractive sector growth, mitigate uncertainties, and share the
positive impacts of economic growth with the majority of citizens. Over-
reliance on natural resources has left the economy undiversified and
vulnerable to global shocks, such as the shocks of COVID-19 and the
Ukrainian conflict. A well-developed and competitive private sector is
essential for job creation and poverty reduction, especially if the government
partners with the private sector to make traditional public investments,
thereby channeling rents from the extractive sector into other productive
sectors of the economy. This would create the resilience needed to mitigate
global uncertainties through commodity exports and create more jobs.

Developing the private sector for structural transformation that creates jobs.

Mauritania's private
sector is small,
constrained by the size
of the firms and a
predominantly informal
sector.

The development of
large-scale formal
enterprises in sectors
other than mining and
fishing is essential to
stimulate job creation
and income generation.

Most firms in Mauritania are small, mostly informal, and concentrated in
trade and services. The country is characterized by high levels of informality
among mostly self~employed and salaried jobs (84 percent of all employment).
The formal private sector remains relatively small compared to peer countries
(2021). The rate of firm creation and the share of formal enterprises that pay
taxes are low considering the country’s lower middle-income status.
According to tax authority data (2019), there are about 30,000 active formal
firms in the country, but only about 1,400 (4.7 percent) are registered in the
tax payment system and pay taxes. Among the latter, most formal firms are
concentrated in Nouakchott (almost 90 percent), are young (almost 60 percent
are 6-10 years old), small (50 percent have less than 5 employees and 70
percent have less than 10 employees) and operate in general trade and services
(respectively 53 percent and 33 percent).

In 2020, about 57 percent of Mauritania’'s population (15-64) was in the
working class and needed well-paying jobs? to support their livelihoods. Most
private formal jobs are provided by few large companies, especially in the
extractive sectors and fisheries. With minimal value added to exports, the
country is unable to generate the needed private sector jobs in agriculture,
textiles, and leather processing. Revenue generation is primarily driven by
trade and other services (60 percent) and mining (20 percent). The latter has
recently experienced significant growth due to artisanal gold mining
activities. Female participation in the private formal workforce and
management is also limited.

2 World Bank data, population ages 15—64 (% of total population) https://data.worldbank.org/indicator/SP.POP.1564.T0.ZS?locations=MR
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The development of the
private sector,
particularly SMEs, is
also hampered by low
technology adoption
and use.

Improving the quality of
jobs through technology
adoption remains a key
issue that government
must address in parallel
with inclusive growth
reforms.

Insufficient access to
finance for SMEs
remains structural and
deep-rooted in
Mauritania.

Constraints on private
sector access to finance
hinder inclusive growth
and productivity.

In the formal private sector, challenges to growth include lack of access to
finance, inadequate access to information about technological opportunities,
and low levels of innovation and technology adoption. Technology adoption
among SMEs remained low in 2021, especially with regards to use of
technology to aid general business functions, such as sales, sourcing, quality
control, and marketing. However, technology adoption for the purposes of
performing business functions, such as administration, processing payments,
and production planning, is relatively widespread though usage remains
limited. Adoption and use of technology is lower in smaller firms compared to
larger firms with more than 10 employees.

Gains from economic transformation are seen when labor and resources are
shifted from low-productivity activities to higher-productivity activities.
Better quality jobs would increase household income and living standards to
reduce poverty and redistribute gains from the extractive sectors. To improve
the quality of jobs, greater emphasis must be placed on human capital
development to create greater flexibility of movement between firms and
sectors. By adopting better technologies and improving their capabilities,
workers remaining in existing firms could also benefit from productivity
growth within the firm. The lack of economic transformation in Mauritania is
due in part to low investment in human capital and social protection, as well
as a failure to mobilize private sector support for development.

Limited access to finance is due to an imperfect credit infrastructure system,?
which makes it difficult for financial intermediaries to assess the
creditworthiness of SMEs. Similarly, the private sector is constrained by a
weak legal and judicial environment and poor contract enforcement. Access
to finance is difficult for the large informal economy, which lacks reliable
financial and fiscal accounts, making it difficult for banks to assess the risk of
providing financing. Finally, the lack of credit delegation and the different
decision-making processes between large and small firms increase the cost
and time required to obtain credit. These structural constraints continue to
prevent timely, less costly, and long-term financing of SME projects.

Bank loans and lines of credit are the main sources of private sector financing
in Mauritania. According to the World Bank's 2022 Firm-Level Adoption of
Technology (FAT) survey, only 15 percent of firms reported having a loan in
recent years, while 12 percent reported needing a loan to expand production
but not having access to it. Constraints to accessing finance mostly affect
small businesses, which could grow faster if supported by an appropriate
policy environment. In 2018, BCM noted that SMEs received only 12 percent
of business loans, while large firms received 88 percent. SMEs that report
needing a loan refrain from approaching banks due to a lack of collateral and
appropriate business accounting information.

Recommendations and policy options for strengthening macroeconomic stability
and boosting the private sector

3 The credit registry is separate from the credit bureau functions, which are managed by the BCM.
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The following key
policy measures can be
considered.

Pursue fiscal sustainability, with a focus on improving non-extractive
revenues collection by widening the tax base to include groups or firms
that escape taxation due to informality and tax exemptions. The large
informal sector and formal enterprises that are not paying taxes could be
reached by strengthening tax administration to be more effective in the
collection of revenue, making e-filing compulsory for large and medium
taxpayers, and promoting electronic and mobile payments that provide
secondary tax information data for tax audits. In addition, the government
should regularly monitor and publish annually tax exemptions granted to
businesses in order to minimize these expenses over time.

Focus on achieving economic transformation and quality jobs by
facilitating the adoption and use of technology by businesses. To achieve
this, the government must implement reforms that enable partnership with
the private sector, mainstream the culture of technology adoption and use, and
continuous development of skills in information and communication
technology (ICT) literacy and technology adoption by businesses. In the short
term, the government could support projects that integrate technology into
businesses, automate business processes, and influence peer companies to
adopt these technologies. In the medium term, the government could support
digital technology outreach programs that promote greater awareness of the
types and potential uses of technologies and the adoption of digital
technologies, particularly those applied to general business functions such as
business administration, production planning, e-commerce, digital payments,
and quality control.

Strengthen access to finance for SMEs while reforming competition
policy that would allow firms to expand their output, growth, and
productivity. The government needs a strategy to reduce the high level of
non-performing loans (NPLs) in the banking sector to enable them to provide
financing to SMEs that are perceived as high risk. The government could
operationalize the World Bank-supported SME Credit Guarantee Fund
through the Emergency Development Policy Operation (DPO). The
government could also support SMEs by creating a comprehensive credit
registry and providing small businesses with skills training, such as
bookkeeping, accounting, auditing and monitoring frameworks. In addition,
the Government could support the development of specialized institutions,
such as leasing or factoring companies and credit institutions specializing in
lending to SMEs and local start-ups.

Create a data warehouse system that collects, monitors, and publishes
real-time and reliable information about businesses. The data warehouse
of business triangulates business data, such as their imports, loans, purchases,
and profits, which could be an asset to tax officials. It would reduce
information asymmetries, show state recognition of business, reduce risks of
lending to such business, and make private sector data easily accessible. In the
medium term, it would provide an incentive for businesses to file their
financial statements in the commercial register and reduce the compliance
costs of enforcing the Tax Code.
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Chapter 1 — Recent Economic Developments and Outlook

1.1

While economic activity remains below pre-COVID-19 levels, growth rebounded

in 2021, supported by stronger demand and improved activity in the tertiary

sector.

Growth returned to positive
territory (+2.4 percent) in
2021, thanks to the
relaxation of stringent
containment measures and
strong performance of the
tertiary sector.

On the demand side, growth
was supported by a rebound
of private investments and
higher public consumption
and investments.

On the supply side, growth
was driven by stronger
activity in the tertiary
sector.

Several constraints hinder
the agriculture sector from
strongly contributing to
economic growth.

Similarly, the fishery sector
remains non-inclusive and a

Growth is estimated to have recovered to 2.4 percent (-0.3 percent in per capita
terms) from a 0.9 percent contraction in 2020 (-3.6 percent in per capita terms).
However, the recovery was modest compared to averages for regional peers (4.7),
structural peers (7.1), aspirational peers (5.8), the world (5.5), and Sub-Saharan
Africa (3.5).6 In addition, growth in 2021 remained significantly lower than
potential (5.3 percent) and the 2019 growth rate (5.8 percent). Growth was also
driven by the stronger responsiveness to higher commodities prices on some
extractives, especially iron ore and copper (IFigure 1).

Private investment is estimated to have increased by 87.5 percent supported by
higher credit growth (12.6 percent at the end of 2021), the relaxation of stringent
pandemic measures, progress in vaccination worldwide (Figure 6), and the
decrease in COVID-19 cases (Figure 7). Public investment grew by 52.2 percent,
driven by the implementation of the government priority program? to boost the
recovery®. Also, government consumption rose by 31.1 percent, reflecting the
higher purchase of goods and services and higher transfers.

The extractive sector contracted by 14.5 percent as gold and copper productions
decreased by 55.4 percent and 34.4 percent respectively, hampered by a fire at
Tasiast gold mine in June 2021. The non-extractive sector grew by 2.6 percent,
mainly reflecting stronger activity in the tertiary sector, which expanded by 6.4
percent in 2021 compared to a contraction of 0.3 percent in 2020 (Figure 2 and
Figure 38). This rebound was mainly driven by increased activity at Mauritania’s
ports and airport partly reflecting the reopening of borders in September 2020
(Figure 4). However, significant challenges remain.

Among these constraints are insufficient supply of quality inputs, inadequate use
of agricultural machinery, lack of financing systems and agricultural insurance,
and weaknesses in the provision of extension and supervision services to farmers.
Also, the sector suffers from downstream weaknesses, such as the nonavailability
of storage and preservation facilities and efficient transportation networks and
weak marketing of agricultural products. Without government policy
interventions that address land tenure challenges confronting the private sector,
attracting large players to invest in the sector, and institutional reforms to
facilitate financing, insurance, and supervision, the agriculture sector is unlikely
to improve its contribution to growth in the short to medium term. Deliberate
measures are needed to support adaptation and resilience of the sector against
volatile climatic shocks.

Fishing represents a small fraction of employment and growth prospects are
mainly onshore (services and processing). Prior to the emergence of COVID-19,

6 Regional peers are Algeria, Morocco, and Tunisia. Structural peers are Benin, Nicaragua, and Senegal. Aspirational peers are Laos and Moldova.

7 The government’s Priority Program (PROPEP) was adopted in September 2020 to support the recovery and boost long-term inclusive growth by
focusing on new spending in social sectors (education, health, and housing) and social transfers, infrastructure, support to agriculture and fishing, aid to
businesses, and environmental interventions totaling US$670 million over 2021-23. The largest priority sectors are education (US$113 million), the fishing
industry (US$109 million), and urban mobility (US$83 million).

8 The recovery program adopted in September 2020 focused on social sectors, infrastructure, support to agriculture and fishing, aid to businesses, and
environmental interventions. The plan, whose total cost was estimated at about US$670 million (7 percent of GDP), centered on strengthening the role of
the private sector as an engine for inclusive growth and developing digital infrastructure for better service delivery.
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relatively small employer in
2021.

Irrespective of the sector,
economic activity remains
significantly below its pre-
pandemic level.

The strength of the
recovery was significantly
restrained by COVID-19
flare-ups due to the
emergence of variants.

the fisheries sector contributed about one-third of goods exports. Real output of
fishery is estimated to have declined in 2021 relative to 2018—19. There are a few
downstream engagements in processing but nonexistent upstream activities to
provide inputs to the sector. One of the main axes of the sector strategy (2020-
24) highlights challenges aftecting the development of fishing activities and value
chains. The sector could be more inclusive by strengthening the marketing of
Mauritanian products and improving their value on world markets. This could
be achieved by modernizing landing and processing infrastructures and
improving acquisition of export certification. Overall, the government could
implement a strategy to strengthen the training of workers in the sector, to
enable them to add value to their products.

While about 90 percent of port traffic has been restored, air traffic in 2021
represents only 45 percent of the level observed in 2019. The growth of the
primary sector (including agriculture and fishing) was negative (-3.6 percent),
from a very low base (-4.0 percent in 2020), owing to a continuous decline in
fishing production. In 2021, total fish (caught) declined by 38 percent and 30.9
percent compared to the same period in 2019 and 2020 respectively (Figure 5).

The number of daily COVID-19 cases increased by about 54 percent between
2020 and 2021, driven by the surge of infections related to the Delta and omicron
variants. However, the number of deaths dropped by half due to a significant
acceleration of the vaccination campaign. The vaccination rollout started in late
March 2021 but accelerated quickly. As of May 12, 2022, 24.4- percent of the
eligible population had received two doses (Figure 6). Vaccination rates are
higher than the average for Africa (16.7 percent), but still far from the
government target of 65 percent of the population being fully vaccinated by mid-
2022.

Figure 1. Growth recovery mainly due to the relaxation of containment measures and higher commodity prices
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Figure 2. Industry and services supported growth on the supply side Figure 3. Private investment drives growth on demand side
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Figure 5. Air traffic recovery

Air and port activity
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Figure 4. Fish production maintained a downward trend
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Figure 6. Increase in vaccination rate

Vaccination rate as of May 14, 2022
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Figure 7. Significant decrease in COVID-19 cases

COVID-19 daily cases and related fatalities
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1.2 Inflationary pressures intensified in 2021 due to rising food and energy prices

The exchange rate remained
stable in 2021 as the
authorities intervened in
the foreign exchange market
periodically given their
substantial foreign
exchange reserves.

Supply-side factors and
expectations of higher
import prices kept inflation
on an upward trajectory
throughout 2021.

Inflation imposed hardships
on the poor, though fewer
people dropped into lower-
income brackets and higher
levels of poverty in 2021.

The Mauritanian Ouguiya appreciated by 8 percent y/y against the U.S. dollar
in 2021.2 The BCM provided foreign exchange in the official market for current
account operations and maintained a narrow band with the U.S. dollar to limit
the pass-through eftects of depreciation on inflation. The impact of the COVID-
19 crisis delayed reforms to deepen the interbank foreign exchange market and
implement an alternative monetary policy framework. Mauritania's external
position was moderately stronger than its fundamentals, as high revenues from
extractive exports and ample financing supported the external position.

Headline inflation rose sharply, from 1.4 percent (y/y) in October 2020 to 6
percent (y/y) in January 2022, driven mostly by higher food prices. The annual
average inflation increased from 2.4 percent in 2020 to 3.5 percent, driven by
food prices, which contributed 2.9 percentage points to the index in 2021. The
government response to COVID-19 contributed to lower prices of health
services, which fell by 5.5 percentage points between 2020 and 2021. The
authorities also took several measures to mitigate inflationary pressures,
including liquidity absorption operations conducted by the BCM and
distribution of goods to stop hoarding practices.

The negative impact of the pandemic on human, economic, and social activities
declined markedly in 2021, reflecting a rebound in growth and mitigation
measures implemented by the government. The number of people falling into
extreme poverty is estimated at 7,200 in 2021 from 38,000 in 2020. Since 2021,
the government has been implementing a priority program (PROPEP) to
support economic recovery and sustain growth in 2022. This program promoted
the creation of inclusive jobs, preparation for gas exploration in 2024, and
mitigation of the impact of climate-related shocks on the agricultural sector,
especially fisheries. The agricultural sector, which employs 57 percent of the
poor workers, contracted by 3.6 percent. The service sector, with growth of +2.5
percent, employs a significant proportion of the poor (42 percent). The result is

9 The BCM operates a managed foreign exchange regime but has plans to introduce regular competitive auctions and greater exchange rate flexibility in

the foreign exchange market.
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To mitigate the impact of
inflation on the poor in
2021, two key measures
were taken to stabilize
prices.

a mixed evolution of poverty. International estimates based on US$1.90 and
US$3.20 purchasing power parity 2011 suggest that extreme poverty and
poverty headcount ratios have remained unchanged in 2021 at their respective
2020 levels of 5.8 percent and 23.8 percent.

These measures were (i) the establishment of the Market Regulation
Commission to monitor prices, and (ii) the issuance of a ministerial order setting
the list of basic goods and services which are subject of price control (wheat,
sugar, ultra heat-treated milk and powdered milk, edible oils, rice, medicines,
electricity, water, hydrocarbons, gas, and legal fees). A toll-free number was
made available to citizens to report, if necessary, the non-compliance of prices in
the order by a compound or a retail store.

1.3 External pressures increased in 2021with higher energy and food imports

The balance of payments
pressures increased in 2021
on the back of high energy
and food imports.

Higher export prices
helped mitigate the
negative impact of lower
extractive production and
higher energy and food
imports prices on the trade
balance.

Mauritania is a price taker
in the international market,
and yet its exports remain
relatively homogenous,
largely dependent on
extractives.

The current account deficit widened from 6.7 percent of GDP in 2020 to 9.4
percent of GDP in 2021, driven by an increase in the trade deficit due to lower
extractive production and higher energy and food imports prices. The current
account deficit was financed by IFDI in the extractive industry, increased donor
financing, and a suspension of debt service through the Debt Service Suspension
Initiative (DSSI). Also, Mauritania received 123.4- million of Special Drawing
Rights (SDRs) (2 percent of GDP) in additional reserves as part of the IMF
allocation of SDRs to support economic recovery and build resilience after the
pandemic. As a result, international reserves rose from 4.8 months of imports of
goods and services in 2020 to 6.9 months in 2021.

Exports decreased from 30.1 percent of GDP in 2020 to 28.9 percent of GDP in
2021 as a result of a significant decline in gold and copper production due to the
fire in the Tasiast mine. This was slightly offset by soaring mining prices on
international markets, leading to an increase of 76 percent iron ore exports in
value, Mauritania’s main export, while copper exports in value increased by 15
percent (Figure 8). Fish exports registered a slight decrease of 1 percent. On the
other hand, imports increased to 389.3 percent of GDP in 2021, up from 385.5
percent of GDP in 2020 (Figure 9), driven by higher petroleum and food prices
as well as equipment imports for the extractive industry. The net effect was a
larger trade balance deficit of about 7.2 percent of GDP in 2021 compared to 3.6
percent of GDP in 2020.

The share of extractive revenue in total export revenue exceeds 70 percent in
2021, with iron ore being the main export (55 percent). The export diversification
index is lower in Mauritania compared to peer countries (I'igure 10), reflecting a
nondiversified export portfolio.’o In the last decade, export diversification has
declined in Mauritania where the export diversification index rose by more than
10 percent, increasing the country’s vulnerability to global shocks on commodity
markets. A lack of diversification—paired with huge increases in international
transport costs faced by the country due to the pandemic and spiking oil prices
resulting from the Ukraine crisis—may pose risks to the country’s external
position over the next couple of years. Increasing transport costs are likely to be
transmitted to users through higher inflation, which will hurt the livelihood of
the lower-income class.

19 The diversification index takes values between 0 and 1. A value closer to 1 indicates greater divergence from the world pattern.



Box 1: Impact of inflation on income poverty

The year 2021 marked the second phase of the pandemic, which corresponded to a high period of inflation. At the end of 2019, inflation
had started to stabilize, but the pandemic was accompanied by a reemergence of inflation in the third quarter of 2020, which continued
throughout 2021. Food items have been the main driver of inflation. Some non-food expenditures also contributed to inflation, such as health
and education (Figures B1.1 and Figure B1.2).

Figure B1. Quarterly evolution of Consumer Price Index Figure B2. Quarterly evolution of Consumer Price Index
by component
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Source: Author's calculation using Consumer Price Index data from ANSADE.

Food inflation hit many households during the pandemic and increased poverty by 1 percentage point. Just over half of households (53
percent) faced rising food prices from the start of the pandemic. In July 2020, the price increase was more prevalent in rural areas, but gradually
affected almost all households. In 2020 and 2021, rice, meat, oil, sugar, and pasta, which represent 41 percent of total household consumption,
experienced inflation of 4 percent, 5 percent, 8.6 percent, 3.3 percent, and 1.6 percent respectively compared to their 2019 pre-COVID-19 level.
This resulted in a one percentage point increase in the prevalence of poverty, from 81.8 percent to 32.8 percent if all else is equal. Rural poverty
was more prevalent, increasing by 1.4 percentage points, compared to a 0.6-point increase in urban areas.

The threat of food insecurity, which is generally reflected in food price inflation, plagued households during the pandemic and risks
being exacerbated by the Ukraine conflict. Rising prices translated into increased food insecurity. From 44 percent in 2019, the prevalence
of food insecurity fell to 64 percent in November 2020. Despite the slight decline observed in January 2021, food insecurity affects more
households than before the pandemic. The urban environment, which was relatively spared from food insecurity, saw its situation deteriorate
to reach a level comparable to that of rural populations. The capital Nouakchott resisted food insecurity less well than other urban areas. In
January 2021, the proportion of households experiencing severe food insecurity in Nouakchott was 22 percent, the same as in rural areas, but
seven points higher than in other urban areas. The poorest populations remain the most exposed to food insecurity, though the share of affected
households increased sharply among the richest (47 percent in January 2021 against 24 percent in 2019). The Ukraine conflict is pushing up
global prices significantly and limiting the supply of cereals and fertilizers, as well as oil, which will exacerbate food insecurity in Mauritania
and across the Sahel region over the short and medium term.

Figure B3. Households facing food increases Figure B4. Food inflation and poverty changes
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The structure of trading
partners changed during the
pandemic to reflect
movements in international
Prices.

Trade facilitation improved
in 2021 on the back of
institutional arrangements.

While European countries (especially Spain) were the main destination for
Mauritania’s fishing exports and Switzerland in the case of gold, there was an
increase of exports to other regions, such as Asia and America during the
pandemic (Figure 11). The share of exports to European countries decreased
from 46 percent in 2020 to 31 percent in 2021, while the share to Asia increased
from 42 percent to 52 percent. Increased exports to Asia were driven by exports
of iron ore and copper to China, which account for 41 percent of total exports in
2021. Exports to America represent a less important share of exports. However,
there was a big jump from 3 percent to 11 percent of total exports between 2020
and 2021, all driven by gold exports to Canada. These changes have not been
accompanied by increasing volumes of exports but mainly reflect the increase in
respective commodity prices in 2021. Trade within Africa declined by 2.5
percent within 2021, indicating the continued presence of non-tariff barriers in
African countries.

According to the United Nations Global Survey on Digital and Sustainable
Trade Facilitation (UN-GSDSTF), the trade facilitation score of Mauritania
increased from 24.7 percent in 2019 to 54.8 percent in 2021. This reflects
significant improvement in transparency, streamlining of formalities,
institutional arrangement and cooperation, and paperless trade, including cross-
border. While Mauritania’s score is slightly higher than the average for Sub-
Saharan Africa (54.5 percent), its performance is below the average in terms of
transparency, formalities and institutional arrangement, and cooperation. Some
weaknesses persist, including the lack of trade-related information measures for
SMEs, paperless collection of payment from a documentary letter of credit, the
e-payment of custom duties and fees, and lack of electronic application for
custom refunds.

Figure 8. Decrease in exports driven by lower gold and Figure 9. Increase in imports driven by higher oil and food
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Figure 10. Export diversification declined in Mauritania over

the last decade

Diversification Index

Figure 11. Pandemic and prices of international market drove
the change in trading partners over the last two years
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1.4 The monetary policy was supportive of economic recovery in 2021, while the
banking sector suffered from the effect of the crisis on assets quality.

In 2021, the BCM adopted
an accommodative
monetary policy aimed at
supporting the recovery.

Private sector credit growth
accelerated in October
2021, nearing its pre-
pandemic level.

The banking sector is well
capitalized, and most banks
followed the new Basel III
standards.

The money supply increased from 15 percent in 2020 to 23.1 percent in 2021,
due to: (1) the increase in liquidity in circulation resulting from the massive
purchase of foreign exchange reserves and gold by the central bank, and (ii) the
decrease in the overall effective interest rate from 12.5 percent in December
2020 to 12.1 percent in October 2021. To avoid a further increase in prices, the
BCM preemptively increased reserve requirements and conducted liquidity
management operations to absorb the excess liquidity.

After decelerating to 2 percent in December 2020 (y/y), down from 14 percent
in December 2019, credit growth accelerated to 12.6 percent in 2021 (Figure
12). This increase reflects higher money supply and BCM efforts to support
the private sector in the context of the pandemic by reducing its policy rate and
the banks’ reserve requirements. The uptick in credit growth was mainly
driven by loans to households, fishing, retail, and tertiary sectors. However,
credit growth was lower in the construction sector. The composition of credit
allocated during the first 10 months of 2021 shows that the fishing sector,
households, and retail and services sectors are the main beneficiaries, with 62.5
percent of total credit and with most of the credits contracted being short-term
credit (64 percent of total credits) (Figure 13).

In 2020, banking regulations were strengthened to improve banks' soundness
and resilience to shocks. As a result, new Basel III capital adequacy and
liquidity ratios were introduced. The overall capital adequacy ratio (CAR) has
remained high at 19 percent in June 2021 (19.9 percent in December 2020), 9.9
percentage points above the minimum requirement of 10 percent. Banks have
a comfortable level of liquidity, with a liquidity coverage ratio (LCR) of 144.1
percent in July 2021, exceeding the Basel III requirement of 100 percent.
Compliance with the new requirements is very good, with 15 out of 18 banks
meeting the new CAR requirement and 17 meeting the LCR requirement.



However, banks assets NPLs, on a declining trend since 2010 (down from 45 percent to 21.5 percent

quality and provisioning in 2019), have steadily increased since the beginning of the pandemic,

deteriorated in 2021. reaching 24.2 percent in June 2021 and 24.1 percent at the end of December
2021 (Figure 14). Worryingly, the pool of delinquent loans is growing faster
than healthy loans. In particular, impaired loans alone account for 19 percent
of gross loans and 78 percent of past due loans at the end of 2021. The increase
in overall delinquencies is weakly correlated with the health crisis: at the end
of December 2020, nine months after the start of the pandemic, recent
delinquencies (less than one year old, that is, doubtful and pre-doubtful) were
decreasing in absolute terms. On the contrary, it is the overdue receivables
accumulated in fiscal years 2017, 2018, and 2019 that have rarely been
resolved. These data reveal several structural weaknesses in the Mauritanian
banking system: (i) lack of prudent management of a significant number of
banks; (i) poor management of contracts (poorly taken guarantees, unreliable
real estate estimates) and litigations (incomplete files, slow management of
claims); (iii) lack of eftective risk management, both at the level of corporate
officers and managers; and (iv) lack of anticipation in the supervision of the
sector. In addition, although the provision coverage was good in 2019 at 76.1
percent, it declined to 68.1 percent in June 2021. Overall, the level of NPLs in
Mauritania remains above its peer countries (Tunisia, Algeria, Morocco)
(Figure 15), suggesting that significant efforts are still needed to protect the
financial sector from portfolio impairment.!!

Mauritania remains below its ~ The banking rate, which measures the percentage of the adult population

structural peers in terms of (aged 15 and over) holding an account in banks, postal services, national

financial inclusion. savings banks, and the Treasury, was at 16.9 percent in Mauritania in 2020
compared to 19.6 percent and 31.2 percent in Senegal and Benin, respectively
(Figure 16). The gap increased over the last five years as the ratio increased
only by 8 percent between 2015 and 2020 in Mauritania compared to 15
percent and 18 percent in Senegal and Benin, respectively. Looking at the
“extended banking rate,” which accounts for the percentage of the adult
population holding an account in microfinance institutions, shows that the gap
is even higher, reflecting that microfinance is not very developed in
Mauritania compared to its peers. The share of accounts in microfinance
institutions represents more than 60 percent of the total accounts, compared
to 87.7 percent in Mauritania in 2020.

The government made In June 2021, the Mauritanian parliament passed a new law that enabled
important steps to address the banking and non-banking actors to offer electronic money and payment
lack of an appropriate legal services in line with international standards currently being applied by the
and regulatory framework to European Central Bank and the Central Bank of West African States. The law
expand credit to firms and also included provisions for consumer protection and refers to adequate anti-
boost digital financial money laundering I'T'C regulations, which were reviewed and reinforced in
inclusion. Mauritania. This reform also boosted financial inclusion of women by

strengthening their engagement with the formal economy and improving
their overall economic well-being, as was the case in other Sub-Saharan Africa
countries.2

"' While the 2018 law on credit institutions (banking law) aligns prudential standards on the principles of Basel II and III and strengthens the crisis
management mechanism by establishing a new framework for bank resolution and depositor protection, there has been a lack of implementation of the law
(regulations as well as dedicated staff and budget to address these issues), especially on financial safety nets (risk management, crisis preparedness, deposit
insurance program , and so on).

12 In Kenya, when women-headed households adopted mobile money, poverty dropped, savings increased, and they secured higher paying positions in business
and retail over those in agriculture (Suri and Jack 2016).
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In Mauritania, financing constraints particularly affect rural households, as
only 1 percent of them live near a traditional bank, compared to 22 percent in
urban areas (Amendola et al 2017). Since women account for 54 percent of the
rural population, digital financial reforms are expected therefore to benefit
women more and allow them better access to financial services. Access to
finance by firms remains limited, which is extensively discussed in the next
section.

Figure 12. Credit growth accelerated in 2021, driven by the Figure 13. Short-term loans contributed strongly to credit
fishing and services sectors growth in 2021
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Figure 16. Mauritania remains below its structural peers in terms of financial inclusion
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1.5 The fiscal position remained strong thanks to improved revenue collection and mining

revenues, although budget execution encountered come challenges.

The fiscal position
remained in surplus in
2021.

The fiscal surplus was
driven by an increase in
mining and tax revenues.

On the other hand,
spending increased in 2021
on the back of higher
transfers and public
investment.

The fiscal policy response
to the COVID-19 crisis
was effective in supporting
basic services (water and
electricity) to vulnerable
households.

Mauritania entered the COVID-19 crisis with solid fiscal space to respond to
the shock, having achieved primary budget surpluses (excluding grants) over
the last years (Figure 17). Despite the negative effects of the pandemic, the
primary fiscal balance (excluding grants) remained in surplus at 1.1 percent of
GDP in 2020, and at 0.8 percent of GDP in 2021.

Total revenue rose from 20.3 percent of GDP in 2020 to 21.2 percent of GDP
in 2021, driven by higher tax revenues and dividends from mining companies.
Tax revenues increased, supported by higher taxes on goods and services and
taxes on international trade, which reflected improved economic activity and
stronger domestic demand (Figure 18). Non-tax revenues rose on the back of
high dividend payments by state-owned enterprises (SOEs), resulting from
tavorable market conditions with high international price and strong demand.
Grants increased from 2 percent of GDP in 2020 to 2.1 percent of GDP in 2021.

Expenditures increased to 19.1 percent of GDP in 2021 up from 18.2 percent of
GDP in 2020 (Figure 19). This increase in spending was supported by stronger
domestically financed capital spending to support the economic recovery. This
has been accompanied by higher current transfers to mitigate the impact of the
crisis on the economy and contain the increase in extreme poverty (US$1.90 per
day, in 2011 purchasing power parity) from 5.4 percent in 2020 to 6 percent in
2021. However, budget execution has only reached 85 percent of what was
planned in the supplemental budget. This is due to under-execution in spending
on goods and services, transfers, and implementation challenges that aftect the
execution of domestically financed capital spending. The Ministry of Finance is
aware of the capacity constraints of departments to implement some budget
1tems.

The COVID-19 Special Fund (IFonds Spécial de Solidarité et de Lutte contre le
Coronavirus, or I'SS), created as part of the Government Multisectoral
Response Plan to fight COVID-19, has executed about 91.9 percent of its
programmed budget as of December 2021. The latest execution report shows
that as of December 2021, revenues collected reached MRU 9.5 billion (US$260
million) while spending reached MRU 3 billion (US$83 million) out of a
programmed budget of MRU 3.3 billion (US$91.3 million). The spending target
was reached for three out of five components, namely the payment of electricity
bills, tax exemptions, and the household support component.
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Figure 17. Mauritania budget balance remained in Surplus in 2021
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Figure 18. Increase in mining and tax revenue Figure 19. Increase in expenditures, offset by revenue
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1.6 Debt policy in 2021 was geared toward reducing the stock of debt and maintaining
debt sustainability.

Public debt decreased in The total public debt to GDP ratio fell from 55.8 percent in 2020 to 51.7
2021 as growth picked up. percent in 2021 (Figure 20), driven by a strong fiscal position and higher
nominal GDP. Most of Mauritania’s public debt is on concessional terms,
making interest payments on public debt manageable, at 3.7 percent of total
revenue in 2021. However, as 85 percent of public debt is denominated in
foreign currency, the vulnerability of debt-to-exchange rate risks remains very

high.
As part of the DSSI, This debt moratorium included debt owed to the Arab Fund for Economic and
Mauritania benefited from Social Development, China, Germany, France, Kuwait, Saudi Arabia, Spain,

the suspension of debt and the United Arab Emirates. It freed up approximately US$95.6 million (1.1



service from May 1, 2020,
to December 31, 2021.

Debt policy in 2021 focused
on reducing the stock of
debt and maintaining debt
sustainability in the context
of implementing priority
programs.

Two factors could mitigate
the risk of debt distress.

percent of GDP) in 2020 and an estimated US$119.7 million (1.2 percent of
GDP) in 2021.

The authorities’ framework emphasizes maintaining a prudent borrowing
strategy of not contracting non-concessional loans as agreed upon under the
DSSI and the Sustainable Development Finance Policy. Moreover, Mauritania
has been pursuing bilateral discussions with several creditors to renegotiate
more favorable terms. In August 2021, it reached a final agreement with
Ruwait regarding the restructuring of a long-standing passive debt estimated
at 12.4 percent of GDP at the end of 2020. The agreement includes: (i) the
cancellation of 95 percent of the accumulated interest due, and (ii) the spreading
out of the repayment of the principal over 20 years, including a two-year grace
period, with an interest rate of 0.5 percent. Similarly, an agreement with the
Kingdom of Saudi Arabia converting the US$300 million Saudi deposit into a
concessional loan was also reached in April 2022. As a result, effective debt
management resulted in the non-accumulation of new expensive debt, debt
cancelations, and reliance on concessional external financing.

First, Mauritania does not have access to financial capital markets, which
forces it to rely on bilateral donors and development partners. Second,
concessional loans tend to have longer maturities, which minimizes
refinancing risks. However, strong and sustained external commodity price
shocks of its exports could pose a risk, given that its impact could translate
into lower extractive revenues and potential fiscal deficits. Without
concessional financing, the authorities may have to rely on more expensive
debt options. This may have adverse implications on the stock of debt and
the already high external debt distress level.

Figure 20. Debt-to-gross domestic product ratio declined in 2021 as growth picked up
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1.7 Economic outlook for 2022—24: The macroeconomic framework is favorable but
subject to important risks.

Economic activity is
projected to recover in the
short and medium term.

The extractive and services
sectors will significantly
drive growth over the
medium term.

Growth in non-extractives is
expected to be broad-based
over the projection period.

Inflation is expected to
remain elevated in 2022 but
moderate in the medium
term as supply-side
constraints and global
disruptions are expected to
be resolved.

The fiscal position is
expected to deteriorate in
the medium term.

Economic growth is projected to continue its rebound in 2022 to 4.5 percent,
driven by higher prices of extractives (iron ore and gold) as a consequence of
the ongoing conflict in Ukraine, successtul vaccine rollout, and increased public
sector investment in priority projects. However, growth projections are lower
by 0.2 percentage points compared to the pre-Ukraine shock forecast, reflecting
the negative impact of the conflict on inflation, private consumption and
investment. Growth is then projected to average 6.5 percent over 2023—24, on
account of the ongoing preparation for gas production and the continued
expansion of mining production.

Projections assume a sharp increase in mining production between 2022 and
2025 with: (i) the expansion of the Tasiast 24k gold mine;'® (ii) the
implementation of the action plan of the Société Nationale Industrielle et
Minieére to increase iron production; and (iii) the start of gas production from
the GTA offshore gas field in 2024. The services sector will continue to post a
healthy recovery, growing by 5.8 percent in 2022, reflecting further expansion
of the transport sector and gross and retail trade.

This growth includes: (i) a recovery of consumption and private investment as
the vaccine rollout covers a larger share of the population, and (ii) improved
business climate, strengthened human capital, and more diversified economy
supported by the authorities’ public investment program and planned structural
reforms under the government’s long-term strategy, 2022—25 Strategy for
Accelerated Growth and Shared Prosperity (Stratégie de Croissance Accélérée
et de Prospérité Partagée, or SCAPP). Moreover, reforms to improve human
capital, strengthen the specialization and independence of commercial justice,
improve the legal framework for secured transactions, and promote digital mean
of payment services are expected to improve the business climate, boost private
investment, and support growth in the medium term.

Inflation is projected at 5.3 percent in 2022, compared to a projected 3.8 percent
before the contflict, driven by higher import prices of food and crude oil. Output
gaps are expected to close in the medium term with stronger production, and
lower imported food inflation. The BCM is expected to improve the functioning
of the interbank market to support the absorption of excess liquidity. If the
Ukraine conflict drags on, the pass-through effects are likely to put further
pressure on domestic inflation. Such cases could lead to widespread social
discontent, food insecurity, and a rise in poverty.

The fiscal deficit is expected to increase to 0.3 percent in 2022, reflecting higher
capital expenditures and lower non-tax revenues and grants. Although tax
revenues are projected to increase, this will be offset by the impact of the
Ukraine conflict on subsidies for fuel and basic foods, as well as government
priorities to ramp up capital and social spending, as outlined in the national
development plan and the 2022 draft budget. Over the medium term, tax
revenues are expected to increase on the back of the implementation of domestic
revenue mobilization reforms. The net effect of the new tax policies in the
medium term should be a gradual increase in tax revenue (excluding
extractives) from 11.8 percent of GDP in 2021 to 13.1 percent in 2024. On the

15 The Tasiast 24k project is estimated to increase the mine’s output to 21,000 tons per day by the first quarter of 2022 and then to 24,000 tons per day by
mid-2023, extending the mine’s operating life by four years to 2033.



The government needs to
pursue fiscal sustainability,
with an emphasis on
improving non-extractive
revenues collection by
widening the tax base to
include firms that may be
avoiding taxes due to
informality and tax
exemptions.

The current account deficit
is projected to narrow in the
near term, reflecting
increased exports of
extractives and lower
imports of capital goods.

The reform momentum to
strengthen monetary and
exchange rate policies is
expected to continue over
the medium term.

‘While the risk of external
and overall debt distress
remains high, public debt is
sustainable.

extractive revenue side, although gas production is expected to start in 2024,
the increase in revenue will be oftset by lower prices of other Mauritania’s main
extractives, especially iron ore and copper. Over the medium term, the
government is committed to improving the efficiency of public spending in line
with the recommendations of the Public Investment Management Assessment
(IMF 2020) and the recently concluded World Bank Public Expenditure
Review.

The large informal sector and formal enterprises that are not paying taxes could
be reached by strengthening tax administration to be more effective in the
collection of revenue, making e-filling compulsory for large and medium
taxpayers’ and promoting electronic and mobile payments that provide
secondary tax information data for tax audits. In addition, the government
needs to monitor and publish annually the tax exemptions granted to companies
to minimize these outlays over time.

The current account deficit is forecasted to deteriorate from 10.4 percent of
GDP in 2021 to 12.3 percent of GDP in 2022, driven by the rise in world
commodity prices. Although exports to Russia and Ukraine are limited, the
induced increase in the price of imports of food and petroleum products
combined with investments in the hydrocarbons sector and public-private
partnerships projects'* should strongly contribute to the deterioration of the
trade balance. This should be partly offset by strong exports of gold and iron
ore as international prices continue to rise, driven by the Ukraine conflict. In
the medium term, the current account deficit is expected to shrink to about 6.7
percent of GDP in 2024. Several factors are expected to contribute to this
decrease: (1) the decline of imports of capital goods, as the development phase of
the GTA offshore gas field wraps up; (ii) the coming to stream of hydrocarbon
exports; and (iii) increases in mining production. FDI related to the extractive
industry and concessional borrowing will continue to be key sources of
financing. Thus, reserves are expected to remain above six months of imports
of goods and services over the outlook period.

The authorities remain committed to completing foreign exchange market
reforms to establish an interbank foreign exchange market and introduce
regular competitive auctions to improve access to foreign currency. The BCM
will also continue to develop its operational framework for monetary policy,
including through the implementation of an integrated technical platform for
monetary policy operations with support from the African Development Bank.
These reforms are yet to produce tangible results and require the attention of
the new government to develop and make eftective the domestic debt market.
The benefit of this market goes beyond the harnessing of domestic resources for
development, but it assist with open market operations of the BCM.

The joint World Bank-IMF DSA of December 2021 concluded that Mauritania
remains at high risk of debt distress as the debt-service-to-revenue ratio and the
present value of debt-to-GDP ratio breach their respective thresholds (with
marginal breaches from the solvency indicator). Nonetheless, external and
public debt continue to be assessed as sustainable, as all debt indicators are
projected to be either on a steady downward trend or below their respective

1+ Such as the expansion of petroleum storage facilities in Noualkchott or the realization of an agro-industrial complex for sugar production.
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The macroeconomic outlook

is subject to uncertainties
and downside risks that
could affect growth and
other key aggregates.

thresholds by 2026. In addition, public debt is on a declining trajectory over the
medium term and is forecast to fall below 46 percent of GDP in 2031 (in nominal
terms). The DSA highlights the need to follow prudent economic policies,
including a strategy that avoids non-concessional borrowing and relies instead
on grants and concessional financing. The agreement announced with the
Kingdom of Saudi Arabia on April 17, 2022, is expected to improve debt
sustainability, which will be reassessed with a new DSA in due course. The risk
rating is therefore expected to change from high to moderate.

A more protracted COVID-19 pandemic and Ukraine conflict and weaker global
commodity markets could translate into lower economic activities, revenues,
external reserves, continued inflationary pressures, and increased poverty.
Moreover, the failure to implement business climate reforms could undermine
non-extractive growth prospects. In addition, although the construction of the
first phase of the offshore GTA gas project is proceeding, the second and third
phases could experience some delays, slowing FDI inflows and weighing
negatively on growth and fiscal prospects in the medium term. Regional
insecurity risks in the Sahel remain a concern, which, if realized, could have a
negative effect on the economy and lead to an increase in military expenditures.
Mauritania is also exposed to recurring cycles of droughts that impact
agricultural output and household incomes. The medium-term outlook requires
the government to focus on fiscal sustainability, with an emphasis on mobilizing
non-extractives revenue resources, improving budget execution through strong
partnership with the private sector to execute public projects, and improving the
business climate to ease competitiveness and prudence in debt management. The
private sector requires adoption and use of technology by firms, mechanized
agriculture, adding value in the fishing sector, and providing financial support to
SMEs to increase their output while creating formal jobs.

Figure 21. Growth will further increase in 2022 but remains below the pre-pandemic level
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Figure 22. Indicators of public and publicly guaranteed external debt to GDP (a) and debt service to revenue (b) under

most extreme shock, 2021-31
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Chapter 2 - Private Sector and Economic Transformation for Quality Jobs

2.1. Mauritania faces a key opportunity to expand the productive sector and accelerate

job creation.

Focus of this chapter

Mauritania’s population
is predominantly young
and unemployed or
underemployed,
constituting both a
major opportunity and
risk to the country.

Despite previous
respectable growth rates
(on average 3.9 percent
per year over 2009—-19),
the country has not been
able to create more and
better jobs for its
population.

In addition to the low
productivity levels and
conceivably correlated
to it, Mauritania is
characterized by high
levels of informality.

The COVID-19
pandemic significantly
constrained employment
in Mauritania.

Chapter 2 assesses key constraints and opportutinties for private sector
development, especially SMEs, as key actors for effectively supporting inclusive
growth and creating needed employment. The chapter proposes policy measures
that could be implemented to address these constraintsand for creating better jobs
for Mauritania.

Over 60 percent of working-age Mauritanians are less than 35 years old (ONS
2017) and vulnerable to unemployment. The highest unemployment rates (about
20 percent)' are among the youth population, and nearly half of the entire youth
population do not work or attend school. Those who do work tend to do so
informally (just 16 percent of their jobs are in the formal sector) with all the
associated risks, including violation of human rights and underemployment. The
labor market is further dampened by a low participation rate for women, who
account for only one in four jobs (World Bank 2018b). Girls and young women are
also more likely to drop out of school and suffer from restrictive social norms that
favor women’s exclusion from economic activities, particularly in the formal sector
(World Bank 2021).

According to data from the National Survey of Employment and the Informal
Sector in Mauritania (ENESI) from 2012 and 2017, and contrary to what is usually
observed in most countries, Mauritania suffered from a reverse structural
transformation in which labor was forced to move to less productive sectors.
Workers moved from agriculture to non-tradable sectors, such as construction,
retail, and utilities, where productivity declined over time (World Bank 2020).
Overall labor productivity—proxied by GDP per employed person—has not
improved over the last decade and is relatively low, about US$5,366 per employee
per year below numbers observed in regional peers, such as Morocco (US$10,042)
or Tunisia (US$14,634) (Dieppe, Kilic Celik, and Kindberg-Hanlon 2020).

Before the COVID-19 pandemic, data showed that most self-employed and salaried
jobs in the country were informal, representing 84 percent of all employment.
Waged employment is largely informal as well, accounting for 36 percent of jobs.
Self-employment remains precarious, with varying levels of poverty among
workers, especially those working in agriculture, the self-employed, and domestic
workers (World Bank 2018b). The public sector remains the largest formal
employer, with the private sector only representing about four percent of formal
sector jobs (ONS 2017).

According to the Household Living Conditions Survey conducted between
November 2019 and April 2020, 42 out of 100 people of working age (14—64 years)
were employed. First estimates conducted during the pandemic in July 2020
reported a job occupancy rate of 34 percent, corresponding to a drop of 8
percentage points compared to pre-COVID-19. This decline continued in
November 2020 (the start of the second COVID-19 wave) when occupancy was at

15 The overall employment rate from the latest available data (2017) is 86.6 percent, which means that almost two-thirds of the working-age population do
not directly participate in the country’s economic activity. The unemployment rate stood at 10.1 percent.



Currently, two opposing
and distinct economic
realities coexist in the
country but with
minimal connections
between them.

The Jobs and Economic
Transformation (JET)
agenda, defined as “the
medium-term goal of
creating more and
better jobs through
productive private
investment and
improved human
capital,” has been
identified by the
Mauritanian authorities
as the foundation of the
country’s development.

By leveraging firsthand
firm-level data, this
report aims to add to
the existing body of
knowledge as it pertains
to the JET agenda on
connecting to and
creating markets
(Figure 24) in two ways.

83 percent. A slight recovery in January 2021 led to a 2-percentage point increase
in the occupancy rate, the level of which remained well below pre-COVID-19
figures. Large cities, such as Nouakchott and Nouadhibou, were more harmed by
the decline in job occupation, however, they had a quicker recovery (Figure 23).

On the one hand, there is a traditional subsistence economy based on livestock,
agriculture, and small trade. On the other, there is a more modern economy relying
on the country’s abundant natural resources and related DI and exports in low
complexity products, namely extractives and fishing products. Whereas exports
and FDI are often associated with substantial technology and productivity
spillover effects, these effects have not transferred well to the non-resource
economy in Mauritania, and the links between the extractive sector and the rest of
the economy are close to negligible. Thus, the challenge remains to shift toward
higher value-added activities to encourage economic transformation (World Bank
2020).

Accordingly, this agenda deserves special analytical attention. There is a broad and
recent analytical base in Mauritania, particularly through the Mauritanian Country
Economic Memorandum (World Bank 2020) and policy note on transforming the
Jjobs trajectory for vulnerable youth (World Bank 2017) that analyze issues related
to growth and jobs. However, analytical work on the formal and predictably more
productive sector is limited.’¢ Authorities have carried out some studies to quantify
and categorize the informal sector in recent years. Nonetheless, data for the private
sector, including on SMEs,'” only exists at the macro level and it is impossible to
find general or disaggregated information about the business fabric in Mauritania
from any public'® or private source.

First, the report examines the key characteristics and growth dynamics of the
Mauritanian private sector. Second, it details important topics for catalyzing
private investment and job creation, which have received limited analytical
attention in Mauritania so far—competition policy, innovation and technology
adoption, and access to finance. These areas are essential for inclusive private
sector growth to set up the foundation for increasing productivity and initiating a
desirable economic transformation.

16 A World Bank Enterprise Survey was conducted in 2014 covering 150 firms. While the results of the survey provided useful data on the constraints
affecting businesses, statistics were limited on the composition and trends of the private sector, including growth, age, productivity, and integration into the
global economy.

17 There is no official definition for MSMEs or SMEs in Mauritania. Although some legal texts refer to them (such as the Investment Code or Tax Code),
none are universally recognized. As a result, there is a lack of monitoring, and in the absence of regulatory data collection, analytical data can only be obtained
from surveys.

18 The only nationwide and public information on the country’s private sector is found at the One-Stop Shop for business creation (http://guichetunique-
mr.info/index.php/donnees-statistiques). Other administrations, such as the commercial registry, do not monitor or make available information on the private
sector.
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Figure 23. Occupancy rate before, during, and after COVID-19 (in percentage)
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Source: National Statistics Office. Household Living Conditions Survey 2020.

Figure 24. Jobs and Economic Transformation framework
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2.2. A small formal
creation

Firm creation has
been stable.

Compared to the
global peer and Sub-
Saharan Africa
average, firm

private sector, with the largest firms driving growth and job

Despite the COVID-19 outbreak and the economic slowdown, the number of new
businesses formally registered by the Guichet Unique (One-Stop Shop) in Nouakchott
has been constant during the previous years, with an average of over 3,700 firms
created per year (Figure 25). Since 2015, more than 26,000 firms have been created in
Mauritania, most of which registered as a sole proprietorship (67 percent). About 8
out of 10 companies created were in the trade sector, and only 1 out of 10 were led by
women.

Firm creation is relative to what would be expected considering its level of
development (Figure 26): 0.4 registrations per 1,000 people ages 15—64 in 2018
against, for instance, 1.4 in Sub-Saharan Africa. This indicator helps to better
understand the dynamics of private enterprises in Mauritania and is coherent with



creation in
Mauritania is slightly
lower.

While the informal
sector is large, the
formal private sector
is small and mostly
represented by small
firms based in
Nouakchott.

Most businesses’
activity is
concentrated in
general trade and
services, yet business
concentration varies
according to firm size
(Figure 27).

Large formal firms
are essential for
driving job creation
and revenue
generation.

The private sector in
Mauritania has shown
strong resilience and
modest growth in the
aftermath of the
pandemic.

Finally, firm
managers with higher
education degrees

other entrepreneurship indicators, such as the Global Entrepreneurship Index, where
Mauritania lags compared to peer countries—11.56 against 19.65 for Senegal, 25.68
tor Morocco, and 40.53 for Tunisia. Regrettably, data on business closure does not
exist, which prevents assessing the level of firm churning.

Per Tax Authority data (2019), there are about 30,000 active and formal firms in the
country but only about 1,400 under the tax payment system per business data
available. Most of the formal firms are concentrated in Nouakchott (almost 90
percent), are young (almost 60 percent are 6—10 years old), and small (50 percent have
less than 5 employees and 70 percent less than 10 employees).

General trade and retail activity are the most common sectors among micro and small
businesses (respectively 53 percent and 41 percent). Medium and large businesses’
activity are more diverse, with some degree of concentration in other services. Given
the concentration of the economy, job creation is mainly driven by other services
dominated by large companies. Revenue generation is primarily driven by trade and
other services (60 percent combined) followed by the mining sector (20 percent),
which has experienced significant growth in recent years due to gold mining activities.

The long-term development and job creation potential of the Mauritanian economy
will depend on its ability to generate economies of scale, promote exports, and foster
innovation. The economy’s current structure shows that job creation is mainly driven
by large companies, which tend to be older than smaller firms and operate in other
services. These are concentrated in subsectors employing low-skilled workers and
with low levels of innovation (Appendix C). In the World Economic Forum Global
Competitiveness Index 2019, Mauritania ranked last among structural and regional
peers on “growth of innovative companies” (2.9 against 3.8 for Sub-Saharan Africa)
and third to last on “ease of finding skilled employees” (3.7 against 4.8 in Senegal).
Finally, although large firms represent only 4 percent of Mauritania’s business
universe, they contributed to the creation of nearly 60 percent of jobs and 43 percent
of revenue between 2014—19 (Figure 28). This, coupled with the country’s traditional
educational system and labor competency'? gap, hinders the private sector’s ability to
innovate and highlights the country’s tendency for firm concentration and low level
of domestic competition.

Following economic growth in the pre-COVID-19 era and based on data from the Tax
Authority, most formal firms experienced a positive evolution of their revenues across
sectors in 2014—19, but this was driven mainly by the mining sector and to a lesser
extent by trade and other services. Similarly, data based on the 2022 FAT survey
suggests that companies also continued to create jobs and grow during COVID-19.
Even if the information collected through the survey only represents a part of the
private sector, the formal sector, and for companies that have survived the pandemic,
preliminary data shows a significant resilience and rapid recovery of the private sector
two years after the pandemic. Appendix E details the impacts of COVID-19 on the
private sector at the beginning of the pandemic.

Most top managers tend to have a college degree (77 percent), and a large share have
studied abroad for more than a month (59 percent). These shares are greater for large
firms compared to small firms. Managers also have considerable years of experience

1940 percent of firms identify inadequate workforce as a major constraint against an average of 11.3 percent for Sub-Saharan Africa.
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and over two decades
of experience are
mostly men.

in the same sector, with a median of 21 years at large firms, 18 years at medium firms,
and 16 years at small firms. Further, since a large share of firms are owned by either
the founder or founder’s family (second generation), the opportunities for youth to rise
to top management positions are likely to be relatively scarce. Findings from the 2022
FAT survey also suggest that female workers comprised only 11 percent of workers
in the survey sample, with large firms having greater female shares (26 percent) than
small firms (8 percent). Similarly, larger firms are more likely to have at least one
temale top manager (15 percent) compared to small firms (5 percent). When
considering ownership, a significant share of firms has at least one female owner (42
percent of large firms and 12 percent of small firms), but most of those that do are
tamily-owned or owned by the founder or the founder’s family. This discrepancy
between ownership and management suggests that women may still have decision-
making power or hold limited positions with decision-making power in the formal
private sector. Lastly, data shows that large firms have greater shares of workers with
a maximum of secondary schooling (40 percent), while medium firms have a greater
share of workers with a maximum of vocational schooling (84 percent) and with a
college degree or more (25 percent).

Figure 25. Formal business creation 2015-21 Figure 26. Density of new business relative to gross
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Figure 27. Sectoral repartition of Mauritanian firms
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Figure 28. Distribution of number of firms, employment, and revenues
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Box 2. Sources of firm-level data

This report draws on various sources of firm-level data to analyze the main characteristics of the Mauritanian private sector. The data
for the first part of the general analysis of the private sector structure in the country comes from the Tax Authority database for the
years 2014 to 2019. The database covers formal companies paying taxes andsubject to the real regime, in Nouadhibou, Noualkchott, and
Trarza during this period. Although limited in terms of universe of companies (1,446 total firms), this database represents the formal
and structured private sector for which data is available.

The second part of the report presents results from a Firm-Level Adoption of Technology (FAT) survey conducted in Mauritania
between December 2021 and April 2022. The sampling includes all establishments with five or more employees totaling 1,100 firms.Out
of these firms, 780 firms were contacted, and 403 responded the 2022 FAT survey and are the basis for the analysis conducted. The
sample is only representative of formal SMEs with 5 or more workers in the country and does not capture the entire private sector in
the country such as micro and informal firms. The sampling frame used for the survey is based on a list of firms provided by the Tax
Authority in 2021 and the ANSADE COVID-19 survey in 2020. The results presented in this report are based on unweighted data and
are qualitatively consistent with results using sampling weights to adjust for nonresponse bias, according to the population of firms by
region (Nouakchott, Dakhlet Nouadhibou, and Trarza), size (small: 5—19; medium: 20-99; and large: 100+ employees), and sector
(agriculture, food processing, other manufacturing, retail, and services). See Table 3 in Appendix C for a breakdown by firm size and
sector.

2.3 Firms’ limited technology adoption

The development of In Africa, the number of tech startups securing funding has multiplied by six
digital technology and  between 201521 (Maher et al 2021), with the potential for developing digital
local digital solutions for better access to healthcare, financial services, education, and energy
entrepreneurship can despite the continent’s arduous business environment. Yet, new evidence from the
improve firms’ 2022 FAT survey suggests that Mauritanian firms have significant room to improve
productivity, technology in the following areas.

efficiency, and access
to better and bigger
markets as well as
inclusive economic
transformation.
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2.3.1. Electricity, information, and communications technology (ICT), and social media

Electricity access for the
formal private sector (with
five or more workers) is
close to universal yet
outages persist, which
leads a significant number
of firms to use generators.

Access to foundational
technology enablers, such
as computers and the
internet, is pervasive
regardless of firm size, but
the extent and functions
for which they are used—in
particular, the adoption
and use of technology—
varies by size.

To analyze the level of
technology adoption and
use data in a more
systematic way, the
information for each
business function that are
common tasks for all firms
has been converted into a
technology index.

Firm-level adoption of
technology for general
business functions is low in
Mauritania, except for
administrative processes
and digital payment
methods.

According to the World Bank Enterprise Survey for Mauritania in 2014, 58
percent of firms identified electricity as a major constraint to doing business.
Although most formal firms have access, insufficient power generation and
reliability remain issues (Gakusi, Delponte, and Houetohossou 2015; WTO
2018). The FAT survey confirms this: in 2022, all firms were connected to the
electricity network, and 93 percent reported suffering from power outages in
2021. Faced with an unreliable power supply, 52 percent of firms used a
generator in 2020, with large firms being most likely (85 percent) compared to
small firms (36 percent). In addition to the unreliability of supply, the issue is
further compounded by cost levels. As compiled by Doing Business 2020, the
cost of electricity in 2019 was about US$17.6 cents per kilowatt-hour, which is
significantly higher than regional comparators (such as Morocco at US$12.49)
and slightly above the regional average.

While most large firms in the sample have a website, only 63 percent of medium
and 36 percent of small firms do (Figure 29). Smaller firms are more likely to
rely on social media, which allows for a cheaper and easier mode of online
marketing and communication than websites. The share of small firms using
social media or a website for business purposes is still only 51 percent, compared
to 75 percent for medium firms and 96 percent for large firms. Computer
ownership is also near universal, with the majority having access to the internet.
However, there is a gap in internet access between small (91 percent) and large
firms (100 percent). Thus, data suggests that the creation of websites and use of

social networks for business purposes remain low in the country, particularly by
SMEs.

Appendix C6 details the technologies corresponding to each business function.
The index (Cirera et al 2021), varies between 1 and 5, where 1 is the most basic
level of technology use and 5 is the most sophisticated level. Two core indices
are computed: extensive margin and intensive margin. The extensive margin
identifies whether the firm is adopting a technology to perform a given task.
The intensive margin is based on the dominant technology used to perform the
task, that is, the intensity with which firms use the technology.

There is scope for greater technology adoption across a range of business

functions, as well as greater intensity of its use across these functions. A gap

between the extensive and intensive margins varies greatly by function (Figure

30). Although some firms adopt more sophisticated technologies for a given

business function (such as digital payment methods), these technologies are not

intensively used. IFirms mostly rely on less sophisticated technologies for every
key business function.

o Administration: Technology adoption for administrative processes, including
finance, accounting, and human resources, is extensive: 86 percent of firms
use computers with standard software, 72 percent of firms use specialized
software, and 45 percent use Enterprise Resource Planning software.
However, a gap exists in the intensity of usage of these technologies: 55
percent rely largely on computers for administrative functions, 18 percent
rely on specialized software, and only 10 percent on Enterprise Resource
Planning.



e Production planning: Similarly, technology adoption for production planning
is relatively high, with over 77 percent of firms using computers with
standard software, 39 percent using specialized software, and 33 percent
using Enterprise Resource Planning software. The intensity of usage is again
low, with only 11 percent relying mostly on specialized software and 7
percent on Enterprise Resource Planning software.

e Sourcing: Over 60 percent of the firms use standard, manually updated
computer functions to manage supply chains, and about 30 percent use social
media and specialized apps. Only about one out of four firms uses Supplier
Relationship Management software, which enables them to manage and
systematically evaluate suppliers’ capabilities to create more streamlined and
efficient supply chains. As expected, smaller firms are less likely to use
Supplier Relationship Management software, and small firms that do use it
adopted it more recently.

e Marketing: Collecting and analyzing information from customers for
marketing purposes or product development is important for the long-term
success of businesses and keeping up with changing market demands. Almost
all firms use face-to-face chat and online chat, and over 90 percent of firms
rely primarily on either of these two methods. Structured surveys and
Customer Relationship Management software are less common (47 percent
and 24 percent of firms use these technologies, respectively) and only 5
percent of firms primarily use these two methods.

e Sales: The use of digital sales methods (social media, digital sales platforms,
own websites, or electronic orders) is low, with social media the most
common. Digital sales methods are even less common when looking at the
intensive margin. FFor example, while about 17 percent of firms use social
media for sales, only about 4 percent use it as the main sales method. The
majority of firms (90 percent) rely mostly on direct sales at establishment or
by phone, email, or a representative. Smaller firms use digital sales
technologies less extensively and intensively than large firms.

e Payment: Digital payment solutions are widespread. Over 75 percent of
surveyed firms use online bank transfers or platforms to make payments.
However, cash remains the most common method for transactions (44
percent of firms use cash most often). Mauritania is still a largely cash-
dependent economy with low financial penetration?® and high rates of
informality (FATF 2018; Amendola et al 2017).

e Quality control: Manual and visual inspection and human inspection with the
support of computers or phones are the most common methods for quality
control (76 and 69 percent respectively). Forty-eight percent of firms use
statistical process control with software monitoring and data management.
Automated systems for inspection, such as laser-based, sensor-based, and
voice-control, are rare (13 percent). On the intensive margin, the use of these
two technologies is low—only 14 percent of firms rely on either of them.
Most firms rely primarily on manual or phone and computer assisted
inspection.

20 According to the World Bank Databank, Global Financial Inclusion, only about 19 percent of individuals age 15 and older had a financial institution
account in 2017, 10 percent had a debit card, and 3 percent had a credit card.



Figure 30. Share of firms with internet, own website, and social media.
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Overall technology Small firms tend to have lower adoption and usage than larger firms, but the

adoption provides a basis  gap varies by business function. For example, for payments, adoption of
for improving effective use. technologies is widespread regardless of size, and usage is low also regardless
of size. FFor sales and supply chain management, both adoption and usage are
lower for smaller firms. Across firms the gap between extensive and intensive
margins is particularly high for payments and may reflect the need to establish
systems that cater to a few important customers relying on more sophisticated
technology (such as foreign customers or multinational corporations), while also
dealing with many cash-dependent customers. Technology adoption is low for
other functions, such as sales, sourcing, quality control, and marketing, and
moderate for functions, such as business administration and production
planning. Efforts are needed to increase awareness and alleviate barriers to
acquiring technologies, alongside support to ensure their effective use. Since this
survey only represents formal firms with five or more workers, and there is
likely to be some selection of firms that are better off, technology adoption and

usage in the private sector overall is expected to be lower.

Figure 29: Extensive and Intensive Margins Vary for
Business Functions
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2.3.2 Obstacles to technology adoption



The most common reasons

for acquiring new equipment

or technology were to
replace depreciated items,
keep up with competition,
and access new markets.

Lack of information is a
major barrier to technology
adoption,

Lack of finance and cost are
also important barriers.

Accessing markets was a more commonly cited driver for SMEs, compared to
large firms. In the primary sector, depreciation and replacement were more
important, whereas competition and accessing new markets were as important
as depreciation and replacement for the manufacturing and services sectors.
Less common reasons for acquiring new equipment or technology were to
produce new products, reduce costs, and because other firms had adopted such
technology. The most common sources of information for decisions about
technology and machinery acquisition were other firms and private
consultants. Thus, peer learning and demonstration effects influence the types
of technology and machinery that proliferate within the Mauritanian
economy. A smaller share of firms also relies on industry or trade associations,
public technology extension services, fairs, events, and missions.

Close to half the surveyed firms report lack of information as the most
important obstacle to adopt new equipment, machinery, software, or processes
(Figure 31).SMEs are more likely to report the lack of information as a
barrier, reflecting their lower internal capacity and need for more complex
technologies.

As expected, small firms are more likely to report lack of finance and cost as
barriers to technology adoption compared to medium and large firms. A non-
neglible share of firms reported that regulations (17 percent) and lack of
infrastructure (17 percent) were obstacles to adoption. Finally, about 17
percent of firms feel that they have no need to adopt.

Figure 31. Perceived obstacles for adopting technology
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2.4. Access to financial services and development of financial markets

Bank loans and lines of  According to the 2022 FAT survey, only 14 percent of firms reported having a loan
credit remain the main  in past years, and about 12 percent reported needing a loan to expand production

sources of external but not being able to access it. Across sectors, greater shares of firms in
financing for the transportation and healthcare reported that they took out a loan, but they also
private sector. needed a loan to expand production, showing that their needs are only partially met.
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‘While most SMEs have
access to basic banking
services (and many
work with different
banks), Mauritania’s
banking sector
provides little credit
and allocates only a
small part of it to
SMEs.

Insufficient access to
finance for SMEs
remains structural and
deep-rooted.

The supply of financial
services is structurally
limited to SMEs.

Digital financial
services are hardly ever

The previous section discussed access to finance as a critical constraint for
technology adoption. Additional evidence?' confirms that access to finance remains
a constraint for Mauritania’s private sector, especially smaller firms (Figure 32).
Evidence also shows that many SMEs need a loan but refrain from applying for
credit—some SMEs exclude themselves from applying because they lack profitable
investment projects, and others think their credit application will not succeed
because they lack enough collateral or cannot provide all of the required
information.

According to the most recent comparable data, credit to the economy shrunk to 12.8
percent in 2019 (year/year), down from 19.4 percent in 2018, and substantially
below its regional peers, such as Senegal (29.2 percent in 2020 and 29.5 percent in
2019), and significantly below the Sub-Saharan Africa (excluding high income)
average (24.3 percent in 2020 and 23.9 percent in 2019). Credit to the private sector
is also low at 22.8 percent of GDP in 2019, compared to 22.4 percent in 2018 and
21.1 percent in 2017. According to data from the BCM, in 2018, only 12 percent of
business loans went to SMEs, while large companies received 88 percent. In 2020,
this proportion remains the same. Even if the industry structure and thus potential
demand for credit from SMEs may differ across countries, Mauritanian SMEs
appear poorly served.

The lack of access to finance can be explained by multiple reasons. First, an
imperfect credit infrastructure system (credit registry separated from credit bureau
functions managed by the central bank) makes it more difficult for financial
intermediaries to assess the creditworthiness of SMEs. Second, a weak legal and
judicial environment and poor contract enforcement limits access. Third, a large
informal economy and lack of reliable financial and tax accounts, and relationships
between some banks and related companies or persons makes access more difficult.
Finally, the lack of credit delegation and different decision-making processes
between large and small companies increases the cost and time necessary to get
credit. In such cases, downscaling can be costly and inefficient. Such restrictions also
generate long delays for SMEs’ projects.

Banks in Mauritania offer a wide range of products (except insurance products), are
generalists, and focus on formal businesses, individuals and, to a lesser extent,
SMEs. However, business-specific products and services, such as equipment leasing
and foreign exchange hedging or factoring, are almost not present. E-money
products are offered by two banking operators and only to individuals since 2020
(after a four-year hiatus imposed by the central bank). The microfinance sector,
which is the only one able to offer financing solutions to informal workers and to
the smallest SMEs, has stopped growing and innovating because of funding
constraints (the sector's aggregate equity is negative), high operational costs,
deficient information technology resources, and limited management capacity and
expertise. Finally, Islamic finance plays a positive role in diversifying the supply of
financial services but has not yet found a sustainable growth model capable of
significantly boosting access to financial services for previously excluded
populations and businesses.

As seen before, the use of digital sales methods including digital sales platforms is
low in the country. A recent survey from the National Agency for Statistics and
Demographic and Economic Analysis also confirmed the lack of use of digital

21 The central bank of Mauritania’s ERIFM survey in 2020 targeted all modern private enterprises located in Nouakchott and Nouadhibou. Its profile of SMEs
showed that access to accounts is getting more difficult for the smallest of businesses, with 46.9 percent of micro enterprises reporting having at least one
account, and 88 percent of them in a bank.



used by Mauritanian
businesses.

The small size and
fragmentation of the
Mauritanian financial
system also impede
developing financial
intermediation.

The operationalization
of a new credit
guarantee fund could
help to open access to
credit to SMEs.

Domestic competition
in Mauritania is
perceived as one of the
weakest in the region
and beyond.

Data shows that the
private sector in
various economic

financial surveys by firms. According to this survey, only 4.7 percent of surveyed
companies used digital financial services. Survey respondents reported using digital
financial services mostly to pay bills (47 percent), to transter money (41 percent), or
to a lesser extent, carry out business management-related operations (6 percent).
Most Mauritanian businesses either do not perceive the added value of digital
financial services, lack awareness, or find them over-complicated2?.

The domestic financial system has several banks that focus on larger clients and a
dispersed network of smaller financial institutions that serve smaller enterprises and
lower-income households (Table 1). The financial sector is shallower, with total
financial sector assets representing 40.9 percent of GDP in 2020 compared to 4:8.3
percent in 2014. Banks dominate the financial sector, accounting for more than 90
percent of financial sector assets. The banking sector is exclusively private: out of
18 commercial banks, 7 are subsidiaries of foreign groups and 7 are Islamic banks.
Five large banks accounted for less than 40 percent of total assets of supervised
financial institutions. Meanwhile, 48 supervised non-banking financial institutions
(for example, microfinance or insurance) make up less than 2 percent of assets. Many
of these institutions lack economies of scale, and some are constrained by lack of
tunding sources. However, they play an important role in providing access to clients,
particularly in more remote areas where transaction costs might be deemed
excessively high for banks (for example, Mauripost).

In 2021, with World Bank support, through the emergency DPO in response to
COVID-19 impacts, the authorities established a legal framework to set a credit
guarantee fund for SMEs to be managed privately by the African Guarantee Fund
under a delegation model. The operationalization of the fund has been delayed but
is expected by mid-2022. The credit guarantee fund will offer guarantees to
participating financial institutions (that is, banks and microfinance institutions) to
mitigate their credit risks on loans to SMEs (de-risking).

‘While Mauritania is relatively open to trade and has enacted reforms to liberalize
key sectors of the economy (for example, in the telecommunications sector), there
are still major obstacles that affect domestic and international competition. The
latest data from Bertelsmann Stiftung’s Transformation Index indicates that the
tundamentals of market-based competition (that is, regulatory interventions that
enable competition) are perceived to be less developed in Mauritania compared to
regional peers and structural peers. In addition, competition policy and law to
prevent anticompetitive business conduct also appears to be weaker than in all
comparator countries (Figure 33). Data from the latest World Economic Forum’s
Global Competitiveness Report confirms that the degree of competition in
Mauritania markets is perceived to be weak and well behind all comparator
countries. Globally, Mauritania ranks 140 out of 141 countries in terms of the
perceived degree of domestic competition according to the latest Global
Competitiveness Report, performing only better than Haiti. Although a draft
competition law exists, it still needs to get approved and implemented, including
through the setup of a competition authority.

These markets include imported food products, construction, hotel and restaurant
services, and the banking sector (World Bank 2009).2 The World Bank Enterprise
Survey data indicates that almost 40 percent of firms in the manufacturing sector

22 Mauritania had a bank-led model until the adoption of the e-payments law in 2021. However, the central bank has not yet granted any license to mobile
network operators who have tried to become e-money issuers.

25 The high ownership concentration of Mauritanian business groups finds its roots in the traditional social networks that exist in Mauritania. This may be
explained by the hierarchical structures within ethnic groups and the concentration of power in the hands of few elites, which form alliances that further
concentrate resources among few groups and extend benefits within their social networks (Ould Cheik 2006).
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sectors operates under
concentrated market
structures often led by
powerful and well-
connected firms
(World Bank 2018a).

In this context, the
business risks faced by
the private sector in
Mauritania due to the
lack of competition are

think that they compete in oligopolistic market structures. Moreover, the
government intervenes in the economy through state-owned companies in many
commercial markets typically catered to by the private sector. When this happens,
it is key to a level playing field between public and private operators. Some reforms
have recently taken place, for example regarding the conditions of access to public
contracts, yet much remains to be done. SMEs’ access to public contracts remains
weak or non-existent, with most contracts awarded to large, well-connected family
groups.

According to Economist Intelligence Unit data (2022), investor perceptions relating
to risks in doing business in Mauritania—particularly the existence of vested
interests and cronyism—is relatively high compared to peer countries with the
overall level of perceived business risks remaining unchanged over the last five years
(Figure 385).

high.

Moreover, when
private firms compete
with SOEs, a level
playing field is not
assured.

There are roughly 50 SOEs of various types, including public commercial
enterprises, fully state-owned national companies, and partially state-owned
companies (World Bank 2013, part vi). SOEs are present in network industries, such
as electricity and gas, telecommunications, and water, as well as in markets typically
catered to by the private sector, such as milk, fish, industrial production and air
transport. Yet, limited implementation of the competitive neutrality principle may
hinder the ability of private firms to compete with SOEs.2* At the firm level,
competitive neutrality gaps pertain to lack of separation of commercial and non-
commercial activities for those SOEs that provide both. At the regulatory level, lack
of tax and debt neutrality seem to unduly benefit SOEs and even some selected
private operators (World Bank 2018a).

Figure 82. Access to financial account by category

Total 64,0% 36,0%6
Grande Entreprise 100,0%:

Moyenne Entreprise 95,0% 5,0%
Petite Entreprise 81,9%: 18,1%
Micro Entreprise 46,9% 53,1%

O Non

2+ Competitive neutrality is based on the principle that all enterprises—public or private, domestic or foreign—should face the same set of rules. Its principles
are interlinked and encompass: (i) firm-level principles, and (ii) principles embedded in cross-cutting regulatory frameworks and sectoral policies. The
application of firm-level principles first entails the separation of commercial and non-commercial SOE activities to allow the identification of the costs of each
activity and their clear allocation across activities to mitigate the risks associated with the SOE status especially when the SOE has significant market power,
to enhance neutrality and to support investors’ confidence in the competitive character of a given market. The principles embedded in the cross-cutting
regulatory frameworks and sectoral policies should apply to any operator and include tax neutrality, regulatory neutrality, debt neutrality, and the prohibition
of providing direct or indirect subsidies to SOE without a clear economic justification. A framework that ensures control of state support measures to SOEs
would minimize distortions to competition as it would help reduce support for inefficient production or outdated technologies that SOEs might sometimes
use. It might also minimize barriers to entry for potential competitors associated with, for example, subsidies to investments to specific SOEs. Similarly, the
access of SOEs to public contracts and their overall treatment during public procurement should be open, transparent, and non-discriminatory. At the same
time, regularly reviewing the role of the state in the economy can also ensure that SOEs operate in those areas or sectors where the private sector does not
have incentives or is not willing to invest. See also OECD 2012.



Source: ERIFM Study 2020.

Table 1. Evolution of the structure of the financial system (2014—20)

Institutions 2014 2020

Number Assets Assets/GDP Number Assets Assets/GDP

(MRU Md) (MRU Md)

Banks 15 63,4 40,0% 18 114,1 37,1%
Caisse de Dépots et de 1 10,5 6,6% 1 5,8 1,9%
Développement
(CDD)
Microfinance 24 0,7 0,4% 31 1,5 0,5%
Insurance 13 0,9 0,6% 17 1,8 0,6%
Caisse Nationale 1 0,9 0,6% 1 1,8 0,6%
d'Assurance Maladie
(CNAM) and Caisse
Nationale de Sécurité
Sociale (CNSS)
Mauripost 1 0,4 0,2% 1 0,6 0,2%
Total - 76,7 48,3% - 125,6 40,9%

Source: Caisse de Dépots et de Développement (CDD) Annual Report 2020, central bank assets of Procapec and the five main microfinance

institutions, Mauripost, and author’s estimates.

Figure 33. Market-based competition and anti-monopoly
policy 2020, 1-10 (10 = best)
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Source: World Bank staff elaboration based on Bertelsmann
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Note: The index is a perception indicator based on in-depth
assessments of countries and is managed by Bertelsmann
Stiftung. The responses reflect the situation in the country at
the end of January 2019.

Figure 34. Domestic competition 2019, 1-100 (100 = best)
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Figure 34. Mauritania’s business risks related to weak competition policies, 0—4 (4 = worst)
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Source: World Bank staft elaboration based on Economist Intelligence Unit Risk Tracker, February 2022.
Note: The Economist Intelligence Unit Risk Tracker is a perception indicator as reflected by the Economist Intelligence Unit.

2.5.

The private sector’s
ability to establish
themselves, grow, and
ultimately survive is
intrinsically linked to the
policy and regulatory
framework they find
themselves in.

The government identifies
the private sector and
entrepreneurship agenda
as a top priority in the
country’s medium-term
recovery and growth
strategies.

Prior to SCAPP, the
enactment of the
Investment Code (2012)
and improvements to the
ease of starting a business
(2014) have been the most
significant developments
in the Mauritanian
entrepreneurship
ecosystem.

Public policies do not provide needed support to the private sector

Governments play an important role in encouraging innovation, contributing to
firm dynamics (entry, growth, and exit of firms from the market) and promoting
competition. Mauritania is no exception to this, and the government needs to be
implementing supportive policies to allow the private sector to be in the driver’s
seat for an inclusive growth promoting firm scale-up, formalization, and
technology adoption.

In the country’s Strategic Framework for Fight Against Poverty (2001-15) and
later SCAPP (2016-30), the government emphasized promoting a more
competitive private sector to generate and sustain inclusive growth. Promoting
entrepreneurship and innovation have been therefore at the cornerstone of the
government’s pursuit of inclusive growth for more than two decades, including
its recognition as an instrumental element in the country’s post-COVID-19
economic recovery (Appendix A).

The founding axis of the private sector regulatory and legal framework in the
country was the Investment Code, designed to encourage and protect domestic
and international investment and simplity related administrative procedures. It
provided for a speedy issuance of investment certificates (within a period of no
more than 10 days) and improved investment security. In 2014, Mauritania made
starting a company easier by establishing a one-stop shop, significantly reducing
the costs related to launching a new business (for example, the fee for obtaining
a tax identification number), and simplitying business registration procedures
(for example, removing the requirement to obtain a bank certificate). Other
reforms followed, including Mauritania’s first Property Law, which was a
prerequisite to develop credit based on moveable and immovable assets, and
other major reforms to enhance the quality and transparency of commercial
Jjustice (for example, revamping the insolvency framework). Figure 36 shows the
evolution of the private sector policy framework in Mauritania and the key
regulations that have shaped the current entrepreneurship ecosystem in the
country.



Since the publication of
SCAPP in 2016, the
government has
established a few low-
impact initiatives to
support private sector and
entrepreneurship
development.

An overall lack of
strategic vision and
coordination among
private and public sector
agencies have a
detrimental impact on the
promotion of
entrepreneurship and
private sector
development in the
country.

While the accomplishments on the investment climate agenda have been
encouraging,? government-managed private sector support initiatives have
tocused on subsistence micro enterprises to the detriment of high-growth SMEs.
Though the mission and support programs of various government agencies are
broadly defined and could apply to entrepreneurs, limited human and financial
resources force these institutions to devote their attention exclusively to
subsistence and necessity-based entrepreneurship. “Mon projet, Mon avenir” is
an example of these interesting initiatives, yet micro entrepreneurship-focused:
the program supported 500 projects during its first pilot phase, lending through
the national network of savings and credit unions without guarantee over three
years but capped at less than US$14,000. Several initiatives in support of SME
and private sector development have been stalled for several years now, such as
ongoing discussions at the central bank on the possibility of creating a guarantee
tund (emergency DPO, 2020) and developing a legal framework adapted to the
realities and needs of startups on the ground. The 2022 FAT survey confirms
the lack of targeted programs for the private sector (84 percent of firms reporting
not being aware of government support programs) and a limited number
confirming having received government support for technology adoption (63
percent of those aware of government programs).

The private sector agenda, in terms of the players involved and their roles and
responsibilities, is widely spread. In the public sector, a staggering number of
ministries are either directly or indirectly contributing to the government’s
entrepreneurship program, of course with the occasional overlap. Today, no
ministry or agency oversees strategizing and coordinating the different elements
necessary to promote private sector growth, for example, regulations, access to
finance, access to markets, firm capabilities, entrepreneurial support, and
investment promotion. In the private sector, most support is provided by
intermediary organizations largely represented by incubators on managerial
training and capacity building for businesses in the early stages. Overall,
Mauritania needs to improve the coherence and targeting of supporting activities
tor MSMEs.

Figure 35. Evolution of Mauritania’s private sector policy framework
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Source: Author’s elaboration based on summary of Mauritania’s legislation.

25 From 2015 to 2019, important business reforms (17 in total) were implemented in the country in commercial justice, business creation, access to finance,
and so on. Yet, business reforms have stopped since 2019; the business environment remains below its potential considering the country’s income level.
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Figure 36. Mauritanian ecosystem support actors
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2.6.

Despite a respectable
growth in the past,
Mauritania still presents
an economic structure
that does not share the
positive impact of its
economic growth with
most of its citizens

These policy options and
actions aim to promote
more inclusive growth by
focusing on laying the
institutional foundations
for a more productive and
job creating private
sector.

The following policy
options focus on
complementary and
priority policies that can
support entrepreneurship

(for example,
construction)

Accelerators * Sahel Invest of Rosso

« Intaj

Polytechnic Superior School

Business Service providers

+ OppAfrica

+ Mauritanian Institute for
Innovation Training and
Technology

« Le bureau Club

Naval School
Professional University
Institute

Lebanese University

Advocacy/Networking
+ Rim Youth Climate
+ Women TechMakers

Policy options and actions to consider

As discussed in this report, the country benefits from a resilient and job-creating
formal private sector, with large firms or family-owned groups driving the
economy. Nonetheless, formal sector players are few, representing only a small
portion of economic activity and facing major constraints, notably lack of access
to finance and lack of a level playing field that hamper their further growth and
job creation. Job creation is driven by large companies in other service industries,
which employ low-skilled workers and have low levels of innovation and
technology adoption. Cross-country comparisons suggest that several formal
firms enter the Mauritania economy annually, but these businesses exhibit low
dynamism in terms of technological upgrading. The country’s success in poverty
reduction and growth in the future will depend on its ability to maximize the
potential of SMEs, by addressing market and institutional failures, putting in
place a business environment and policies to make SMEs more productive, and
reducing the disparities in productivity and access to markets between SMEs and
large firms.

Broader private sector development issues have been treated in the recent World
Bank research and appropriate recommendations have been provided in those
reports. Those recommendations revolve around: (i) boosting education and
skills; (ii) strengthening the potential and opportunities of women and girls; (iii)
improving the business environment; and (iv) developing an export-oriented
trade policy. Appendix D presents selected private sector growth-related
recommendations from World Bank analytical work. Those recommendations
are still valid and not mentioned here to avoid repetition.

Set effective support for private sector development. Implementation of the
private sector agenda is spread across various ministries and suffers from a lack
of operational programs and ownership. While certain implementing bodies have
emerged, such as the investment promotion agency or an investment climate
committee, there is a still a need to designate a body with strong political support



and firm-level technology
adoption.

and adequate human and financial resources to plan and oversee government
programs and reforms. Similarly, an important gap to be addressed is the
development of an effective public-private dialogue to identify policy and
institutional reforms that contribute to a more conducive environment for
private sector development. It is essential to move from policy discourse and
strategy to implementation of specific policy actions that will support private
sector development. Strategically focusing public resources on a limited number
of activities that will have the most impact is a daunting but necessary task.

Strengthen access to finance for MSMEs. Mauritanian companies identify
access to finance as the first constraint limiting their development. Mauritania
particularly suffers in the financing of SMEs, which remains extremely limited
due to structural challenges within the banking sector. Policy options to support
SMEs finance in Mauritania include:

o Strengthen the credit registry as well as the accounting and auditing framework
to improve SME finance.

o Accelerate the operationalization of the SMIE Credit Guarantee Fund, which
will offer de-risking guarantees to banks and microfinance to on-lend to
MSMEs (individual and portfolio guarantees).

o Improve access to financial services and increase competition in the banking
system. SMEs would benefit from the development of specialized
institutions, such as leasing and factoring companies and credit
institutions specializing in lending to SMEs.

e Monitor SME finance and evolution and guide policy makers. Provide a legal
definition of SMEs and develop a multi-year, high-level strategy to
support the development, growth, and financing of SMEs.

e Develop venture capital firms to help SMEs raise equity for growth.

Reform competition policy. Lack of competition hampers private sector
development and economic diversification. To foster more competitive markets
and support private sector development, it is necessary to work on three
complementary policy pillars:
e Encourage pro-competitive regulations to open markets and remove anti-
competitive sector regulations.

o Approve a competition law and set up a competition authority to tackle
anticompetitive practices, control negative effects of mergers, and
promote competition through advocacy.

e Promote competitive neutrality between public and private operators.

Facilitate technology adoption at the firm level. To support firms’
competitiveness domestically and globally, government policy targeting digital
technology adoption may be warranted. Initial areas of support could include:

o Support digital technology extension programs that promote greater awareness
of the types and potential uses of technologies and adoption of digital
technologies, particularly those applied toward general business functions,
such as business administration, production planning, e-commerce,
digital payment, and quality control.

o Support pilot projects to introduce technologies in firms that have peer influence,
alongside provisions to support other firms in adopting these
technologies to catalyze their proliferation. Support could include
looking at technical assistance or facilitating access to finance for
technology adoption (for example, through matching grants or
reimbursable finance instruments).
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Define SMEs and invest in collecting reliable and on-time real data on the
private sector. Currently, the Mauritanian authorities do not gather complete
information about firms and SMEs. Nouakchott’s One-Stop Shop for Business
Creation and Nouadhibou Free Zone One-Stop Shop provide some statistics on
firm creation; however, they do not include details on firm performance.
Moreover, companies do not respect their legal obligation to file their financial
statements in the commercial register. While this report has tried to add to the
breadth of knowledge, data gaps on the private sector are a remaining and
recurrent issue. First, government authorities should set a clear and commonly
agreed definition of SMEs. Subsequently, the government should invest in
ensuring the right mechanisms and incentives are in place to be able to collect
data on demographics (including enterprise births, deaths, and churn rates),
contribution to the economy (in terms of employment or value-added), broken
down by enterprise size and sector. Likewise, additional research on private
sector is needed in areas such as potential opportunities for FDI spillovers
through backward links or specific statistics on firm performance. All the actions
are needed to design targeted support measures, facilitate access to finance, and
measure the impact of and/or course correct public support measures.
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Appendix A. Summary of the Strategy for Accelerated Growth and Shared
Prosperity and the Presidential Priority Program

The Strategy for Accelerated Growth and Shared Prosperity (Stratégie de Croissance Accélérée et de Prospérité
Partagée, or SCAPP) prepared by the Mauritanian government upon completion of the Strategic Framework for
Fight Against Poverty, covers 2016—30, which corresponds to that of the 2030 Agenda for Sustainable
Development. The strategy’s forward-looking vision strives for robust, inclusive, and sustainable economic
growth, aimed at satisfying all citizens’ basic needs and enhancing their well-being.

To achieve the strategy, three convergent “levers” or pillars bring about the growth capable of generating a
prosperity shared by all: promote economic diversification and transformation; develop growth support
infrastructure; and promote a competitive private sector. In the area of promoting a competitive private sector
(budgeted at approximately US$750 million), the government objective was to implement policies to promote a
competitive, dynamic private sector, capable of playing its role as engine of growth in an economy. Priority was
given to improving the investment climate, improving access to finance, attracting FDI, and promoting SMEs,
entrepreneurship, and innovation.

The economic recovery plan, also known as the Presidential Priority Program (PROPEP) for 202022, is also
consistent with SCAPP’s pillars. The plan focuses on social sectors, infrastructure, support to agriculture and
fishing, support to the private sector, and environmental interventions, totaling close to 7 percent of GDP. Support
to the private sector included specific financial support measures for businesses due to COVID-19, support for
entrepreneurship, and employment.
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Appendix B. Statistical Tables

Table 2. Selected macroeconomic indicators (% change unless indicated otherwise).

2019 2020 2021 e 2022 f

Real GDP Growth, at Constant Market Prices 5.3 -0.9 2.4 4.5
Private Consumption 2.7 2.7 2.7 2.3
Government Consumption 1.0 9.2 26.1 5.7
Gross Fixed Capital Investment 23.5 4.4 39.2 5.9
Exports, Goods and Services 16.7 -8.6 -11.7 3.4
Imports, Goods and Services 11.9 2.1 25.1 2 4
Real GDP growth, at Constant Market Prices 6.1 -0.1 0.8 4.5
Agriculture 7.4 -2.6 -3.6 0.9
Industry 6.0 2.5 -6.6 3.9
Services 5.5 -0.3 6.4 6.4
Inflation (Consumer Price Index) 2.3 2.4 3.6 5.3
Current Account Balance (% of GDP) -10.3 -6.9 -9.3 _8.9
Net FDI (% of GDP) 11.0 11.0 7.1 11.4
Fiscal Balance (% of GDP) 2.0 1.8 2.1 -1.2
Debt (% of GDP) 55.7 55.8 51.7 56.7
Primary Balance (% of GDP) 2.9 3.0 2.9 0.1

Source: World Bank, Poverty Global Practice and Macroeconomics, Trade & Investment Global Practice. Emissions data sourced from CAIT and OECD.
Note: e = estimate, f = forecast.

(a) Calculations based on 2008-EPCV and 2014-EPCV. Actual data: 2014. Nowcast: 2015-21. Forecasts are from 2022 to 2024.

(b) Projection using point to point elasticity at regional level with pass-through = 0,7 based on GDP per capita in constant LCU.



Appendix C. Supporting Firm-Level Information

Table 3. Sector repartition among firms of different sizes

All firms Micro firms  Small firms Medium firms Large firms

Agriculture 1% 1% 1% 1% 3 %
Fisheries 3% 3% 2% 9% 2 %
Livestock 0% 0% 0% 0% 0%
Manufacturing food 4% 2 % 7% 8 % 8 %
processing

Manufacturing 0% 0% 0% 0% 0%
apparel

Manufacturing 0 % 0 % 1% 2% 0%
pharmaceutic

Other manufacturing 3% 2% 4% 5% 2 %
Mines 1% 1% 1% 1% 3 %
Services: wholesale 44 % 54 % 42 % 24 % 11 %
and retail

Other services 33 % 32 % 31 % 40 % 44 %
Services: 5% 5 % 6 % 3% 5 %
land and

transportation

Services: financial 3% 0% 4% 7% 23 %
services

Services: health 1% 1% 2% 1% 0%

Figure C1. Repartition of age, location, and size of formal firms (based on number of employees)
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Figure C2. Share of employment and turnover by sector, large firms, and other services

B Turnowes

Fams B Ermploysss

T = _
Conssgnmsent 14.8 26 -B e
T =T _E= -

Telacom M ,T Ve

e T _

L= - i
= T = e e
Parcentaogs

Source: World Bank staft calculation based on Tax Authority dataset 2014—19.



Table 4. Firm-level technology adoption 2022 survey: Sample distribution by firm size and sector

Number of firms

Sector
Size (no. of workers) Primary Secondary Tertiary Total
Large (100+) 15 11 26
Medium (20-99) 98 58 158
Small (5-19) 130 80 219
Total 11 243 149 403

Percent of firms

Sector
Size (no. of workers) Primary Secondary Tertiary Total
Large (100+) 0 3.72 2.73 6.45
Medium (20-99) 0.5 24.32 14.39 39.21
Small (5-19) 2.23 32.26 19.85 54.34
Total 2.78 60.3 36.97 100

Source: 2022 FAT survey. Primary sector includes agriculture (except livestock); secondary sector includes manufacturing, other services
or construction, food processing, pharmaceuticals, motor vehicles, wearing apparel; tertiary sector includes wholesale or retail,
accommodation, health services, financial services, and land transportation.

Figure C3. Regulatory area score 2020 (Min = 0 and Max = 100)
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Figure C4. Global Entrepreneurship Index overall score for Mauritania, West Africa, and world average
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Figure C5. Global Competitiveness Index 2017-18
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Figure C6. General business functions and their technologies
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Figure C7. Food Insecurity Index (FIES Approach)
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Figure C8. Mauritania lags behind its peers in public debt management and transparency practices
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Figure C9. Extensive and intensive margins vary for business funds
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Appendix D. Selected Recommendations from Recent World Bank Private Sector

Analytical Work

World Bank Country Economic Update (2019): Improving the Business Climate to Promote Development of the Private Sector

Commercial justice Improve the efficiency and strengthen the independence of judicial institutions. Train, specialize, and
stabilize magistrates.

Availability of Modernize and computerize commercial registers and set up the central register.

information

Land and ownership
transfer

Improve land policy. Design a policy to clarify and secure land rights and transactions. Facilitate the
transfer of ownership. Digitalize land titles, title deeds, and cadaster nationwide



https://documents.worldbank.org/curated/en/424311558627037610/Rapport-sur-la-Situation-%C3%89conomique-en-Mauritanie-Am%C3%A9liorer-le-climat-des-affaires-pour-favoriser-le-d%C3%A9veloppement-du-secteur-priv%C3%A9

Public-private
dialogue

Systematically involve the private sector in the design, implementation, and evaluation of reforms.
Facilitate a more inclusive dialogue (including SMEs).

Regional integration

Explore the possibility of joining Organization for the Harmonization of Corporate Law in Africa
(OHADA) to facilitate trade with other members of the organization as well as with international
investors operating in these countries. Benefit from a body of modern law, inspired by international best
practices.

Fight against
corruption

Improve the implementation of the legal framework for the fight against corruption (the anti-corruption
law of 2016).

World Bank (2019): The Untapped Potential of Mauritanian’s Entrepreneurial Ecosystem

Startup legal

Set up a startup status, recognizing the particularities and difficulties of launching an innovative idea into

framework a business. Provide legal protection of intellectual property rights.

Access to finance Support the development of financial products for startups.

Intermediary Professionalize existing structures.

organizations

Network and Set up a formal channel to share resources and collaborate. Think holistically about the ecosystem.
collaboration

‘World Bank Country Economic Memorandum (2020): Accelerating Growth Through Diversification and Productive Cities

Export-oriented

Submit a “statement of implementation” to notify World Trade Organization members about relevant

trade policy laws regarding trade procedures. Agree on a common external tariff with Economic Community of West
African States (ECOWA). Eliminate non-transparent import taxes. Appoint a trade facilitation enquiry
point.

Business Implement the 2019—20 reform program to strengthen access to finance and monetary policy mechanisms.

environment Remove anti-competitive procedures and policies.

‘World Bank Policy Note (2018): Transforming the Jobs Trajectory for Vulnerable Youth

Demand-driven

skills

Introduce demand-driven mechanisms, such as results-based funding, to target and modify the skill sets
needed as markets evolve. Tailor the school curriculum, teaching, and investment toward labor demand.

Labor
market entry

Enhance the private sector’s role in implementing and certifying vocational training and skills programs
in Mauritania’s four major training centers and with local nongovernmental organizations. Adapt
continuing training programs to the needs of the most vulnerable with local providers in western and
southern regions (cooperatives, firms, nongovernmental organizations).

Labor policy

Modernize labor regulations, including contracting, as part of the social dialogue.

World Bank Country Economic Update (2021): Why it is Essential to Enable Women to Participate Fully in Economic Activity?

Legal barriers for
women economic
empowerment

Adopt a law on violence against women. Grant women equal rights within the household and in terms of
access to divorce (personal status code). Eliminate all inequalities and discrimination regarding access to
employment, financing, and income (labor code and law criminalizing discrimination).

Girls’ education

Improve the education of young girls and combat child marriage and pregnancy early. Ensure that girls
stay in school until the end of secondary education by improving the quality of education and providing
incentives for the education of disadvantaged girls.

Women
representation

Promote initiatives aimed at strengthening and developing women's leadership. Implement advocacy
campaigns on gender and the rights of women and girls.

Appendix E. Early Qualitative Impact of COVID-19 on the Private Sector (May

2020)
Sector Context Current Economic Impact (Anecdotal Evidence) Impact
Magnitude
Hospitality and | e Over 50 formal o Activity has fully stopped (impossibility of home delivery for High

restaurants

enterprises restaurants)

e Important number of layoffs

Important liquidity issues to pay fixed costs

High risk of bankruptcies
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Tourism, e Close to 800 Revenues have collapsed due to lack of activity High
sports, and formal enterprises Layoffs have started and are expected to keep increasing in the
leisure coming months
Fisheries e 4.11% of GDP Critical disruptions on supply chains due to closed borders and Medium-
e High contribution canceled flights (for example, all exports toward the European High
to employment Union and Japan markets have stopped)
(about 55,000 Declining consumer demand, especially from Europe and Asia
people, 30% of and targeting the hospitality industry
whom are women) Reduced overall catches due to reduction of working hours,
® 100+ f-enterprises primarily of artisanal fishermen
e Important Layofts have started
contribution to Expected decline in fish prices in medium term
exports Fish stocks in ground facilities expected to increase due to
reduction in local and international demand and supply chain
disruptions
Construction ® 5.63% of GDP Disruptions or delays on imports of key raw material Medium-
¢ Close to 800 Reduced productivity due to reduction of workers” hours High
formal enterprises Staft and equipment movement affected due to in-country travel
e Employs about restrictions
5.5% of total Many construction contracts put on hold or delayed with
active population subsequent delays in payments
Layoffs have started and expected to keep increasing if
restrictions continue
High risk of financial distress due to high levels of debt
Commerce e Represents more Significant impacts due to drop in local consumption and demand Medium-
than 50% of total (for example, reduction of opening hours, difficulties in delivering High
enterprises across Wilayas, semi-closure of businesses)
e 15.6% of GDP Some shortage and delays in cargo imports
Layoffs have started and expected to keep increasing if
restrictions continue. An exception: groceries and food
consumption firms experienced an increase in sales in March.
Less likely to be affected due to government’s measures to ensure
food security.
Energy and e 2.72% of GDP Disruptions or delays on imports of key raw material Medium-
water (public Reduced productivity due to reduction of workers” hours High
service Staff and equipment movement aftected due to in-country travel
delivery) restrictions
Delays caused by contract delays or contracts put on hold
Banking sector e About 86 formal Important reduction on general activity: drop in credit requests, Medium
and establishments drop in deposits, difficulties in channeling funds and payment
microfinance inside the country, credit defaults, and so on.
institutions Layoffs or reductions in working hours have started due to
activity drop and hygiene considerations
Bank liquidity and solvency are likely to decline in coming
months
Manufacturing e High Increasing reduction in activity due to drop in local demand Medium
employment, Experience some shortage and delays in cargo imports

especially for
most vulnerable
® 9.65% of GDP

Layoffs have started and expected to keep increasing if demand
keeps dropping




Logistics 3.65% of GDP No impact on food-related logistics Medium
Over 200 Freight transport reduced due to reduction on global trade and
enterprises government in-country travel restrictions (requiring
authorization to move non-food related trade)
No major layoft to date for logistics of goods
Layoftfs started for passenger and air transport as activity has
been reduced due to restrictions
Ed}lc.ation and Over 100 of Activity, and thus most revenues, have collapsed for daycare, and Medium
traming private education notably for primary and secondary schools
schools Vocational training and tertiary education have maintained
minimal activity due to shift to distance learning and provision of
facilities for internet use
Other services Over 600 formal Important reduction on general activity and demand for services Medium
enterprises Layofts and liquidity issues likely to increase if activity continues
to be reduced
Extractives 9.28% of GDP No major disruptions in activity Low
Close to 300 Increased investment in equipment and material stocks as
formal enterprises precaution
Employs about No impact on exports or global prices
10,000 people Potential future disruptions if possibility of international staff
moves continue, especially for iron and gold
Agriculture and Combined 17.8% Low

livestock

of GDP

About 50 formal
enterprises
Estimate 29%
employment of
total active labor

No disruptions on production or reduction on local demand due
to close attention by government to food security issues
Availability of workforce (Senegalese) and imports of goods and
equipment unlikely to be affected

Demand for local vegetables could increase if regional trade is
affected, notably with Morocco

No real information on livestock informal activities

Meat prices are controlled and have not fluctuated

Cost of heads has not fluctuated yet
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