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1. UGANDA - 1982 ARTICLE IV CONSULTATION, AND REVIEW UNDER
STAND-BY ARRANGEMENT

The Executive Directors considered the staff report for the 1982
Article IV consultation with Uganda, together with a proposed decision
concluding the 1982 Article XIV consultation, and a review of the stand-by
arrangement (EBS/83/5, 1/10/83). They also had before them a report on
recent economic developments in Uganda (SM/83/23, 2/4/83).

A Deputy Director of the African Department made the following
statement:

Following the measures taken last November, sales of foreign
exchange at the second window have increased substantially. Weekly
sales, which averaged only $1.1 million during the first 12 weeks,
rose to $2.1 million in the last 7 weeks of 1982 and $2.4 willion
in the first 7 weeks of 1983. If sales remained at the level of
$2.4 million a week during the next 18 weeks, the $88 million target
set for the program would be reached, corresponding to average sales
of $2 million a week from August 27, 1982 through June 24, 1983
(Table 1, see Annex I).

The margian between the rates of exchange prevailing at the
two windows has been progressively declining. The second window
rate (in terms of Uganda shillings per U.S. dollar), which exceeded
the first window rate by 200 per ceant during the first three weeks
of the dual exchange system, exceeds it now only by 106 per cent.
This resulted from a progressive depreciation of the first window
rate from U Sh 99 per USS$1 to U Sh 111 per USS1l and an appreciation
of the second window rate from U Sh 300 per US$1 to U Sh 230 per
US81., Simultaneously, the rate at the parallel market has been
appreciating from about U Sh 360 per USS1 to U Sh 270 per USSL.

Profits from sales at the second window are estimated at
U Sh 3.7 billion for the period August 27, 1982 throvgh February 4,
1983, For the first five weerks of 1983, profits amounted to
approximately U Sh 1 billion.

The cost of living index, which had increased by 10 per cent
from September 1982 to Novamber 1982, fell by 5 per ceat in December
and remained unchanged in January 1983. The decline was mainly due
to a fall in prices of food.

All performance criteria have been met for December 31, 1982,
As shown in Table 2 (see Annex I1), the reduction in external arrears
in the second half of 1982 was much greater than required under the
program. Lf the second decision propesed in EBS/83/5 is approved,
Uganda will make its third purchase under the 1982/83 arrangement
for an amount equivalent to SDR 25 million.
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Mr. Sangare made the following statement:

T should like to express the appreciation of my Ugandan
authorities to the staff for the frank and constructive discus-
sions during the 1982 Article IV consultation and the review of
the stand-by arrangement. These discussions and the staff's
assessmeat of developments in the Ugandan economy, including
the performance under the stand—by arrangement, have been clearly
set out in the well-balanced set of papers before the Board today.

In the last decade, the economy of Uganda has experienced
declining output and rawpant inflation, aggravated by wide bud-
getary deficits, expansionary monetary policies, and widespread
shortages of essential commodities. This situation was compounded
by the ravages of war and, by the time the new Government assumed
of fice in 1980, the economy was on the verge of total disintegra-
tion. It therefore became apparent that strong and concerted
action would be required in order to rehabilitate the economy.
Accordingly, my Ugandan authorities embarked upon a stabilization
program that has been supported by two consecutive stand-by
arrangements with the Fund, the most recent of which was approved
by the Executive Board on August 11, 1982. Thus far, the author-
i1ties have been largely successful not only in terms of satisfying
performance criteria under these arrangements with the Fund, but
in making progress toward establishing the basis for sustained
economic growth.

The 10 per cent growth rate in real GDP recorded in 1981/82
is expected to be repeated im 1982/83. Agricultural output is
‘projected to rise by 9 per cent, reflecting higher output of both
domestic food crops and export crops. With regard to the latter,
it is expected that coffee production in 1982/83 will increase by
10 per cent; tea by 58 per cent; tobacco by about 200 per cent;
and cotton by 500 per cent. Significant gains are also expected
in th2 industrial sector for a number of essential coumodities,
such as edible oil, hoes, sugar, textiles, and cement, as a result
of improved access to foreign exchange, which made 1t possible to
import new equipment and spare parts. In the meantime, the rate
of inflation as measured by consuumer prices has dropped precipi-
tously from over 100 par cent in 1980/81 to an estimated 25 per
cent in 1982/83, despite the depreciation of the Uganda shilling.

Notwithstanding these achievements, my authorities are
convinced that much remains to be done. To this end, they are
continuing to implement appropriate measures along the lines set
In the two-year Recovery Program adopted at the beginning of
1982/83 with the aim of further 1lwmproving agricultural and
industrial production, as well as transportation facilities. The
Program calls for a total investment of $737 million, of which
30 per cent has been earmarked for agriculture-—indicatiog the
high priority that the authorities attach to this sector—=—29 per
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cent to industry and tourism, and 21 per cent t» trausportation.
The remaining 20 per cent will be allocated to telecommunications
and social services.

As regards the agricultural sector, the Goverament intends
to expand and improve extemsion services, increase supply of
seeds and agricultural implements, and introduce new crops and
production techniques. Meanwhile, existing coffee processing
plants, cotton ginneries, and tobacco curing barns are being
rehabllitated. Steps are also being taken to increase milk and
meat production through improved breeding techniques, expanded
use of artificial insemination, and rehabilitation of existing
"ranches.

In the manufacturing sector, the intention is to promote tue
processing of agricultural products for export and the development
of import substituting industries. In this connection, steps are
being taken to improve credit allocation and procurement procedures
and provide additional capital resources. Meanwhile, the return
to former owners of a number of nationalized industries should help
to strengthen private sector confidence in the economy and thereby
encourage greater participation by private entrepreneurs.

Being a landlocked country, the authorities are aware of the
fact that transportation bottlenecks that have inhibited the swmooth
flow of import and export traffic could frustrate or neutralize the
efforts being made in other areas to expand the productive capacity
of the country. Accordingly, they are in the process of augmenting
the capacity of the railway and rehabilitating its facilities.

Work is also under way to improve port services at two of the major
transit terminals.

On the fiscal front, the revised budget estimates for 1982/83
indicate that the overall deficit as a percentage of GDP will be
around 2.0 per cent, compared with the original ta et of 2.3 per
cent or 3.2 per cent in 1981/82, reflecting a larger increase in
revenue than had been anticipated, as a result of improvement in tax
administration. WNevertheless, the authorities are aware of the
need for further improvement, partlcularly in recognition of the
fact that the exchange profits now accruing to the Treasury will
only last until the exchange rate is unified. They remain opti-
mistic, however, that the underlying tax base will continue to
expand, and there should be a substantial increase in revenue when
the exchange rates are unified. They are also cousidering the
possibility of introducing export taxes on other commodities while
being mindful of the reed not to adversely affect production for
export.

On the expenditure side, the authorities also believe that
there is room for further improvement. Although expenditures
were drastically reduced in September 1982, there is concern that
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increased government transactions at the second window under the
dual exchange rate system, higher prices for petroleum products,
and the prospective increase in wages and salaries in the second
half of 1982/83 will lead to higher expenditures. The authorities,
however, believe that these increases can be accommodated within
the limits of the current program. In this connection, a detailed
review of the 1982/83 expenditure estimates is under way with the
assistance of an advisor from the Fund. This is being supple-
mented by the establishment of a Payments and Control Committee
that will monitor expenditure developments with a view to effect-
ing better control. The authorities have also established an

Aid Coordination Committee that will, inter alia, examine all
externally funded programs with a view to ilwmproving the utiliza-
tion of externmal aid. Furthermore, proposals to strengthen the
Ministry of Finance will be discussed with a World Bank mission
due to arrive in Kampala this February. In addition, the Salaries
and Wages Commission is to undertake a study with the assistance
of the World Bank, whose recommendations should form the basis

for future increases of public sector wages. ’

With regard to state enterprises, the authorities have taken
the decision to abolish some and sell others or return them to
their previous owners. Some of the owners have already taken up
49 per cent interest in some of these corporations. Moreover,
all state enterprises are now required to submit financial data
to the Ministry of Finance on a regular basis and commercial
banks are encouraged to undertake a thorough examination of their
financial statements to ensure the repayment of loans not guaran—
teed by the Government. For the long term, a comprehensive study
of some 50 corporations, including the Uganda Electricity Board
and the various agricultural marketing boards, i1s expected to be
launched this month with the help of the World Bank. Inter alia,
the study will pay close attention to the management problems of
these corporations as well as the tariff structure of utiliuy
companies., In the meantime, tariffs in respect ¢i electricity,
railways, and air travel were raised by 50 per cent, 100 per cent,
and 40 per cent, respectively, between July and December last year.

Monetary and credit policy in 1982/83 has been to contain
inflationary pressures while providing adequate credit to produc-
tive sectors, mainly for crop financing and imported inputs that
are required to support the Recovery Program. Accordingly, credit
cellings for the private sector have once again been increased
substantially this year. On the other hand, the upward revision
of credit to the Government remains consistent with the increase
in money supply and balance of payments and growth objechives.
Treasury bill rates were ralsed last November by an average of
2.5 percentage points, to a maxlwmum of 12 per cent in order to
encourage nonbank financing of the budget deficit. Lending rates
have also been raised, with a maximum of 20 per cent set for
commerce and unsecured loans. Interest rates on deposits have
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not increased since June 1981, at which time the adjustment was
considered to have brought interest rates broadly in line with
the rate of inflation for 1981/82. The authorities maintain that
a further increase in deposit rates at this time would not have

a significant impact on savings mobilization due mainly to lack
of banking facilitles in rural areas. The authorities are there-
Eore encouraging banks to expand their mobile banking facilities.
With regard to the Uganda Development Bank, the authorities have
sitrengthened its capital base and latend to increase its role in
the banking sector by allowing external loans to be channeled
through it to priority projects in agriculture and industry.

In the external sector the objective has been to consolidate
tre gains made in 1981/82 while laying the basis for a sustainable
balance of payments position in the medium term. The authoritles
have sought to achieve these objectives mainly through diversifi-
cation and expansion of the export sector. Thus, the continued
depreciation of the exchange rate at the second window as well as-
the permission granted by the authorities for the exportation of .
small-holder crops should further encourage the growth of exports.
Furthermore, the importation of necessary inputs should also assist
in the production of other nontraditional exports. Uganda's
balance of payments situation is expected to improve considerably
in the medium term as investments and policies being implemented
in the context of the financial program and the Recovery Program
are expected to have a substantial impact on exports by 1984/85.

With regard to external arrears, the authorities continue to
show determination to eliminate such arrears by 1984/85. To this.
end, external arrears were reduced by $11 million between June and
September 1982, an amount higher than the program target. In the
meantime, the authorities have managed to secure debt rezcheduling
in the amount of $30 million from Tanzania, $10 millioan under the
Paris Club, and $36 million in suppliers' credits. They intend
to continue to seek debt relief in order to spread the burden of
debt servicing in line with thelr capacity to generate foreign
exchange.

The dual exchange rate that the Board approved under the
program experienced some reething problems in respect of the
performance criterion on the miniwmum amount of foreign exchange
sold at the second window. The authorities have since implemented
a number of corrective measures to reduce the cost of importing
through official channels as well as bureaucratic delays in
processing import licenses. Reflecting these improvements, sales
of foreign exchange at this window by the Bank of Uganda were
over $25 million on December 24, 1982, well in excess of the
modified ceiling. My authorities are committed to eliminating
the dual exchange rate before the middle of 1984.
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In conclusion, I should like to state that my Ugandan author-
ities have thus far taken all the agreed measures in order to
achieve the program's objectives. They have also indicated
readiness to implement further measures should it become necessary.
T should therefore ask Directors to adopt the proposed decisions
on pages 35 and 36 of EBS/83/5.

Miss Diallo observed that the serious economic and financial imbal-
ances that had been experienced by Uganda in recent years, and that had
led to the current stand-by arrangement with the Fund, had been reviewed
in August 1982. The authorities had taken a number of important measures
since that time to correct the imbalances, and their determination to
restore financilal stability and establish a sound basis for strong and
sustainable growth was reflected in the satisfactory performance during
the first six months of the stand~by arrangement. All program targets
had been met, and all quantitative performance criteria had been observed
throughout the review perlod. As a result, the inflation rate had been
reduced from more than 100 per cent in 1980/8l to about 25 per cent in
1982/83; the real rate of growth of GDP had reached 10 per cent in 1981/82,
reflecting a substantial increase in agricultural and industrial produc-
tion; interest rates had been increased substantially with a view to
promoting an efficient intermediation system; and tight fiscal and monetary
policies had brought about a significant improvement in Uganda's balance
of payments.

Despite the favorable developments she had meationed, the basic
economic structure of Uganda remained weak, Miss Diallo countinued. The
authorities were consclous of the need for a continued strong economic
and financial policy stance and for structural changes, and she hoped
that the appropriate adjustment would be effected so that the conditions
necessary for continued support by the Fund would be met.

As she understood 1t, chere was a link between the reduction of
external arrears and the consistency of the program, Miss Diallo remarked;
an indication by the staff of the impact of a larger reduction in external
arrears on other elements of the program would be welcome. 1In its opening
statement, the staff had suggested that exterunal borrowing by Uganda had
been below expectations; she wondered whether the low level of borrowing
was consistent with the other program targets and whether the actual level
of net domestic credit was compatible with supply~-side obiectives. 1In
conclusion, she could fully support both the proposed decision concluding
the 1982 Article XIV consultation aand the decision on the review of the
stand-by arrangemen:t.

Mr. Grosche stated that he too could support the proposed decisions.
The authorities deserved commendation for the satisfactory results achieved
thus far under the stand-by arrangement and for their continued efforts to
meet the objectives of the program.
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On the external side, Mr. Grosche continued, a further improvement
in the balance of payments was expected in 1982/83, mainly because of a
shift in the capital account from deficit to surplus; the current account
deficit was expected to widen. External equilibrium continued to be a
matter of concern, and exchange rate policy remained of crucial importance.
He welcomed the intention of the authorities to unify the exchange rates
at a level that fully reflected the prevailing scarcity of foreign exchange,
but he wondered whether the unification could not be completed somewhat
before the middle of 1984, especially given the suggestion by the staff
that the margin between the rates of exchange prevailing at the two windows
had been progressively declining. Whatever date was decided, the author~
ities should in the meantime keep the system under constant review and
progressively shift transactions from the first to the second window.

In previous Executive Board discussions on Uganda's economy, several
Directors had mentioned that a further upward adjustment in interest rates
would bc necessary, Mr. Grosche recalled. However, accorling to the staff
report, rates on deposits had not been increased since June 1981. The
authorities had justified their reluctance to raise deposit rates further,
but the staff apparently felt that they "should continue to keep interest
rate policy under review." Perhaps the staff could elaborate further on
the appropriateness of the current interest rates.

A number of improvements were called for in the budgetary performance,
Mr. Grosche considered. On the revenue side, the authorities were committed
to finding other sources of revenue to compensate for those that would no
longer be significant once the unification of the exchange rates had been
achieved. He would appreciate hearing from the staff more on the nature
of the measures anticipated and whether they had been taken into account
in the somewhat optimistic revenue forecasts put forward by Mr. Sangare.
On the expenditure side, he was concerned about the growing discrepancy
between disbursements and commitments as well as by other factors that
were generating upward pressures on expeunditure. In the circumstances,
he would welcome any technical assistance that the Fund or other institu-
tions could provide to improve expenditure control mechanisms. Finally,
like others, he commended the authorities for their wiiiingness to imple-~
ment any further measures that might be necessary to achieve the program's
objectives.

Mr. Taylor considered that Uganda was, in one sense, a test case for
the success of the Fund's policies 1in Africa. The progress being made
attested to the effectiveness of the close cooperation between the Fund
and the World Bank in cases in which structural adjustment was required
over a lengthy period; it was also a sign of the usefulness of ample and
continued technical assistance by both institutions.

The Ugandan authorities faced a Herculean task in rebuilding their
shattered economy, and progress thus far had been good in adverse circum—
stances, Mr. Taylor continued. The authorities had successfully completed
purchases under the 1981/82 stand-by arrangement, and he was pleased to
see that the current stand-by arrangement remained on track. Some sharp
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price inecreases introduced in the course of the first stand-by program

had helped to keep real wages at a low level; over time, it would Le
important to provide for some recovery in real wages in order to strengthen
domestic demand and to provide the resources for increased savings, while
avoilding a return of inflation. The rate of inflation had been necessarily
high during the first stand-by arrangement, and it was euncouraging to see
that it had been reduced to the relatively low level of 11 per cent for

the year ended June 1982. He hoped that the report of the Civil Service
Salaries Review Commission would provide helpful guidance to the authorities.

Cu the flscal side, Mr. Taylor noted that the authorities had achieved
a substantial reduction in the budget deficit, which was projected to
decline to 21 per cent of total expenditure in the current fiscal year.
The reduction had in part resulted from reduced spending because of the
economy's low absorptive capacity, but it was pleasing to see that it had
also resulted from an improvement in tax administration and a substantial
increase in revenue. The authoritiles were to be commended for having
implemented all the major recommendations contalned in the 1980 Fund Tax
Report and for persevering with improvements in the tax administration
in the current fiscal year; revenues should benefit from the broadening
of the tax base as recovery and production progressed.

It was difficult to strike a balance in the area of public expendi-
ture, Mr. Taylor considered. On the one hand, the authorities would
naturally wish to press ahead with improvements in agriculture, industrial
production, and the transport sector as envisaged in the Recovery Program;
on the other hand, they would need to redouble their efforts in other areas
to control public expenditure in order further to reduce the deficit with-
out adding too much to the tax burden. He welcomed the presence in Uganda
of a budget advisor—-—under the Fund's technical assistance program—-to help
with the compreheunsive assessment of expeunditure in 1982/83. He agreed
with the staff that the search for economies should center in the areas
of government wages, security expenditure, and the management of parastatal
corporations. MNoting that the Govermument had expected to undertake an
in~depth study of the parastatal sector, he wondered whether Mr. Sangare
or the staff could provide up-to—date information on the progress of that
study. One area of the public finances meriting particular attention was
that of domestic payments arrears, which had increased during the previous
fiscal year. He would appreciate hearing from the staff more detalled
information on the present level of arrears and whether the authorities
had given any thought to a timetable for their elimination.

The measures taken by tihe authorities in the area of credit policy——
notably the increase in interest rates during 1981--had coatributed to the
reduction in the rate of inflation and to a marked increase in the rate of
domestic savings, Mr. Taylor observed. As the recovery proceeded, it would
be important to keep interest rates under review with the dual objective
of containing inflationary credit creation and further stimulating private
savings. The authorities might seriously consider a further increase in
Interest rates if circumstances warranted. On the supply side, efforts
were being made to reduce structural distortioms in the economy and to
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strengthen competition by improving transport and marketing distribution.
Despite the high cost of some imported inputs, the agricultural sector was
making an impressive contribution to economic recovery; more realistic
producer prices were having the desired effect, and he urged the author-
ities to emsure that those prices remained sufficiently remunerative. The
diversification of exports was also a welcome development. In particular,
the investment in the cotton industry had been helpful, because cotton--
being an annual crop-—generated a relatively quick return.

Turning to external policy, Mr. Taylor welcomed the establishment of
the Aid Coordination Committee. It would be most desirable for Uganda to
make efficlent use of available aid, not only to retain the confidence of
donors but also to prevent any avoidable shortfall in investment, thus
safeguarding growth prospects and the momentum of reconstruction.

The dual exchange rate system appeared to have operated smoothly
since the changes implemented in November 1982, Mr. Taylor continued.
Clearly, it had taken time for the authorities to learn how to operate
the system to the best effect; however, as the initial difficulties had
been ironed out, it was time toc begin thinking about reunification of
the exchange rate. He therefore welcomed the authorities' stated commit-
ment to eliminate the dual system before the middle of 1984, He noted
that the official and commercial rates had already converged to some
extent, which was a good indication that the arrangements were working
in the right direction. To operate a dual exchange market as part of a
Fund program was a novel exercise, about which much needed to be learned.
He would welcome an assessment by the staff of the success of the venture
thus far, as well as an indication of whether anyv thought had yet been
given to alternative revenue sources to replace the exchange profits when
the two—tier system was eventually merged.

The progress made in liquidating external payments arrears was
welcome, and he noted the planned overall reduction of $63 million,
including rescheduling over the period of the current stand-by arrange-
ment, Mr. Taylor commented. However, his authorities felt that a faster
reduction of arrears would help external confidence and might even release
new credit for the economy. If export receipts turned out to be higher
than currently projected, the authorities should be able to speed up the
reduction of arrears without too much difficulty.

The staff's concise assessment of Uganda's exchange restrictions was
helpful, Mr. Taylor remarked. In current circumstances, it was appronriafte
for the Fund to approve those restrictions, including the dual exchange
rate, at least until the end of October 1983, by which time it was to be
hoped that a follow-on stand-by arrangement would have been presented to
the Board. Finally, he could support both the staff appraisal and the
proposed decisions.

Miss Le Lorier observed that rthe case of Uganda was a striking
example of the rapidity with which the implementaticn of sound econowic
and financial policies-~together with assistance from the international

community--could reverse a badly deteriorating situation and put an
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ecornomy back on track toward recovery. The Ugandan authorities should
be commended for their achievements and efforts thus far, which augured
well for the future.

_ Producer prices for food crops had been freed since May 1981, result-
ing in a restoration of self-sufficiency in food, Miss Le Lorier continued.
Producer prices for major export crops were still determined by the
Government, but they had been raised substantially in the course of 1982,
and had appavently provided the farmers with sufficient incentives
to promote a sharp increase in prnduction. Nonetheless, some af the
prices listed in Table 3 of the staff report remained lower in Novenmber
1982 than the level of international pri:es would seem to permit. The
discrepancy was partlcularly striking in the case of coffee, for which
the Iinternational price was more than four times the producer price,
and for cocoa, for which the same ratio was about 6:1, indicating that
there remained a sizable levy on export crop producers, a point that was
confirmed by the share of export taxes in govermment revenues. As further
increases in production would depend upon higher yields--which implied a
greater use of agricultural inputs—-it was crucial that producers should
be provided with sufficient returns; moreover, if producer prices were
less than those prevailing in neighboring countries, an unwanted revival
of smuggling could occur. New steps would need to be taken to broaden
the tax base and strenmgthen the fiscal administration in order to maintain
the revenues of the public sector, and, at the least, further depreciations
of the official exchange rate should be immediately and fully reflected
in producer prices.

Turning to the exchange rate system, Miss Le Lorier remarked that the
results already achieved under the dual market established in August were
noticeable, with the gap between the exchange rates at the two windows
having narrowed considerably. She could support the objective of achieving
a reunification of the exchange rate, although she was uncertain about the
appropriate timing. Most imports continued to be financed at the first
window, and it seemed possible that a rapid further depreciation of the
official exchange rate might have strong inflationary and disruptive
effects, The inflation rate for 1982/83 had been projected at 25 per
cent, and it would be interesting to know whether that estimate took Ilnto
account the effects of a reunification of the exchange rate and whether
the projection remained valid in light of recent developments. She would
also be interested in hearing further elaboration from the staff on the
various elements that should be taken into account in assessing the
desirability of eventually accelerating or postponing the unification of
the two markets. TFor instance, should the persistence of a parallel
market have a bearing on the timing of the reunification? On the fiscal
side, there would be a loss in revenues related to the disappearance of
exchange profits; on the other nand, there could be a gain in revenues
because of increased export duties. On the expenditure side, both the
higher than anticipated rate at the second window and a depreciation of
the rate at the first window had thus far worked in the same direction
and generated upward pressures on expenditures. Hence, further analysis
of the consequences of a reunification for the fisca®l situation would
seem warranted. On the whole, she favored flexibility in the timing of
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the reunification and considered the date of mid-1984 as more of a target—-
depeundent upon the validity of current assumptions—-than a deadline.

Pragmatism and flexibility should be maintained ir the design of
the adjustment effort in Uganda, Miss lLe Lorier considered. The staff
ha. pointed to weaknesses in competitiveness and to the high profit
margins of middlemen; it had also remarked on the need to improve wages
and salaries of civil se;vants.While reducing their number, the weakness
of the stiil fragile tarking sector, and the need for eventual government
intervention to enhance the rerabilitation of the eccnomy. She was confi-
dent that the staff, in dealing with those matters, would continue to show
imagination oun the occasion of later reviews of the current program and
in negotiating any follow-on programs.

Mr. Dallara recalled that, during the initial discussion of the
stand-bs arrangement in August 1982, he had stressed that the proces: of
restoring Uganda's economy to a path of long-term growth and a sustaxnable
payments position would take a number of years and perseverance on the
part of the authorities. He was pleased to note that, since August, the
anthorlities hed shown a determined effort to restore economic stability,
s the economy had reeponded positively to the Government's policies.
Levels of production in key sectors were countlinuing to rise, and the
prospects for further progress looked good, so long as there was a con-
tinued willingness to wuake further policy changes as necessary. Given
the record of achievement to date under the program, he could support
both proposed decisions. The Memorandum on Economic and Financial Policies
for 1982/83 was generally well designed and should serve to promote the
adjustment effort. )

Regarding the exchange rate regime, Mr. Dallara said that he was
pleased to note that the modified performance criteria related to the
volume of sales of foreign exchange at the second window had been met at
the end of December. Moreover, the exchange rate policy, in conjunction
with producer pricing and other policy changes, appeared to be having
the desired result of stimulating production and exports and generally
promoting a more efficient allocation of resources. He welcomed the
additional measures that had been adopted to eliminate the disincentives
to the full utilization of the second window by participants.

He was also pleased to see tnat a timetable for the unification of
the two rates had been established, Mr. Dallara continued, but he was con-
cerned about the pace at which the two markets were to be unified. Like
Mr. Grosche and others, he would encourage the authoriries to accelerate
the pace of unification, espacially since the differences between the two
rates had been narrowing. Unification earlier than mid-1984 could provide
an additional incentive for exports, which could further strengthen the
balance of payments. It was appropriate that the approval of the exchange
restrictions on payments and transfers, together with the multiple currency
practice involved in the application of the dual exchange arrangements
would be granted only until October 31, 1983. Ideally, thoce practices—-
and the dual exchange rate system itself-~should be eliminated by that time.
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. Burning to. supply—-side measures, Mr. Dallara observed that producer
prices: had generally been satisfactory, with impressive changes made in
a number of areas. However, he would 4ippreciaie some further assessment
of the adequacy of current price levels; Table 3 on page 8 of the staff
paper provided useful data on the percentage changes in producer prices,
but it did rnot relate those changes to world price levels. He supported
the staff. view that producer prices for 1983 would need to be monitored
closely. . Noting that Uganda's 1982/83 coffee quota had been reduced, he
wondered what impact that reductiom would have on cxport earnings. Also,
glven the suggestion by the staff that the lack of competition had allowed
some consumer prices to remain too high, he wondered what specific steps
the authorities-had in wmind to deal with that deficiency.

Performance on the fiscal side had on balance been somewhat better
than expected, Mr. Dallara remarked. However, fiscal policy should remain
a central part of Uganda's adjustment effort because, in spite of the
progress made thus far, significant weaknesses remained. He welcomed
the implementation of virtually all the recommendations of the 1980 Tax
Report prepared by the Fund. It was imperative that the underlying tax
base be expanded; while the authorities weve obviously in agreement with
that view, he was not entirely reassured that they had fully come to grips
with the problem of potential revenue loss from the exchange profits tax
once the dual exchange rates were eliminated. He encouraged them to deal
with the matter at an early stage, since the problem was clearly related
to the pace at which unification of the two rates could be achieved.

Encouraging the commercial banks to take a more active role in assess-
ing the credit risks of the parastatals should be helpful, Mr. Dallara
considered. Such market-driven discipiine would help to strengthen the
economic performance of the parastatals, which remained a wajor problem
area, both for the budget and, in general, for economic efficiency. He
welcomed the plan to undertake a comprehensive study of the parastatals;
in the meantime, however, the authorities shouil take additional measures
to tighten the management and accountability of the parastatal enterprises.
Another aspect of the budget meriting concern was expenditure control, an
area in which progress seemed to be lacking. The staff had thoroughly
outlined the nature of the problem and the need for action, and he hoped
the authorities would follow the staff's advice.

On monetary policy, Mr. Dallara agreed with others that the issue of
deposit interest rates required further examination, although the objective
should be ultimately to raise those rates to more appropriate levels. He
would be Interested in hearing whether the staff had any comment on the
contention of the local commercial banks that the additional resources
likely to be generated by raising deposit rates could not be used profit-
ably under existing restraints. Finally, he supported Uganda's adjustment
efforts thus far, which reflected a determination on the part of the author-
ities as well as a positive responsaz by the economy to an increasingly
appropriate array of price signals. However, continued diligence and
further action would be necessary.



- 15 - EBM/83/33 - 2/22/83

Mx.:Pokak sadd that he also wished to commend the Government of Uganda
for, its-efforts. toward liberalization and the expansion of supply and for
its success in reducing inflation. Still, he had difficulty in determining
from the. staff paper precisely what had been achieved. A reference had
been made E nda's-move toward self-sufficiency in food, and the staff
t-coffee production had increased by more than 50 per cent
duction of cotton, tea, and tobacco had doubled. On the
Lt -was-apparent that tobacco production at present was only
f-what it had been in 1971/72. 1In future, it might be useful
gould prov1de not. only an indication of improvements over the
- QL. EWD years but also some picture of how Uganda was progress-—
he. levels that had been achieved in the late 1960s and early
V.iPr-ogress was welcome, and he encouraged the authorities to
ong the path of the previous year; the Fund, for its part, should
e..what - technical assistance it could to contribute to their efforts.

ﬂTurning ‘to the exchange rate system, Mr. Polak recalled that there
had initially been some difficulties emcountered in making the dual rate.
systgm,gffectlve.. In particular, there had been problems in moving an

adeguate net supply from the first to the second window. However, steps

‘had been taken to overcome that difficulty, and he noted with satisfaction

that the spread between the two windows was narrowing. Everyone, including
the Ugandan authorities themselves, seemed to be agreed that the split rate
was -only. a temporary measure, representing primarily a tax on some major
exports and a subsidy on some Important imports. The question of whether
the tax on.coffee, in particular, ought to be collected through the dual
rate system or in another way was a matter that urgently deserved consider-
ation. Certainly, the merger of the two markets should be pursued, but

not in a way that involved severe controls on payments and receipts
currently going through the second window. Some deregulation had already
been necessary with respect to imports and exports at the second window

in order to draw payments aand receipts into that window from an unnamed
but, nevertheless, existing third window, namely, the parallel market.

He understood that the second and third markets were at present quite
close, which was an indicatic— of how important it was that the second
window should pick up all busicess not allowed to go through the first
window. As the exchange positicon improved, it should be possible to

narrow sharply the difference bevween the first and second windows; once
that had been done, a full merger could take place. 1In the meantime, much
could be achieved by transferring more imports from the first window to

the second window.

Commenting on the matter of debt rescheduling under the Paris“Club,
Mr. Polak welcomed the December 1982 arrangements. He noted that bilateral
agreements would have to be reached with a number of countries, and pay-
ments made to those countries by June 30, 1983. Uganda would be expected
to take the required steps in a nondiscriminatory manner with respect to
all the creditor countries involved. During the recent Paris Club meeting,
it had been suggested by the representatives of Uganda that there were
certain complications with regpect to the claims of one of the creditors.
He hoped that an effort would be made to resolve the issue promptly so as
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qto avoid theirisk of an impasse at a later stage that might complicate

- aggistance to Uganda. In conclusion, he could endorse the proposed

Hey statéd that he too could warmly support the proposed

‘deeisi { New projects, injections of capital, and various measures on

effort«toward 'vehabilitation and recomstruction; and certainly the Ugandan

‘ tes had fdllowed that standard approach. However, it was interest-

ing tovrnote that demand management and macroeconomic policies had also

' ‘ally in the rehabflitation. Enlightened exchange rate policy

haduserved torlink . the demand and supply sides of the ecounomy, promoting

a sydérglstle or mutually reinforcing effect that was aiding the reconstruc-
fo% “‘Uganda had become self-sufficient in food and had achieved

rédl  gros vates of 10 per cent whlle reducing inflation to 25 per cent,

despite the massive devaluation and the establishment of the second window.

It was noteworthy that prices were expected to decelerate further as more

supplies:cime on stream through a strengthening of marketing forces and

an alleviation of transport difficulties and other physical bottlerecks..

Whlle the financial program was not an extended arrangement, Mr. Casey
-@on&i wed, dtructural adjustment under the program had been remarkable and
¢léarly validated the role of the Fund in that area. He welcomed the cata-
lytié <ef fect of the Fund program on Paris Club and other debt rescheduling
and- the-promotion of greater World Bank involvement in the economy. He
was c¢értaln that, in time, bilateral aid donors would also be encouraged
to 'dosmore as their doubts about Uganda's implementation capacity were
easeds When the authorities began to make full use of the technical
assistance Being provided in a number of areas, znd when entrepreneurs
who had ‘emigrated some years previously returned to the country, Uganda's
implementation capacity would improve. It was important to attract
concessional flows and eusure that they were put to the best possible use.

The economy was adjusting well under the program, Mr. Casey observed;
indeed, it was overperforming in relation to the program criteria. Finance
and human capital were being mobilized, and prospects for the future seemed
bright, although more needed to be done before the rehabilitation process
was complete.

On the external side, the suggestion that the overali balance of pay-
ments might be in surplus in 1984/85 seemed optmistic, Mr. Casey commented.
He noted that coffee still accounted for 90 per cent of total exports and
was constrained by international quotas. Moreover, it was not clear that
diversification in manufacturing was occurring at a sufficiently vrapid
pace, as could be seen from Table 10 of SM/83/23. Some of the manufactur-
ing subsectors were far from recovering to levels of output that had
been witnessed in earlier days. However, a unification of the exchange
rate toward the depreciated rate should help diversification as well as
the balance of payments and the arrears problem. It could also help to
bring the debt service ratio to a level beluw 27 per cent. Hence, he
welcomed the commitment of the Ugandan authovrities to eliminating the
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dual.exchange.rate before mid-1984 as well as the recent developments in
the; dual: &-get out in the staff's opening statement. While agreeing

that - there: ‘appeared to be a tendency for the exchange rates to coaverge,

he was uncléar whether the convergence was toward an average depreciated
rate; in:fact; the rates could conceivably be converging in the opposite
direction; although he was certain the autherities would not wish that to
happenv. . ~ .+

coIa~therdrea of fisecal policy, he agreed with the staff on the need
to curbrgovernment spending, particularly on parastatals and security,
Mz Casey remarked. Tremds in public sector wages were complicated, as
others:had noted, by the need to attract skilled personnel, and a wage
fund approach seemed to be a desirable course of action in the circum-—
stances. On the revenue side, trade-related taxes and the exchange
profits.taxes together accounted for almost 65 per cent of total revenue;
by ¢omparison, income tax accounted for only 5 per cent. Hence, the
revenue pesition might not be sustainable, even though the Govermment
could receive more trade-related and graat revenue by further deprec1at1ng
the eéxchange rate at the first window. To improve the situation, the
authorities should perhaps supplement their efforts to strengthen revenue
by Looking -at the possibllity of attracting more borrowing from the non~
bank public. Treasury bill rates remained negative in real terms, even
though they were currently at 12 per ceant. He wondered whether the
inflation rate had fallen permanently to the level of 11 per cent or
whether -the underlying rate was still about 25 per cent.

The stance of mouetary policy for 1982/83 seemed generally appropriate,
Mr. Casey said. The 36 per cent growth in total domestic credit appeared
excessive at first glance, although it was well down from the previous
year. In any case, there was bound to be a catch-up effect involved in
the process of recovery. The growth In net credit to the Government was
at a respectable level of 16 per cent, and the growth in money supply also
seemed reasomable, although he noted that velocity had a tendency to move
erratically. He was a little worried about the level of interest rates,
which did not seem sufficiently high to mobilize savings. Perhaps increased
branch banking and the provision of mobile banking services in rural areas
would improve the situation; however, a more flexible interest rate policy
would also be of help. Finally, like others, he wondered about the adequacy
of producer prices, particularly for those commodities that were produced
for export.

Mr. Caramicas remarked that, following ten years of war and social
upheaval, the Ugandan economy had made remarkable progress in the areas
of inflation, agricultural production, and manufacturing. The authorities
were to be commended for their efforts to solidify that progress.

A number of speakers had touched upon the matter of interest rates
in Uganda, Mr. Caranicas recalled. It was difficult to say whether
higher interest rates on deposits would increasz savings, although, since
their adjustment—-—when ianterest rates had fallen broadly in line with the
rate of inflation——thnere had been some small increase in savings. He
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rg%agieeﬁwith~Mrw Sangare that a further increase in deposit rates
aitewouldinot have a significant impact on savings mobilization;
3y clnterest rate policy in Uganda should be kept under review.

e -matter. of state enterprises, Mr. Caranicas said that the novel
- taken -by the awthorities. looked interesting; some enterprises had

abo ished, others had been sold, and still others had been returned

éir previous owners. The question arose in many developing and

ped..countries of- how.to encourage state enterprises to become more

<gufflcient so.as mot: to. burden public finances, and the approach

i 1ei-Uganda, if successful; might serve as a model for other countries.

on eleetricity, air and rail travel, 2nd so on.

.:0na technical matter, Mr. Caranicas agreed with Mr. Polak that it
might be ;ugeful in future if the staff could provide a wider picture of
producticn that would give the value of varlous crops and show the progress
being made .In the recovexry of production- over the years since the early

- & Deputy Director of the African Department, remarking first on the
dual sexchange rate -system in Yganda, recalled that only 20 months pre-
viously «the ratio bétween the exchange rates at the parallel and official
markets; kad. been 30:1. - During the 1.981/82 program, an attempt_had been
made to nartrow the gap, but that effort had been only partly successful,
with the ratio falling from 30:1 to 4:1. Full success had not been
achieved because foreign exchange had been rationed in the official
mérket-and it had thus-been impossible to eliminate the parallel market.
Under  the«dual exchange rate system, foreign exchange had been auctioned
weekly at ‘the second window without any rationing; and that approach,
after: some. Inltlial difficulty, had proved satisfactory. At present, the
rate in the parallel market exceeded the secoud window rate by omly about
20 per gent, and the volume of transactlons counducted at the parallel
market hrad been cousiderably reduced.

If the forelgnm excliange system were reunified too rapidly, it would
be very difficult  to avoid rationing of foreign exchange at the official
matket, which could lead to a revival of the parallel market, the Deputy
Director contlnued. Hence, 1t might be best to proceed cautiously by
continuding to narrew the margin between the second and first window rates.
That margin had already declined substantially, with the ratio falling
from 3:1 in September 1982 to 2:1 in February 1983. Duriag the same five-
month period, the parallel market rate and the second window rate had
declined by about 25 per cent each. The second window rate was unlikely
to decline much more, however; .ad a further narrowing of the margin
between the first and second window rates would have to result from a
depreciation of the currency at the first window.

Several questions had been raised about alternative sources of
goveroment revenue to replace the profits from the dual exchange system
that would no longer he made after reunification, the Deputy Director
recalled. A new revenue source might not in fact be required, because
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the ndepreciation of <the -currency at the first window would raise the
ceedissof both import taxes and export taxes. At present, at both the
nd - gecond ;windows., Iimport taxes were based on the first window
raté; consequently, a depreciation of the curreurv at the first window
woitld increase the tax base and government revenue. The depreciation at
irstrwindow would also increase export tax proceeds, even if producer
prices «were- raiged proportionally to the rate of depreciation of the
cur<ency at the first window.

Thermatter of approprlate producer prices for the main export crops
hadﬂalsodbeenhralsed by several speakers, the Deputy Director noted. At

ity Bor éxample, coffee producers were receiving approximately one
e world .market price wvalued at the first window rate. Because it
wouldbeundesirable to change the minimum producer price too frequently
during ‘the crop year, the authorities had decided that the next adjustment
in agricultural prices would be made for the next crop year in connection
with sthe :1983/84 program. An Agricultural Policy Committee had been estab-
lished "in:Uganda. to study the appropriate level of producer prices for
eXport. ctops:,  and the World Bank was to provide the staff with a prelimi-
nary study before the mission scheduled in Hay. It was clear that the
minimum-export price for c¢offee, cocoa, cotton, and tobacco would need
to bde raised substantially in 1983/84, but the precise amount of the
increase .would depend upon the realization of expected changes in the
first window rate. If the ratio of producer prices to world prices were
to Eemain the same, a depreciaticu at the first window would increase the
shilling walue of the export tax by the rate of depreciation.

The guota for coffee had been reduced by about 14 per cent, and the
price to the farmers had thus far been sufficient to mobilize enough
coffee to meet the quota, the Deputy Director said. In the case cf cotton,
the 1982/83 crop was expected to be two or three times larger than that
of the previous year. As for tea, the current price might . too low to
attract emough labor for collecting all the leaves in the tea estates, and
it had thus been suggested to move tea exports at the second window.

The guestion had been raised by Mr. Caranicas and Mr. Polak about the
relationship between levelg of production achieved in recent years and
those that had been recorded in the early 1970s, the Deputy Director
recalled. Despite recent progress, the levels of production, particularly
the levels of per capita productiom, fell far short of what they had been
in the early 1970s. The staff had taken note of Mr. Caranicas' suggestion
to provide a weighted index of production, using commodity production
valued at world prices in the reference year.

Turning to external arrears, the Deputy Director observed that the
reduction in arrears——which had been far greater than that required under
the program——-had not had a significant adverse impact on other objectives
of the program. Although the reduction .had resulted mainly from resched-
uling of suppliers' credits, reduction through cash payments had also been
higher than required under the program. At present, the level of external
arrears to Fund members was of the order of $100 million; while significant,
the amount was far less than it had been 18 months previously when the
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probleti‘6f ~extérnal arrears had appeared almost insoluble. In response to
dion £aiséd by Mr. Polak Iin connection with Paris Club rescheduling,
B4, that the Ugandan authorities had already initiated a procedure
the validity of the claim made by one member.

regpedt  to domestic arrears, the Deputy Director considered that
a distinction should bBe made between old and new arrears, the former being
those on which payment had come due for at least two years. A systematic
inventory of the old arrears was currently under way, with an assessment of
therwalidity -of contested claims. The staff felt that, if the U Sh 3 billion
shown 1fi~Table.5 (EBS/83/5) were to be repaid, the bulk of the valid old
arresrs. would be cleared. New arrears were those accumulated during the
program petrfod. . The authorities were concerned about not exceeding the
subceiItap on net crédit to the Government, and they had delayed some pay=
ments-as :3 precautionary measure. As it turmed out, net credit to the
Govérnmeitt at the end of December had been significantly below the sub-
ceilings - By:Keeping net credit to the Government within the limits set

in the program peried for end—-June, any arrears accumulated during the.
first half of  the program peried could be repaid during the second half.

Many . questions Wad been ralsed on interest rates in Uganda, the
Deputy ‘Director noted. Mr. Grosche had mentioned that, according to the
report, interest rates had not been raised since June 1981, but that had
been a4 misprint in the staff report. As shown in the table on page 85 of
SM/83/23, rates of interest had been raised several times in the period
December 1980-November 1982; the most recent increase had occurred in
November 1982 when the ceiling on the lending rate for commerce aund
unsécured loans had been raised to 20 per cent. It was not easy to
calculate the real interest rate because the rate of inflation had been
far from steady. Between June 1981 and June 1982, the recorded increase
in the consumer price index had been only 11 per cent, but the underlying
rate of inflation had been higher. The staff had projected a 25 per cent
inflation rate for 1982/83, and the increase recorded between June 1982
and January 1983 was somewhat more than 10 per cent. It was comforting
to note that the cost of living index had declined by about 5 per cent
between November 1982 and January 1983.

It could be said that most interest rates im Uganda in resl terms
remained negative and should perhaps be raised, the Deputy Director
remarked; however, it was unclear whether increasing the rates would in
fact alleviate the problems experienced by the banks in mobilizing deposits.
Sending mobile banks to rwural areas had been tried as one way of increasing
deposits, but the approach had been hampered by the potential for burglary
and internal fraud. Wages in Uganda remained very low, and people found
varigus ways—-some of them illegal--of supplementing their salaries. One
gsolution to the problem would he to increase wages, perhaps by reducing
the size of the public sector so as to increase the salaries of those
remaining; however, on political grounds, sharp reductions in civil service
personnael could not be made.

Commenting on budget policy, the Deputy Director of the African
Department observed that the Expropriated Property Bill had been enacted
with a mid-April deadline for filing claims. The bill should help to
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improve the parastatal sector by clarifying ownership and making it easier
to]@Bf&in credit. A full study of the parastatals in Uganda had been
inipiated; the terms of refereuce had been agreed with the World Bank and
een ‘publicized, and Lt was expected that a firm would shortly be
gelected to complete the study.

v Sangare remarked that the Ugandan authorities were well aware of
the need to gpeed up the unification of the two exchange rates; at the

SA) me:, they realized that too rapid a pace toward unification could
teviwe the black market. Hence, their efforts were directed to narrowing
the rates between the first and second window while reducing the effective-
ness of the third window or black market rate. Monmetary and credit policies
were -belng tightened to reduce liquidity and discourage tranmsa¢tions in
that market.

It should be borpe in mind that the dual rate scheme In Uganda was
relatively new, and difficulties of implementation were only matural,
Mr. Bangare countinued. Nonetheless, the authorities had been successful
in a number of areas. The voluiie of tramsactions at the second window had
been Increased, and the ratio of rates at the first and second windows had
narrvowed from 3rl at the beginning of the program period to 2:1 at present.
Moreover, the profits te the Govermment from transactions had greatly
strengthened revenue, an important development considerinmg the difficulties
erdcountered by the Govermment on the fiscal side in controlling expenditure.
The decision to depreciate the shilling and to eliminate administrative
regulations had In general exerted pressures onr govermment finmances; irp
spite of those pressures, however, the authorities had clearly indica’ ..
that they would remain within the program targets. Toward that end, they
had established a Coordination Committee with the assistance of the Fund
and the World Bank and a Committee on Payment and Control. Efforts were
also being made to streungthen the Ministry of Finance, and studles were
under way that would facilitate the assessment of salaries and staffing
in the public secter.

On the matter of interest rates, Mr. Sangare consldered that the
current level of interest rates in Uganda was in line with the rate of
inflation. 1Income levels were low in Uganda and many people lived in the
rural sector ss that, for reaseas of security, it was difficult to raise
substantial savings even if the rate of interest was high. Hence, for
the time being, the level of interest rates was not a particularly {impor—
tant element in the effort to increase savings, although the authorities
had indicated their willingness to keep the interest rate under close
review.

Wirh respect to the problewm of debt, Mr. Sangare recalled that
reference had been made by some speakers to the desirability of treating
all creditors in the same way. The authorities had indicated during the
mestings of the Parls Club that they would remain committed to treating
all creditors fn the same way, and he had rmcently been instructed by
his authorities inm Uganda to restate that commitment. While seeking to
clarvify the amounts or even the existence of certain leans, the authorci-
ries were ready to repay the agreed amounts without any discrimination
among creditors. .
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The Acting Chairman made the following summing up:

Directots agreed with the thrust of the views expressed in
2 aff appraigal and warmly commended the authorities for
‘having implemented bold adjustment measures in the context of

the two consecutive financial programs. In particular, they

. Obhserved that the fmplementation of the dual exchange arrangement
. cand .the accompanylng liberalization of the exchange control regime
. .. had -alrveady improved the effictency of foreign exchange allocation.
rectors noted that flexible priecing policies in conjunction with
nge rate measures and tight fiscal and monetary policies
o have resulted in a signtficant inerease in agricultural produc—

: Bion,; a reduction in the domestic inflation rate, and a narrowing
of the inbalances in the fiscal and extermal accounts. They
weleoned the reduetion in Uganda's external arrears.

.. Ddrectors also welcomed the Intention of the authorities
to unify the exchange rate system during 1983/84 at a rate that
. £ully reflects the prevailimg scarcity of foreign exchange. In
-&he meantime, progress toward reunification should be continued
. by ktansferting more items to the second window and by following
a flexible exchange rate policy. The authorities were also urged
to make further.progress inm reducing external arrears. -

} . Noting WUganda's heavy dependence on coffee, Directors empha-
.stzed the need to accelerate export diversification in the medium
term through appropriate producer pricing policies. As past
experience had amply demounstrated, it was crucial to provide pro-
- ducers with adequately remunerative prices, taking Into account
workd price levels. They alse comsidered that producer prices
for the next crop year would need careful review.

Several Directors pointed to the need for greater efforts to
mobilize domestic resources, inter alia, through appropriate wage
pelicies and a flexible interest rate policy aimed at the estab-
lishment of positive real rates. Directors noted the authorities'
tatention to utillza other sources of revenue to replace the
exchange profits tax once the exchange rates were unified; they
arged an early identification of alternative sources of goveraoment
revenue and expresgsed the need for further ilmprovements in tax
adwinistraciors They also underlined the importance of further
strengthening expenditure coutrol. The authoritles' efforts thus
far to improve filscal palicies and thelr readfness to take addi-
tional measures to that end were welcomed. Several Directors
stresged the uarpency of an in—depth review of the financial
prospects and operations of parvrastatal organizations.

Some Rirectors observed that, [ view of the shortage of
foreign exchange, the authorities should increase thelr effarts
to monitor externzl aid and to ensure that use of such aid is
agpelerated and directed to the high priority areas. Finally,
the Fund's technical assistance activitfes In Uganda were warmly
supported.
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Aikfive:-Board then took the following decisions:

"anQﬁaiuii@éwL%&2:Ar;icle XIV Consultation

-The, Fund ;takes this decision relating to Uganda's

nge. measures, subject to Article VIII, Sections 2(a) and 3,
vconcltuding the 1982  Article XIV consultation with Uganda,
light..of the 1982 Article IV consultation with Uganda
ed.gndex: Deciston No. 5392-(77/63), adopted April 29,
veil&ance-over.EXChange Rate Policies).

- As descrlbed in EBS/83/5, Uganda maintains exchange
~restr1ctions on payments and transfers for current intermational
transactions including payments arrears, and a multiple currency
_ tice, akl of which are subject to approval under Article ViII,
Sections 2Ca) and 3, respectively. The Fund welcomes the schedule
for the elimination of payments arrears presented by the author-
ities and the intention of the authorities to eliminate the
multiple currency practice as: soon as possible. In the meantime,
the Fund grants approval until October 31, 1983, of the retention
by Uganda of the exchange restrictions on payments and transfers
for: curtent internatiemal transactious and of the multiple currency
ce involved im the application of dual exchange arrangements
by: Uganda.

Decision No. 7329-(83/33), adopted
February 22, 1983

Rewview Under Stand-By Arrangement

Y - Yganda has consulted the Fund in accordance with para-
graph 4(b) of the stand-by arrangement for Uganda (EBS/82/125,
Supplement 1 and EBS/82/196, Supplement 1) and paragraph 2 of the
letter of May 13, 1982 attached to the stand-by arrangement, in
order to review the progress made in the context of the program
and reach understandings with the Fund on suitable performance
criteria im light of paragraph 35(g) of the Memorandum attached
to the letter of May 13, 1982.

2. The letter of November 6, 1982, from the President and
Minister of Finance setting forth the economic and financial
policies which Uganda will pursue during 1582/83, together with
the attached Memorandum on Economic and Finamcial Policies for
1982/83, shall be annexed to the stand-by arrangement for Uganda,
and the letter dated May 13, 1982, together with the attached
Memorandum thereto, shall be read as modified and supplemented
by the letter of November 6, 1982.

3. Accordingly, Uganda will not make purchases under the
stand-by arrangement that would increase the Fund's holdings of
Uganda’'s currency in the credit tranches beyond 25 per cent of
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‘gt dngrease the:heldings of that currency resulting from

ses of borrowed resources beyond 12.5 per cent of quota,

any period in -‘whicl awmy of the performance criteria set

Baraeraphs 31(a), (b), (c), and (e) of the Memorandum

E letter «of November 6, 1982 is not observed, or

FHe rperfo iance criterion set out iw paragraph 31(d)

- not observed. Moreover, the references 1in

E"éténd by arrangement for Uganda to para-

( topardgraphs 0 through 15 of the Memorandum

hed to the letter ‘dated May 13, 1982, shall be changed to
a8 to paragraph 31(e) and to paragraphs 2 through 5,

F the: Memorandum attached to the letter dated

‘Deciston No. 7330-(83/33), adopted
February 22, 1983

82 ARTTCLE IV CONSULTATION, AND REVIEW UNDER
R4 yNGEMEN’IZ

”e:Biréctors congidered the staff report for the 1582
tisultation with Somalia, together with a review under tha
R ngement for Somalia and the program for 1983 (EBS/83/15,

- and Cor. 1, 2/7/83). They also had before them a report on
GHomic develepments in Somalia (SM/83/27, 2/7/83).

Mr;'Finaish made the following statement:

In the latter half of the 197038, the economic performance
of Somalia was adversely affected by several developments,
Iargely exogemous in nature, which gave rise to considerable
pressured. on prices, the budget, and the balance of payments.
Recognizing the consequent need for adjustment, the authorities
inftiated a series of corrective measures in 1980. The improve-
ment im the country's economic performance since then, despite
continuing external difficulties, is largely attributable to
these measures, and bears testimony to the appreapriateness of
the authorities' firm approach to the task of adjustment. This
improvement is reflected both im the trends in production as
well as in the reduced levels of irternal and external financial
imbalances.

The adjustment measures have been carried out within the
Framework of successive stand-by arrangements with the Fund.
The program for the calendar year 1980, the first ia the series,
mainly emphasized restrained demand management, which contributed
to a significant easing of finmancial pressures. This was follawed
by the 1981/82 one~year program, which supplemented policies of
financial restraint with important structural measures to enhance
production and move toward a gustainable external position. The
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struetural measures included a 50 per cent devaluation (except
foricertain essential imports), abolition of the issuance of
licenses for own-exchange imports, substantial increases in the
producer prices for most agrieultural products and in the consumer
prices: of .petroleum products, and improvements in the performance
of ‘public -enterprises and in development planning. The demand
easures comprised a substantial reduction in the
budget deficit and & tightening of monetary policy, including a
larger-dllocatiod of credit to the private sector and an increase
in interest rates.

Althodgh considered ambitious by many Directors, the program

was -fully implemented and the performance of the economy turned

out to be better than that envisaged. The overall deficit of the
Central Govermment during 1981 was substantially narrowed, the
rate of inflation was reduced and improvement in the external
financial position considerably exceeded the original projection.

Efforts aimed at a further improvement in domestic economic
performance and attainment of a viable external positiom over the
medfum term are being continued at present, through a combination
of demarid and supply policles, under an 18-month stand-by program
that started in mid-1982. A number of important measures were
announced before the program came into effect. These included
the unification of the dual exchange rate and a shift to an SDR
peg Involving substantial additional devaluation, further upward
revision of the interest rate structure, liberalization of market-—
ing and pricing policies, and complete elimination of external
arrears. Financial policies envisaged for the remainder of 1982
were fully implemented, and the performance criteria for end~
September were adhered to.

Reflecting the continuing adjustment efforts, the domestic
and external flnancial pesitions showed further improvement in
1982. Restrictive expenditure policies and a substantial increase
in revenues made possible a further significant reduction in the
overall deficit of the Central Government. The budget, excluding
loans in kind, recorded a surplus of 4.5 per cent of expenditures
against a projected deficit of 4.8 per cent and a deficit of
11.5 per cent in 1981. The authorities not only refrained from
bank borrowing but were able to reduce their net indebtedness to
the banking system by 6 per cent. With continued restraint in
monetary growth and improvements in the supply situation, the
increase in consumer prices was limited to 24 per cent against
an increase of 44 per cent in the previous year. In the external
sector, a current account surplus of 510 million is estimated
against the program projection of a deficit of $63 million. Aided
by the devaluation and unification of the exchange rate, exports
increased by 40 per cent, including sharp increases in both live-
stock and banana exports.
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hese favorable developments are expected to continue during
slendar. year .1983: The fiscal reform measures are expected
jex -reduce the central government deficit by about 10 per
toital - ewpendituress The growth of expenditures is to be
wSyrtailed to -6.per gent through stricter expenditure
rocedures: and  limits on increases in government employ-
a d wages. - This would be supplemented by significant

n-the rfevenuve -side,. including the imposition of new

b4 restructuring of geveral existing taxes, and improvements
tax administration. The projected strengthening of the
dgetary position will allow government indebtedness to the
nking system .to -be reduced further by 13 per cent. Total

¢ eredit is projected to grow by only 5 per cent, compared
per cent in.1982. - In line with the policy of encouraging
ate, sector, mongovernment credit will expand by 18 per
.-AS & regult of -these policies, the rate of increase in
congumer - prices 1s projected to be halved to 12 per cent.

Loz Widith. respect ko the balance of payments, the current account
xpected +to .show .a small surplus for the second consecutive
sIn-order to encourage the inflow of private remittances
tal through the banking system, and to curb private capital
s ;. several measures. have recently been taken. These
.a. temporary bonus- scheme providing a premium above the
“£irod al: exchange rate for remittances and capital inflows
ef ected. by Somali patilonals, pricrity in the granting of import
ldcenses: to those remitting foreign exchange under the bonus
séheieg,. and a rationallzation of interest rates on nonresident
accounts.

The authorities recognize that the achievement of their
longer—term objective of sustalned growth at satisfactory rates
would require a considerable increase in investment above the
present levels. The current investment strategy lays a good deal
of emphasis on resource mobilization, encouragement of private
enterprise, and improvements in Investment planning. The invest-
ment.activity is at present being carried out within the macro-
economic framework of the 19B82~86 Development Plan. The Plan
attaches high priority toc the development of agriculture and
infrastructure. The authorities intend to pursue a flexible
policy with respect to its implementation, adjusting that to
the availability of domestic and external investible resources.
Currently, greater emphzsis is being placed on the completion
of ongoing projects and a fuller utilizaiion of the existing
productive capacity. The authoritiles are also collaborating
with tiie World Bank in the programming of investment under the
Plan, However, as noted by the staff, raising investment to
more satisfactory levels would require a substantial increase
in external financing. 1In this connection, the World Bank is
organizing a Consultative Group meeting of donor countries for
Somalia in March of this year.
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et fmportant area of the authorities' attention is the
- publkic. enterprises. Efforts initiated in 1981 to
iency and profitability of these enterprises are
'n 1983, and  the authorities remain committed to
Jon only economlcally viable units. An 1nter—

I in-recent years in implementlng 2 wide range of
measures - both for demand maragement as well as struc—
stment. These far-reaching measures, some of which

. fficult policy choices, have been undertaken under a

s, of stand-by arrangements without the benefit of the con-
‘ty,: flexibility, and other advantages of a medium—term

‘am+i;- Allso noteworthy is the fact that the pace of adjust-—
eem vigorous Iim spite of a difficult economic and

: The .authorities intend to continue their
.ef fort's :over. the medium term. Needless to add, an
requirement .for this would be provision of external

\ vious two years. P011c1es had been pursued ef fectively, and
all quantitatLVe performance criteria through end-September 1982 had been
met. :Substantial. adjustment--both internal and external--had thus been
achievied;, In part because.of continued good weather conditions and

than anticipated foreign aid. Nonetheless, much remained to be
iparticularly in view of the unsustainable debt ratio, which would
rom 9 per cent in 1982 to 31 per cent in 1983 and to 34 per cent

in 1986. -

The program for 1983 reflected the commitment of the authorities to
continue the adjustment process, Mr. Grosche commented. The policy
measures envisaged seemed appropriate and, while they entailed some diffi-
cult choices, he was confident that the authorities would do their best
to implement them. The pursuit of a liberal marketing and pricing policy—-—
which had already had beneficial effects oan the agricultural sector—--should
promote a widening role for the private sector. The willingness of the
authorities to close enterprises that were not financially viable was to
be commended, and the report on the financial position of the public
enterprises, which was being prepared by the intragovermmental commission,
was to be welcomed. However, given the sensitivity of the social issues
inherent in closing public enterprises, he was sympathetic toward the
Government's view that a cautious approach would be necessary.
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He:wcould ssupport the .proposed fiscal measures in the program,
Mr. Grosclie“coritinued: The authorities' inteunticn to reduce the overall
defici fithe-;Government! ;to. 16.5 per cent of total expenditure was an

. carget. and implied a further tightening of fiscal policy. In
present imgtances | . the.main tool for fiscal restraint should be an
austeretexpenditure. poliey, although he wondered whether an earlier imple~
mentation «of iehamges in the :tax systém. . in accordance with the recommen-—
dations of the 1980 Tax Survey might .not have alleviated some of the
burden 6f a +=ight fiscal policy. In the area of monetary policy, he was
pleased: ito note ‘that the ' rate.of credit expansion for 1983 would be
consistent with .thée Government's objective of encouraging private sector
He :agrieed with the.authorities that changes in the existing
interest ratewstructure were probably mot necessary at present; interest
rates had ‘béen doubled in the. previous twn years, while the rate of
inflatilomw:had:been declining signiflcantly.

A serlouswptoblemwfacﬂng the'Somali economy 10 1983 was the potential
for a continued outflow of private capital, Mr. Grosche noted. There
seemed tc -be some difference of view between the staff and the authorities
on that matter, with the authorities :arguing that capital outflows stemmed
less from .economic factors than from the uncertainties associated with
the border conflict; 'still, they had implemented a number of incentives
aimed at attracting private capital inflows and reducing capital outflows,
and those measures were to be welcomed.

With regard to the medium—term prospects for the economy, Mr. Grosche
considered that it was cruclal for Somalia, like any developing country,
to have. a realdstic -development perspective that could serve as an opera-
tional basis for investment decisions. In that regard, he was concerned
about the -indication in the staff paper that the World Bank considered
the 1982-86 Development Plan to be neither an operational document nor a
policy framework for Somalia's development.. On the other hand, it was
encouraging to note that the authorities were collaborating with the World
Bank in preparation for the Consultative Group meeting scheduled for March
1983 and were prepared to formulate, with the assistance of the World Bank,
a three-year investment program within the context of the Five—Year Develop~-
ment Plan. He would appreciate hearing from the staff whether the prospect
of technical assistance by the World Bank imrplied that the authorities
would follow the Bank's recommendation to replace the current development
budget.

Mr. Shaw considered that the Somali authorities had demonstrated
strong political will and courage in implementing the adjustment measures
of the program. He agreed with the staff appraisal and could support
the proposed decisions, including the requested approval of the multiple
currency practlice, although he wondered whether the practice was the
optimum way « £ attracting remittances. The program targets——which had
apparently been considered by Executive Directors to be ambitious at the
outset—-—had been exceeded; because it was so rare for members with diffi—
cult adjustment programs even to meet expectations, let alone exceed them,
the implementation of the program would have to be classified as successful.
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progress .achieved thus far, however, further measures would
to ‘rteplace capital outflows, and he could therefore
nuation- of: the bonus scheme, which provided a 33 per

& the-offieial rate for workers' remittances. Still,
the -measure’ would be only a temporary one, desigmned to
al-.outflows, due to nomeconomic factors; a more appropriate
i policy approach would he to adopt a flexible interest rate
would produce positive real rates over time. He recognized
szon’ using the imtecest rate as a policy teol in countries
but! evidence séemed to indicate that foreign exchange
petitiive. international rates were attracting remittances.
ateful: for any further comment by the staff on the effect
ve: interest rates in Semalia.

Horities were to be commended for maintaining a unified

, tate policy,. Mr. Shaw remarked. The pegging of the shilling to
‘the SDR:hid:rapparently provided some benefits, although the reduced value
of banana expoérts as a result of the Italian lira devaluation made him
“wonder whether the SDR basket was the mos.t approprlate' Also, he assumed

Mr. Shaw observed like others that

zsked the Somali authorities to prepare a public lnvestment program
a-shotter time frame. It was not clear what particular difficulties
‘theé- Werld -Bank had had with. the Five-Year Development Plan; he could only
guess’ that it had not been formulated within a macroeconomic framework.
While that.problem seemed to be addressed in the investment program, the
existence ef..a $566 million financing gap would seem to indicate some
remaindng financing problems. An in-depth analysis of investment prograws
was not normally required in the context of the review of a stand-by
arrangement, but he would appreciate some further comment by the staff or
Mr. Finaish on the matter; their remarks could be particularly relevant

if the anthorities were to contemplate an exteunded arrangement at the
conclusion of the present stand-by arrangement. One of his concerns was
related to the statement in SM/83/27 that recurrent costs for several

large projects had been only partially considered im the Plan. That
deficiency could have significant downstream implications on the fiscal
side for later programs. Finally, he noted that 75 per cent of Somalia's
exports were in the form of live animals and that only one project in the
current investment program provided for abattoir facilities; perhaps the
value of exports could be increased if additional processing plants were
created.




domestic
i Those successes, together
& s“reLationship with the Fund, could

, “the outlook for Somalia
_ 'S prom sing, Mr. Prowse continued. Large
QWS&cOnﬂanMedftosﬁe:aﬁproblem; he could therefore
cheme”for‘workers 'remittances on a temporary basis,

Another short term problem concerned
ﬁservice cosms in Somaliay which were projected to rise
1979+vto 9iper. cent in 1982, 31 per cent in 1983, and
:even without: the contradcting of any new external

in
Finaish and the staff—had pointed to the importance
»ment to much higher levels. He wondered how investment

d a need- for external asgistance. In the absence of an
assistance, and even taking into account an expected

eglovety ‘in:.the export. sector and ‘2 resumption of remittances
kihédchannels, the shstainability of the balance of payments

? not "the.sort of adjustment effect that the Fund would find

Fable i+ Hence; even if the policy program was maintained and the
proposéd:adjius tment measures were implemented, Somalia would need the
continued fl:6w of assistance. In that context, he had noted with satis-
faction’the:décision to organize a meeting of the Consultative Group in
March. " Expétrience showed that such a group could be useful in mobilizing
aid and>coordinating and directing it to its optimum use. The public
investment program recommended by the World Bank should also be helnful
in that regard.

The staff had made reference in its paper to underinvoicing of
exports, Mr. Prowse recalled. He was unclear precisely what the benefits
or costs of such underinvoicing were, and he welcomed the proposed study
of the matter that was due to be completed later in the year. Since the
underinveicing was apparently at government expense, he wondered whether
it amounted to an export subsidy and whether it was appropriate or afford-
able. He hoped the study would cover those issues, although he would
appreciate any comment from the staff in the meantime on what the appro-
priate policy position should be on the underinveicing of exports.
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fietler there was any scope for techuical assistance
ishment: .of a set of national accounts. Among
ion~y.Somaliawrbemucratlc Kampuchea, the Lao
and Afghamistan did not report GNP figures
il Given the Fund's 1nvolvemenu in a third

l‘remarked that it was encouraging to discuss a case like
dgustment wad.been proceeding smoothly for some

- helpful Table 3 of the staff report that
) . cant. success In implementing the pro-
tous -atd: curtent: stand~hy arrangement. Hence, he

few that, the authorities had carried out their

1. and: 1982 with seriousness and determination,
;proposed pfogram for 1983, which repre~

eg‘am'almed at a further tzghtening of monetary and fisecal
i noted, and the budget situation was projected to

il v.as. a- vesult of austere expenditure policy.

,,;Govexnmgnc would further reduce fts indebted-—

g system: . He gould support the quantitative

angeening . credit policy for the first half of 1983

Jerted declime in domestic liguidity for the whole

ative  of the strong financisl adjustment effort by

hlem. .to:be faced by the economy in 1983 was the expected

pital outflow, Mr. El-Khouri observed. To stem that flow

e the inflow of rémittances through the bankirg system, the

es had instituted a bonus scheme, which provided for a 33 per

' sbove  the official exchange rate for remlttances and capital

Fran: Somali- nationals abroad. The scheme seemed to he an ingenious

opriate way of dealing with a problem that affected only one aspect

cce. of payments. In view of the temparary nature of the measure,
fficulty approving the resulting multiple curreacy practice

£ hronugi: end 83, . He assumed that the authorities would carefully monitor

the impact of the scheme, weigh the costs and benefits carefully, and

aboljsh the scheme once it had fulfilled its purpose.

It was! cledx from the staff report that there was some divergence of
view berween .the authorities and the World Bank staff regarding Somalia's
Development Plan, Mr. El-Khouri aoted. Like others, he would appreciate
hearing. more about the latest developments in Somalia's relations with
the World Rank and the prospects for a conveaing of the Consultative Group
ag scheduled. Finally, Scmalia's performance under the previous and
current-stand~by arrangements had been highly successful, and there was
much to be learned from its esperience in implementing other programs with
the Fund. He had no difficulty supporting both proposed decisions.
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?Wstated that he was in broad agreement with the staff

- Tike others, support the proposed decisions. During
¢, Somalia had undertaken a number of far-reaching
deﬂr was cledar that the authorities were seriously
‘ Cprogram. It was to be hoped that 1983 would
t: ad justmarit aud a motre stable economic environ-
b -growth. progpects and a more sustainable balance of

~r

= @bwcmyfs¢improved performance, Mr. Dallara continued.
4 Liberalizing pricing policies and the supportive and
v chadpges 1o marketing policy were also to be welcomed. As a
hie efforts, the inflation rate had dropped dramatically, as had
l f15cal deficit and the current account had moved 1unto surplus

/ 'in particular, exchange rate changes had been adopted,
taken to allow the full effect of the devaluation

nal ar‘f’ééi"S'had' been incurr‘ed in September 1982,

they too had
“ihated.

It had been prudent of the authorities not to have con~

img to - the pragram for 1983, Mr. Dallara said that he could
et the efforts of the authorities to pursue a more restrictive and
it fous fiscal policy, since progress in the fiscal area was a central
vement: in the. effort to move toward a more stable economic environment.
duraged the authorities resolutely to implement the recommendations

6f the 1980 IMF Tax Survey in order to enhance the medium~term prosgpects
for fiscal integrity.

In the area of monetaty policy, the upward adjustment in intervest
rates omn July 1, 1982 should, together with the lower rate of inflation,
have a positive effect om resource allocation, domestic savings, and
savings from nationals abroad. Like others, however, he remained concermned
by the .continuation of negative real interest rates and he hoped 1t would
be. posgible for the authorities to make further upward adjustments in the
rate structure during 1983. Noting that interest rates on external
accounts had been rationalized, he encouraged the authorities to keep

those rates under close review in order to emsure that they remained
competitive.
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{bigms taced by the authorities im the external sector had

sy Which raised serious questions about the sustainability
~of paymedts in the medium term, Mr. Dallara remarked.
pregentat fonal matter,; he welcomed the staff's estimate
ded ptivate transfers in 1982. He had found the data to be

v aluating the nature and extent of the problem of outflows,

: that the staff would produce similar data in other cases,

; remiccauces and: c&pibal inflows made by Somali nationals,

whether the staff Wad any evidence of the fmpact of the

iy he-understood that the bonus scheme would bring the

for relevant tratisactions very close to the prevailing

fle recognizing that the bonus scheme had been designed

patticular problem tliat was partly noneconomic im nature,

- did rTaise a :question about the appropriatemess of the

venerals The authorities had taken a number of important

82 1n managing the exchange rate, but the staff had provided

is: about the-adequacy of the rate for the period ahead.

e was concerned about the loss of foreign exchange resulting
A icer ofiunderinvoictng Yivestock exports; while recognizing

hat unique :ddfficulties underlay the authorities' decision not to deal

directly with the issue at the time, he was pleased that the Government

planned to undertake a study of the marketing process.

“The! "progect ed rise in the debt service ratio to 31 per ceut in 1983
was worrlsome, ‘Mr, Dallara commented. It was imperative that strict
control. -over the. contracting of new commercially based debt should be
malatatned and that the authorities should persevere in their efforts to
obtain relief from foreign creditors.

Despite the substantial progreéss that had been made toward internal
and externmal economic stabillty for Somalia over the previous two years,
the medium—term prospects. remained very much in doubt, Mr. Dallara noted.
He agreed with the staff that a realistic investment plan supported by
foreign: atd would be necessary if the balance of payments was to reach a
sustainable position in the medium term. For donors and ecreditors seriously
to. consilder increasing forelgn asslstance to the level that appeared to
be needed, the Somall authorities would have to formulate a comprehensive
and workable development strategy. It was regrettable that such a strategy
had not been incorperated in the 1982-86 Development Plan, which the World
Bank had concluded did not constitute an operational document or provide
a policy framework for Somalia's development. He understood that further
discussions between the Bank and the Somali authorities were taking place
on a three-year public investment program, and he joined the Fund staff
in hoping that rapid progress could be achieved in that area.
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sﬁrecaklﬁd chat Somalia s eurtent 18~mon:h stand—by

ea res ;n& pnrsutng the prugram £ adJuStmeﬂc sgrategy.
pork the staff appraisal as well as the proposed

v, performance thus far under the program seemed
as continued. The overall deficit was estimated

s at a level of $37 miliien. The curreat account
ared with an expected deficit, mainly becaunse
tige in merchandise trade. WNet service flows had
urplug. - Ote disappointing feature of Somalia's

o cwas the problem of private éapital outflows,
sarstetent. . Given the outlook for 1983, it was

e messures be implemented to stem the capital out-
tfansfars thfough the domestfc banking system.

pe,,eptiens of political insLability in the
"“-in the shart term if the bonus scheme recently

T A N )

¢eleration of domestic credit growth in 1983, in addition to
g excess .demand pressures, should reduce money balances held by

tidy thus itnhibit whe existing leeway for fivacing capital out-
ranicas. commented. - He would appreciate hearing from the staff
¢ estimage of -the predicted budget cost of the bhonus scheme.
' akso welcome an explanation of the turmaround in net official

f»apital flows from an originally estimated plus $25 million te the latest
« estimate of oloues. $25 pillion.

The medﬁum*term outlock fnr Somalia's external position remained
uncercaiq,.ﬁx, Caranicas considered. Ourstanding debt exceeded $1 billion
and, even Lf Somalia did mot contract any new loans in 1983, the debc
service ratdog through 1985 were calculated to range hetween 30 and 40 per
cent of total exports. Some payments arrears that had emerged during 1982
had been rescheduled or canceled, and the balance of payments was expected
to run a further deficit in 1983, financed mainly by drawings on the Fund.
If the wmomentum for growth was to be maintalned, lavestment would need to
be incrteased, and the current account would likely again swing inte deficit,

leading to additviomal aceumulation of external debt. Hence, a "Catch 227
situation seemed to exist in the simultaneous search for exterunal balance



- 35 - EBM/83/33 - 2/22/83

appeared: te. be no room in the short run for
adverse effects on the country's

'eﬁp&ﬁﬁernfoi growth through a publiec

igh growth rates while meeting
randcas. observed. Also necessary
( of :some . portion of Somalla s external
F:the intention of the authorities to
wdebti.relief. action, and he hoped that
€ morérconcessional aid to help the

: ‘horities over the medium term.

ant  regquirement [for adjustment] would
ass;stance .dt.a level that is commen-

3 : etween Somalia and Ethiopia.
‘agsgtiated, uncertainty had resulted in .
;retaff had visited Somalia in December

ie factors that might have affected the
ffand:the authorities had agreed that
meéertainty. It had also been agreed

it ion for 1983 was to be maintained
Tasunes would have to be taken to contain
) The capital
;al part of the forelgn exchange market—-
the Government. had little direct influence;
inced .mainly by workers' remittances.

i appropriate financial incentives might
S <ol encoutage workers ‘to -rechiannel the foreign exchange
Eicial.-market rather than through the parallel market so

- & ravailability.. of foreLgn exchange for capital outflows.

" The. bonvs scheme had thus been 1ntroduced making the cost of capital out~
£low quite expensive and providing a 33 per cent premium for transfers
@capltal lnflows by Soma11 nationals from abroad through the banking

.. The -bonus. scheme entailed a cost to the budget of approximately
S0. .5h: 5 for wevery dollar routed through the scheme, the staff represen-
tative continued. . To offset the cost, the authorities had introduced a
measure.providing for an increase in the effective import duty on non-
essential . imports. However, they had felt the need for additional incen-
tives, beyond the premium of the bonus scheme, to encourage the inflow
of remittances and capital through the banking system. Accordingly, they
had introduced a system under which a preference was granted to partici-
pants -in the bonus scheme in obtaining ilmport licenses. In addition,
attractive and competitive interest rates were set on external accounts.
The interest rate structure had been rationalized and set at a range of
9-11 per cent depending on the maturities of the deposits.
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thet quéstions on the external sector, the staff represen—
hat ‘host of the demand for Somalia's livestock came from
- tequired live animals. The meat factory and abattoir
It when the Soviet Union had been the main market fot
frtusally’ inoperative for some time.

‘éss'of the SDR as a peg for the shilling

>F &pital GUtflOWS facing the ccuntry, the staff
Soma ia had experienced two devaluations-—ome of
and anothe¥ of about 50 per cent in domestic
1d=1982+—with salutary effects om the econmomy. Export
etgécond half of 1981 and during 1982 had been strong,
fal "incent ives had comtributed sigmificantly to
Thestaff had also reviewed the cost- price structure
oimodities, fncdludiag livestock and bananas, and had
“exchange fate was more or less in line with the cost-price
sver , ‘there swere imdications that the demand for imports
Hat dampened by the two lLdrge successive devaluations.
t had ‘been declded that & further exchange rate action had
é¢@s'sary at the time. Nonetheless, the authorities had indicated
ld ‘contirue to review the exchange rate and that they were
o ‘make changes if those were considered necessary in light of
[Feunistances .

The {debrservice ratio had been only about 9 per cent in 1982--mainly
as a result of rescheduling-—but it was expected to rise to 31 per cent in
1983 with further increases through 1987, the staff representative observed.
The authorities shared the staff's coacern about the rising debt service
ratio and: had indicated that they would be contacting creditor countries
in 1983 to'seek a rescheduling or even cancellation of external debt. Most
of the -debt incurred by Somalia was on highly concessional terms, and the
authorities had been optimistic about reaching agreement on rescheduling
or caacellation. No new commercial debt had been contracted durlng the pre-
vious two years and, while the program provided for a ceiling of $25 million
in commercial debt contracted or guaranteed by the Government for 1983, it
was not expected that any commercial debt would be incurred during the
program period.
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ifBireCtafs had faguired about the problem of umderinvoicing
Yrt sy £he staff representative recalled, and Mr. Prowse

icing represented a kind of subsidy. The

of livestock was of coacern to both the author-

it was difficult at present to determine

“ﬁd@ranOchng taking place. The authorities had

s of livestock, particularly in Saudi Arabia,

5 Bstimated by the Saudi Arabian author—
rali- against the full delivery of the
greed wpon. During tramsit there
was: no- insurance. Further, when the
. He examined the quality. The value of
f: the losses incurred would be deducted
. ; nee o 1d be paid to the experter. The
ere as. interes&ed as- the staff in dptermlnxng the precise

’t wds: for that reason that they had agreed
tudy of the pricing and marketing of live-
Yes could be taken te reduce or eliminate

_ exlsted. at present.without affecting in any signif-
finaneclial Incemtives tdo livestock exporters. Because of the
hete Wwas no subsidy provided directly by the

on the containment of expendltures. The

: introduced an austere fiscal

sa:. fréeze on: empaoyment, and limited to a great extent cost

adgu sments granted to government employees. Indeed, over the
cediiyeats, the Wagés of government employees had been reduced

398 cent ln real terms. As they were concerned about the

hmrlties had dec1ded to grant a lO per cent impcrease in wages
nent - employees in 198335 even so, however, the increase would not
tic but would be dependent upon the evolution of the budgetary
ion:-during 1983. Regarding the structural measures undertaken on

rue . front, he noted that the authorities had introduced nearly
tmpottant medium-term and long—term structural adjustment measures
proposed 4in the 1980 IMF Tax Survey. The taxation of imports was currently
based .on actual inveices rather than on valuatlom lists as in the past;
there had been an effective increase in import duties; a 5 per ceant sales
tax was being fIntroduced; a number of specific domestic excise taxes had
baen converted to am ad valorem basis; the taxation of public enterprises
was -undergoing reform; and the authorities had requested technical assis-
tance from the Fund with a view to improving income tax assessment and
collectian. The objective of all the measures was to improve the elasticity
of ‘the tax system, to ensure an equitable distribution of the tax burden,
and to restructure the tax system in a mamner that would encourage economic
growth im the country.




'--years, Since the aucharlees had
'yt vate structure could help to
‘ties also felt that an appropriate
mhéuén aicgitent of the process of financial
st of tesource allocatlon, although they

nerease in interest rates should
orease could adversely affect the

& glance at the Mogadiscic consumer
;ev&-that interast»raCes could remain

gad 5cxo'area, accordingly, chey tended
"~@ﬁsumer pTLCE index as more indicative

U ons - on the external accounts, the staff repre-

, &t the end of November 1982, the Mogadiscio braach
ts, most of which had been opened by livestock
wlt to. predict the role that such accounts would
to great lengths te set an attractive fnterest
bit, Lt was recognized that the inflow of deposits
;OIS:othernthan $imply the interest rate.

fE&‘cOmmitted to ¢loging those public enterprises
;ed not ta be viable, the staff representative continued.

..ted fdr élcgingi .The assessment had beem deferred thus far,
scanse the authorities felt that the recent measures they had
dgnificantly help the profitability and viability of public
iges~in general. They had noted, for example, that the new liberal
g poldcies, the devaluation of the Somali shilling, the elfmination
= ehe- franco valuta market; and the revision of the tax system could.all
tributie  to the Improvement of the profitability of public enterprises.
Onerarea 9f concern, however, was the deficiency in management and tech-
nfeal skills, which tended adversely to affect the profitability of the
public enterprises. The authorities had thus requested the U.S. Agency
for-International Development to prepare a study that included an examina-
tion.of public enterprises. That study had been completed, and the author-
ities would be examining it to see what changes might be made. The study
had - not recommended the closure of public enterprises so much as an infusion
of management and technical skills, and had sugpgested that consideration
be given to the adoption of joint ventures with foreign companies that
could provide the management and technlcal skills necessary to ensure the
viability of certain public enterprises.
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janning and the medium~term prospects
¢Eo¥e had referred to the stated concerns
eveltpment. Plan, the staff representative
Iy reeognized the. importance of their

estxc and external finanC1al stabxlity, and

‘atte The latest effont had focused seriously
e context of a macroecofiomic framework, aund

: (1 prejects .included in the Plan had
rdluation analysis. The intentinn was
qiianner; readjusting investment targets
text of the formulation of the government

nk had " takea the view that there was a need for a three-
egtment program, including a rigorous project evaluation,
“”investment priorities on the basls of well-defined
d a feéalistic assessment of domestic and external
ty, the gtaff represenitative continued. The author-
niggt of those ingredients had been incorporated in
Lopitenit Plan, and they were contlnuing to discuss the
'd" Banks A Somall team headed by the Minister of
beﬂartlving in Washington in March 1983 to meet the World
uss both the Development Plan and the preparatiomns for
f the Consultatlve Group, which had earlier been delayed.

¢ for Somalia over the medium term should be viewed against

d of the curtent situation, the staff representative from the

irtmernt considered. As a number of Directors had indicated,

4 poor country, with estimates of per capita income at $125-200

The authorif ies had adopted major adjustment measures and had

ue¢eeded i-. considerably improving the external position and

; g econom’.: growth, but external financial aid would be necessary

: ntease investment over time so that growth in per capita income could

'-be tegistered. The staff had produced balance of payments projections
through 1987 and, while those projections were tentative, they indicated
that,; 1f Somalia were to sustain investment at its current level, the
balance ¢f payments pogition could become viable over the medium term.
The underlying assumption that investment would be malntained at its
current level, however, implied that Somalia might have to suffer a consid-
erable reduction In per capita income. For that reason, the authorties
were concerned about developing a coherent investment program and were
seeking financial assistance in expanding the country's productive capacity.

The Executive Directors, agreeed to continue their discussion in the
afternton.
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DECISION TAKEN SINCE PREVIOUS BOARD MEETING

The following decision was adopted by the Executive Board without

meeting in the period between EBM/83/32 (2/18/83) and EBM/83/33 (2/22/83).

3. EXECUTIVE BOARD TRAVEL

Travel by Executive Directors as set forth in EBAP/83/48 (2/17/83),
EBAP/83/49 (2/17/83), EBAP,83/50 (2/18/83), and EBAP/83/51 (2/18/83) and
by an Advisor to Executive Director as set forth in EBAP/83/46 (2/17/83)
is approved.

APPROVED: July 22, 1983

JOSEPH W. LANG, JR.
Acting Secretary
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ANNEX I

Table 1: Sales of Foreign Exchange at the Second Window

Number of

Sales in Millions of USS$

Pericd Weeks Cumulative Weekly average
Actual sales
Aug. 27-Nov. 12, 1982 12 13.0 1.1
Nov. 15-Dec. 31, 1982 7 14.8 2.1
Jan. 3-Feb. 18, 1983 7 16.9 2.4
Future sales required to
meet the ceilings
Feb. 21-March 25, 1983 5 8.3 1.6
Feb. 21-June 24, 1983 18 43.3 2.4
Ceilings
Aug. 27-Dec, 31, 1982 19 24.0 1.3
Aug. 27-March 30, 1983 31 53.0 1.7
Aug. 27-June 30, 1983 bd 88.0 2.0
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Table 2. Uganda:

(End-December 1982)

ANNEX TT

Indicators of Performance Under the Pregram

Program

Actual

Ceiling on net domestic credit
Ceiling on net credit to Government

Ceiling on net credit to Government (adjusted) 1/

Net external borrowing
1-12 years maturities
1-5 vears maturities

Net reduction in arrears
Of which: in cash payments

Sales at second window

(In billions of U Sh)

62.6 55.5
36.0 )

) 34.6
38.0 )

(In millions of SDRg)

120.0

4.1
50.0 4.1

(In millions of USS$)

11.0 59.2
(5.5) (16.9)
24.0 27.4

1/ As specified in paragraph b of Section IV, page 28, of EBS/82/125

(July 13, 1982), the ceiling on net credit to Government for December 31,
1982, was to be ralsed by the shortfall of deposits lodged by the private

sector under the IDA credit arrangement in the project account of the

Treasury from the projected amount of U Sh 3.1 billion.
amounted to only U Sh 1.1 billion, the ceiling on net credit to Goverament
has to be raised by U Sh 2 billion at the end of December.

As deposits

has to be made for the ceiling on net domestic credit.

No adjustment



