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Mr. Clark said that he wished to inform Executive Directors that the
Prime Minister of Canada had undertaken a major shift in cabinet positions
in his Government, and in so doing he had asked Finance Minister Wilson to
take on a new set of portfoliss, Including industry, science, technology and
international trade. In accepting those responsibilities, Mr. Wilson
rerlized that it was customary that he resign from the position of Chairman
of the Interim Committee, and he had indicated his intention to do so in a
communication he had sent to members of the Interim Committee (see
EBD/91/118, 4/22/91). Mr. Wilson also realized that the Committee’s spring
meeting was only a week away and that preparations were well advanced. He
had therefore indicated that if Committee members wished, he was prepared
and, indeed, would be honored, to chair the forthcoming meeting of the
Interim Committee, whereafter his resignation would take effect.

The Chairman said that he knew that he spoke for all members of the
Board in asking Mr. Clark to convey their congratulations to Minister Wilson
on his appointment to an exceptionally broad-ranging new ministry as well as
their thanks for the outstanding way in which he nad chaired the Interim
Committee; in a short ti‘me, he had established a very high standard of
leadership.

Mr. Mirakhor remarked that on behalf of his authorities, he wished to
congratulate Minister Wilson and to extend thanks for his efforts as
Chairman of the Interim Committee. His authorities would, in the circum-
stances, be pleased to see Mr. Wilson chair the Committee’'s forthcoming
meeting.

The Chairman then invited the Secretary to advise the Board on how it
might proceed in the current situation.

The Secretary observed that the matter was really in the hands of the
Interim Committee, whose procedures were sufficiently flexible to deal with
the situation, even though there was no precedent of a Chairman being called
upon to accept other responsibilities only a few days before a meeting. For
instance, there was no requirement that the Chairman be a member of the
Committee or that he be a minister or Governor of the Fund. Thus, it would
still be possible for members of the Committee to accept Minister Wilson's
offer to chair the forthcoming meeting, even if the new Canadian Government
appointed its new Finance Minister as a member of the Committee and as
Governor of the Fund for Canada.

In the circumstances, a timely response by members of the Interim
Committez to Mr. Wilson'’'s communicatiin would be useful, the Secretary
concluded. (See responses, circulated as Supplements to EBD/91/118)

The Chairman remarked that he would consult with members of the Interim
Committee on Mr. Wilson’s offer to chair the forthcoming meeting. He would
also ask the Secretary to begin consultations on the selection of a new
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Interim Committee Chairman so that the position could be filled as soon as
possible.

Mr. Peretz said that the Chancellor of the Exchequer had already
indicated to him that he would welcome Mr. Wilson’s offer to chair the
forthcoming meeting. In view of the short notice of Mr. Wilson’s resigna-
tion, it might be prudent to take some time to consider the matter of a new
chairman rather than to take a decision in the course of the Committee’s
forthcoming meeting.

Ms. Creane remarked that vwhile she had not had the opportunity to
consult with her authorities, her preliminary reaction was that Mr. Wilson’s
offer was a very gracious one,
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to retain his Chairmanship until the conclusion of the spring meeting of the
Committee.

2.  ADMINISTRATIVE AND CAPITAL BUDGETS, FY 1992

The Executive Directors, meeting in restricted session, considered the
Administrative and Capital Budgets for FY 1992 (EBAP/91/76, 4/1/91; Sup. 1,
4/4/91; and Sup. 2, 4/23/91). They also had before them as background
information a report from the Committee on Executive Board Administrative
Matters regarding the electronic data processing budget for FY 1992 for
offices of Executive Directors (EBAP/91/80, 4/3/91), a nationality
distribution list of the staff (EBAP/91/83, 4/5/91), a paper on the review
of the Fund’s income position for FY 1991 and FY 1992 (EBS/91/67, 4/16/91),
a memorandux from the Secretary of the Bank on a standing joint committee of
Fund/Bank Executive Directors on Administrative Matters (EBAP/91/43, Sup. 1,
4/22/91), and a paper on Executive Board and other meetings of Executive
Directors in 1990 (Secretary’s Circular No. 91/64, Cor. 1, 4/22/91).

At the conclusion of the discussion, the Executive Board approved the
following decisions, with one objection:

Administrative Budget Estimates, FY 1992

1. Appropriations for administrative expenses for financial
year 1992 are approved in the total amount of $330,140,000. This
amount will apply to the various categories of expense as follows:

I. Personnel Expenses

A - Salaries $152,065, 000
B - Other Personnel Expenses 81,060,000
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II. Travel Expenses
C - Business Travel 28,955,000
D - Other Travel 17,380,000

III. Other Administrative Expenses

E - Communications 7,740,000
F - Buillding Occupancy 21,985,000
G - Books and Printing 6,575,000
H - Supplies and Equipment 6,055,000
I - Data Processing 16,415,000
J - Miscellaneous 5.540.000
Total Expenses 343,770,000
Iv. Reimbursements =13.630,000
Total Budget $330,140.000
2. Commitments may be made for each lettered category A-J

up to the amount indicated above except that no commitment may
cause the total budget to be exceeded. Any commitment going
beyond the total approved for each category, or causing the total

budget to be exceeded will be submitted to the Executive Board for
approval.

3. The total staff ceiling of 1,832.5 and its distribution
by departments, bureaus, and offices as set forth in the budget on
page 37 (revised) are approved. The staff ceiling shall not be
exceeded without prior approval of the Executive Board.

Adopted April 24, 1991

Capital Budget Projects Beginning in FY 1992

1. Appropriations for capital projects beginning in
financial year 1992 are approved in the total amount of
$9,695,000. This amount will apply to the various categories as
follows:

I. Building Space Facilities

A - Headquarters $ 4,680,000
B - Other Locations 3,815,000
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II. EDP Systems
C - Computing _ —31.200,000
Total Czpital Budget § 9,695,000

2. Commitments way be made for ~ach lettered category A-C
up to the amount indicated in the total column shown above. Any
coemitment going beyond the category budget will be submitted to
the Executive Board for approval.

Adopted April 24, 1991

Assessment Under Axticle XX, Sectjon &4, FY 1991

Pursuant to Article XVI, Section 2, and Article XX,
Section 4, of the Articles of Agreement, and Rule T-2 of the
Fund’s Rules and Regulations, it is decided that:

(1) The General Department shall be reimbursed for the
expenses of conducting the business of the SDR
Department for the period from May 1, 1990 to April 30,
1991, and

(11) An assessment shall be levied on all participants in the
SDR Department. The special drawing rights holdings
accounts of participants shall be debited on April 30,
1991 with an amount equal to 0.0172629 percent of their
net cumulative allocations of special drawing rights.
The total assessment shall be paid into the General
Department.

Adopted April 24, 1991
Structural Adjustment Facility Within Special Disbursement

Account, and ESAF Trust - Reimbursement of General Resources
Account, FY 1991

Pursuant to Paragraph 10 of Decision No. 8238-(86/56) SAF,
adopted March 26, 1986, and Paragraph 3 of Decision No.
8760-(87/176), adopted December 18, 1987, it is decided that the
General Resources Account shall be reimbursed the equivalent of
SDR 11,900,000 for the expenses of administering the Facility and
the Trust for the period May 1, 1990 to April 30, 1991, and the
reimbursement shall be made at the close of the financlal year.

Adopted April 24, 1991
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3. RWANDA - 1990 ARTICLE IV CONSULTATION, AND REQUEST FOR
STRU U GEMENT

The Execvtive Directors considered the staff report for the 1990
Article IV consultation with Rwanda and the request by Rwanda for an
arrangement under the structural adjustment facility (SAF), together with an
appendix providing statistical background information (EBS/91/61, 4/4/91;
and SM/91/69, 4/10/91). They also had before them a policy framework paper
for the period 1991-93 (EBD/91/100, 4/3/91).

The Managing Director made the following statement:

There folleows for the information of Executive Directours the
text of a memorandum that I have received from the President of
the World Bank to serve as the basis for my statement on the
macter to the Board. This text summarizes the main points covered
by the Committee of the Whole of the Executive Directors of the
Bank and IDA in their meeting on April 23, 1991:

1. The Executive Directors commended the Government'’s
adjustment effort reflected in the policy reform program for the
next three years as described in tnis first policy framework paper
(Rwanda: Policy Framework Paper, 1991-93). They also noted with
satisfaction the Government'’s commitment to the program
demonstrated by taking the most politically difficult measures,
such as the devaluation of the Rwanda franc and the increase in
petroleum products prices, in the midst of a troubled domestic
political situation.

2. In view of the importance of timely external assistance
to the successful implementation of the program, the Executive
Directors noted with satisfaction the decision of the donors to
declare Rwanda eligible under the Special Program of Assistance
for Africa, and the good prospects for filling the financing gap
for 1991 as confirmed by the recent SPA meeting. A SAL was
envisaged for presentation to the Executive Directors in the
middle of calendar 1991.

3. The Executive Directors welcomed the market orientation
of the reforms as well as the inclusion of the social aspects of
adjustment as an integral part of the program. They commended the
Government’s intention to protect social expenditure within the
framework of an agreed public expenditure program while reducing
the fiscal deficit as a percentage of GDP.

4. Directors noted the importance of agriculture to the
Rwandese economy and commented on the agricultural program with
emphasis on the importance of coffee and of decentralized
administration. The growth projections in this heavily populated
country were viewed as reasonable. '
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5. The Executive Directors expressed concern about the
country’s impleuwentation capacity. They also stressed the
importance of fiscal discipline and of reducing the demographic
growth rate. They took note of the Government’s population policy
and commended the particular attention given to the promotion of
women in development. They also noted with satisfaction that the
Government was addressing the question of managing natural
resources and protecting the environment.

Mr. Koissy made the following statement:

My Rwandese authorities would like to express their apprecila-
tion to management and the staff for their assistance during the
negotiations that led to the present request for arrangements
under the structural adjustment facility. They are in broad
agreement with the thrust of the staff appraisal and have no major
difficulties with the policy recommendations.

As indicated in the staff report, during the period 1987-89,
the performance of the Rwandese economy weakened substantially
owing to the combined effects of worsening terms of trade, adverse
weather conditions, and delays in putting in place corrective
measures. As a result, real GDP contracted sharply in 1989,
export earnings declined by more than half from the 1986 level,
and internal and external financial imbalances remained unsustain-
ably high. 1In 1990, in spite of the authorities’ efforts to
alleviate the impact of these adverse factors on the economy, the
economic situation deteriorated further as sharper terms of trade
losses and a decline in the net inflow of external resources were
registered. Consequently, domestic and external arrears were
accumulatcd and there was a drawdown of official reserves, which
declined from over five months of imports to 2.4 months of imports
in 1990. The authorities’ attempts at putting in place broad
based corrective measures were frustrated by the outbreak of armed
conflict in October 1990, resulting in a destruction of economic
infrastructure and disruption of economic activities.

To secure an environment conducive to the implementation of
the much-needed adjustment measures, the authorities endeavored to
stabiiize the political situation and to restore peace. These
endeavors culminated in an agreement with neighboring countries in
February 1991 to tackle the key problem of the refugees, which was
the cause of the armed conflict. Discussions were resumed with
the IMF and World Bank on a revised policy framework paper and on
a medium-term program covering the period 1991-93 for which the
authorities are seeking Fund support under the structyral
adjustment facility.

As indicated in the policy framework paper, the basic
objectives of the program ake to achieve a rate of economic growth
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of about 4 percent beginning in 1992, to curb the rate of
inflation to about 5 percent by 1993, reduce domestic and external
imbalances, and increase net official foreign reserves to the
equivalent of about four months of imports by 1993.

In order to ensure the success of the 1991 program, the
authorities implemented in November 1990, as prior actions, a
number of key policy measures relating to the exchange rate,
interest rates, petroleum retail prices, and discretionary revenue
measures. They have also implemented a number of reforms in key
sectors of the economy.

In the real sector, the authorities’ medium-term objective is
to ensure food security for the growing population through
productivity-enhancing measures such as improved cultivation
methods, better land use, and measures to reduce soil erosion. In
the cash crop sector, the authorities will begin discussions with
the World Bank on the key elements of 2 long-term strategy for the
coffee and tea sector. The objective of this plan is to halt
revenue losses in these two sub-sectors and create a more liberal
domestic marketing environment.

In the fiscal sector, the authorities will pursue a tight
budgetary policy aimed at reducing substantially the fiscal
deficit (including grants) to about 5 percent by 1993. The
authorities expect to curtail their recourse to domestic bank
financing, and their outstanding debt to the banking system is
projected to decline over the medium term. To achieve this
objective, the authorities have taken steps to reform the tax
system so as to improve its efficiency and yield. The reform also
aims at gradually reducing the share of trade and production taxes
while increasing those based on income and consumption. In the
context of the 1991 program, the authorities have already taken a
mumber of discretionary revenue measures, including an increase in
minimum import duty rates from 5 percent to 10 percent. They have
modified and expanded the base of the turnover tax and raised its
rate from 6 percent to 10 percent. Also, specific taxes and user
charges were adjusted in line with exchange rate and other price
adjustments. In addition, a temporary national solidarity tax is
expected to be put in place by end-May 1991. While the revenue
impact will depend on the pick up of economic activity, it is
expected that the combined effect of all the discretionary revenue
measures would yield about 2.5 percent of GDP. On the expenditure
side, the authorities intend to maintain strict control over all
categories of expenditure items. To this end, a comprehensive
audit of the civil service and contractual employees is expected
to be completed in 1991 and will provide the basis for a
rationalization of personnel policy. Nominal wages will be frozen
and only a limited number of new recruitments in education and
health will be allowed. Also, budgetary transfers and subsidies
are expected to be phased oiut in line with the improvement in the
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performance of the public enterprises, and domestically financed
capital outlays will be reduced. As a result, it is expected that
the growth of current expenditure will be contained at 17 percent
in 1991 despite the impact of the devaluation, higher security-
related outlays, and the doubling of interest payments.

In the monetary sector, the authorities intend to maintain,
throughout the program.period, a restrictive policy stance with a
view to mitigating the impact of the substantial exchange rate
adjustment on price developments and improving the external
position. In this respect, they will endeavor to hold the annual
growth of domestic liquidity below that of nominal GDP. It is
also the authorities’ intention to reduce the Government’s
indebtedness to the banking system by about 5 percent in 1991. 1In
view of the targeted increase in domestic assets, such a reduction
will make room for an increase in credit to the private sector.

In order to enhance the mobilization of domestic savings, the
structure of interest rates was simplified in November 1990 and
all preferential rates were abolished. It should be mentioned
that most deposit rates as well as lending rates, which were
adjusted upward substantially, are now freely determined. Because
of the need to maintain a restrictive credit policy in tha early
stage of the three-year program, the authorities will continue to
exercise direct control and supervision over banks’ lending
operations as a transitory measure. Over the medium term, it is
the authorities’ firm intention to rely on indirect instruments of
monetary policy.

The structural measures being implemented encompass price and
market liberalization, revision of the investment code, and reform
of the public enterprise sector. By June 1991, greater flexi-
bility will be introduced in the labor recruitment policies of the
private sector. The rehabilitation of the mining sector will be
pursued while a five-year work plan for the state mining unit
(REDEMI) will be completed by mid-1991. Consistent with the
objective of liberalizing the economy in order to foster a more
competitive environment, the Government will revitalize the coffee
sector with a viev to eliminating restrictions on exports and
increase the number of traders in coffee. The restructuring of
the public enterprise sector will include rehabilitation,
privatization, and liquidation of selected enterprises according
to a timetable agreed with the World Bank.

In the external sector, the authorities took an important
step in November 1990 to correct the overvaluation of the Rwanda
franc in order to restore the external competitiveness of the
economy. In line with their export diversification efforts they
adopted an intensified strategy for promoting exports and develop-
ing tourism. Specifics of this strategy are under discussion with
the World Bank and its implementation is envisaged for June 1991.
In the meantime, export taxés on all exports except coffee have
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been abolished. The liberalization of international trade will be
enhanced with the adoption of a more open general licensing system
to be enacted soon. Also, a tariff reform is under way aiming at
lowering the overall level of effective protection, reducing
exemptions, and rationalizing the structure of the custom tariff.
In general, the Rwandese authorities are committed to implementing
restrictive financial policies to support their exchange rate
policy.

To conclude, it should be stressed, as reflected in the staff
report, that my Rwandese authorities have taken important steps
toward restructuring the economy and reducing the internal and
external imbalances confrouting the country. They have shown
their commitment to the adjustment process by implementing wide-
ranging measures as prior actions. Although they are confident
that the policies in place and those envisaged would improve the
situation, they wish to emphasize that the success of the program
will hinge, to a large extent, on the availability of foreign
exchange to support the liberalization of the trade and payments
system. They expect that the commitments made at the donors’
conference in March 1991 will be forthcoming to underpin their
adjustment efforts.

Mr. Koissy, extending his remarks, said that as Directors weve aware,
Rwanda had been affected by an armed conflict which had delayed the
implementation of the adjustment program. He was pleased to bring to the
attention of the Board the news that a cease-fire agreement had been reached
between the parties on March 29. Military observers from neighboring
countries had agreed to mo~itor the implementation of the cease-fire
clauses. Discussions were also under way which should lead to an orderly
solution of the refugee problem. In addition, on April 28, the ruling
political party was scheduled to hold a congress in order to authorize a
modification of the Constitution and thus open the way for a multiparty
democratic process in the country. Those developments should contribute to
fostering a national dialogue and bring harmony and peace to the country.
The restoration of such a sociopolitical climate would also be critical for
the success of the structural adjustment program that his authorities were
resolutely implementing.

Mrs. Hansen made the following statement:

We welcome Rwanda’s agreement with the Fund on a three-year
structural adjustment arrangement. Rwanda’s significant macro-
economic imbalances and its many deep-seated structural problems
need to be addressed promptly and comprehensively. Indeed, the
country'’s persistently declining per capita income level adds
special urgency to this task. The authorities have already taken
a number of important prior actions, which are an encouraging sign
of their commitment to get on with reform, and we hope they will
continue to make rapid progtess in liberalizing the economy,
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increasing efficiency, and providing appropriate conditions for
private saving and investment.

As for any program, the strong macroeconomic policies are
needed to create a stable macroeconomic environment in which to
effect structural change. In Rwanda, despite some important
revenue-raising and expenditure-cutting measures already taken,
and promises for further action, the fiscal outlook is still
clouded by the security situation and uncertainty ~ver the future
level of military expenditures. Mr. Koissy’'s statement and his
remarks hold out some encouragement about the prospects for peace.
and ve hope that the situation will soon permit significantly
lower military expenditures. In the meantime, the authorities
will need to implement agreed policy measures, including the
elimination of the coffee subsidy, which consumed some 13 percent
of current expenditure in 1990, and the removal of direct and
indirect subsidies to public sector enterprises. It will also
nead to monitor the budgetary situation carefully, taking
additional measures as needed.

Monetary policy appears quite restrictive, but we have some
misgivings about interest rate policy. The staff report indicates
that lending rates, if not other interest rates as well, are
significantly negative in real terms and are only expected to
become positive by the end of the year. While I realize that the
jump in the inflation level expected in 1991 is partly due to the
adjustments in administered prices, we are nevertheless concerned
that these negative real interest rates will perpetuate a
misallocation of resources. I would appreciate some comment from
the staff about the underlying rate of inflation and how it
compares to the current interest rate structure. In addition, are
there any understandings about ralsing interest rate levels if
inflation does not decline as rapidly as expected?

On the external side, we welcome the long overdue devaluation
of the Rwandan franc. The staff report cites a number of
compelling factors, such as the large exchange rate appreciation
in previous years, a very sizable terms of trade shock, and the
urgent need to improve competitiveness and diversify exports,
which justify this action. These factors, in conjunction with a
strong Fund program, made conditions ripe for an exchange rate
adjustment.

We look forward to the more regular application of this type
of analysis to other countries in the region. Although we welcome
the authorities’ commitment to manage the exchange rate flexibly,
we hope that strong domestic policies and favorable terms of trade
developments will make for a reasonably stable exchange rate.

We share the staff’s views on the importance of trade
liberalization in order to é&stablish appropriate price signals to




- 13 - EBM/91/62 - 4/24/91

domestic producers, increase competition and efficiency, and
provide imports needed for private sector development. In this
respect, the decision to establish an open general licensing
system appears constructive. We have some doubts, however, about
how the transitional system will work out in practice. We welcome
the effort to be made to make foreign exchange allcc=tions more
transparent. However, charging a fee for the value of the import
license, irrespective of whether the foreign exchange is
available, seems destined to discourage importers from using the
system. Also, we would be interested in comments from the staff
about the amounts of foreign exchange that were expected to pass
through this market. With up te 30 percent of total imports
qualifying for full, priority foreign exchange allocations,
sufficient foreign exchange remain for the so-called nonessential
imports? 1Is the staff also satisfied that there is sufficieat
institutional capacity to implement the system as decigned?

On the structural aspects of the program, the authorities
have already taken some important steps, such as price liberaliza-
tion, and appear to have a very wide-ranging set of additional
issues under review, including the reform of the coffee sector,
and the privatization and liquidation of public sector enter-
prises. In these latter two areas, as well as many others, actual
reform is to be preceded by studies and the formulation of action
plans. This is normal and necessary. However, we hope the
Rwandan authorities will complete this preparatory stage according
to the agreed timeteble so that actual reform can begin as soon as
possible.

The Fund’'s experience in Eastern Europe has demonstrated the
pitfalls of allowing the structural reform process, particularly
the privatization process, to lag behind economic stabilization.
In Rwanda, as elsewhere, it will be important to keep up the pace
of structural reform, lest the sacrifices made through tight
macroeconomic policies not be rewarded with a substantial increase
in output. In this comnection, I note that by the end of
December, action plans are supposed to be completed for 8 of the
62 enterprises in government hands. I would be interested in
knowing how long it is ~xpected to take before the Government wjli
actually have withdrawn from a substantial percentage of thessz 62
enterprises?

Turning to the medium-term outlook, ever. under reasonably
favorable assumptions of improving coffee prices and very moderate
import growth, sizable inflows of concessional external assistance
will be needed to financ: the large current account deficit. This
highlights, again, the nced for strong policies, both to sustain
these inflows in the immediate future and to promote greacer
export diversification and less aild dependence over the longer
term.
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In conclusiorn, we believe Rwanda i3 on the right track and
commend the authorities for the long list of prior actions they
have already taken. we hope that they will keep up the momentum
of reform in the years ahead.

Mr. Esdur commented that Rwanda's economic and financial situation had
been severely affected by the decline o>f coffee prices and the consequences
of the war In October 1990. It was therefore welcome that the authorities
had agreed on the implementation of a comprehensive adjustment program,
which seemed to address the most urgent problems, and he could support the
staff appraisal and recommendations.

Certainly, the reduction of the budget deficit was of crucial
importance, and thus he welcomed the intention of the authorities to pursue
a tight fiscal policy stance, Mr. Esdar said. It was encouraging to note
that the overall fiscal deficit was projected to decline from 11.7 percent
of GDP in 1990 to 5 percent in 1993. That seemed to be appropriate as well,
considering the low level of domestic saving. Strict control of expenditure
and a timely impiementation of the announced tax reform was critical in that
respect. However, it was disappointing to note that, in spite of measures
to increase revenue for the whole program period, total revenues in terms of
GDP were projected to remain below the 1989 level.

Concerning structural policies, Mr. Esdar stated that the authorities’
intention to undertake major efforts to reform public enterprises was
gratifying. Rwanda’s experience with highly protected and inefficient state
enterprises certainly underlined the need for privatization and overcoming
bureaucratic rigidities. Reforms in public enterprises would also
contribute to a better fiscal performance by reducing the amount of
subsidies. In that respect, the elimination of most price controls was
welcome; however, he sought additional information about the magnitude of
the share of so-called strategic products, which would still be subject to
price control.

The recent rise of inflation was of major concazrn, Mr. Esdar continued.
Tight monetary policy was, of course, a precondition for achieving the
program target of reducing the rate of inflation to 5 percent. In that
respect, the exchange rate could play an important rcle as a nominal anchor
once an adequate depreciation had brought the exchange rate in line with the
fundamentals. A more ambitious time frame for reducing inflation would also
facilitate the return to positive real interest rates. In that respect, he
shared the concerns of Mrs. Hansen. As for lending rates, he had noted with
interest from Mr. Koissy’s statement that they were now freely determined.
Did that mean that the ceiling on lending rates mentioned in the staff
report had been abolished?

It wus emphasized in the staff report, Mr. Esdar noted, that the
successful implementation of an adjustment program depended greatly on the
political situation in the region. The return to domestic stability would
also be a crucial precondition fér increasing donors’ confidence.
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Therefore, he very much welcomed the comments by Mr. Koissy. In addition,
he observed that the major problem of rapid population growth had already
been addressed in the World Bank Board. He endorsed the proposed decisions.

Mr. Schoder made the following statement:

For Rwands, the process of a'!lustment has been postponed for
too many years, and it. is unfortunate that the country’s economic
growth has thus been kept below its potential. The precarious
situation in which Rwanda now finds itself calls for immediate
adjustment. The longer adjustment is delayed, the more painful it
must be, especially in a country with a low per capita income.
The program before us today therefore had to be ambitious, and
indeed it is. It is appropriate that Rwanda’s renewed intensive
policy dialogue with the Fund is embedded in a medium-term
context, with financiel resources provided on a concessional
basis. The program addresses the basic problems of the economy,
and we approve the proposed decision.

After a long period during which Rwanda attempted to
implement an ill-conceived development strategy, the authorities
have finally decided to follow a growth model which has proven
successful elsewhere. This shift in economic policy strategy
resembles the process taking place in those countries which are
changing their economic regime. As I see it, Rwanda’s program is
essentially one of structural adjustment. For this reason, the
authorities should take full advantage of the fact that until
recently, the country has enjoyed a comparatively low debt-service
ratio and the absence of an inflationary mindset. In this
connection, the process of regional pacification should be firmly
pursued since it offers hope that the economic and structural
changes will be further enhanced by a reduction in the Govern-
ment’s absorption of resources for noneconomic purposes. The most
recent information provided by Mr. Koissy is therefore most
welcome.

The first steps in the zconomic reform process have already
been taken, and the fundamental correction of the exchange rate in
late 1990 certainly merits mention since it introduces a process
of relative price correction which is absolutely necessary if
Rwanda wishes to achieve a growth rate in line with the basic
needs of its expanding population. It goes without saying that
there 1s no easy way of rapidly and durably improving the social
welfare of the Rwandese people, but the medium-term program on
which the authorities have embarked will go a long way toward
achieving this objective, especially since it explicitly
integrates social and environmental policies. In a country where
the population growth rate has hovered for many years around
3.7 percent, and where the population density has passed 280
persons per square kilometer--one of the highest in ‘Africa--the
social and environmental policies included in the program are of
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paramount importance for increasing the well-being of the Rwandese
people.

The goal of achieving & real GDP growth rate of 3.7 percent
for 1992, following five years of declining output, seems
unrealistic, and should be revised to take account of the needed
postwar reconstruction which will surely affect Rwanda's immediate
growth prospects. We would have appreciated more information on
the sectoral projections on which the staff’s overall growth
projection is based: it is our impression that the 3.7 percent
rate depends mainly on tourism, mining, and the coffee and other
agricultural sectors, the first two of which are closely linked to
exports. The devaluation of the Rwandese franc, while providing a
strong base for rebuilding output capacity and exports, will not
alone suffice: the structural improvements included in the
program are also needed but will take time to bear fruit,
especially in the above-mentioned sectors. According to the staff
paper, mining has been depressed for the last several years and
the requirements for rehabilitating this sector will not be known
until mid-1991, while agricultural development is limited by the
scarcity of land as well as by declining crop yields on existing
farmland as a result of overexploitation under the pressure of
population growth. Results from increased fixed domestic
investment through higher domestic savings and improved efficiency
cannot be expected very soon.

Rwanda'’'s economic growth should be partly export led, but
85 percent of the country’s exports now consist of coffee and tea.
The authorities are rightly concerned about the economy’s heavy
dependence on the coffee sector, whose performance has been
disappointing for several years: 1lower world prices have been
accompanied by decreases in both the quantity and quality of
coffee exports. The program should focus first on halting, and
later on reversing, the decline in the quality and volume of
Rwanda’s coffee exports, since these can be controlled and the
world coffee price cannot. Where tourism is concerned, Rwanda's
natural beauty and national parks make it a candidate to become an
important tourist center in Central Africa. However, the risks
involved in large investments in hotels, transportation, and
communications aimed at catering to the tourist trade are
considerable: a specific site, or even country, can be the object
of fashionable demand one day and not the next. Moreover, the
tourist industry depends heavily on imported goods: building
materials, furniture, even consumer goods, and much of the foreign
exchange it generates are absorbed in keeping it running. In
addition, since tourism depends on confidence, the effects of the
recent hostilities in Rwanda could take some time to overcome.
These remarks should not be interpreted as discouraging the
fostering of tourism and the development of an appropriate tourist
infrastructure, but only as urging a prudent approach which does
not put all Rwanda’s eggs in one basket.
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Despite an expected drop in income and profit taxes owing to
weak economic activity, total fiscal revenues are supposed to rise
by 33 percent in 1991 as a result of the exchange rate adjustment
and the set of fiscal measures described in the staff report.

This expectation also seems rather optimistic. The imposition of
a solidarity tax on all wages and salaries to absorb the costs of
the war, and the freeze of nominal wages in the public sector with
inflation expected to rise to 30 percent in 1991, will place a
heavy burden on a population with an already low per capita income
which has been further impoverished by the war. In this light,
the >rojected recovery of domestic savings also seems very rapid.

Let me conclude these remarks by expressing our hope for the
su .ess of Rwanda's program under a structural adjustment arrange-
ment will be successful and our support for Rwanda's authorities.

Mr. Cirelli observed that Rwanda’s economy had been weakened over the
past decade by multiple adverse developments, and adjustment had been long
overdue. More recently, the outbreak of war had led to large security
outlays and severe damages to infrastructure. In order to cope with that
difficult situation, compounded by rapid population growth, the Government
had adopted a medium-term strategy that encompassed wide-ranging macro-
economic and structural adjustment policies. Those adjustment measures were
courageous, and the Rwandese authorities were to be commended for what they
had already achieved.

The policy framework paper for the three years to come proposed a
comprehensive adjustment program that his authorities endorsed, Mr. Cirelli
continued. As Mrs. Hansen and Mr. Esdar had indicated, fiscal policy would
be the cornerstone of the program. The planned reduction of the deficit for
1991 to 9.3 percent, as a consequence of a large set of measures taken
recently, both on the revenue and the expenditure sides, was welcome, and
reflected the extent of the Rwandese authorities’ commitment. The effective
implementation of that fiscal package would be crucial to the success of the
program. Every effort to reinforce the implementation capacity of the
authorities would be welcome.

Another key element of the 1991 program was the implementation of a
restrictive monetary policy, Mr. Cirelli said. He noted with satisfaction
that a wide range of measures had been envisaged to avoid a too large growth
in the money supply. In that respect, he shared the concern expressed by
Mrs. Hansen and Mr. Esdar that the level of interest rates should be
carefully adjusted so that it remained positive in real terms. 1In any case,
a rapid decline of the inflation rate would be needed.

The rigorous incomes policy followed by the authorities was
particularly welcome, Mr. Cirelli said. While they were indispensable, the
reforms would not be easy to carry out; he was therefore pleased with
several of the initiatives taken to protect the most vulnerable group of the
population. ’
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With respect to external policies, Mr. Cirelli noted that the exchange
rate adjustment in 1990 should, if supported by the strengthened financial
policies he had described, improve the competitiveness of the economy and
revitalize exports, particularly noncoffee agricultural exports and mining
activities, which were essential to diversify Rwanda‘'s exports. Following
that large devaluation, efforts should be made to try to stabilize the
exchange rate in order to support domestic financial policy.

Structural reform, and the long list of reforms undertaken in the
program--reduction in trade and foreign exchange restrictions, tax and

liberalization of pricing policies , and public enterprise
reforms--paved the way for a more competitive environment, which was the
prerequisite for the success of any efficient adjustment process,
Mr. Cirelli stated. He welcomed that approach and stressed the important

role that the World Bank had to play in that area.

In that context, Mr. Cirelli said, and given the commitment of the
authorities to embark on a program supported by the Fund, Rwanda had already
received adequate financial assistance, on a commitment basis, from
multilateral and bilateral donors, to bridge the outstanding financial gap
for 1991. For their part, his authorities had already provided balance of
payments assistance of $12.3 million to Rwanda, and the first disbursement
would be made in the coming weeks.

It was obvious that a great deal depended upon the stabilization of the
internal situation. Noting Mr. Koissy'’s encouraging stateaent, he hoped
that a return to peace and a solution to the refugee problem would take
place rapidly, in order to reinforce and ensure the success of the program.

Mr. Ichikawa made the following statement:

The fundamental problem confronting Rwanda’s economy has been
the lack of corrective measures to deal with the sharp deteriora-
tion in the terms of trade. In fact, the authorities responded to
the worsening in the current account balance by tightenirg import
and exchange restrictions, while leaving the fiscal imbalance and
exchange rate distortion vachecked.

The proposed structural adjustment facility program
represents a first step toward comprehensive adjustment; however,
considerable uncertainty is expected owing to security-related
problems. Furthermore, diversification of the economy will
require long-term structural adjustment efforts. That being said
it is essential at this stage to support the new exchange rate
policy with a timely and sufficient tightening of financial
policies.

Turning to the first-year program, we commend the authorities
for their strong prior actions in the fiscal and external area,
vhile we note a decline in the ratio of revenue to GDP, despite
the new tax measures. The progress toward price liberalization is
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also welcome. Furtheruore, the authorities are committed to a
strong incomes policy; nominal public wages will be frozen and
wvages and salaries subjected to a new temporary tax. The interest
rate structure wvas simplified and is being progressively
liberalized, although the real interest rate is highly negative
and a positive real rate should be achieved at the earliest

opportunity.

All in all, the program before us would be a strong one if it
were not for the extraordinary fiscal burden of security expendi-
tures. Nevertheless, we are concerned about certain downside
risks, including the volatility of coffee revenue. Uncertainty is
also inherent in security-related costs. The success of adjust-
ment depends largely on the early restoration of peace. On this
point, I welcome the encouraging news given by Mr. Koissy.

It should be noted, however, that the deterioration in the
fiscal balance started even before the war, and transfers to
public entities were a major cause of the fiscal imbalance. While
ve welcome the fiscal package, including the elimination of
budgetary transfers to the coffee sector, reform of the coffee
sector and other public enterprises has been disappointingly slow.
Improved management of the parastatals and their liquidation, if
necessary, will be required at the earliest opportunity. If the
parastatals continue to rely heavily on monetary financing through
the banking system, monetary adjustment will be undermined
considerably.

We are also concerned about the rather high inflation targets
during the program period. In particular, a rate of inflation of
28 percent in 1991 may add renewed pressure to the current
exchange rate. In this comnection, I would appreciate the staff’s
comments on the degree of upfront devaluation in November 1990;
namely, was the new rate intended to be nominally targeted through
1990, or for much longer?

In conclusion, the authorities have taken on major challenges
in macroeconomic and structural reform in adverse circumstances.
We hope that their upfront program implementation will establish a
strong adjustment momentum, despite the external and internal
difficulties.

Mr. Hogeweg remarked that as he understood it, the November devaluation
had been justified in view of earlier developments. Chart 1 in EBS/91/61
was striking, in the sense that it showed that the real effective exchange
rate over the past five years had been virtually constant, albeit et an
overvalued level. In that light, he wondered whether the staff was
justified in commenting, in its appraisal, that the rate of inflation
remained low, largely owing to the overvaluation of the exchange rate. Was
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it not the stability of the exchange rate peg to the SDR that led to
relatively lov inflation, rather than the level at which it was stable?

He also wondered exactly how the new exchange rate policy had been
announced, Mr. Hogeweg said. On page 10 of the staff report, it was stated
that the Government would review exchange rate policy periodically, for
instance, in the light of developments in the balance of payments and
foreign reserves. He would.have thought that a public announceaent that
Rwanda‘’s forelgn reserve position would be taken into account in managing
the exchange rate might well give rise to speculative movements if the
market was able to discern those reserve developments. He did agree with
those who had said that it might be useful, after the devaluation, to revert
to exchange rate stability, and certainly to an announcement of that policy,
in order to prevent inflationary expectations from taking hold.

Ms. Lindsay-Nanton said that as she was in broad agreement with the
staff appraisal and the comments made by previous speakers, she would limit
her comments to points of emphasis and clarification.

The Rwandese population growth rate of 3.7 percent per annum, and the
programn’s projection that per capita GDP was only expected to begin to
increase by the third year of the program, were extremely discouraging,

Ms. Lindsay-Nanton noted. The policy framework paper contained a general
comnitment to address that problem, and she wondered whether the staff could
provide some details of the authorities’ policies and assess their likely
effectiveness.

The authorities’ fiscal targets were also a concern, since they
appeared to depend heavily on expenditure cuts rather than on tangible
revenue measures, Ms. Lindsay-Nanton added. Moreover, while civil service
salaries were being frozen, in the face of a projected 28 percent inflation
rate for 1991 and a new wage tax, the program included allowances for
substantial increases in military expenditure. However, in light of what
Mr. Koissy had said, and assuming that the cease-fire held, perhaps the
staff could comment on what the anticipated savings on military outlays were
likely to be in 1991. The staff might also wish to assess the appropriate-
ness and the likely long-term impact of the substantial deciine in real
civil service salaries projected in 1991.

As for monetary policy, the staff report included a discussion of the
authorities’ commitment to increase real interest rates to positive levels
by the end of 1991, Ms. Lindsay-Nanton observed. Given the inflation
projected for 1991, and the desire to move toward market-based instruments
of monetary policy, could the staff indicate why a delay in adjusting real
interest rates was felt to be necessary?

Finally, while the authorities had undertaken a substantial devaluation
at the end of 1990, the staff report suggested that they would continue to
monitor the competitiveness of the Rwandese economy, suggesting that further
devaluation might be contemplated. Indeed, there seemed ‘to be evidence to
suggest that that would be requited. In particular, the staff report




- 21 - EBM/91/62 - 4/26/91

referred to a recent study that called for a devaluation of at least

40 percent, and it appeared that the inflation expected in 1991 would
substantially ercde the competitiveness gained since November. Given the
authorities’ choice of an exchange rate peg, it seemed preferable to avoid a
series of devaluations, and she wondered whether the 1990 devaluation had
been of sufficient magnitude to avoid that possibility.

The Executive Directors agreed to resume the discussion in the
afternoon.

RECISION TAKEN SINCE PREVIQUS BOARD MEETING

The following decision was adopted by the ixecutive Board without
meeting in the period between EBM/91/61 (4/23/91) and EBM/91/62 (4/24/91).

4.  APPROVAL OF MINUTES
The minutes of Executive Board Meetings 90/87 and 90/88 are approved.

APPROVED: November 26, 1991

LEO VAN HOUTVEN
Secretary



