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1, UGANDA - 1982 ARTICLE IV CONSULTATION, AND REVIEW UNDER 
S T W - B Y  ARRANGEMENT 

The E x e c u t i v e  D i r e c t o r s  c o n s i d e r e d  t h e  s t a f f  r e p o r t  f o r  t h e  1982 
Ar t ic le  IV c o n s u l t a t i o n  w i t h  Uganda, t o g e t h e r  w i t h  a proposed d e c i s i a n  
c o n c l u d i n g  t h e  1982 A r t i c l e  X I V  c o n s u l t a t i o n ,  and a review of t h e  s tand-by 
ar rangement  (EBS/83/5,  1 /10/83) .  They a l s o  had b e f o r e  them a r e p o r t  on 
recent economic developments  i n  Uganda (SM/83/23, 2 / 4 / 8 3 ) .  

A Deputy D i r e c t o r  of t h e  A f r i c a n  Department  made t h e  f o l l o w i n g  
s t a t e m e n t :  

F o l l o w i n g  t h e  measures  t a k e n  l a s t  November, sa les  of f o r e i g n  
exchange a t  t h e  second window h a v e  i n c r e a s e d  s u b s t a n t i a l l y .  Weekly 
sales ,  which a v e r a g e d  o n l y  $1.1 m i l l i o n  d u r i n g  t h e  f i r s t  1 2  weeks, 
r o s e  t o  $ 2 . 1  m i l l i o n  i n  t h e  l a s t  7 weeks of 1982 and $ 2 . 4  m i l l i o n  
i n  t h e  f i r s t  7 weeks of 1983. I f  sa les  remained a t  t h e  l e v e l  of 
$2.b m i l l i o n  a week d u r i n g  t h e  n e x t  18 weeks,  t h e  $88 m i l l i o n  t a r g e t  
se t  f o r  t h e  program would be r e a c h e d ,  c o r r e s p o n d i n g  t o  a v e r a g e ' s a l e s  
oE $2 m i l l i o n  a week Erom August 2 7 ,  1982 through J u n e  2 4 ,  1983 
( T a b l e  1, see  Annex I). 

- The margin  between t h e  r a t e s  of exchange p r e v a i l i n g  a t  t h e  
two windows h a s  been p r o g r e s s i v e l y  d e c l i n i n g .  The second window 
r a t e  ( i n  terms of Uganda s h i l l i n g s  p e r  U.S. d o l l a r ) ,  which exceeded 
t h e  f i r s t  window r a t e  by 200 p e r  c e n t  d u r i n g  t h e  f i r s t  t h r e e  weeks 
of t h e  d u a l  exchange sys tem,  e x c e e d s  i t  now o n l y  by 106 pe r  c e n t .  
T h i s  r e s u l t e d  f rom a p r o g r e s s i v e  d e p r e c i a t i o n  of t h e  f i r s t  window 
r a t e  from U Sh 99  per  US$l t o  U Sh 111 p e r  U S $ 1  and an  a p p r e c i z t i o n  
of  t h e  second window r a t e  f rom U S h  300 p e r  US$1 t o  U S h  230 per 
GS$1. S i m u l t a n e o u s l y ,  t h e  r a t e  a t  che p a r a l l e l  market has  been 
a p p r e c i a t i n g  from a b o u t  IJ S h  360 p e r  U S $ 1  t o  U Sh 270  p e r  USS1. 

P r o f i t s  from sa les  a t  t h e  second window a r e  e s t i m a t e d  a t  
U Sh 3 . 7  b i l l i o n  f o r  t h e  p e r i o d  August 2 7 ,  1982 thrwlgh  February  4 ,  
1983. F o r  t h e  f i r s t  five weeks of 1983, p r o f i t s  amounted t o  
a p p r o x i m a t e l y  U S h  1 b i l l i o n .  

The c o s t  of l i v i n g  i n d e x ,  which had increased by  10 per c e n t  
f r o u  Septemher 1982 t o  Nov?mber 1 9 8 1 ,  f e l l  by 5 per cen t  i n  December 
and rernaincd unchanged i n  39ni.iary 1983. The d e c l i n e  was m s i n l y  due 
t o  a f a l l  i n  p r i c e s  of  fooS. 

A 1 1  per formance  c r i t e r i a  have been n e t  f o r  December 3 1 ,  1982. 
A s  shown i n  T a b l e  2 (see Annex 111, t!ie r e d u c t i o n  i n  e x t e r n a l  a r r e a r s  
i n  t h e  second h a l E  o f  I982 was much g r e a t e r  t han  r e q u i r e d  under  t h e  
program. ' L E  t h e  second d e c i s i o n  proposed i n  E B S / 8 3 / 5  i s  approved ,  
Uganda w i l l  make i t s  t h i r d  p u r c h a s e  unde r  t h e  1982/83 arrangement 
€ o r  a n  amount e q u i v a l e n t  t o  S D R  2 5  m . i I . l i o n .  
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Mr. S a n g a r e  made t h e  f o l l o w i n g  s t a t e m e n t :  

T s h o u l d  l i k e  t o  e x p r e s s  t h e  a p p r e c i a t i o n  of my Ugandan 
a u t h o r i t i e s  t o  the  s t a f f  f o r  t h e  f r a n k  and  c o n s t r u c t i v e  d i s c u s -  
s i o n s  d u r i n g  t h e  1982 Ar t ic le  IV c o n s u l t a t i o n  and t h e  rev iew of 
the  s tand-by a r r a n g e m e n t .  T h e s e  d i s c u s s i o n s  and t h e  s t a f f ' s  
a s s e s s m e n t  of deve lopments  i n  t h e  Ugandan economy, i n c l u d i n g  
t h e  per formance  under t h e  s tand-by a r r a n g e m e n t ,  have  been c l e a r l y  
se t  o u t  i n  t h e  w e l l - b a l a n c e d  s e t  of p a p e r s  b e f o r e  t h e  Board t o d a y .  

I n  t h e  l a s t  d e c a d e ,  t h e  economy of Uganda h a s  e x p e r i e n c e d  
d e c l i n i n g  o u t p u t  and rampant i n f l a t i o n ,  a g g r a v a t e d  by wide bud- 
g e t a r y  d e f i c i t s ,  e x p a n s i o n a r y  monetary p o l i c i e s ,  and  w i d e s p r e a d  
s h o r t a g e s  of e s s e n t i a l  commodit ies .  T h i s  s i t u a t i o n  was compounded 
by t h e  ravages  of war a n d ,  by t h e  time t h e  new Government assumed 
o f f i c e  i n  1980, t h e  economy was on  t h e  v e r g e  of t o t a l  d i s i n t e g r a -  
t i o n .  I t  t h e r e f o r e  became a p p a r e n t  t h a t  s t r o n g  and c o n c e r t e d  
a c t i o n  would be r e q u i r e d  i n  o r d e r  t o  r e h a b i l i t a t e  t h e  economy, 
Accord ingly ,  my Ugandan a u t h o r i t i e s  embarked upon a s t a b i l i z a t i o n  
program t h a t  h a s  been  s u p p o r t e d  by two c o n s e c u t i v e  s tand-by 
a r r a n g e m e n t s  w i t h  t h e  Fund,  t h e  most r e c e n t  of which was approved  
by t h e  E x e c u t i v e  Board on  August 11, 1982. Thus f a r ,  t h e  a u t h o r -  
i t i e s  have  been l a r g e l y  s u c c e s s f u l  n o t  o n l y  i n  terms of  s a t i s f y i n g  
performance cF i t e r i a  u n d e r  t h e s e  a r r a n g e m e n t s  w i t h  t h e  Fund, b u t  
i n  making p r o g r e s s  toward e s t a b l i s h i . n g  t h e  b a s i s  f o r  s u s t a i n e d  
economic growth. 

The 10 p e r  cent growth r a t e  i n  rea l  GUP r e c o r d e d  ' i n  1981/82 
i s  e x p e c t e d  t o  be r e p e a t e d  i n  1982/83.  A g r i c u l t u r a l  o u t p u t  i s  
' p r o j e c t e d  t o  r i s e  by 9 p e r  c e n t ,  r e f l e c t i n g  h i g h e r  o u t p u t  of b o t h  
d o m e s t i c  €ood c r o p s  a n d  e x p o r t  c r o p s .  With r e g a r d  t o  t h e .  l a t t e r ,  
i t  i s  expec ted  t h a t  c o f f e e  p r o d u c t i o n  i n  1982/83 w i l l  i n c r e a s e  by 
10 p e r  c e n t ;  t ea  by 58 p e r  c e n t ;  t o b a c c o  by a b o u t  200 p e r  c e n t ;  
and c o t t o n  by 500 p e r  c e n t .  S i g n i f i c a n t  g a i n s  a r e  a l s o  e x p e c t e d  
i n  t h ?  i n d u s t r i a l  s e c t o r  f o r  a number of e s s e n t i a l  coininodities,  
such  a s  e d i b l e  o i l ,  h o e s ,  s u g a r ,  t e x t i l e s ,  and cement, a s  a result 
of improved access t o  f o r e i g n  exchange,  which made i t  p o s s i b l e  t o  
impor t  new equipment  and spare  p a r t s .  I n  t h e  meantime, t h e  r a t e  
of i n f l a t i o n  a s  measured by consumer p r i c e s  h a s  dropped  p r e c i p i -  
t o u s l y  from o v e r  100 p s c  c e n t  i n  1980/81  t o  an e s t i m a t e d  2 5  p e r  
c e n t  i n  1982/83,  d e s p i t e  t h e  d e p r e c i a t i o n  of t h e  Uganda s h i l l i n g .  

N o t w i t h s t a n d i n g  these achievemerkts,  my a u t h o r i t i e s  a r e  
convinced  t h a t  much remains  t o  be done. T o  t h i s  e n d ,  t h e y  ar t?  
c o n t i n u i n g  t o  implement a p p r o p r i a t e  measures  a l o n g  the  l i n e s  s e t  
i n  t h e  two-year Recovery 'tjrogram a d o p t e d  a t  t h e  b e g i n n i n g  o f  
1982/83 w i t h  t h e  aim o f  f u r t h e r  .improving ; i & r i c u l t l ? r a l  and 
i n d u s t r i a l  p r o d u c t i o n ,  as w e l l  as  t r a n s p y r t a t i o n  € a c i l i t i e s .  T h e  
Prograin c a l l s  f o r  a t o t 3 1  i n v e s t m e n t  o f  $737 m i l l i o n ,  of w h i c h  
30 per  c e n t  h a s  been earmarked  f o r  a g r i c u l t u r ~ - - i n d i c a t j . ~ i ~  t h f ?  
h i g h  p r i o r i t y  t h a t  t h e  a u t h o r i t i e s  a t t a c h  t o  th i s  sec tur - -29  p e r  
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cent t o  i n d u s t r y  a n d  t o u r i s m ,  and 2 1  p e r  c e n t  t 3  t r a , i s p o r t a t i o n ,  
The remaining 20 p e r  cent w i l l  be a l l o c a t e d  t o  te leconmunica t i .ons  
and social  services. 

A s  r e g a r d s  t h e  a g r i c u l t u r a l  s e c t o r ,  t h e  Government i n t e n d s  
t o  expand and  improve  e x t e n s i o n  s e r v i c e s ,  i n c r e a s e  s u p p l y  of 
s e e d s  and a g r i c u l t u r a l  implements ,  and  i n t r o d u c e  new c r o p s  and 
p r o d u c t i o n  t e c h n i q u e s .  Meanwhile,  e x i s t i n g  c o f f e e  p r o c e s s i n g  
p l a n t s ,  c o t t o n  g - inne r t e s ,  and t o b a c c o  c u r i n g  ba rns  a re  b e i n g  
r e h a b i l i t a t e d .  S t e p s  are a l s o  b e i n g  t a k e n  t o  i n c r e a s e  mi lk  and  
meat p r o d u c t i o n  th rough  improved b r e e d i n g  t e c h n i q u e s ,  expanded 
usc of a r t i f i c i a l  i n s e m i n a t i o n ,  and r e h a b i l i t a t i o n  of e x i s t i n g  
ranches .  

I n  t h e  m a n u f a c t u r i n g  s e c t o r ,  t h e  i n t e n t i o n  i s  t o  promote tile 
p r o c e s s i n g  of a g r i c u l t u r a l  p r o d u c t s  f o r  e x p o r t  and t h e  development  
of import  s u b s t i t u t i n g  i n d u s t r i e s .  I n  t h i s  c o n n e c t i o n ,  s t e p s  a r e  
b e i n g  t a k e n  t o  improve c r e d i t  a l l o c a t i o n  and procurement  p r o c e d u r e s  
and p r o v i d e  a d d i t i o n a l  c a p i t a l  r e s o u r c e s .  Meanwhile,  t h e  r e t u r n  
t o  former  owners of a number o f  n a t i o n a l i z e d  i n d u s t r i e s  s h o u l d  h e l p  
t o  s t r e n g t h e n  p r i v a t e  s e c t o r  c o n f i d e n c e  i n  t h e  economy and t h e r e b y  
encourage  g r e a t e r  p a r t i c i p a t i o n  by p r i v a t e  e n t r e p r e n e u r s .  

Being a l and locked  c o u n t r y ,  t h e  a u t h o r i t i e s  a r e  aware of t h e  
f a c t  t h a t  t r a n s p o r t a t i o n  b o t t l e n e c k s  t h a t  have i n h i b i t e d  t h e  smooth 
f low of impor t  and e x p o r t  t r a f f i c  cou ld  f r u s t r a t e  o r  n e u t r a l i z e  t h e  
e f f o r t s  be ing  made i n  o t h e r  a r e a s  t o  expand t h e  p r o d u c t i v e  capac i ty  
of t h e  count ry .  A c c o r d i n g l y ,  t h e y  a r e  i n  t h e  p r o c e s s  of augmenting 
t h e  c a p a c i t y  o f  t h e  r a i l w a y  and r e h a b i l i t a t i n g  i t s  f a c i l i t i e s .  
Work is a l s o  u n d e r  wsv t o  improve p o r t  s e r v i c e s  a t  two of t h e  major  
t r a n s i t  t e r m i n a l s .  

On t h e  f i s ca l  f r o n t ,  t h e  r e v i s e d  budget  e s t i m a t e s  f o r  1982/83 
i n d i c a t e  t h a t  t h e  o v e r a l l  d e f i c i t  as a pe rcen tage  of GDP w i l l  be  
around 2.0 p e r  c e n t ,  compared w i t h  t h e  o r i g i n a l  t a  e t  oE 2.3 p e r  
c e n t  o r  3 - 2  p e r  c e n t  i n  1981 /82 ,  r e f l e c t i n g  a l a r g e r  i n c r e a s e  i n  
revenue  t h a n  had been a n t i c i p a i e d ,  as a resu l t  of improvement i n  t a x  
a d m i n i s t r a t i o n .  N e v e r t h e l e s s ,  t h e  a u t h o r i t i e s  are  aware o €  the 
need f o r  f u r t h e r  improvement,  p a r t i c u l a r l y  i n  r e c o g n i t i o n  of t h e  
f a c t  t h a t  t h e  exchange p r o f i t s  now a c c r u i n g  t o  t h e  T r e a s u r y  w i l l  
o n l y  l a s t  u n t i l  t h e  exchange r a t e  i s  u n i f i e d .  They remain o p t i -  
mistic,  however,  t h a t  t h e  u n d e r l y i n g  t a x  base  w i l l  c o n t i n u e  t o  
expand,  and t h e r e  s h o u l d  be a s u b s t a n t i a l  i n c r e a s e  i n  revenue  when 
t h e  exchange ra tes  a r e  u n i f i e d .  They a r e  a l s o  c o n s i d e r i n g  t h e  
p o s s i b i 1 , t y  of  i n t r o d u c t n g  e x p o r t  t a x e s  o n  o t h e r  commodit ies  w h i l e  
b e i n g  mindfu l  o €  t h e  ceed  n o t  t o  a d v e r s e l y  a f f e c t  p r o d u c t i o n  €or 
e x p o r t .  

On t h e  e x p e n d i t u r e  s i d e ,  t h e  a u t h o r i t i e s  also b e l i e v e  t h a t  
t h e r e  i s  room € O K  f u r t h e r  improvement.  Although e x p e n d i t u r e s  
were d r a s t i c a l l y  r educed  i n  September 1982, t h e r e  i s  conce rn  t h a t  
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i n c r e a s e d  government t r a n s a c t i o n s  a t  t h e  second  window under  t h e  
dua l  exchange  ra te  s y s t e m ,  h i g h e r  pr ices  f o r  p e t r o l e u m  p r o d u c t s ,  
and t h e  p r o s p e c t i v e  i n c r e a s e  i n  wages and s a l a r i e s  i n  t h e  s econd  
ha l f  of 1982/83 w i l l  l e a d  t o  h i g h e r  e x p e n d i t u r e s .  The  a u t h o r i t i e s ,  
however, b e l i e v e  t h a t  t h e s e  i n c r e a s e s  c a n  b e  accommodated w i t h i n  
t h e  l i m i t s  of t h e  c u r r e n t  program. In t h i s  c o n n e c t i o n ,  a d e t a i l e d  
review of t h e  1982/83 e x p e n d i t u r e  estimates i s  u n d e r  way w i t h  t h e  
a s s i s t a n c e  of an  a d v i s o r  f rom t h e  Fund. T h i s  is b e i n g  s u p p l e -  
mented by t h e  e s t a b l i s h m e n t  of a ;Payments and C o n t r o l  Committee 
t h a t  w i l l  mon i to r  e x p e n d i t u r e  deve lopmen t s  w i t h  a view t o  e f f e c t -  
i n g  b e t t e r  c o n t r o l .  The a u t h o r i t i e s  have  a l s o  e s t a b l i s h e d  a n  
Aid C o o r d i n a t i o n  Committee t h a t  w i l l ,  i n t e r  a l i a ,  examine  a l l  
e x t e r n a l l y  funded  programs w i t h  a view t o  improv ing  t h e  u t i l i z a -  
t i o n  of e x t e r n a l  a i d .  F u r t h e r m o r e ,  p r o p o s a l s  t o  s t r e n g t h e n  t h e  
M i n i s t r y  of  F i n a n c e  will be d i s c u s s e d  w i t h  a World Bank m i s s i o n  
due  t o  a r r ive  i n  Kampala t h i s  F e b r u a r y .  I n  a d d i t i o n ,  t h e  S a l a r i e s  
and Wages Commission i s  t o  u n d e r t a k e . a  s t u d y  w i t h  t h e  a s s i s t a n c e  
of t h e  World Bank, whose recommendat ions s h o u l d  form t h e  b a s i s  
€ o r  f u t u r e  i n c r e a s e s  OE p u b l i c  s e c t o r  wages.  

Wi th  r e g a r d  t o  s t a t e  e n t e r p r i s e s ,  t h e  a u t h o r i t i e s  have t a k e n  
t h e  d e c i s i o n  t o  a b o l i s h  some and  s e l l  o t h e r s  o r  r e t u r n  them t o  
t h e i r  p r e v i o u s  owners. Some of t h e  owners have a l r e a d y  t a k e n  u p  
49 p e r  c e n t  i n t e r e s t  i n  some of t h e s e  c o r p o r a t i o n s .  Moreover ,  
a l l  s t a t e  e n t e r p r i s e s  a r e  now r e q u i r e d  t o  submir- E i n a n c i a l  d a t a  
t o  t h e  M i n i s t r y  of F i n a n c e  on a r e g u l a r  b a s i s  and  commerc ia l  
banks are  encouraged  t o  u n d e r t a k e  a thorough e x a m i n a t i o n  of t h e i r  
f i n a n c i a l  s t a t e m e n t s  t o  e n s u r e  t h e  repayment  of l o a n s  n o t  gua ran -  
t e e d  by t h e  Government. F o r  t h e  long  term, a comprehens ive  s t u d y  
of some 50 c o r p o r a t i o n s ,  i n c l u d i n g  t h e  Uganda E l e c t r i c i t y  Board 
and t h e  v a r i o u s  a g r i c u l t u r a l  marke t ing  b o a r d s ,  i s  e x p e c t e d  t o  be 
l aunched  t h i s  month w i t h  t h e  h e l p  of t h e  World Bank. I n t e r  a l i a ,  
t h e  s t u d y  w i l l  pay c l o s e  a t t e n t i o n  t o  t h e  management problems of 
t h e s e  c o r p o r a t i o n s  as  w e l l  as  t h e  t a r i f f  s t r u c t u r e  o f  u:ilF:y 
companies. I n  t h e  meant ime,  t a r i E f s  i n  respect r,f e iesc-"  I. A:i t y  , 
ra i lways,  and  a i r  t r a v e l  were r a i s e d  by 50 pe.: c e n t ,  100 per c e n t ,  
and 4 0  p e r  c e n t ,  r e s p e c t t v e l y ,  be tween Jul,y and December l a s t  year .  

Monetary a n d  c r e d i t  p o l i c y  in 1982/83 h a s  been t o  c o n t a i n  
i n f l a t i o n a r y  p r e s s u r e s  w h i l e  p r o v i d i n g  a d e q u a t e  c r e d i t  t o  p roduc -  
t i v e  seLtors,  ma in ly  f o r  c r o p  f i n a n c i n g  and impor t ed  i n p u t s  t h a t  
a r e  r e q u i r e d  t o  s u p p o r t  t h e  Recovery  Program. Accord i .ng ly ,  c r e d i t  
c e i l i n g s  f o r  t h e  p r i v a t e  cJectr'r have  once  a g a i n  been  i n c r e a s e d  
s u b s t a n t i a l l y  t h i s  year .  O n  t h e  o t l l e r  h a n d ,  t h e  upward r e v i s i o n  
of c r e d i t  t o  t h e  Government remains c o n s i s t e n t  w i t h  t h e  i n c r e a s e  
i n  money s u p p l y  and b a l a n c e  o €  payments  and growth o b j e c t i v e s .  
T r e a s u r y  b i l l  r a t e s  were r a i s e d  l a s t  November by a n  a v e r a g e  of 
2 . 5  p e r c e n t a g e  p o i n t s ,  t o  a maximum of 1 2  p e r  cent  i n  o r d e r  t o  
encourage  nonbank f i n a n c i n g  o f  t h e  budget  d e f i c i t .  Lend ing  rates 
have a l s o  been r a i s e d ,  w i t h  a maximum of 2 0  p e r  c e n t  set Eor 
commerce and u n s e c u r e d  l o a n s .  I n t e r e s t  r a t e s  on d e p o s i t s  have  



not f a c r e a s e d  s ince J u n e  1981, a t  w h i c h  time t h e  a d j u s t m e n r  was 
considered t o  have brought i n t e i e s t  ra tes  b r o a d l y  in l i n e  w i t h  
t h e  r a t e  of  i n f l a t i o n  for  1'381/82. The a u t h o r i t i e s  m a i n t a i n  t h a t  
a f u r t h e r  i n c r e a s e  i n  d e p o s i t  r a t e s  a t  this t i m e  would no t  have 
a s i g n i f i c a n t  impact  on s a v i n g s  m o b i l i z a t i o n  d u e  niainly t o  l a c k  
of bank ing  f a c i l i t i e s  i n  rural. areas. The a u t h o r i t i e s  a r e  t h e r e -  
fore e n c o u r a g i n g  banks t o  expand t h e i r  mobi le  banking  f a c i l i t i e s .  
Wi th  r e g a r d  t o  t h e  Uganda Development Bank, t h e  a u t h o r i t i e s  have 
strengthened i t s  c a p i t a l  b a s e  a n d  i n t e n d  t o  i n c r e a s e  i t s  r o l e  i n  
t h e  banking s e c t o r  by a l l o w i n g  e x t e r n a l  l o a n s  t o  be ehanne led  
through it t o  p r i o r i t y  p r o j e c t s  i n  a g r i c u l t u r e  and i n d u s t r y .  

I n  t h e  e x t e r n a l  s e c t o r  t h e  o b j e c t i v e  has  been t o  c o n s o l i d a t e  
t,:e g a i n s  made i n  1981/82  while l a y i n g  t h e  b a s i s  f o r  a s u s t a i n a b l e  
balance of payments p o s i t i o n  in t h e  medium term. The a u t h o r i t i e s  
have  sought  t o  a c h i e v e  t h e s e  o b j e c t i v e s  ma in ly  th rough  d i v e r s i f i -  
c a t i o n  and e x p a n s i o n  of t h e  e x p o r t  s e c t o r .  T h u s ,  t h e  c o n t i n u e d  
d e p r e c i a t i o n  oE the exchange  r a t e  a t  t he  second  window a s  w e l i  a s .  
t h e  permisr ; ion  g r a n t e d  by t h e  a u t h o r i t i e s  f o r  t h e  e x p o r t a t i o n  of 
s m a l l - h o l d e r  c r o p s  s h o u l d  f u r t h e r  encourage  t h e  growth of e x p o r t s .  
F u r t h e r m o r e ,  the i m p o r t a t i o n  of n e - e s s a r y  i n p u t s  s h o u l d  a l s o  a s s i s t  
i n  t h e  p r o d u c t i o n  o f  o t h e r  n o n t r a d i t i o n a l  e x p o r t s .  Uganda's 
b a l a n c e  of payments  s i t u a t i o n  i s  e x p e c t e d  t o  improve c o n s i d e r a b i y  
in t h e  medium term as i n v e s t m e n t s  and p o l i c i e s  be ing  implemented 
i n  t h e  c o n t e x t  of t h e  financial program and t h e  Recovery Program 
a r e  e x p e c t e d  t o  have  a s u b s t a n t i a l  i m p a c t  on e x p o r t s  by 1984 /85 .  

Wi th  r e g a r d  t o  e x t e r n a l  a r rears ,  t h e  a u t h o r i t i e s  c o n t i n u e  t o  
show d e t e r m i n a t i o n  t o  e l i m i n a t e  such  a r rears  by 1 9 8 4 / 8 5 .  To t h i s  
end ,  e x t e r n a l  a r rears  were reduced  by $11 m i l l i o n  between J u n e  and 
September  1982,  an amount h i g h e r  t h a n  t h e  program t a r g e t .  I n  t h e  
meant ime,  t h e  a u t h o r i t i e s  have managed t o  secure d e b t  r e s c h e d u l i n g  
i n  t h e  amount of $30 m i l l i o n  from T a n z a n i a ,  $10 m i l l i o n  unde r  t h e  
P a r i s  C lub ,  a n d  $36 million i n  s ( i p p 1 i e r s '  c r e d i t s .  They i n t e n d  
t o  c o n t i n u e  t o  s e e k  d e b t  r e l i e f  i n  o r d e r  t o  s p r e a d  t h e  burden  o f  
d e b t  s e r v i c i n g  i n  l i n e  w i t h  t h e i r  c a p a c i t y  t o  g e n e r a t e  f o r e i g n  
exchange.  

The d u a l  exchange r a t e  t h a t  t h e  Board a p p r o v e d  unde r  t h e  
program e x p e r i e n c e d  some t e e t h i n g  problems i n  r e s p e c t  o f  th%? 
per formance  c r i t e r i o n  on  t h e  minimum amount of f o r e i g n  exchange 
s o l d  a t  the second window. The a u t h o r i t i e s  have s i n c e  implemented 
a number of c o r r e c t i v e  measu res  t o  r educe  t h e  cos t  of i m p o r t i n g  
th rough  o € f i c i a l  c h a n n e l s  as w e l l  a s  b u r e a u c r a t i c  d e l a y s  in 
p r o c e s s i n g  impor t  l i c e n s e s .  R e f l e c t i n g  t'r.ese improvements ,  s a l e s  
o f  f o r e i g n  exchange  a t  t h i s  window by t h e  Bank of Uganda were 
o v e r  $25  m i l l i o n  o n  December 2 4 ,  1 9 8 2 ,  w e l l  i n  e x c e s s  of the 
mod i f i ed  c e i l i n g .  My a u t h o r i t i e s  a r e  commit ted t o  e l i m i n a t i n g  
t h e  dual excliange r a t e  b e f o r e  t h e  midd le  of 1984. 
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I n  c o n c l u s i o n ,  I s h o u l d  l i k e  t o  s t a t e  t h a t  my Ugandan a u t h o r -  
i t i e s  have  t h u s  f a r  taken a l l  t h e  a g r e e d  measures  i n  o r d e r  t o  
a c h i e v e  t h e  p rogram ' s  o b j e c t i v e s .  They have a l s o  i n d i c a t e d  
r e a d i n e s s  t o  implement  f u r t h e r  measures s h o u l d  i t  become n e c e s s a r y .  
I s h o u l d  t h e r e f o r e  nsk D i r e c t o r s  t o  adop t  t h e  proposed  d e c i s i o n s  
on pages  35 and 36 of EBS/83/5. 

Miss D i a l l o  obse rved  t h a t  t h e  s e r i o u s  economic and f i n a n c i a l  imbal-  
ances t h a t  had  been e x p e r i e n c e d  by Uganda i n  r e c e n t  y e a r s ,  and  t h a t  had 
l e d  t o  t h e  c u r r e n t  s tand-by  a r r angemen t  w i t h  t h e  Fund, had been  rev iewed 
i n  August 1982. 
since t h a t  t i m e  t o  c o r r e c t  t h e  i m b a l a n c e s ,  and t h e i r  d e t e r m i n a t i o n  t o  
res tare  E i n a n c i a l  s t a b i l i t y  and e s t a b l i s h  a sound b a s i s  For  s t r o n g  and 
s u s t a i n a b l e  growth was r e f l e c t e d  i n  t h e  s a t i s f a c t o r y  per formance  d u r i n g  
t h e  f i r s t  s i x  months of  t h e  s tand-by  a r r angemen t .  A l l  program t a r g e t s  
had  been  m e t ,  and  a l l  q u a n t i t a t i v e  per formance  c r i t e r i a  had been  o b s e r v e d  
t h r o u g h o u t  t h e  r ev iew p e r i o d .  A s  a r e s u l t ,  t h e  i n f l a t i o n  rate.  had been 
reduced  from more t h a n  100 pe r  cent  i n  1980/81 t o  abou t  25 per  c e n t  i n  
1982183; t h e  r e a l  r a t e  of growth of GDP had reached  10 per c e n t  i n  1981/82 ,  
r e f l e c t i n g  a s u b s t a n t i a l  i n c r e a s e  i n  a g r i c u l t u r a l  and i n d u s t r i a l  produc-  
t i o n ;  i n t e r e s t  r a t e s  had  been i n c r e a s e d  s u b s t a n t i a l l y  w i t h  a view t o  
promot ing  a n  e f f i c i e n t  i n t e r m e d i a t i o n  s y s t e m ;  and t i g h t  f i s c a l  and monetary  
p o l i c i e s  had b rough t  abou t  a s i g n i f i c a n t  impiovement i n  Uganda ' s  b a l a n c e  
of payments.  

The  a u t h o r i t i e s  tiad t a k e n  a number of i m p o r t a n t  m a s u r e s  

D e s p i t e  t h e  f a v o r a b l e  deve lopments  she  had ment ioned ,  t h e  b a s i c  
economic s t r u c t u r e  o i  Uganda remained  u e a k ,  Miss D i a l l o  c o n t i n u e d .  The 
a u t h o r i t i e s  were c o n s c i o u s  of t h e  need f o r  a c o n t i n u e d  s t r o n g  economic 
and f i n a n c i a l  p o l i c y  s t a n c e  and  € o r  s t r u c t u r a l  changes ,  and s h e  ho?ed 
t h a t  t h e  a p p r o p r i a t e  a d j u s t m e n t  would be e f f e c t e d  s o  t h a t  t h e  c o n d i t i o n s  
n e c e s s a r y  f o r  c o n t i n u e d  s u p p o r t  by t h e  Fund would be  m e t .  

As s h e  u n d e r s t o o d  i t ,  c h e r e  was a l i n k  between t h e  r e d u c t i o n  of 
e x t e r n a l  a r r ea r s  and t h e  c a n s i s t e n c y  of t h e  program, Miss D i a l l o  remarked;  
a n  i n d i c a t i o n  by t h e  s t a f t '  of t h e  impact  of a l a r g e r  r e d u c t i o n  i n  ex te rna l  
a r rears  on o t h e r  e l e m e n t s  of t h e  program would be welcome. I n  i t s  open ing  
s t a t e m e n t ,  t h e  s t a E f  had s u g g e s t e d  t h a t  ex t e rna l  bor rowing  by Uganda had 
been below e x p e c t a t i o n s ;  s h e  wondered w h e t h e r  t h e  low l e v e l  o f  bo r rowing  
was c o n s i s t e n t  w i t h  t h e  o t h e r  program t a r g e t s  and whethe r  t h e  a c t u a l  l e v e l  
of n e t  d o m e s t i c  c r e d i t  w a s  c o m p a t i b l e  w i t h  s u p p l y - s i d e  o b l e c t i v e s .  In 
c o n c l u s i o n ,  s h e  cou ld  f u l l y  s u p p o r t  bo th  t h e  proposed d e c i s i o n  c o n c l u d i n g  
t h e  1982 Art ic le  X I V  c o n s u l t a t i o n  and t h e  d e c i s i o n  on t h e  review of t h e  
s tand-by a r r angemen t .  

M r .  Grosciie s t a t e d  t h a t  h e  t o o  cou1.d s u p p o r t  t h e  proposed  d e c i s i o n s .  
The a u t h o r i t i e s  d e s e r v e d  commendation f o r  t h e  s a t i s E a c t o r y  r e s u l t s  a c h i e v e d  
t h u s  f a r  unde r  t h e  startd-by a r r angemen t  and f o r  t h e i r  c o n t i n u e d  e f f o r t s  to 
meet t h e  o b j e c t i v e s  o f  t h e  program. 
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On t h e  e x t e r n a l  s i d e ,  M r .  Grosche c o n t i n u e d ,  a f u r t h e r  improvemcnc 
i n  t h e  b a l a n c e  of payments was e x p e c t e d  i n  1982/83, main ly  because  of 3 
s h i f t  i n  t h e  c a p i t a l  accoun t  f rom d e f i c i t  t o  s t i r p l u s ;  t h e  c u r r e n t  accoun t  
d e f i c i t  was expec ted  t o  widen. E x t e r n a l  e q u i l i b r i u m  c o n t i n u e d  t o  be a 
matter o f  c o n c e r n ,  and exchange rate p o l i c y  remained of  c r u c i a l  impor t ance .  
He welcomed t h e  i n t e n t i o n  of t h e  a u t h o r i t i e s  t o  u n i f y  t h e  exchange ra tes  
a t  a level  t h a t  f u l l y  r e f l e c t e d  t h e  p r e v a i l i n g  s c a r c i t y  of  f o r e i g n  exchange ,  
b u t  he wondered whe the r  t h e  u n i f i c a t i o n  c o u l d  not  be completed somewhat 
b e f o r e  t h e  midd le  o f  1984, e s p e c i a l l y  g i v e n  t h e  s u g g e s t i o n  by t h e  s t a f f  
t h a t  t he  marg in  between t h e  ra tes  of exchange  p r e v a i l i n g  a t  the  two windows 
had been p r o g r e s s i v e l y  d e c l i n i n g .  Whatever d a t e  was d e c i d e d ,  t h e  a u t h o r -  
ities s h o u l d  i n  the  meantime k e e p  t h e  sys tem under  c o n s t a n t  review and 
p r o g r e s s i v e l y  s h i f t  t r a n s a c t i o n s  from t h e  f i r s t  t o  t h e  second window. 

In p r e v i o u s  E x e c u t i v e  Board d i s c u s s i o n s  o n  Uganda's economy, s e v e r a l  
D i r e c t o r s  had ment ioned  t h a t  a f u r t h e r  upward ad jus tmen t  i n  i n t e r e s t  rates 
would bc n e c e s s a r y ,  Mr. Grosche r e c a l l e d .  However, a c c o r l i n g  t o  the  s t a f f  
r e p o r t ,  r a t e s  on d e p o s i t s  had n o t  been i n c r e a s e d  s i n c e  June  1981. The 
a u t h o r i t i e s  had j u s t i f i e d  t h e i r  r e l . u c t a n c e  t o  ra ise  d e p o s i t  ra tes  f u r t h e r ,  
b u t  t h e  s t a f f  a p p a r e n t l y  f e l t  t h a t  t h e y  "should  c o n t i n u e  t o  keep, l n t e r e s t  . 
r a t e  p o l i c y  under  review." P e r h a p s  t h e  s t a f f  c o u l d  e l a b o r a t e  f u r t h e r  on 
t h e  a p p r o p r i a t e n e s s  of t h e  c u r r e n t  i n t e r e s t  r a t e s .  

A number of improvements  were c a l l e d  f o r  i n  t h e  budgetary  pe r fo rmance ,  
M r .  Groscne c o n s i d e r e d .  On t h e  r evenue  s i d e ,  t h e  a u t h o r i t i e s  were committed 
t o  f i n d i n g  o t h e r  s o u r c e s  of  reveiiue to  compensate  f o r  t h o s e  t h a t  would no  
l o n g e r  be s i g n i f i c a n t  once  t h e  u n i f i c a t i o n  of t h e  exchange r a t e s  had been 
a c h i e v e d .  H e  would a p p r e c i a t e  hear ing  f r o m  t h e  s t a f f  more on  the  n a t u r e  
of t h e  measures  a n t i c i p a t e d  and whether  t h e y  had been t a k e n  i n t o  accoun t  
i n  t h e  somewhat o p t i m i s t i c  revenue  f o r e c a s t s  put forward by Mr. Sangare .  
On t h e  e x p e n d i t u r e  s i d e ,  he was conce rned  about  t h e  growing d i s c r e p a n c y  
be tween d i s b u r s e m e n t s  and commitments a s  w e l l  as by o t h e r  f a c t o r s  t h a t  
were g e n e r a t i n g  upward p r e s s u r e s  o n  e x p e n d i t u r e .  In t h e  c i r c u m s t a n c e s ,  
he would welcome any t e c h n i c a l  a s s i s t a n c e  t h a t  t h e  Fund o r  o t h e r  i n s t i t u -  
t i o n s  c o u l d  p rov ide  t o  i n p r o v e  e x p e n d i t u r e  c o n t r o l  mechanisms. F i n a l l y ,  
l i k e  o t h e r s ,  he commended t h e  a u t h o r i t i e s  f o r  t h e i r  w i i l i n g n e s s  t o  i m p l e -  
ment any  f u r t h e r  measures  t h a t  might  be n e c e s s a r y  t o  a c h i e v e  t h e  program's  
o b j e c t i v e s .  

Mr. T a y l o r  c o n s i d e r e d  t h a t  Uganda was,  i n  one sense, a tes t  c a s e  f o r  
t h e  s u c c e s s  o f  t h e  Fund's  p o l i c i e s  i n  A f r i c a .  " h e  p r o g r e s s  be ing  made 
a t t e s t e d  t o  t h e  e f f e c t i v e n e s s  of  t he  c l o s e  c o o p e r a t i o n  between t h e  Fund 
and t h e  World Bank i n  c a s e s  i n  which s t r u c t u r a l  ad jus tmen t  was r e q u i r e d  
ove r  a l e n g t h y  p e r i o d ;  i t  was a l s o  a s i g n  of t h e  u s e f u l n e s s  o f  ample and 
c o n t i n u e d  t e c h n i c a l  a s s i s t a n c e  by  b o t h  i n s t i t u t i o n s .  

The TJgandan a u t h o r i t i e s  f a c e d  a Hercu lean  t a s k  i n  r e b u i l d i n g  t h e i r  
s h a t t e r e d  economy, and progress t h u s  f a r  had been good i n  a d v e r s e  ci rcum- 
s t a n c e s ,  Mr. T a y l o r  cont i .nued.  The a u t h o r i i i e s  had s u c c e s s f u l l y  completed 
p u r c h a s e s  under  t h e  1981/82 s tand-by  a r r a n g c m e n t ,  a n d  h e  w a s  p l e a s e d  to 
s e e  t h a t  t h e  c u r r e n t  s tand-by  a r r angemen t  remained on track. Some s h a r p  
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p r i c e  increases i n t r o d u c e d  i n  t h e  c o u r s e  G? t h e  Firs t  s tand-by  program 
had helped t o  keep  r e a l  wages a t  a low l e v e l ;  o v e r  t i m e ,  i t  would Le 
important t o  provide f o r  Some r e c o v e r y  i n  r ea l  wages i n  o r d e r  t o  s t r e n g t h e n  
domesc ic  demand a d  t o  p r o v i d e  t h e  r e s o u r c e s  f o r  i n c r e a s e d  s a v i n g s ,  w h i l e  
avaiding a r e t u r n  of inflation. The r a t e  o f  i n f l a t i o n  had been n e c e s s a r i l y  
h i g h  d u r i n g  t h e  f i r s t  s tand-by a r r a n g e m e n t ,  and i t  was encouraging t o  see 
t h a t  it had been  r e d u c e d  t o  t h e  r e l a t i v e l y  low l e v e l  o f  11 per cent  f o r  
t h e  year ended J u n e  1982. He hoped t h a t  t h e  r e p o r t  of t he  C i v i l  S e r v i c e  
S a l a r i e s  Review Commission would p r o v i d e  h e l p f u l  gu idance  t o  t h e  a u t h o r i t i e s .  

On the  f i s c a l  s i d e ,  Mr. T a y l o r  no ted  t h a t  t h e  a u t h o r i t i e s  had a c h i e v e d  
a s u b s t a n t i a l  r e d u c t i o n  i n  t h e  budge t  d e f i c i t ,  which w a s  p r o j e c t e d  t o  
d e c l i n e  to 2 1  p e r  cen t  of t o t a l  e x p e n d i t u r e  i n  t h e  c u r r e n t  f i s c a l  y e a r .  
The r e d u c t i o n  had i n  p a r t  r e s u l t e d  from redaced  s p e n d i n g  because  of  t h e  
economy's low a b s o r p t i v e  c a p a c i t y ,  h u t  i t  was p l e a s i n g  t o  see t h a t  i t  had 
a l so  r e s u l t e d  f rom an improvement in t ax  a d m i n i s t r a t i o n  and a s u b s t a n t i a l  
i n c r e a s e  i n  revenue .  The a u t h o r i t i e s  were t o  be commended f o r  having  
implemented all t n e  major  recommendat ions c o n t a l n e d  in t h e  1980 Fund Tax 
Repor t  and f o r  p e r s e v e r i n g  w i t h  improvements  i n  the  t a x  a d m i n i s t r a t i o n  
i n  t h e  c u r r e n t  f i s c a l  y e a r ;  r e v e n u e s  s h o u l d  b e n e f i t  from t h e  b roaden ing  
o f  t he  tax base  as r e c o v e r y  and p r o d u c t i o n  p r o g r e s s e d .  

I t  was d i f f i c u l t  t o  s t r i k e  a b a l a n c e  in t h e  a r e a  of  p u b l i c  expendi -  
t u r e ,  M r .  T a y l o r  c o n s i d e r e d .  On t h e  one  hand,  t h e  a u t h o r i t i e s  would 
n a t u r a l l y  wish t o  press ahead  w i t h  improvements i n  a g r i c u l t u r e ,  i n d u s t r i a l  
p r o d u c t i o n ,  and t h e  t r a n s p o r t  sector as env i saged  i n  the  Recovery Program; 
on t h e  o t h e r  hand,  t h e y  would need t o  r e d o u b l e  t h e i r  e f f o r t s  i n  o t h e r  areas 
t o  c o n t r o l  p u b l i c  e x p e n d i t u r e  i n  o r d e r  f u r t h e r  t o  r educe  t h e  d e f i c i t  wi th-  
o u t  add ing  too  much t o  t h e  t a x  burden.  He welcomed t h e  p re sence  i n  Uganda 
of a budge t  advisor - -under  t h e  Fund ' s  t e c h n i c a l  a s s i s t a n c e  program--to h e l p  
w i t h  the comprehens ive  a s s e s s m e n t  o f  e x p e n d i t u r e  i n  L982/83. Ue a g r e e d  
w i t h  t h e  s t a f f  t h a t  t h e  s e a r c h  f o r  economies shou ld  c e n t e r  i n  t h e  a r e a s  
of government wages,  s e c u r i t y  e x p e n d i t u r e ,  and t h e  management o f  p a r a s t a t a l  
c o r p o r a t i o n s .  Noting t h a t  t h e  Government had expec ted  t o  u n d e r t a k e  a n  
i n -dep th  s t u d y  o f  t h e  p a r a s t a t a l  s e c t o r  , h e  wondered whether  Mr. Sangare  
o r  t h e  s t a f f  c o u l d  p r o v i d e  up-to-date  i n f o r m a t i o n  on  t h e  progress of  t h a t  
s t u d y .  One area of t h e  p u b l i c  f i r , a n c e s  m e r i t i n g  p a r t i c u l a r  a t t e n t i o n  was 
t h a t  o f  domes t i c  payments = i r rears ,  which had i n c r e a s e d  d u r i n g  t h e  p r e v i o u s  
f i s c a l  y e a r .  He would a p p r e c i a t e  h e a r i n g  from t h e  s t a f f  more d e t a i l e d  
I n f o r m a t i o n  on t h e  present: l e v e l  of a r r e a r s  and whether  t h e  a u t h o r i t i e s  
had given a n y  though t  t o  a t i m e t a b l e  f o r  t h e i r  e l i m i n a t i o n .  

The measures t a k e n  by t ; ;e a u t h o r i t i e s  i n  t he  a r e a  of c r e d i t  pol icy--  
n o t a b l y  t h e  i n c r e a s e  i n  i n t e r e s t  r a t e s  d u r i n g  1981--had c o n t r i b u t e d  t o  r h e  
r e d u c t i o n  i n  t h e  r a t e  of i n f l z t t i o n  and t o  a marked i n c r e a s e  i n  t h e  r a t e  of 
domes t i c  s a v i n g s ,  Mr. Tay lo r  o b s e r v e d .  As t h e  r e c o v e r y  p roceeded ,  i t  would 
be impor t an t  t o  k e e p  i n t e r e s t  ra tes  unde r  rev iew w i t h  t h e  d u a l  o b j e c t i v e  
o f  c o n t a i n i n g  i n f l a t i o n a r y  c r e d i t  c r e a t i o n  and f u r t h e r  s t i m u l a t i n g  p r i v a t r  
s a v i n g s .  "he a u t h o r i t l c s  might  s e r i o u s l y  c o n s i d e r  a f u r t h e r  i n c r e a s e  i n  
I n t e r e s t  ra tes  i f  c i r c u m s t a n c e s  w a r r a n t e d .  On t h e  s u p p l y  s i d e ,  e f f o r t s  
were b e i n g  made to  reduce s t r u c t u r a l  d i s t o r t i o n s  i n  t he  economy and t o  
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s t r e n g t h e n  c ornpe t i  t i o n  by improving  t r a n s p o r t  and m a r k e t i n g  d is  t r t b u t  i n n .  
D e s p i t e  t h e  h i g h  c o s t  o f  some impor ted  i n p u t s ,  t h e  a g r i c u l t u r a l  s e c t o r  was 
making a n  i m p r e s s i v e  c o n t r i b u t i o n  t o  economic r e c o v e r y ;  inore r e a l i s t i c  
p r o d u c e r  p r i c e s  were h a v i n g  t h e  d e s i r e d  e f f e c t ,  and he urged t h e  a u t h o r -  
i t i e s  t o  e n s u r e  t h a t  t h o s e  p r 5 c e s  remained s u f f i c i e n t l y  r e m u n e r a t i v e .  The 
d i v e r s i f i c a t i o p  of e x p o r t s  was a l s o  a welcome development .  I n  p a r t i c u l a r ,  
t h e  investment i n  t h e  c o t t o n  i n d u s t r y  had been h e l p f u l ,  because  c o t t o n - -  
being an a n n u a l  crop--generated a r e l a t i v e l y  q u i c k  r e t u r a .  

T u r n i n g  t o  e x t e r n a l  p o l i c y ,  Mr. T a y l o r  welcomed t h e  e s t a b l i s h m e n t  of 
t h e  Aid C o o r d i n a t i o n  Committee. It would be m o s t  d e s i r a b l e  f o r  Uganda t o  
make e f f i c i e n t  u s e  of a v a i l a b l e  a i d ,  n o t  o n l y  t o  r e t a i n  t h e  confidence o f  
donors  b u t  a l s o  t o  p r e v e n t  any a v o i d a b l e  s h o r t € a 1 1  i n  i n v e s t m e n t ,  t h u s  
s a f e g u a r d i n g  growth p r o s p e c t s  a n d  t h e  momentum of r e c o n s t r u c t i o n .  

The d u a l  exchange r a t e  s y s t e m  a p p e a r e d  to have o p e r a t e d  smooth ly  
s i n c e  t h e  changes  implemented i n  November 1982 ,  Mr. T a y l o r  c o n t i n u e d .  
C l e a r l y ,  i t  had t a k e n  time f o r  t h e  a u t h o r i ' t i e s  t o  l e a r n  how t o  o p e r a t e  
the s y s t e m  t o  t h e  b e s t  eEfect;  however,  as t h e  i n i t i a l  d i f f i c u l t i e s  had 
b e e n  i r o n e d  o u t ,  i t  was time t o  b e g i n  t h i n k i n g  about  r e u n i f i c a t i o n  of  
t h ?  exchange ra te .  He t h e r e f o r e  welcomed t h e  a u t h o r i t i e s '  s t a t e d  commit- 
ment t o  e l i m i n a t e  t h e  d u a l  s y s t e m  b e f o r e  t h e  middle  of 1984. He noted  
t h a t  t h e  o f f i c i a l  and commercial  r a t e s  had a l r e a d y  converged  t o  some 
e x t e n t ,  which was a good i n d i c a t i o n  t h a t  t h e  a r r a n g e m e n t s  were working 
i n  t h e  r i g h t  d i r e c t i o n .  To o p e r a t e  a d u a l  exchange market as p a r t  o f  a 
Fund program was a n o v e l  exerc ise ,  a b o u t  which much needed to  be l e a r n e d .  
He would welcome a n  a s s e s s m e n t  by t h e  s t a f €  of  t h e  s u c c e s s  o f  t h e  v e n t u r e  
t h u s  f a r ,  as w e l l  a;; a n  i n d i c a t i o n  of w h e t h e r  any t h o u g h t  had y e t  been 
g i v e n  t o  a l t e r n a t i v e  revenue  s o u r c e s  t o  r ep lace  t h e  exchange p r o f i t s  when 
t h e  t w o - t i e r  sys tem w a s  e v e n t u a l l y  merged. 

The p r o g r e s s  made i n  l i q u i d a t i n g  e x t e r n a l  payments arrears  w a s  
welcome, and h e  noted  t h e  p lanned  o v e r a l l  r e d u c t i o n  of $63  m i l l i o n ,  
i n c l u d i n g  r e s c h e d u l i n g  ove r  t h e  p e r i o d  o f  t h e  c u r r e n t  s tand-by  a r r a n g e -  
ment, Mr. T a y l o r  commented. However, h i s  a u t h o r i t i e s  f e l t  t h a t  a f a s t e r  
r e d u c t i o n  o f  R r r e a r s  would h e l p  e x t e r n a l  c o n f i d e n c e  and might  even r e l e a s e  
new c r e d i t  f o r  t h e  economy. Lf e x p o r t  r ece ip t s  turned  ouc t o  be h i g h e r  
t h a n  c u r r e n t l y  p r o j e c t e d ,  t h e  a u t h o r i t i e s  s h o u l d  be a b l e  t o  speed  u p  t h e  
r e d u c t i o n  of a r r e a r s  w i t h o u t  t o o  much d i f f i c u l t y .  

T h e  s t a f f ' s  c o n c i s e  assessment O F  Uganda's exchange r e s t r i c t i o n s  w a s  
h e l p f u l ,  Mr. T a y l o r  remarked.  In  c u r r e n t  c i r c u m s t a n c e s ,  i t  was approqr i a t : e  
€ o r  t h e  Fund t o  a p p r o v e  t h o s e  r e s t r i c t i o n s ,  i i i c l u d i n g  r h e  d u a l  exchang? 
r a t e ,  a t  l e a s t  u n t i l  t h e  end of  O c t o b e r  L983, by whicb time i t  was t o  be 
hoped t h a t  a follow-on s tand-by  ar rangement  would have been p r e s e n t e d  t o  
t h e  Hoard. F i n a l l y ,  he c o u l d  s u p p o r t  b o t h  t h e  s t d f f  a p p r a i s a l  a!id t h e  
proposed d e c i s i o n s  

?Iiss Le  L o r i e r  observed  t h a t  t h e  case of Uganda was a s t r i k 2 n g  
example of the r a p i d i t y  w i t h  w h i c h  t h e  impl.ementaticn o f  s o u n d  economic 
and f i n a n c i a l  p o l i c i e s - - t o g e  t h e r  w i t h  assistance f r o m  t h e  i n t e r n a t i o n a l  
community--could r e v e r s e  a b a d l y  d e t e r i o c a t % n g  s i t u a t i o n  and p u t  a n  
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ecor,omy back on track toward r e c o v e r y .  The Ugandan a u r h o r i t L e s  s h o u l d  
b e  commended f o r  t h e i r  achievements and e f f o r t s  t h u s  f a r ,  which augured  
well f o r  t h e  f u t u r e .  

. Producer p r i c e s  f o r  food  c rops  had been f r e e d  since May 1981, r e s u l t -  
ing i n  a r e s t o r a t i o n  of s e l f - s u f f i c i e n c y  i n  food,  Miss Le L o r i e r  c o n t i n u e d .  
P r o d u c e r  p r i c e s  f o r  ma jo r  e x p o r t  c r o p s  were s t i l l  de te rmined  by t h e  
Government, but t h e y  had been r a i s e d  s u b s t a n t i a l l y  i n  t h e  c o u r s e  of 1982, 
and had a p p a r e n t l y  provided  t h e  f a r m e r s  w i t h  s u f f i c i e n t  i n c e n t i v e s  
t o  promore a s h a r p  i n c r e a s e  i n  p r o d u c t i o n .  Nonethel .ess ,  some o f  che 
prices l i s t e d  i n  T a b l e  3 o f  t h e  s t a f f  r e p o r t  remained lower  in November 
1982 t h a n  the l e v e l  of i n t e r n a t i o n a l  p r i i e s  would seem t o  p e r m i t .  The 
discrepancy was p a r t i c u l a r l y  striking i:i t h e  c a s e  of c o f f e e ,  € o r  which 
t h e  i n t e r n a t i o n a l  p r ice  was more t h a n  f o u r  times t h e  producer  p r i c e ,  
and f o r  cocoa ,  f o r  which the  same r a t i o  w a s  about  6:1, i n d i c a t i n g  t h a t  
t h e r e  remained a s i z a b l e  l e v y  on e x p o r t  c r o p  p r o d u c e r s ,  a p o i n t  t h a t  was 
conf i rmed  by t h e  share of e x p o r t  t a x e s  i n  government  r evenues .  A s  f u r t h e r  
increases i n  p r o d u c t i o n  would depend upon h i g h e r  yields--which i m p l i e d  a 
g r e a t e r  use of a g r i c u l t u r a l  i n p u t s - - i t  was c r u c i a l  t h a t  p roduce r s  s h o u l d  
be provided  wi th  s u f f i c i e n t  r e t u r n s ;  moreover ,  i f  p roducer  p r ices  were 
less t h a n  those  p r e v a i l i n g  i n  n e i g h b o r i n g  c o u n t r i e s ,  a n  unwanted r e v i v a l  
of smuggling cou ld  o c c u r .  Ne2 s t e p s  would need  to  be t a k e n  t o  b roaden  
t h e  tax base  and s t r e n g t h e n  t h e  f i s c a l  a d m i n i s t r a t i o n  i n  o r d e r  t o  m a i n t a i n  
t h e  r e v e n u e s  of t h e  p u b l i c  s e c t o r ,  a n d ,  a t  t h e  l e a s t ,  f u r t h e r  d e p r e c i a t i o n s  
of  the o f f i c i a l  exchange r a t e  shou ld  be immee ia t e ly  and f u l l y  r e f l e c t e d  
i n  p roduce r  p r i c e s .  

Turn ing  t o  the exchange ra te  sys tem,  Miss L e  L o r i e r  remarked t h a t  t h e  
results a l r e a d y  a c h i e v e d  under  t h e  d u a l  marke t  e s t a b l i s h e d  i n  P a g u s t  were 
n o t i c e a b l e ,  w i t h  t h e  gap between t h e  exchange r a t e s  a t  t h e  two windows 
h a v i n g  narrowed c o n s i d e r a b l y .  She c o u l d  s u p p o r t  t h e  o b j e c t i v e  o f  a c h i e v i n g  
a r e u n i f i c a t i o n  of t h e  exchange r a t e ,  a l t h o u g h  s h e  was u n c e r t a i n  about  the 
a p p r o p r i a t e  t i m i n g .  Most i m p o r t s  c o n t i n u e d  t o  be f i n a n c e d  a t  t h e  f i r s t  
window, and i t  seemed p o s s i b l e  t h a t  a r a p i d  f u r t h e r  d e p r e c i a t i o n  o f  t h e  
o f f i c i a l  exchange r a t e  might  have s t r o n g  i n f l a t i o n a r y  and d i s r u p t i v e  
e f f e c t s .  The i n f l a t i o n  r a t e  f o r  1 9 6 2 / 8 3  had been p r o j e c t e d  a t  2 5  p e r  
c e n t ,  and i t  would be i n t e r e s t i n g  t o  know whether  t h a t  estimate cook i n t o  
a c c o u n t  t he  e f f e c t s  o f  a r e u n i f i c a t i o n  of  t he  exchange rate ar.d whe the r  
t h e  p r o j e c t i o n  remained v a l i d  i n  light of recent developments. She w o u l d  
a l s o  be i n t e r e s t e d  i n  h e a r i n g  f u r t h e r  e l a b o r a t i o n  from t h e  staff o n  the 
v a r i o u s  e l e m e n t s  t h a t  shou ld  be t a k e n  i n t o  accoun t  i.n a s s e s s i n g  t h e  
d e s i r a b i l i t y  of e v e n t u a l l y  a c c e l e r a t i n g  o r  pos tpon ing  t h e  u n i f i c a t i o n  of 
t h e  two marke ts .  For i n s t a n c e ,  s h o u l d  t h e  p e r s i s t e n c e  o f  a p a r a l l e l  
m a r k e t  have a h e a r i n g  on t he  t i m i n g  of t h e  r e u n j f i c a t i o n ?  O n  t h e  f i s ca l .  
s i d e ,  there would be a l o s s  i n  r e v e n u e s  re la ted  t o  t h e  d i s a p p e a r a n c e  o f  
exchange  p r o f i t s ;  o n  t h e  o t h e r  riand, t h e r e  c o u l d  be a g a i n  Ln r evenues  
because  of  i n c r e a s e d  e x p o r t  d u t i e s .  On t h e  e x p e n d i t u r e  s i d e ,  b o t h  t h e  
h i g h e r  t h a n  a n t i c i p a t e d  r a t e  a t  t h e  second window and a d e p r e c i a t i o n  o f  
t h e  r a t e  a t  t h e  f i r s t  window had t h u s  f a r  worked i n  t h e  same d i r e c t i o n  
a n d  g e n e r a t e d  upward p r e s s u r e s  on expendi  cu res .  Hence, f u r t h e r  a n a l y s i s  
o f  t h e  consequences  o f  a r e u n i f i c a t i o n  f o r  t h e  f i s c a l  s i t u a t i o n  w c z u l d  
seem w a r r a n t e d .  C)n t'le whole ,  she Favored f l e x i b i l i t y  i n  t h e  t i m i n g  of 



- 13 . E B M / 8 3 / 3 3  - 2 / 2 2 / 8 3  

t h e  r e u n i f i c a t l o n  and c o n s i d e r e d  t h e  d a t e  of: mid-1384 as  more of a t a r g e t - -  
dependen t  upon t h e  v a l i d i t y  o f  c u r r e n t  assumpt  ions-- than a d e a d l i n e .  

Pragmatism and f l e x i b i i i t y  shou ld  be m a i n t a i n e d  ic t h e  d e s i g n  of  
t h e  a d j u s t m e n t  e f f o r t  i n  Uganda, Miss ],e L o r i e r  c o n s i d e r e d .  The s t a f f  
h a ;  p o i n t e d  t o  weaknesses  i n  c o m p e t i t i v e n e s s  and to '  t h e  h i g h  p r o f i t  
marg ins  of middlemen; i t  had a l s o  remarked on t h e  need t o  improve wages 
and s a l a r i e s  of c i v i l  s e n r a n t s  w h i l e  r e d u c i n g  t h e i r  number, t h e  weakness 
o f  t h e  still f r a g i l e  t x k i n g  s e c t o r ,  and t h e  need € o r  e v e n t u a l  government 
i n t e r v e n t i o n  t o  enhance  t h e  re: s b i l i t a t i o n  of  t h e  econoay. She w a s  c o n f i -  
d e n t  t h a t  t h e  s t a f f ,  i n  d e a l i n g  w i t h  t h o s e  matters,  would c o n t i n u e  t o  show 
i m a g i n a t i o n  o n  t h e  o c c a s i o n  o f  l a t e r  r e v i e w s  o f  t h e  c u r r e n t  program and 
i n  n e g o t i a t i n g  any  fol low-on programs.  

M r .  Dallara r e c a l l e d  t h a t ,  d u r i n g  t h e  i n i t i a l  d i s c u s s i o n  of t h e  
stand-b;. a r r angemen t  i n  August 1982,  he had s t r e s s e d  t h a t  t h e  p roces :  o f  
r e s t o r i n g  Uganda 's  economy t o  a p a t h  o f  long-tern? growth  and a sustainable 
p a y a e n t s  p o s i t i o n  would t a k e  a number of y e a r s  and p e r s e v e r a n c e  on  the  
p a r t  o f  t h e  a u t h o r i t i e s .  He was p l e a s e d  t o  n o t e  t h a t ,  s i n c e  August, t h e  
aut :hori t !es  hi.4 shown  a de te rmined  e f f o r t  t o  r e s t o r e  economic s t a b i l i t y ,  
;1 id r:ic r-c~noiny had responded p o s i t i v e i y  t o  t h e  Government 's  p o l i c i e s .  
Levels of p r o d u c t i o n  i n  key  s e c t o r s  were c o n t i n u i n g  t o  r ise,  and t h e  
p r o s p e c t s  f o r  f u r t h e r  p r o g r e s s  looked  good, SD l o n g  as t h e r e  was a con- 

t h e  r e c o r d  of  achievement  t o  d a t e  under  t h e  program, h e  cou ld  s u p p o r t  
b o t h  proposed  d e c i s i o n s  The Memorandum o n  Economic and F i n a n c i a l  P o l i c i e s  
f o r  1982 f83  w a s  g e n e r a l l y  w e l l  d e s i g n e d  and s h o u l d  s e r v e  t o  promote the 
a d  j u s  trnent e f f o r t  . 

- t i n u e d  w i l l i n g n e s s  t o  ?:lake f u r t h e r  p o l i c y  changes  as n e c e s s a r y .  Given 

Regard ing  t h e  exchange ra te  reg ime,  Mr. J a l l a r a  s a i d  t h a t  he was 
p l e a s e d  t o  n o t e  t h a t  t h e  mod i f i ed  per formance  c r i t e r i a  r e l a t e d  t o  t h e  
volume of sa les  of f o r e i g n  exchange a t  t h e  second window had been m e t  a t  
t h e  end o f  December. Moreover ,  t h e  exchange r a t e  p o l i c y ,  i n  c o n j u n c t i o n  
w i t h  p roduce r  p r i c i n g  and d t h e r  p o l i c y  changes ,  appeared  t o  be having  
t h e  d e s i r e d  r e s u l t  of s t i m u l a t i n g  p r o d u c t i o n  and e x p o r t s  and g e n e r a l l y  
promot ing  a more e f f i c i e n t  a l l o c a t i o n  of r e s o u r c e s .  Hs welcomed the 
a d d i t i o n a l  measures t h a t  had been a d o p t e d  t o  e l i m i n a t e  che d i s i n c e n t i v e s  
t o  the  f u l l  u t i l i z a t i o n  of t h e  s e c o n d  window by p a r t i c i p a n t s .  

H c  w a s  a l s o  p l e a s e d  t o  see t n a t  a t i m e t a b l e  f o r  t h e  u n i f i c a t i o n  o f  
t h e  two r a t e s  had been e s t a b l i s h e d ,  Mr. Dal la ra  con t inued :  but he was con- 
c e r n e d  about  the pace a t  which t h e  two m a r k e t s  were t o  be u n i f i e d .  Like 
Mr. Grosche and o t h e r s ,  h e  would encourage  t h e  a u t h o r i t i e s  t o  a c c e l e r a t e  
t h e  pace o f  u n i f i c a t i o n ,  e s p e c i a l l y  s i n c e  t h e  d i f f e r e n c e s  between t h e  two 
r a t e s  had been nar rowing .  U n i f i c a t i o n  ear t i e r  than  mid-1984 c o u l d  p r o v i d e  
an a d d i t i o n a l  i n c e n t i v e  f o r  e x p o r t s ,  w h i c h  could  f u r t h e r  s t r e n g t h e n  t h e  
ba lance  of payments.  It was a p p r o p r i a t e  t h a t  t h e  approva l  of t h e  exchange 
r e s t r i c t i o n s  on payments a n d  t r a n s f e r s ,  t o g e t h e r  w i t h  t h e  m u l t i p l e  c u r r e n c y  
p r a c t i c e  invo lved  i n  the  a p p l i c a t i o n  o f  t h e  d u a l  exchange a r r angemen t s  
would be  g r a n r e d  o n l y  u n t i l  Oc tobe r  31, 1983. I d e a l l y ,  t h o s e  p r a c t i c e s - -  
and t h e  d u a l  exchange ra te  system i t s e l f - - s h o u l d  be e l i m i n a t e d  by t h a t  t i m e .  
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Turn ing  t o  s u p p l y - s i d e  measu res ,  M r .  Dallara o b s e r v e d  t h a t  p r o d u c e r  
p r i c e s  .hgd g e n e r a l l y  been  s a t i s f a c t o r y ,  w i t h  i m p r e s s i v e  chdnges made i n  
a number of areas. However, he  would 3pprec ia i - e  some f u r t h e r  a s s e s s m e n t  
o f  t h e  adequacy o f  c u r r e n t  pr!ce l e v e l s ;  Tab?Le 3 on page 8 of t h e  s t a f f  
p a p e r  provided  u s e f u l  da.ta on t h e  p e r c e n t a g e  changes  i n  p roduce r  p r i c e s ,  
b u t  i t  d$d Inor re la te  t h o s e  changes  t o  wor ld  p r i c e  l e v e l s .  He s u p p o r t e d  
t h e  staff view t h a t  p r o d u c e r  p r i c e s  f o r  1983 would need t o  be m s n i t o r e d  
c lose ly . .  Not ing  t h a t  Uganda 's  1982183 c o f f e e  q u o t a  had been r e d u c e d ,  he 
wo:ndered% what impact  t h a t  r e d u c t i o n  would have on i x p o r t  e a r n i n g s .  A l s o ,  
g i v e n  t h e  s u g g e s t i o n  by t h e  s t e f f  t h a t  t h e  l a c k  of c o m p e t i t i o n  had a l lowed 
some c.ons.umer prices t o  r,emain too  h i g h ,  he wondered what s p e c i f i c  s t e p s  
t h e  a u t h o r i E i e s  had i n  mind t o  d e a l  w i t h  t h a t  d e f i c i e n c y .  

Per formance  on t h e  f i s c a l  s i d e  had on b a l a n c e  been somewhat b e t t e r  
t h a n  e x p e c t e d ,  Mr. Dallara remarked.  However, f i s c a l  p o l i c y  s h o u l d  remain  
a c e n t r a l  p a r t  o f  Uganda's a d j u s t m e n t  e f f o r t  b e c a u s e ,  i n  s p i t e  of t h e  
p r o g r e s s  made t h u s  f a r ,  s i g n i f i c a n t  weaknesses  remained. He welcomed 
t h e  tmp lemen ta t ion  o f  v i r t u a l l y  a l l  t h e  recommendat ions of t h e  1980 Tax 
Repor t  p repa red  by t h e  Fund. It was i m p e r a t i v e  t h a t  t he  u n d e r l y i n g  tax 
b a s e  be expanded;  w h i l e  t h e  a u t h o r i c i e s  wete o b v i o u s l y  in agreemeat  w i t h  
t h a t  v i e w ,  he  was no t  e n t i r e l y  r e a s s u r e d  t h a t  t hey  had f u l l y  come t o  g r i p s  
w i t h  t h e  problem of p o t e n t i a l  r evenue  Loss from t h e  exchange p r o f i t s  t a x  
once  t h e  d u a l  exchange ra tes  were e l i m i n a t e d .  He encouraged them t o  d e a l  
w i t h  t h e  matter a t  a n  e a r l y  s t a g e ,  s i n c e  t h e  problem was c l e a r l y  r e l a t e d  
t o  the  pace  a t  which u n i f i c a t i o n  of t h e  two r a t e s  c o u l d  be ach ieved .  

Encouraging t h e  commerc ia l  banks t o  t a k e  a more a c t i v e  r o l e  i n  assess- 
ing t h e  c r e d i t  r i s k s  of  t h e  p a r a s t a t a l s  s h o u l d  be h e l p f u l ,  M r .  Dallara 
c o n s i d e r e d .  Such marke t -d r iven  d i s c i p l i n e  would h e l p  t o  s t r e n g t h e n  :he 
economic per formance  of t h e  p a r a s t a t a l s ,  which remained a tnajor problem 
area ,  b o t h  f o r  t h e  budget  a n d ,  i n  g e n e r a l ,  f o r  economic e f f i c i e n c y .  He 
welcomed t h e  p l a n  to  m d e r t a k e  a comprehens ive  s t u d y  o f  t he  p a r a s t a t a l s ;  
i n  t h e  meant ime,  however,  t h e  a u t h o r i t i e s  shoi:: 1 t a k e  a d d i t i o n a l  measures 
t o  t i g h t e n  t h e  management and a c c o u n t a b i l i t y  of t h e  p a r a s t a t a l  e n t e r p r i s e s .  
Another  a s p e c t  o f  t h e  budge t  m e r i t i n g  .concern w a s  e x p e n d i t u r e  c o n t r o l ,  a n  
area i n  which p r o g r e s s  seemed t o  be l a c k i n g .  The s t a f f  had t h o r o u g h l y  
o u t l i n e d  t h e  nature of t h e  problem and t h e  need f o r  a c t i o n ,  and h e  hoped 
t h e  a u t h o r i t i e s  would f o l l o w  r h e  s t a f f ' s  a d v i c e .  

On monetary p o l i c y ,  Mr. D a l l a r a  a g r e e d  w i t h  o t h e r s  t h a t  t h e  i s s u e  of 
d e p o s i t  i n t e r e s t  r a t e s  r e q u i r e d  f u r t h e r  examina t ion ,  a l t h o u g h  t h e  o b j e c t i v e  
shou ld  be u l t i m a t e l y  t o  r a i s e  t h o s e  r a t e s  t o  more a p p r o p r i a t e  l e v e l s .  H e  
would be i n t e r e s t e d  i n  h e a r i n g  whether  t he  s t a f f  had any  comment o n  t h e  
c o n t e n t i o n  of t h e  l o c a l  commerc ia l  banks  t h a t  t h e  a d d i t i o n a l  r e s o u r c e s  
l i k e l y  t o  be g e n e r a t e d  by r a i s i n g  d e p o s i t  r a tes  c o u l d  not  b e  used p r o f i t -  
a b l y  under e x i s t i n g  r e s t r a i n t s .  F i n a l l y ,  h e  s u p p o r t e d  Uganda 's  a d j u s t m e n t  
e f f o r t s  t h u s  f a r ,  which r e f l e c t e d  a d e t e r m i n a t i o n  on  t h e  part of  t h e  a u t h o r -  
i t i e s  a s  w e l l  as a p o s i t i v e  r e s p o n s a  by t h e  economy to  a n  i n c r e a s i n g l y  
a p p r o p r i a t e  a r r a y  of  p r i c e  s i g n a l s .  However, c o n t i n u e d  d i l i g e n c e  and 
further a c r i o n  would be n e c e s s a r y .  
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t h a t  he a l s o  wished t o  commend t h e  Government o f  Uganda 
r d  l i b e r a l i z a t i o n  and t h e  e x p a n s i o n  of s u p p l y  and  f o r  

duc ing  i u f l . a t i o n .  S t i l l ,  he had d i f f i c u l t y  i n  d e t e r m i n i n g  
from t h e  s t a f f  pape r  p r e c i s e l y  what had been ach ieved .  A r e f e r e n c e  had 

a n d a ‘ s  move toward s e l f - s u f f i c i e n c y  i n  food ,  and t h e  s t a f f  
c o f f e e  p r o d u c t i o n  had i n c r e a s e d  by more t h a n  50 p e r  c e n t  
t i o n  o f  c o t t o n ,  t e a ,  and tobacco  had doubled.  On t h e  

h a t  i t  had been i n  1971/72 .  I n  f u t u r e ,  i t  might  be u s e f u l  
p r o v i d e  not  o n l y  a n  i n d i c a t i o n  of  improvements o v e r  t he  

s - a p p a r e n t  t h a t  t o b a c c o  p r o d u c t i o n  a t  p r e s e n t  w a s  only 

Or two y e a r s  bu t  a l s o  some p i c t u r e  of how Uganda was prog-  ress- 

s was welcome, and he encouraged  t h e  a u t h o r i t i e s  t o  
he l e v e l s  t h a t  had been ach ieved  i n  the  l a t e  1960s  and e a r l y  

on& t h e  p a t h  o f  t h e  p r e v i o u s  y e a r ;  t h e  Fund, f o r  i t s  p a r t ,  s h o u l d  
t t echni .ca1  a s s i s t a n c e  i t  c o u l d  t o  c o n t r i b u t e  t o  t h e i r  e f f o r t s .  

r n i n g  t o  the  exchange ra te  sys t em,  Mr. Polak  r e c a l l e d  t h a t  t h e r e  
had i n i t i a l l y  been some d i f f i c u l t i e s  e n c o u n t e r e d  i n  making t h e  d u a l  r a t e  
s y s t e m  e f f ec t ive .  In p a r t i c u l a r ,  t h e r e  had been problems i n  moving a n  
a d e q u a t e  n e t  s u p p l y  from t h e  f i r s t  t o  t h e  second window. However, s t e p s  
had been t a k e n  to  overcome t h a t  d i f f i c u l t y ,  and h e  noted w i t h  s a t i s f a c t i o n  
t h a t  t h e  s p r e a d  between t h e  two windows was nar rowing .  Everyone ,  i n c l u d i n g  
t h e  Ugandan a u t h o r i t i e s  t hemse lves ,  seemed t o  be ag reed  t h a t  t he  s p l i t  r a t e  
was o n l y  a temporary  measure, r e p r e s e n t i n g  p r i m a r i l y  a tax on some ma jo r  
e x p o r t s  and a s u b s i d y  o n  some i m p o r t a n t  impor t s .  The q u e s t i o n  of whether  
t h e  tax o n . c o f f e e ,  i n  p a r t i c u l a r ,  ought  t o  be c o l l e c t e d  th rough  t h e  d u a l  
r a t e  s y s t e a  o r  i n  a n o t h e r  way was a matter t h a t  u r g e n t l y  dese rved  c o n s i d e r -  
a t i o n .  C e r t a i n l y ,  t h e  merger  of t h e  two marke t s  s h o u l d  be p u r s u e d ,  b u t  
n o t  i n  a way t h a t  invo-lved s e v e r e  c o n t r o l s  o n  payments qnd receipts  
c u r r e n t l y  gadag t h rough  t h e  second window. Some d e r e g u l a t i o n  had a l r e a d y  
been  n e c e s s a r y  w i t h  r e s p e c t  t o  i m p o r t s  and e x p o r t s  a t  t h e  second window 
i n  o r d e r  t o  draw payments and r e c e i p t s  i n t o  t h a t  window from a n  unnamed 
h u t ,  n e v e r t h e l e s s ,  e x i s t i n g  t h i r d  window, namely, t h e  p a r a l l e l .  marke t .  
He unde r s tood  t h a t  t h e  second and t h i r d  marke t s  were a t  p r e s e n t  q u i t e  
close, which was a n  i n d i c a r i c -  of how i m p o r t a n t  i t  w a s  t h a t  t h e  second 
window s h o u l d  p i c k  up a l l  b u s i , % e s s  not  a l lowed  t o  go th rough  t h e  f i r s t  
window. As t h e  exchange p o s i t i t i n  improved,  i t  shou ld  be p o s s i b l e  t o  
nar row s h a r p l y  t h e  d i f f e r e n c e  bekween t h e  f i - r s t  and second windows; once  
t h a t  had been done ,  a full merger  cou ld  t a k e  p l ace .  I n  t h e  meant ime,  much 
could  be ach ieved  b y  t r a n s f e r r i n g  more impor t s  from t h e  f i r s t  window t o  
t h e  second window. 

Commenting on t h e  matter of d e b t  r e s c h e d u l i n g  under  t h e  P a r i s  “Club,  
Mr. Po lak  welcomed t h e  December 1 9 8 2  a r r angemen t s .  H e  no ted  t h a t  b i l a t e r a l  
a g r e e m e n t s  would have t o  be reached  w i t h  a number of c o u n t r i e s ,  and pay-  
ments  made t o  t h o s e  c o u n t r i e s  by June  30, 1983. Uganda would be expec ted  
t o  t a k e  the  r e q u i r e d  s t e p s  in a n o n d i s c r i m i n a t o r y  manner w i t h  r e s p e c t  t o  
a l l  t h e  c r e d i t o r  c o u n t r i e s  i n v o l v e d .  During t h e  rec.ent P a r i s  Club m e e t i n g ,  
i t  had been sugges t ed  by t h e  r e p r e s e n t a t i v e s  of Uganda t h a t  t h e r e  w e r e  
c e r t a i n  c o m p l i c a t i o n s  w i t h  r e s p e c t  t o  t h e  claims o f  one  o f  t h e  c r e d i t o r s .  
He hoped t h a t  an  e f f o r t  would be made t o  r e s o l v e  the i s s u e  prompt ly  so as 
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sk of  a n  Impasse a t  a l a t e r  s t a g e  t h a t  might  c o m p l i c a t e  
t o  Uganda. In c o n c l u s i o n ,  he c s u l d  e n d o r s e  t h e  p roposed  

seg s t a t e d  t h a t  he t o o  c o u l d  warmly s u p p o r t  t h e  p roposed  
s+' New projects ,  i r . j e c t i o n s  of c a p i t a l ,  and v a r i o u s  measures o n  

w e r e  t h e  elements u s u a l l y  t h o u g h t  o f  as a p p r o p r i a t e  i n  a n  

f o l l o w e d  t h a t  s t a n d a r d  approach .  However, i t  was i n t e r e s t -  
a r d  r e h a b i l i t a t i o n  and r e c o n s t r u c t i o n ;  and c e r t a i n l y  t h e  Ugandan 

e t h a t  demand management and macroeconomic p o l i c i e s  had a l s o  
y i n  t h e  r e h a b i l i t a t i o n .  E n l i g h t e n e d  exchange ra te  p o l i c y  
i n k  t h e  demand a n d  s u p p l y  s i d e s  o f  t h e  economy, promoting 
r m u t u a l l y  r e i n f o r c i n g  e f f e c t  t h a t  was a i d i n g  t h e  r e c o n s t r u c -  

t. Upanda had become s e l f - s u E f i c i e n t  i n  food and had  a c h i e v e d  
r a t e s  of  10 p e r  c e n t  w h i l e  r e d u c i n g  i n f l a t i o n  to  25 per cen t ,  

d e s p i t e  t h e  massive d e v a l u a t i o n  and  t h e  e s t a b l i s h m e n t  of t h e  s e c o n d  window. 
It was no tewor thy  t h a t  p r i c e s  were e x p e c t e d  t o  d e c e l e r a t e  f u r t h e r  as more 
s tzppldes  came on stream t h r o u g h  a s t r e n g t h e n i n g  of  m a r k e t i n g  f o r c e s  a n d  
a n  a l l e v 5 a t i o n  of t r a z s p o r t  d i f f i c u l t i e s  and o t h e r  p h y s i c a l  b o t t l e r x k s .  

 while t h e  f i n a n c i a l  program was n o t  an ex tended  a r r a n g e m e n t ,  Mr. Casey 
d ,  s t r u c t u r a l  ad j u s  tment  unde r  t h e  program had been r e m a r k a b l e  and 

c l e a r l y  v a l i d a t e d  t h e  r o l e  of t h e  Fund i n  t h a t  a r e a .  He welcomed t h e  c a t a -  
ly t ic  e f f e c t  of t h e  Fund program o n  P a r i s  Club and o t h e r  d e b t  r e s c h e d u l i n g  
and t h e - p r o m o t i o n  of  g r e a t e r  World Bank invo lvemen t  i n  t h e  economy. He 
w a s  c e r t a i n  t h a t ,  i n  time, b i l a t e r a l  a i d  donors  would a l s o  be encouraged 
t o  do amore as t h e i r  d o u b t s  a b o u t  Uganda 's  i m p l e m e n t s t i o n  c a p a c i t y  were 
e a s e d .  When t h e  a u t h o r i t i e s  b e g a n  t o  make f u l l  u s e  of t h e  t e c h n i c a l  
a s s i s t a n c e  'be ing  p rov ided  i n  a number of areas,  .:nd when e n t r e p r e n e u r s  
who had e m i g r a t e d  some y e a r s  p r e v i o u s l y  r e t u r n e d  t o  t h e  c o u n t r y ,  Uganda 's  
i m p l e m e n t a t i o n  c a p a c i t y  would improve. It: was i m p o r t a n t  t o  a t  t r ac t  
c o n c e s s i o n a l  flows and e n s u r e  t h a t  t h e y  were put t o  t h e  b e s t  p o s s i b l e  use.  

The economy was a d j u s t i n g  wel l  unde r  t h e  program, M r .  Casey o b s e r v e d ;  
i n d e e d ,  i t  was o v e r p e r f o r m i n g  in r e l a t i o n  t o  the  program c r i t e r i a .  F i n a n c e  
and  human c a p i t a l  were b e i n g  m o b i l i z e d ,  and p r o s p e c t s  f o r  t h e  f u t u r e  seemed 
b r i g h t ,  a l t h o u g h  more needed t o  be done  b e f o r e  t h e  r e h a b i l i t a t i o n  p r o c e s s  
w a s  c o m p l e t e .  

On the external s i d e ,  t h e  s u g g e s t i o n  t h a t  t h e  o v e r a l L  b a l a n c e  of pay- 
ments  migh t  be in s u r p l u s  i n  1984 /85  seemed o p t m i s t i c ,  M r .  Casey commented. 
He n o t e d  t h a t  c o f f e e  s r i l l  accoun ted  f o r  90 per  c e n t  of t o t a l  e x p o r t s  and 
w a s  c o n s t r a i n e d  by i n t e r n a t i o n a l  q u o t a s .  Moreover,  i t  was n o t  c lear  t h a t  
d i v e r s i f i c a t i o n  in m a n u f a c t u r i n g  was o c c u r r i n g  a t  a s u f f i c i e n t l y  r a p i d  
pace, as c o u l d  be s e e n  from Tab le  10 o f  SM/83/23. Some of t h e  manufac tu r -  
i n g  s u b s e c t o r s  were f a r  f rom r e c o v e r i n g  t o  levels  of  o u t p u t  t h a t  had 
been w i t n e s s e d  i n  e a r l i e r  days .  However, a u n i f i c a t i o n  of t h e  exchange 
r a t e  toward t h e  d e p r e c i a t e d  r a t e  s h o u l d  h e l p  d i v e r s i f i c a t i o n  as well a s  
t h e  b a l a n c e  of payments and t h e  arrears problem. It couLd also h e l p  t o  
b r i n g  t h e  d e b t  s e r v i c e  r a t i o  t o  a level .  b e l b d  2 7  per c e n t .  Hence, h e  
welcomed t h e  commitment of t h e  Ugandan authorities t o  eliminating t h e  
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d u a l  exchange  - ra te  b e f o r e  mid-1984 a s  vel1 as t h e  r e c e n t  developments  i n  
t o u t  i n  t h e  s t a f f '  s open ing  s t a t e m e n t .  

a r e d  t o  be a t endency  f o r  t h e  exchange ra tes  t o  conve rge ,  
whe the r  t h e  conve rgence  was toward a n  ave rage  d e p r e c i a t e d  

c t ,  t h e  ra tes  c o u l d  c o n c e i v a b l y  be  c o n v e r g i n g  i n  t h e  o p p o s i t e  
although he was c e r t a i n  t h e  a u t h o r i t i e s  would not wish  t h a t  to  

rat@- While a g r e e i n g  

e *  area of f i s c a l  p o l i c y ,  he  ag reed  w i t h  t h e  s t a f f  o n  t h e  need 

y r e d a r k e d .  Trends  i n  p u b l i c  s e c t o r  wages were compl i ca t ed ,  as  
ent s p e n d i n g ,  p a r t i c u l a r l y  on parastatals  2nd s e c u r i t y ,  

d ,  by t h e  n e e t  t o  a t t r a c t  s k i l l e d  p e r s o n n e l ,  and a r a g e  
fund approach  seemed t o  be a d e s i r a b l e  c o u r s e  of a c t i o n  i n  t h e  circum- 
scances+ On t h e  r evenue  s i d e ,  t r a d e - r e l a t e d  taxes and t h e  exchange 

xes t o g e t h e r  accounted  f o r  a l m o s t  6 5  p e r  c e n t  of t o t a l  revenue;  
son, kncome tax accoun ted  f o r  o n l y  5 per  c e n t .  Hence, t h e  

r evenue  p o s i t t o n  migh t  not b e  s u s t a i n a b l e ,  even  though t h e  Government 
c o u l d  r e c e i v e  more t r a d e - r e l a t e d  and g r a n t  r e v e n u e  by f u r t h e r  d e p r e c i a t i n g  
t h e  exchange ra te  a t  t h e  f i r s t  window. To improve the  s i t u a t i o n ,  t h e  
a u t h o r i t i e s  s h o u l d  pe rhaps  supplement  t h e i r  ef For t s  t o  s t r e n g t h e n  revenue  
by looking a t  t h e  p o s s i b i l i t y  of a t t r a c t i n g  more borrowing from t h e  n o w  
bank public. T r e a s u r y  b i l l  rates remained n e g a t i v e  in rea l  t e r m s ,  even 
though  t h e y  were c u r r e n t l y  a t  1 2  p e r  c e n t .  He wondered whecher t h e  
i n f l a t i o n  rare had f a l l e n  pe rmanen t ly  t o  t h e  l e v e l  of 11 p e r  c e n t  o r  
whe the r  t h e  u n d e r l y i n g  ra te  was s t i l l  abou t  25 p e r  c e n t .  

l'he stance of monetary p o l i c y  f o r  1982/83 seemed g e n e r a l l y  a p p r o p r i a t e  , 
Mr. Casey s a i d .  The 36 p e r  c e n t  g r o w t h  i n  t o t a l  domest ic  c r e d i t  appeared  
e x c e s s i v e  a t  f i r s t  g l a n c e ,  a l t h o u g h  i t  was w e l l  down from t h e  p r e v i o u s  
year. la any case,  t h e r e  was bound t o  be a ca tch-up  e f f e c t  involved  i n  
the p r o c e s s  o f  r ecove ry .  The growth i n  n e t  c r e d i t  t o  t h e  Government was 
a t  a r e s p e c t a b l e  l eve l  of 16  p e r  c e n t ,  and t h e  growth  i n  money s u p p l y  a l s o  
seemed reasomab le ,  a l t h o u g h  he n o t e d  t h a t  v e l o c i t y  had a tendency  t o  move 
e r r a t i c a l l y .  He was a l i t t l e  w o r r i e d  abou t  t h e  l e v e l  of i n t e r e s t  r a t e s ,  
which d i d  n o t  see= s u f f i c i e n t l y  h igh  t o  m o b i l i z e  s a v i n g s .  Perhaps i n c r e a s e d  
branch banking and the p r o v i s i o n  of m o b i l e  banking  services i n  r u r a l  areas 
would improve t h e  s i t u a t i o n ;  however,  a more f l e x i b l e  i n t e re s t  r a t e  p o l i c y  
would also be of  help .  F i n a l l y ,  l i k e  o t h e r s ,  he wondered about  t h e  adequacy 
of p roduce r  prices,  p a r t i c u l a r l y  f o r  t h o s e  commodit ies  t h a t  were produced 
f o r  e x p o r t .  

M r .  C a r a n i c a s  remarked t h a t ,  followfng t e n  y e a r s  of  war and s o c i a l  
upheava l ,  t h e  Ugandan economy had made remarkab le  p r o g r e s s  i n  t h e  a reas  
o f  i n f l a t i o n ,  a g r i c u l t u r a l  p r o d u c t i o n ,  and manufac tu r ing .  The authorities 
were t o  be commended €or t h e i r  e f f o r t s  t o  s o l i d i f y  t h a t  p r a g r e s s .  

A number of s p e a k e r s  had touched  upon t h e  m a t t e r  of i n t e r e s t  rates 
i n  Uganda, Mr. C a r a n i c a s  recalled.  It was d i f f i c u . l t  t o  s a y  w h e t h e r  
h i g h e r  interest rates o n  d e p o s i t s  would increasz s a v i n g s ,  a l t h o u g h ,  since 
t h e i r  adjustment--when in te res t  rates  had f a l l e n  b r o a d l y  i n  L f n e  w i t h  t h e  
Kate of in f l a t ion - - the re  had been some s m a l l  increase in s a v i n g s .  He 
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angare t h a t  a f i r t h e r  i n c r e a s e  in d e p o s i t  ra tes  
.no t  have a s i g n i f i c a n t  impact  o n  s a v i n g s  m o b i l i z a t i o n ;  
rest rate p o l i c y  in Uganda shou ld  be  kep t  under  rev iew.  

matter ,of  s t a t e  en terpr i ses ,  M r .  C a r a n i c a s  s a i d  t h a t  t h e  n o v e l  
ken by t h e  a u t h o r i t i e s  l o o k e d  i n t e r e s t i n g ;  some enterpr ises  had 

t h e r s  had been  s o l d ,  and still o t h e r s  had been r e t u r n e d  

o u n t r i e s  of- how t o  encgurage  s t a t e  e n t e r p r i s e s  t o  become more 
p r e v i o u s  owners.  The q u e s t i o n  a r o s e  i n  many developFng s n d  

t o  burden  public finances, and t h e  approach  
s f u l ,  migh t  serve as a model f o r  o t h e r  c o u n t r i e s .  

e s s e d  by t h e  c o u r a g e  of t h e  a u t h o r i t i e s  i n  r a i s i n g  
y ,  a i r  and r a i l  t r a v e l ,  elnd so on. 

n a t e c h n i c a l  matter, M r .  C a r a n i c a s  ag reed  wi th  Mr. Folak  t h a t  i t  
m5ght b e j u e e f u l  i n  f u t , u r e  i f  t h e  s t a f f  c o u l d  p r o v i d e  a w i d e r  p i c t u r e  of  
produot.ioo t h a t  would g i v e  t h e  v a l u e  of v a r i o u s  c r o p s  and show t h e  p r o g r e s s  
be€ng,Amade .$n t h e  r e c o v e c y  of p r o d u c t i o n  o v e r  t h e  years s i n c e  t h e  e a r l y  
1970s. 1 

. I  . 
,A Deputg D i r e c t o r  of t h e  A f r i c a n  Depar tment ,  remarking  f i r s t  on t h e  

duaL,-,eXchaage r a t e  s y s t e m  i n  Uganda, r e c a l l e d  t h a t  only 20 months pre- 
v i o u s l y  t h e  r a t i o  between t h e  exchange r a t e s  a t  t h e  p a r a l l e l  and o f f i c i a l  
markets ,  had beeq  30:1. During t h e  1981/82 program, a n  a t t e m p t - h a d  been  
made tlo narrow t h e  gap, bu t  t h a t  e f f o r t  had been  o n l y  p a r t l y  s u c c e s s f u l ,  
wi th  the r a t i o  f a l l i n g  f rom 30:l t o  4 : l .  F u l l  s u c c e s s  had n o t  been 
a c h i e v e d  because f o r e i g n  exchange had been  r a t i o n e d  i n  the  o f f i c i a l  
mcrket;,and i t  had thucs been i m p o s s i b l e  t o  e l i m i n a t e  t h e  para l le l  marke t .  
Under t h e  ( d u a l  exchange ra te  sys tem,  f o r e i g n  exchange had been a u c t i o n e d  
weekly at ’ t h e  second window w i t h o u t  any r a t i o n i n g ;  and t h a t  approach ,  
af ter  some i n i t i a l  d i f f i c u l t y ,  had proved s a t i s f a c t o r y .  A t  p r e s e n t ,  t h e  
rate in  t h e  p a r a l l e l  market  exceeded  t h e  second window rate  b y  only a b o u t  
2 0  p e r  cent, and t h e  volume Q €  t r a n s a c t i o n s  conduc ted  a t  t h e  p a r a l l e l  
market. h-ad been c o n s i d e r a b l y  r educed .  

I f  t h e  Eore ign  exchange sys tem were  r e u n i f i e d  t o o  r a p i d l y ,  i t  would 
be v e r y  d i f f i c u l t  t o  avo id  r a t i o n i n g  of f o r e i g n  exchange a t  t h e  o f f i c i a l  
market, which c o u l d  Lead t o  a r e v i v a l  of t h e  p a r a l l e l  marke t ,  the Deputy 
DitacCat con t inued .  Hence, i t  migh t  be  b e s t  t o  proceed  c a u t i o u s l y  by  
c o n t i n u i n g  to narraw t h e  margin between the. second and f i r s t  window r a t e s .  
That margin had a l r e a d y  d e c l i n e d  s u b s t a n t i a l l y ,  w i t h  t h e  r a t i o  falling 
€ram 3:l i n  September  1982 t o  2:1 i n  February 1983. During the same f i u e -  
month p e r i o d ,  t h e  p a r a l l e l  marke t  rate and t h e  second wicdow r a t e  had 
d e c l i n e d  by abou t  25 per cent each .  The second window r a t e  was u n l i k e l y  
to d e c l i n e  much more, however;  Gsd a f u r t h e r  na r rowing  of t h e  marg in  
between the f i r s t  and second window ra tes  would h a v e  t o  resul t  from a 
d e p r e c i a t i o n  of t h e  c u r r e n c y  a t  t h e  f i r s t  window. 

Several q u e s t i o n s  had been  raised about  a l t e r n a t i v e  sources of 
government revenue  to replace t h e  p r o F i t s  from t h e  dual  exchange s y s t e m  
that weuld no longer be made after r e u n i € i c a t i o n ,  t h e  Deputy D i r e c t o r  
r e c a l l e d .  A new r evenue  s o u r c e  might  n o t  in f a c t  be r e q u i r e d ,  because 



- 19 - EBM/83/33 - 2 / 2 2 / 8 3  

a t i o n  of t h e  c u r r e n c y  a t  t h e  f i r s t  window would ra i se  t h e  
t h  , i m p o r t  taxes  and e x p o r t  taxes. A t  p r e s e n t ,  a t  b o t h  t h e  
nd windows, kmport t a x e s  were based on t h e  f i r s t  window 
n t l y ,  a d e p r e c i a t i o n  of t h e  currei.t.v a t  t h e  € i r s t  window 

OW would a l s o  i n c r e a s e  e x p o r t  t a x  p roceeds ,  even  i f  p roduce r  
would i n c r e a s e  t h e  tax b a s e  and government  r evenue .  The d e p r e c i a t i o n  a t  

p o r t i o n a l l y  t o  t h e  r a t e  of d e p r e c i a t i o n  of the 
f i r s t  window. 

of a p p r o p r i a t e  p roduce r  p r ices  f o r  t he  main e x p o r t  croDs 
a i s e d  by several s p e a k e r s ,  t h e  Deputy D i r e c t o r  no ted .  A t  
ample,  c o f f e e  p r o d u c e r s  were r e c e i v i n g  a p p r o x i m a t e l y  o n e  
market  p r i c e  val l ied a t  t h e  f i r s t  window r a t e .  Because i t  
r a b l e  to  change che minimum produce r  p r i c e  too f r e q u e n t l y  

y e a r ,  t h e  a u t h o r i t i e s  had dec ided  t h a t  t h e  nex t  ad jus tmen t  
i n  ag r , i cwl - rwa l  prices would be made f o r  'ihe nex t  c r o p  year i n  c o n n e c t i o n  
w i t h  - the  1 9 8 3 / 8 4  program. An A g r i c u l t u r a l  P o l i c y  Committee had been  e s t ab -  
l i s h e d  i n  Uganda t o  s t u d y  t h e  a p p r o p r i a t e  l eve l  of producer  prices f o r  
expork  c r o p s ,  and the World Bank was t o  p rov ide  t h e  s t a f f  w i th  a p r e l i m i -  
n a r y  s t u d y  b e f o r e  t h e  m i s s i o n  schedu led  i n  .lay. It w a s  c l e a r  t h a t  t h e  
minimum e x p o r t  price f o r  co fEee ,  cocoa ,  c o t t o n ,  and tobacco  would need 
t o  h e  r a i s e d  s u b s t a n t i a l l y  - i n  1983/84,  bu t  t h e  precise amount  of t he  
incre 'ase ,  would depend upon t h e  r e a l i z a t i o n  of expec ted  changes i n  t h e  
f i r s t  window r a t e .  I f  t h e  r a t l o  o f  p roduce r  p r i c e s  t o  wor ld  pr ices  were 
to  femain t h e  same, a d e p r e c i a t i c , i  a t  t h e  f i r s t  window would i n c r e a s e  t h e  
s h i l l i n g  v d u e  of i=he e x p o r t  t ax  by t h e  r a t e  of d e p r e c i a t i o n .  

The q u o t a  f o r  c o f f e e  had been reduced  by  about  14 p e r  c e n t ,  and t h e  
p r i c e  to t he  farmers had t h u s  f a r  been s u f f i c i e n t  t o  m o b i l i z e  enough 
coffee t o  meet t h e  q u o t a ,  t h e  Deputy D i r e c t o r  s a i d .  In t h e  case c f  c o t t o n ,  
the 1982/83 c r o p  was expec ted  t o  be two o r  t h ree  times l a r g e r  t han  t h a t  
of* the p r e v i o u s  yeax. A s  €ar t e a ,  the c u r r e n t  p r i c e  might  . . coo l o w  t o  
a t t r a c t  enough l a b o r  f o r  c o l l e c t i n g  all t h e  leaves i n  t h e  t e a  es ta tes ,  and 
it had t h u s  been s u g g e s t e d  t o  move tea  e x p o r t s  a t  t h e  second window. 

The q u e s t i o n  had b e e n  raised by Mr. C a r a n i c a s  and N r .  Polak a b o u t  t h e  
r e l a t i o n s h i p  between l e v e l s  of product  i o n  ach ieved  i n  r e c e n t  years  and 
those t h a t  had been  recorded  i n  the  ea rLy  1 9 7 0 s ,  t h e  D e p u t y  D i r e c t o r  
r e c a l l e d .  Despite r e c e n t  p r o g r e s s  , t h e  Leve l s  of p r o d u c t i o n ,  p a r t i c u l a r l y  
t h e  l e v e l s  a €  per c a p i t a  p r o d u c t i o n ,  f e l l  f a r  s h o r t  o f  w h a t  t h e y  had been 
i n  t h e  e a r l y  1.970s. The stafP had t a k e n  n o t e  of  Mr. C a r a n i c a s '  s u g g e s t i o n  
tn prov ide  a weighted  index  of p r o d u c t i o n ,  u s i n g  commodity p r o d u c t i o n  
v a l u e d  a t  wor ld  p r i c e s  i n  t h e  r e f e r e n c e  year .  

T1;rning t o  ex terna l  arrears ,  t h e  Deputy D i r e c t a r  observed  t h a t  t h e  
r e d u c t i o n  i n  ar rears - -whtch  had been Ear g r e a t e r  t h a n  t h a t  r e q u i r e d  under  
t h e  progt-am--had not  had a s i g n i f i c a n t  adverse Fmpact o n  o t h e r  object i \Jes  
of t h e  program. Although the r e d u c t i o n  had resuLted mainly f rom r e s c h e d -  
ul ing  of s u p p l i e r s '  c r e d i t s ,  reduction th rough cash payments had a l s o  been 
h i g h e r  than  r e q u i r e d  under t h e  program. A t  p r e s e n t ,  t h e  l e v e l  of  e x t e r n a l  
a r rears  t o  Fmd =embers Was ~7.f t h e  o r d e r  of $LOO m i l t i a n ;  w h i l e  s i p i f i c a n t ,  

 he amount was € a t  leas t h a n  i t  had been 18 months p r e v i o u s l y  when c h e  
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e x t e r n a l  arrears  had a p p e a r e d  a l m o s t  i n s o l u b l e .  I n  r e s p o n s e  t o  
f a i s e d  by Mr. Polak i n  c o n n e c t i o n  w i t h  P a r i s  C lub  r e s c h e d u l i n g ,  
that t h e  Ugandan a u t h o r i t i e s  had a l r e a d y  i n i t i a t e d  a p r o c e d u r e  

v a l i d i t y  of t h e  claim made by one member. 

’pec t  to d o m e s t i c  arrears, t h e  Deputy D i r e c t o r  c o n s i d e r e d  t h a t  
s h o a l d  be made be tween o l d  and new a r rears ,  t h e  fo rmer  b e i n g  

t h e  old arrears was c u r r e n t l y  u n d e r  way, w i t h  a n  a s s e s s m e n t  of 
o f  c o n t e s t e d  claims. The s t a f f  f e l t  t h a t ,  i f  t h e  0 Sh 3 b i l l i o n  

those tjhich payment had come due f o r  a t  least  two y e a r s .  A s y s t e m a t i c  

l e  5 (EBS/83/5). were to  be r e p a i d ,  t h e  b u l k  o f  t h e  v a l i d  o l d  
d be  c l e a r e d .  New arrears  were t h o s e  accumulated d u r i n g  t h e  
od. The a u t h o r i t i e s  were conce rned  abou t  n o t  e x c e e d i n g  t h e  

net credi t  t o  t h e  Government, and t h e y  had d e l a y e d  some pay- 
ments as a p r e c a u t i o n a r y  measu re*  A s  F t  t u r n e d  o u t ,  n e t  c r e d i t  t.0 t h e  

a t  the end of December had been s i g n i f i c a n t l y  below t h e  sub- 
c e i l i n g .  By keep ing  n e t  c r e d i t  t o  t h e  Government w i t h i n  t h e  l i m i t s  set 
in the program p e r i o d  for  end-June, a n y  arrears accumulated d u r i n g  t h e .  
f i rs t  h a l f  af t h e  program p e r i o d  c o c l d  be r e p a i d  d u r i n g  t h e  second h a l f .  

Many , q u e s t i o n s  had been r a i s e d  on i n t e r e s t  ra tes  i n  Uganda, t h e  
Deputy ,Director noted.  M r .  Grosche had mentioned t h a t ,  a c c o r d i n g  t o  t h e  
report,-interest c a t e s  ha.d n o t  been r a i s e d  s i n c e  J u n e  1981, bu t  t h a t  Rad 
been {a m i s p r i n t  i n  t h e  s t a f f  r e p o r t .  A s  shown i n  t h e  t a b l e  on page 85 of 
SM/83/23, rates of i n t e r e s t  had been r a i s e d  s e v e r a l  times i n  t h e  p e r i o d  
December 1980-November 1982; t h e  most  r e c e n t  i n c r e a s e  had o c c u r r e d  i n  
November 1982 when t h e  c e i l i n g  on the Lending rate € o r  commerce and  
unsecured)  Loans had been raised t o  2 0  p e r  c e n t .  It w a s  n o t  easy t o  
calcu3.i~te t h e  rea l  i n t e r e s t  rate b e c a u s e  t h e  r a t e  of i n f l a t i o n  had been 
Ear from stesdy. Between J u n e  1 9 8 1  and June 1982, t h e  r e c o r d e d  i n c r e a s e  
i n  t h e  consumer price i n d e x  had been o n l y  11 per cent,  b u t  t h e  u n d e r l y i n g  
ra te  of inffatioa had been higher:, The s t a f f  had p r o j e c t e d  a 25  p e r  c e n t  
inflatlion rate for 1982/83, and  t h e  increase r e c o r d e d  between June 1982 
and Januery 1983 was somewhat more t h a n  10 p e r  c e n t .  It w a s  c o m f o r t i n g  
t o  n o t e  that t h e  cost of l i v i n g  i ndex  had d e c l i n e d  by abou t  5 pel: c e n t  
between November 1982 and J a n u a r y  1983. 

It c o u l d  be said that most interest r a c e s  i n  Uganda in rea l  terms 
remained negat lve  and should perhaps be r a i s e d ,  t h e  Deputy D i t e c t o  r 
remarked; however, it: was unclear whether  i n c r e a s i n g  t h e  ra tes  would i n  
fact ak3.eviate the prQhhXE3 expe r i enced  by the  baoks In mobilizing d e p o s i t s .  
Seuding mobile banka t o  r u r a l  areas had been t r i ed  a5 one way of i n c r e a s i n g  
deposits, but: t h e  approach had been hampered by the potential €or b u r g l a r y  
and i n t e r n a l  f r a u d .  Wages i n  Uganda remalncd very l o w ,  and peopLe found 
VE?P.~ .OUS W~YS--SQTW of them illegal--of supp lemen t ing  t h e i r  salaries, h e  
s o l u t i o n  t o  the  problem would h e  t o  i n c r e a s e  wages, p e r h a p s  by r e d u c i n g  
the s i z e  of the p u b l i c  sector so a5 to increase the s a l a r i e s  of t h o s e  
remaining; however, on p o l i e i c a l  grourids sharp r e d u c t i o n s  i n  civil service  
personnel could not b e  made. 

Commenting am bullget p a l i c y ,  the Deputy Direc tor  of Lhe AEricnn 
Department ohserued that: t h e  Expropr ia ted  ‘Property B i l l  had heen enacted 
w i t h  a mid-Aipril  deadline fQr E i l i n a  c l a i m s ,  The b i l l  s h o u l d  h e l p  to 



emprove t h e  p a r a s t a t a l  s e c t o r  by c l a r i f y i n g  vwnersh ip  and making i t  eas ie r  
n credit .  A f u l l  s t u d y  of t h e  parastatals  i n  Uganda had been 
dit t h e  terms of reference had been  a g r e e d  with t h e  World Bank and 

cized, and i t  was e x p e c t e d  tha t  a f i r m  would shortly be 
mplere t h e  sttldy. 

Sangare remarked t h a t  t h e  Ugandan a u t h o r i t i e s  were well aware of 
to s p e e d  up the u n i f i c a t i o n  of t h e  t w o  exchange r a t e s ;  a t  the 

m e ,  they rsalized t h a t  too rapid  a pace toward u n i f i c a t i o n  c o u l d  
t h e  black market .  Hence, t h e i r  e f f o r t s  were d i r e c t e d  t o  narrowing 

s between t h e  first:  and second window w h i l e  r educ ing  t h e  e f f e c t i v e -  
ness ot' t h e  third window o r  black market rate. Monetary and c r e d i t  p o l i c i e s  
were b e h g  t t g h t e n e d  t o  r educe  l i q u i d i t y  and discourage t r a n s a c t i o n s  i n  
Lhar mark&. 

It; should be borne i n  mind t h a t  t h e  d u a l  ra te  sclhemz 1: Uganda was 
relatively new, and d i f f i c u l t i e s  of imp lemen ta t ion  were o n l y  natural, 
Pzr. Sangare con t i aued .  No-ne the less ,  the  a u t h o r i t f e s  had been successful 
-in a mmber of areas. The volume of transactions a t  t h e  second window had 
been 5ncrzasedP and  Lhe tatrio of races a t  t h e  f i r s t  and secand windows had 
narrowed from 3.1 at the beginning of  t h e  program period to 2 : l  a t  p r e s e n t .  
Moreover, the profits t o  the Government from t r a n s a c t i o n s  had g r e a t l y  
strengthened r e v e n u e ,  an imporrant  development c o n s i d e r i n g  t h e  d i f f i c u l t i e s  - 
encount&red by t h e  Government on the fiscal s ide  i n  c o n t r o l l i n g  e x p e n d i t u r e .  
The detfsian t o  depreciate t h e  shilling and t o  eliminate a d m i n i s t r a t i v e  
re@ula,rions had i n  general e x e r t e d  pressures act g o v e r m e n t  f i n a n c e s ;  iv 
Rpire of those pressures, however, the :  authorities had c l e a r l y  i n d i c a '  
t h a t  they w o d d  remain w i t h i n  the program targets.  Taward t h a t  end ,  they 
had established a Coordination Comm3ttee with t h e  assistance of t h e  Fund 
and the World Bank and a Committee on Payment and Control .  E f f o r t s  were 
also being made to srrengthcn t h e  Hinistry of F i n a n c e ,  and s t u d i e s  were 
under nap t h a t  would gaci l i ta te  t h e  assessment of sa l a r i e s  and s t a f f i n g  
in t h e  p u b l i t  sector, 

On Eke matter o f  dn te ra s t  rates, Mr. Sangare consLdered t h a t  t h e  
curranE Level n€ tntersst  rate9 in Uganda was i n  l i n e  with t h e  ra te  of:  
inflatlton. fncome Levels were l o w  in Uganda a& many people l i v e d  i n  t h e  
rural s e c ~ a r  sa t h a t ,  f o r  reawns of s e c u r i t y ,  I t  was difFfculc t o  raise  
substanttal savings even f f  t h e  rate of tntrerest was h i g h .  ttence, Far 
rhe ~ E m e  Being, tkc l e v e l  of l n t e r e s t  rates  was n o t  a p a r t f c u l a r l y  irngor- 
rctrtt element i f f  the e f f a r t  to increase sav-lngs,  a l r h n u g h  tlzc a u t h c r c l t l e a  
had fndicatcd t h e i r  w i l l i o g n e s s  t o  keep t h e  interest  rate under e'2ose 
c  view. 
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ng Chairman made t h e  following summing up: 

s agreed with  the ~ h r u s $  of t h e  views expressed in 
raiqaP and warmly commended t h e  a u t h o r i t i e s  for 
eated bold  adjustment measures  in the c o n t e x t  of 
cutive f i n a n c i a l  programs. I n  p a r t i c u l a r ,  t h e y  

panying, SLbera t iza t ion  o€ t he  exchange eo1stro.l regime 
re&y impzoved the e f f i c i e n c y  of f o r e i g n  exchange allocation. 

s nortcd chat Elex$ble pr ix lng  p o l i c i e s  i n  conjunction w i t h  
measures and tight fiscal. and monetary p o l i c i e s  
i n  a signfficant i n c  ase in a g r i c u l t u r a l  produc- 

t i o n  in t he  domestic flatfon ra te ,  and a nar rowing  

the imp&ementatioa of t he  d u a l  exchange ar rangement  

a9 the imbalances in the f i s c a l  and external accotfnts. They 
welcomed t h e  r e d u c t i o n  in Uganda's external arrears. 

rectors also welcomed t h e  i n t e n t i o n  of t h e  a u t h o r i t i e s  
y the exchange rate system dur%ng 1983/84 a t  a r a t e  t h a t  
eflectts the  p r e v a i l i n g  s c a r c i t y  of foreign exchange. I n  

gress toward r e u n i f i c a t i o n  shauld be contfnued 
are items to  t h e  second window and by foil-awing 
ge rate p o l i c y .  The a u t h o r i t i e s  were also urged 

$0 make further paagress in reducing external  arrears. _ _  

ag Uganda's heavy dependence on co€fee, Directors empha- 
need t o  accelerate export dlvers i f  t c n t t o n  i n  the medium 

t e r n  thraugh appropriate producer pricing policies. As past 
experl;.lenee had amply demonstrated, i t  was c r u c i a l  t o  provide pro- 
ducers w%,tth adequately rmanerative prices, raking i n t o  account 
warlcl f z l c e  2evelse "hay also comfd,ered t h e e  producer prices 
Ear rhe next  crop  year waukd need careful  review. 

Several Directors pottreed t o  the need Ear g r e a t e r  ef forEs  t o  
mobil,izer domeactc resources, tnrer a l i a ,  through appropr ia te  wage 
paltries and a f-ZewCbLrz i n t e r e s t  rate poLfcy aimed a t  t h e  estab- 
liscttmen-t: o€ posi t ive  zeal  rates. Directors noted the author i t i e s '  
tntentlon to t.&fLizs other ~ ? O L I Z E ~ B  of revewe t o  replace the 
exe8ange p r o f i t s  tax  ance t he  exchange rates were unified: they 
urged an ear ly  i d e m i f  t c a t i o n  02 alternative sources Q E  government 
revelrue and exgresaed tha  need f o r  ftirthet iruprovmerits in t a x  

ndninistrac$.on+ They a l s o  underlfned the  importance of fur ther  
strengrhenfng expenditure control. The author i t i e s '  ef f o r t e  thus  
far En inprmrc f i s c a l  palicies arid the i r  readiness  to take addi -  
t Tonal. memiwes to tba& end were welcomed. Severa l  Drtectors 
stresaecl t h e  4irjpncy of an in-depth ccvlew O B  ctwi f i n a n c i a l  
prospects and operat.ions c3E p r a s t a  r s i  organizations. 

Some Dtreccors observed t h a t ,  ln v iew of t h e  shortage of 
foreign exchange, t h e  authori t ies  stzould increase the i r  eFFarts 
eo monitar external ai,d and !x e-nsalre that  USE o f  stick? a i d  is 
acceserated and directed t o  the h i g h  p r i o r i c y  areas .  F i n a l l y ,  
E ~ Q  Frtad'g tcchrxirnl w s l s ~ a n c e  sctitrfttcrr l t i  Uaatida were warmly 
Y a p p  r ted  - 



X e c u t i v e  ,Board t h e n  took  t h e  f o l l o w i n g  d e c i s i o n s :  

d i n g  t h e  ,1982 A r t i c l e  X I V  c o n s u l t a t i o n  w i t h  Uganda, 

ance o v e r  Exchange Rate P o l i c i e s ) .  

f o c  the e l i m i n a t i o n  of payments  a r r e a r s  p r e s e n t e d  by t h e  a u t h o r -  
i t l . e s  a n d  t h e  i n t e n t i o n  of t h e  a u t h o r i t i e s  t o  e l i m i n a t e  t h e  
m u l t i p l e  c u r r e n c y  p r a c t i c e  as soon as  p o s s i b l e .  I n  t h e  meantime, 
t h e  Fund g r a n t s  a p p r o v a l  u n t i l  Oc tobe r  31, 1983,  of  t h e  r e t e n t i o n  
by Uganda of t h e  exchange r e s t r i c t i o n s  on  payments and t r a n s f e r s  

u r r e n t  i n t e r n a t i o n a l  t r a n s a c t i o n s  and o f  t h e  m u l t i p l e  c u r r e n c y  
e i n v o l v e d  i n  t h e  a p p L i c a t i o n  o f  d u a l  exchange a r r a n g e m e n t s  

by Uganda. 

D e c i s i o n  No. 7329-(83/33) ,  adop ted  
Februa ry  2 2 ,  1983 

Review Under  Statld-By Arrangement 

1. Uganda h a s  c o n s u l t e d  t h e  Fund i n  a c c o r d a n c e  w i t h  para-  
g raph  4(bc) of t h e  s t and-by  ar rangement  For Uganda (EBS/82/125, 
Supplement 1 and EBS/82 /196 ,  Supplement 1) and pa rag raph  2 of t h e  
Letter of May 13, 1982 a t t a c h e d  t o  t h e  s tand-by a r r a n g e m e n t ,  i n  
o r d e r  to  review rlie p r o g r e s s  made i n  t h e  c o n t e x t  of the  program 
and reach u n d e r s t a n d i n g s  w i t h  t h e  Fund o n  s l J i t ab1e  per formance  
c r i t e r i a  i n  l i g h t  of pa rag raph  35(g) of the Memorandum a t t a c h e d  
to t h e  l e t t e r  o f  May 13,  1982. 

2. The l e t t e r  af November 6 ,  1982,  f rom t h e  P r e s i d e n t  and 
H i n i s t e r  of Finance s e t t i n g  For th  the economic and f i n a n c i a l  
p o l i c i e s  which Uganda will pursue  d u r i n g  i382/83, t o g e t h e r  w i t h  
t h e  at tached Memorandum on  Economic and  F i n a n c i a l  P o l i c i e s  €0 r 
1982/83, s h a l l  be annexed to t k e  s tand-by  a r r angemen t  € O K  Uganda, 
and t he  l e t t e r  dated May 13, 1982, t o g e t h e r  w i t h  t h e  a t t a c h e d  
&?marandm t h e r e t o ,  shall be r ead  a s  mod i f i ed  and supplemented  
by t h e  l e t t e r  of November h ,  1982. 

3 .  Accord ing ly ,  Uganda w i l l  no t  make p u r c h a s e s  under  t h e  
stand-by arrangement  t h a t  would i n c r e a s e  t h e  Fund’s  holdings o f  
ligancla’e currency  i n  t h e  c r e d i t  t r a n c h e s  beyond 25 per  cen t  of 
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u r r e n c y  resulting f rom 
2.5 p e r  c e n t  of q u o t a ,  
rfarma.nee c r i t e r i a  set 
e )  of t h e  Memorandum 
8 2  i s  n o t  o.bs.erved, 01: 
s e t  o u t  in parag raph  3 1 ( d )  

eover ,  the, references in 
t for ;  Ugand.a to para- 
15 of t h e  Memorandum 
, shall be changed t o  

.a.gra!p.t% 3 l ( e )  a.nd. t o  p a r a g r a p h s  2 t h r o u g h  5, 
CBe. Nemo;randurn. a t t a c h . e d  t o  the  l e t t e r  d a t e d  

.Decis ion  NO.. 7330-(8.3/33), adop ted  
.' .f. , I . ' ,  February 22,  1983 

1.V CONSULTATION, AND REVIEW UNDER 

eet'ors tco.ns.id,ered t h e  s t a € f  reporc  for the 1532 

am for 1983 (EBS/83,/15, 
efo.re them a r e p o r t  on 
/ 27 ,  2 /7 /83 ) .  

w i t h  a review under  t h z  

: .~ . 

blx. Flna . i sh  made the following s t a t e m e n t :  

In t h e  l a t t e r  h a l f  oE the 19709, the economic performance 
of Somalia was a d v e r s e l y  a f f e c t e d  by several deve lopmen t s ,  
l a rge ly  ex~geno~wrs in n a t u r e ,  which gave rise t o  c o n s i d e r a b l e  
pre3sd.ure?r O R  prices ,  t h e  budget, a n d  t h e  balance of payments. 

L t x i r i s t e d  iz series of  corrective measures i n  1480. The improve- 
ment bn t h e  country's economic performance s ince  t h e n ,  desp i te  
contfn-ulng external. d i f f i c u l t i e s ,  i s  l a r g e l y  a t t r i b u t a b l e  t o  
ehass measures, and bears testimony t o  t h e  agprapr ia tenesa  a f  
the authori t ies '  Firm approach to  the task of a d j u s t m e n t .  T h i s  
fmprwemenr is re f lec ted  b o t h  i n  the t r e n d s  i n  production a s  
w e 2 1  as in t h e  r educed  levels of i n t e r n a l  and external financial 
imbalances a 

nfzirig the consequent need for adjustment, tke a u t h o r i t i e s  

The a d j u s t m e n t  measures have been carried o u t  w i t h F n  t h e  
framework of  ~ u c c e s s  ive s t a n d - b y  a r r a n g e m e n t s  with t h e  Fund- 
The program far t h e  calendar year  19843, the f i r s t  ifl the se r ies ,  
nnainly eraphastzed restrained demand manaeement, w h i c h  conrr ibrited 
t~ a signfficant easing O F  financial pressurzs.  T h i s  was Eollnwed 
by the 1981/82 one-year program, wh I c h  suppZemented p a l i c i c s  of 
f i n a n c i a l  x e s  t r e i n t  wi ch  I.lnporEanr s t r u c t u r a l  mcwsur(?s t o  enhance 
product ion  and  move towarcl R s u s t a t n a b l e  e x t e r n a l  p o s i t  ion .  The 
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smuctuzal measures  i n c l u d e d  a 50 p e r  c e n t  d e v a l u a t i o n  (except 
c e r t a i n  e s s e n t i a l  i m p o r t s ) ,  a b o l i t i o n  of the  i s s u a n c e  of 

licenses f o r  own-exchange i m p o r t s .  s u b s t a n t i a l  increases i n  t h e  
p r o d u c e r  prices far most  a g r i c u l t u r a l  p r o d u c t s  and i n  t h e  consumer 

roleurn p r o d u c t s ,  and  improvements i n  t h e  per formance  
e r p r i s e s  and i n  development  p l ann ing .  The demand 

s u r e s  compr i sed  a s u b s t a n t i a l  r e d u c t i o n  i n  t h e  
and rz t i g h t e n i n g  of monetary  p o l i c y ,  i n c l u d i n g  a 

a t i o n  of c r e d i t  t o  t h e  pr ivate  s e c t o r  and an i n c r e a s e  
i n  i n t e r e d t  rates. 

h c o n s i d e r e d  a m b i t i o u s  by many D i r e c t o r s ,  t h e  program 
wa5 f u l l y  implemented and  t h e  per formance  of  t h e  economy t u r n e d  
a u t  t o  be b e t t e r  t h a n  t h a t  e n v i s a g e d .  The o v e r a l l  d e f i c i t  of t h e  

rate o f  i n f l a t i o n  was reduced  and improvement i n  t h e  e x t e r n a l  
f i n a n c i a l  p o s i t i o n  c o c s i d e r a b l y  exceeded t h e  o r i g i n a l  p r o j e c t i o n .  

a1 Gwernment  d u r i n g  1981 was s u b s t a n t i a l l y  narrowed,  t h e  

E f f o r t s  aimed a t  a f u r t h e r  improvement i n  domes t i c  economic ’ 

performance  and  a t t a i n m e n t  of a v i a b l e  e x t e r n a l  p o s i t i o n  over  t h e  
medium tiem a r e  being c o n t i n u e d  a t  present,  t h rougb  a combina t ion  
of demand a’nd s u p p l y  p o l i c i e s ,  under  a n  18-month stand-by program 
c h a t  s t a r t e d  i n  mid-1982. A number of i m p o r t a n t  measures  were 
announced b e f o r e  t h e  program came i n t o  e f f e c t .  These i n c l u d e d  
t h e  u n i f i c a t i o n  of t h e  d u a l  exchange ra te  and a s h i f t  t o  a n  SDR 
peg i n v o l v i n g  s s t a n t i a l  a d d i t i o n a l  d e v a l u a t i o n ,  f u r t h e r  upward 
rev i s ion  of the i n t e r e s t  r a t e  s t r u c t u r e ,  l i b e r a l i z a t i o n  of market-  
i n g  and p r i c i n g  p o l i c i e s ,  and comple t e  e l i m i n a t i o n  of e x t e r n a l  
a r r e a r s .  F i n a n c i a l  p o l i c i e s  env i saged  f o r  t h e  remainder  of 1982 
were f u l l y  implemented,  and  t h e  performance c r i t e r i a  f o r  end- 
September  were adhered  t o -  

R e f l e c t i n g  the c o n t i n u i n g  a d j u s t m e n t  efforts, t h e  domestic 
and e x t e r n a l  f i n a n c i a l  p o s i t i o n s  showed f u r t h e r  improvement i n  
1982. R e s t r L c t i v e  e x p e n d i t u r e  p o l i c i e s  and a s u b s t a n t i a l  increase 
I n  r e v e n u e s  made p o s s l b f e  a f u r t h e r  s i g n i f i c a n t  r e d u c t i o n  i n  t h e  
o v e r a l l  d e f i c i t  of t he  C e n t r a l  Government. The budget ,  e x c l u d i n g  
1 0 i % R S  i n  k i n d ,  r eco rded  a s u r p l u s  o f  4.5 per cent  o f  e x p e n d i t u r e s  
against  a pro-jected d e f i c l t  of 4.8 p e r  cen t  and  a d e f i c i t  of 
11.5 p e r  c e n t  i n  1981. The a u t h o r i t i e s  n o t  o n l y  r e f r a i n e d  from 
bank bor rowing  but were  able  t o  r educe  t h e i r  n e t  i n d e b t e d n e s s  to  
t h e  banking system by 6 per cent. With con t inued  r e s t r a i n t  i n  
monetary growth  and improvements i n  t h e  supp ly  s i t u a t i o n ,  t h e  
i n c r e a s e  i n  consumer p r i c e s  was l i m i t e d  t o  2 4  per c e n t  a g a i n s t  
an i n c r e a s e  of 4 4  p e r  Cent  i n  t h e  p r e v i o u s  year .  In the e x t e r n a l  
s e c t o r ,  a c u r r e n t  accoun t  s u r p l u s  of $19 m i l l i o n  i s  e s t i m a t e d  
against t h e  program p r o j e c t i o n  of a d e € i c i t  of $ 6 3  m i l l i o n .  Aided 
by t h e  d e v a l . w t i o n  and u n i f i c a t i o n  o f  t h e  exchange r a t e ,  e x p o r t s  
increased by 40 p e r  c e n t ,  i n c l u d i n g  sharp increases  i n  bo th  !tve- 
s t o c k  and banana exports. 



developments  a r e  e x p e c t e d  t o  c o n t i n u e  d u r i n g  
83. The €iscal reEorm measures  are  e x p e c t e d  

reduce t h e  ceiirrnl government  d e f i c i t  by a b o u t  10 p e r  
&tures. The g r o w t 5  o f  e x p e n d i t u r e s  is to  be 

d L i m i t s  o n  increases i n  government  employ- 

ue. s i d e ,  i n c l u d i n g  t h e  i m p o s i t i o n  of  new 
o f  several  e x i s t i n g  taxes,  and  improvements . The p r o j e c t e d  s t r e n g t h e n i n g  of t h e  
11 a l l o w  government  i f t deb tedness  t o  t h e  
r educed  f u r t h e r  by 13 p e r  c e n t .  Total 
o j e c t e d  Eo grow by o n l y  5 p e r  c e n t ,  compared 

e r  cent i n  1982. I n  l i n e  w i t h  t h e  p o l i c y  of  e n c o u r a g i n g  
ongovernment  c r e d i t  w i l l  expand by 18 per  

t h e s e  p o l l c i e s ,  t h e  race of  i n c r e a s e  i n  

t h r o u g h  s t r ic te r  e x p e n d i t u r e  

would be supplemented  by s i g n i f i c a n t  

cea is p r o j e c t e d  t o  be h a l v e d  t o  1 2  p e r  c e n t .  

h. r.es>pect t o  the.  b a l a n c e  of payments ,  t h e  c u r r e n t  a c c o u n t  
t e d  t o  show,a  smakl  s u r p l u s  f o r  t h e  second c o n s e c u t i v e  
n o r d e r  t o  encourage  t h e  i n f l o w  of p r i i r a t e  r e m i t t a n c e s  
 ad through t h e  bank ing  s y s t e m ,  and t o  c u r b  p r i v a t e  c a p i t a l  

sev.eltal  measures have r e c e n t l y  been  t aken .  These 
temporary  bonus.  scheme p r o v i d i n g  a premium above t h e  

exchange ra te  , f o r  r e m i t t a n c e s  and c a p i t a l  i n f l o w s  
by ,  Somal i  n l a t l o n a l s ,  p r i o r i t y  i n  t h e  g r a n t i n g  of impor t  

cv t o  t h o s e  r e m i t t i n g  f o r e i g n  exchange under  t h e  bonus 
and a r a t i o n a l i z a t i o n  of  i n t e r e s t  ra tes  on n o n r e s i d e n t  

ac counts . 
Tk,e a u t h o r i t i i p  r e c o g n i z e  t h a t  t h e  achievement  of t h e i r  

longer - te rm o b j e c t i v e  of s u s t a i n e d  growth a c  s a t i s f a c t o r y  ra tes  
would x e q u t r e  a c o n s i d e r a b l e  i n c r e a s e  i n  inves tmen t  above t h e  
p r e s e n t  levels. The c u r r e n t  i n v e s t m e n t  s t r a t e g y  l a y s  a good d e a l  
o f  emphas i s  o n  r e s o u r c e  m o b i l i z a t i o n ,  encouragement  of p r i v a t e  
e n t e r p r i s e ,  and  improvements i n  i n v e s t m e n t  p l ann ing .  The i n v e s t -  
ment a c t i v i t y  i s  a t  p r e s e n t  b e i n g  c a r r i e d  o u t  w i t h i n  t h e  macro- 
economic framework of t h e  1982-86 Development P lan .  The P l a n  
a t taches h i g h  p r i o r i t y  t o  t h e  deve lopment  of a g r i c u l t u r e  and 
i n f r a s t r u c t u r e .  The a u t h o r i t i e s  i n t e n d  t o  p u r s u e  a f l e x i b l e  ~ 

p o l i c y  w i t h  r e s p e c t  t o  i t s  i m p l e m e n t a t i o n ,  a d j u s t i n g  t h a t  t o  
t h e  a v a i l a b i l i t y  of  domes t i c  and externa l  i n v e s t i b l e  r e s o u r c e s .  
C u r r e n t l y ,  g r e a t e r  emphzs is  i s  b e i n g  p l a c e d  on t h e  c o m p l e t i o n  
o f  ongoing  p r o j e c t s  and a fuller: u t i l i z a t i o n  oE t h e  e x i s t i n g  
p r o d u c t  Lve c a p a c i t y .  The a u t h o r i t i e s  a r e  a l s o  c o l l a b o r a t i n g  
w i t h  t i A ?  World Bank i n  t h e  programming o f  i n v e s t m e n t  under  t h e  
P l a n .  However, a s  no ted  by t h e  s t a f f ,  r a i s i n g  i n v e s t m e n t  t o  
more s a t i s f a c t o r y  l e v e l s  would r e q u i r e  a s u b s t a n t i a l  i n c r e a s e  
i n  external financing. I n  t h i s  c o n n e c t i o n ,  t h e  World Bank i s  
o r g a n i z i n g  a C o n s u l t a t i v e  Group meet ing  o f  donor  c o u n t r i e s  f o r  
Somal i a  i n  March of  t h i s  y e a r .  
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t a n t  area of  t h e  a u t h o r i t i e s '  a t t e n t i o n  i s  t h e  
b l i c  e n t e r p r i s e s .  E f f o r t s  i n i t i a t e d  i n  1981 tc  

e n c y  and p r o f i t a b i l i t y  of t h e s e  e n t e r p r i s e s  a re  
and t h e  a u t h o r i t i e s  remain  committed t o  

o p e r a t i o n  o n l y  e c o n o m i c a l l y  v i a b l e  u n i t s .  An i n t e r -  
al cornmission h a s  b e e n  set  up t o  make recommendations 

a y i n g  d u e  r e g a r d  t o  t h e  i m p o r t a n t  s o c i a l  s e r v i c e s  
f 8 t h e  e n t e r p r i s e s .  

h e  Somal i  a u t h o r i t i e s  have demons t r a t ed  s t r o n g  

s ,  b o t h  f o r  demand management as w e l l  as s t r u c -  
w i l l  i n  r e c e n t  y e a r s  i n  implement ing  3 wide range  of  

e n t .  These f a r - r e a c h i n g  measures ,  some of which 
i c u l t  p o l i c y  c h o i c e s ,  have been unde r t aken  under  a 

y a r r a n g e m e n t s  w i t h o u t  t h e  b e n e f i t  o f  t h e  con- 
f l e x i b i l i t y ,  and o t h e r  a d v a n t a g e s  of a medium-term 

as been  v i g o r o u s  i n  s p i t e  of a d i f f i c u l t  economic and 
Also notewor thy  i s  t h e  f a c t  t h a t  the  pace of a d j u s t -  

a 1  s e t t i n g .  131-re a u t h o r i t i e s  i n t e n d  t o  c o n t i n u e  t h e i r  
e f f o r t s f o v e r  t h e  medium term. Needless t o  add ,  an 

e n t  f o r  t h i s  would be p r o v i s i o n  of e x t e r n a l  
ce a t  a l e v e l  t h a t  i s  commensurate w i t h  t h e  
t m e n t  e f f o r t s  and t h e  needs c€ t h e  economy. 

s t a t e d  t h a t  he c o u l d  s u p p o r t  t h e  proposed d e c i s i o n s .  H e  
y ti,:! s e r i o u s n e s s  and d e t e r m i n a t i o n  w i t h  which t h e  
ad been implement ing  comprehens lve  a d j u s t m e n t  measures  

5 two y e a r s .  P o l i c i e s  had been  pursued e f f e c t i v e l y ,  and 
a t i v e  performance c r i t e r i a  t h r o u g h  end-September 1982 had been  
a n t i a l  ad jus tment - -both  i n t e r n a l  and ex terna l - -had  t h u s  been  

a c h i e v e d ,  i n  p a r t  because  o f  c o n t i n u e d  good wea the r  c o n d i t i o n s  and 
than a n t i c i p a t e d  f o r e i g n  a i d .  N o n e t h e l e s s ,  much remained t o  Le 
a r t l c u l a r l y  i n  v iew of t h e  u n s u s t a i n a b l e  d e b t  r a t i o ,  which would 

r i s e - f r o m  4 p e r  c e n t  i n  1982 t o  3 1  p e r  c e n t  i n  1983 and t o  34 p e r  cent 
i n  1986. 

The program f o r  1983 r e f l e c t e d  t h e  commitment of t h e  a u t h o r i t i e s  t o  
c o n t i n u e  t h e  ad jus tmen t  p r o c e s s ,  M r .  Grosche commented. The p o l i c y  
measures  envisaged  seemed a p p r o p r i a t e  a n d ,  wh i l e  they  e n t a i l e d  some d i f f i -  
c u l t  c h o i c e s ,  he was c o n f i d e n t  t h a t  t h e  a u t h o r i t i e s  would do t h e i r  b e s t  
t o  implement  them. The p u r s u i t  of a l i b e r a l  marke t ing  and p r i c i n g  pol icy- -  
which had a l r e a d y  had b e n e f i c i a l  e f f e c t s  on t h e  a g r i c u l t u r a l  s ec to r - - shou ld  
promote a widening  r o l e  f o r  t h e  p r i v a t e  s e c t o r .  The w i l l i n g n e s s  of  t he  
a u t h o r i t i e s  t o  c l o s e  e n t e r p r i s e s  t h a t  were n o t  f i n a n c i a l l y  v i a b l e  was t o  
be commended, and t h e  r e p o r t  on t h e  f i n a n c i a l  p o s i t i o n  o f  t h e  p u b l i c  
e n t e r p r i s e s ,  which was be ing  p repa red  by t h e  i n t r a g o v e r n m e n t a l  commission,  
was t o  be welcomed. However, g i v e n  t h e  s e n s i t i v i t y  of  t h e  s o c i a l  i s s u e s  
i n h e r e n t  i n  closing p u b l i c  e n t e r p r i s e s ,  he w a s  s y n p a t h e t i c  toward t h e  
Government 's  view t h a t  a c a u t i o u s  approach  would be necessary. 
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He=,couLd s u p p o r t  t h e  proposed  f i s c a l  measu res  i n  t h e  program, 
M r .  Grosehe-Bor i t inucd .  The a u t h o r i t i e s '  i n t e n t i o n  t o  r e d u c e  t h e  o v e r a l l  

rnment' t o  16 .5  p e r  c e n t  of t o t a l  e x p e n d i t u r e  was a n  
e t  and i m p l i e d  a f u r t h e r  t i g h t e n i n g  of f i s c a l  p o l i c y .  In 
S t a n c e s ,  t h e  main t o o l  f o r  f i s c a l  r e s t r a i n t  s h o u l d  be a n  

e p o l i c y ,  a l t h o u g h  he  wondered whether  a n  e a r l i e r  imple-  
s n g e s  i n  t h e  t a x  s y s t e m  i n  acco rdance  w i t h  t h e  recommen- 

Tax Survey  migh t  n o t  have  a l l e v i a t e d  some of  t h e  
bu rden  of a + i g h t  f i s c a l  p o l i c y .  I n  t h e  area of  monetary p o l i c y ,  he  was 

nor<e t h a t  t h e  ra te  of c a e d i t  e x p a n s i o n  f o r  1983 wauld be 
&th  t h e  Government 's  o b j e c t i v e  of e n c o u r a g i n g  p r i v a t e  s e c t o r  

He.-agreed w i t h  t h e  a u t h o r i t i e s  t h a t  changes  i n  t h e  e x i s t i n g  
a:te s t r u c t u r e  were p r o b a b l y  n o t  n e c e s s a r y  a t  p r e s e n t ;  i n t e r e s t  

rates had been) doubled  in t,he p r e v i o u s  t w o  y e a r s ,  wh i l e  t h e  r a t e  o f  
e e n  d e c l i m i n g  s i g n i f i c a n t l y .  

A s e r i o u s -  problem - fackng t h e  Somal i  economy A n  1983 was t h e  p o t e n t i a l .  
f o r  a c o n t i n u e d  o u t f l o w  o f  p r t v a t e  c a p i t a l ,  M r .  Grosche no ted .  There,  
seemed t o  be some d i f f e r e n c e  of v i e w  be tween t h e  s t a f f  and the a u t h o r i t i e s  
on t h a t  matter, w i t h  t h e  a u t h o r i t i e s  a r g u i n g  t h a t  c a p i t a l  o u t f l o w s  stemmed 
less from economic f a c t o r s  t h a n  €rom t h e  u n c e r t a i n t i e s  a s s o c i a t e d  with 
t h e  b o r d e r  c o n f l i c t ; g s t i l l ,  t h e y  had implemented a number of  i n c e n t i v e s  
a imed a t  a t t r a c t i n g  p r i v a t e  c a p i t a l  inflows and r educ ing  c a p i t a l  o u t f l o w s ,  
and t h o s e  measu res  were t o  be welcomed. 

With r e g a r d  t o  t h e  medium-term p r o s p e c t s  f o r  t h e  economy, Mr. Grosche 
c o n s i d e r e d  t h a t  i t  was c r u c i a l  f o r  Somal i a ,  l i k e  a n y  deve lop ing  c o u n t r y ,  
t o  have a r e a l i s t i c  development  p e r s p e c t i v e  t h a t  cou ld  s e r v e  as a n  opera-  
t i o n a l  b a s h  f o r  i n v e s t m e n t  d e c i s i o n s .  In t h a t  r e g a r d ,  he was conce rned  
abou t  t h e  i n d i - c a t i o n  i n  t h e  s t a f f  p a p e r  t h a t  t h e  World Bank c o n s i d e r e d  
t h e  1982-86 Development P lan  t o  be  n e i t h e r  a n  o p e r a t i o n a l  document no r  a 
p o l i c y  framework for S o m a l i a ' s  deve lopment .  On t h e  o t h e r  hand,  i t  was 
e n c o u r a g i n g  t o  n o t e  t h a t  t h e  a u t h o r i t i e s  were c o l l a b o r a t i n g  w i t h  t h e  World 
Bank i n  p r e p a r a t i o n  f o r  t h e  C o n s u l t a t i v e  Group meet ing  schedu led  f o r  March 
1983 and were p repa red  t o  f o r m u l a t e ,  w i t h  t h e  a s s i s t a n c e  of t h e  World Bank, 
a t h r e e - y e a r  i nves tmen t  program w i t h i n  t h e  c o n t e x t  of the  Five-Year Develop- 
ment Plan.  He would a p p r e c i a t e  h e a r i n g  from t h e  s t a f f  whether  t he  p r o s p e c t  
o f  t e c h n i c a l  a s s i s t a n c e  by t h e  World Bank i m p l i e d  t h a t  t h e  a u t h o r i t i e s  
would f o l l o w  t h e  Bank's recommendation t o  r e p l a c e  t h e  c u r r e n t  development  
budge t .  

b l r .  Shaw c o n s i d e r e d  t h a t  t h e  Somal i  a u t h o r i t i e s  had demons t r a t ed  
s t r o n g  p o l i t i c a l  w i l l  and c o u r a g e  i n  implement ing  t h e  a d j u s t m e n t  measures  
o f  t h e  program. H e  a g r e e d  w i t h  t h e  s t a f f  a p p r a i s a l  and cou ld  s u p p o r t  
t h e  proposed d e c i s i o n s ,  i n c l u d i n g  t h e  r e q u e s t e d  a p p r o v a l  of t h e  m u l t i p l e  
c u r r e n c y  p r a c t i c e ,  a l t h o u g h  he wondered whether  t h e  p r a c t i c e  vas tile 

optimum way I € a t t r a c t i n g  r e m i t t a n c e s .  The  program ta rge ts - -which  had 
a p p a r e n t l y  been c o n s i d e r e d  by E x e c u t i v e  D i r e c t o r s  t o  be a m b i t i o u s  a t  t h e  
ou t se t - -had  been  exceeded;  because  i t  was s o  rare for members w i t h  d i € € i -  
c u l t  a d j u s t m e n t  programs even to  meet e x p e c t a t i o n s ,  l e t  a l o n e  exceed t h e m ,  
t h e  imp lemen ta r ion  of  t h e  program would have  t o  be c l a s s t f i e d  as success fu l .  



capi ta l  o u t f l o w s ,  and he could  t h e r e f o r e  
n o? t h e  bonus scheme, which provided  a 3 3  per  
o f f i c i a l  ra te  f o r  workers' r e m i t t a n c e s .  S t i l l ,  

e measu re  would be o n l y  a temporary  o n e ,  des igned  t o  
ou t  flows due  to  noneconomic f a c t o r s  ; a more a p p r o p r i a t e  

would 5e t o  adop t  a f l e x i b l e  in te res t  r a t e  
o s i t i v e  real  rates o v e r  time. He recognized  

i -n t eces t  rate as a p o l i c y  t o o l  i n  c o u n t r i e s  
seemed ta i n d i c a t e  t h a t  f o r e i g n  exchange 
e r n a t t o r l a 1  ra tes  were a t t r a c t i n g  r e m i t t a n c e s .  

f u r t h e r  comment by t h e  s t a f f  o n  the  e f f e c t  
ve i n t e r e s t  rates i n  Somalia .  

Tit ies were t o  be commended f o r  m a i n t a i n i n g  a u n i f i e d  
pal-icy,. M r .  Shaw remarked. The pegging of t h e  s h i l l i n g  t o  

p p a r e n t l y  provi&ed some b e n e f i t s ,  a l t h o u g h  t h e  reduced v a l u e  

h e t h e r  t he  SDR b a s k e t  was t h e  most a p p r o p r i a t e .  Also ,  he  assumed 
e s t o c k . e x p o r t s  were v a l u e d  i n  c u r r e n c i e s  o t h e r  t h a n  S D R s .  

o f  banana e x p 6 r t s  as a r e s u l t  of t h e  I t a l i a n  l i r a  d e v a l u a t i o n  made him 

e n d a b l e  w a s  t h e  e l i m i n a t i o n  of e x t e r n a l  arrears by end-1982, 
The e f f o r t  of rhe a u t h o r i t i e s  t o  r e - e s t a b l i s h  t h e i r  c r e d i t  

ac t  f o r e i g n  c a p i t a l  i n  the  medium term, a l t h o u g h  
marke t s  was l i k e l y  t o  remain l i m i t e d  f o r  some 

t ime. 
- 1  

o the  inves tmen t  program, Mr. Shaw observed  l i k e  o t h e r s  t h a t  
Ahad !had some doub t s  abou t  t h e  Five-Year Development P l a n  
t h e  Somali a u t h o r i t i e s  t o  p r e p a r e  a pub l i c  inves tment  program 
e r  time frame. It was n o t  c l e a r  what p a r t i c u l a r  d i f f i c u l t i e s  

t h e  World-Bank had had w i t h  t h e  Five-Year Development P l a n ;  h e  cou ld  o n l y  
t . it  had n o t  been focrmulated w i t h i n  a macroeconomic framework. 
t problem seemed t o  be addres sed  i n  the  inves tment  program, t h e  

e x i s t e n c e  cf a $566 m i l l i o n  f i n a n c i n g  g a p  would seem t o  i n d t c a t e  some 
rema in ing  f i n a n c i n g  problems.  An in-depth  a n a l y s i s  of inves tmen t  programs 
was n o t  n o m a l l y  r e q u i r e d  i n  t h e  c o n t e x t  of t h e  rev iew of  a s tand-by 
a r r angemen t ,  bu t  he would a p p r e c i a t e  some f u r t h e r  comment by t h e  s t a € f  o r  
M r .  Finaish on t h e  matter; t h e i r  remarks  c o u l d  be p a r t i c u l a r l y  r e l e v a n t  
if  t h e  a u t h o r i t i e s  were t o  con templa t e  an extended arrangement  a t  the  
c o n c l u s f o n  of t h e  p r e s e n t  s tand-by  a r r angemen t .  One of h i s  c o n c e r n s  was 
r e l a t e d  t o  t h e  statement i n  SM/83/27 t h a t  r e c u r r e n t  c o s t s  for s e v e r a l  
large project:; had been  o n l y  p a r t i a l l y  c o n s i d e r e d  i n  t h e  Plan.  That  
d e f i c i e n c y  c o u l d  have s i g n i f i c a n t  downstream i m p l i c a t i o n s  o n  t h e  f i s c a l  
s i d e  f o r  l a t e r  programs. F i n a l l y ,  h e  no ted  t h a t  7 5  per c e n t  of Somal i a ' s  
e x p o r t s  were  i n  the form of l i v e  an ima l s  and t h a t  o n l y  one  p r o j e c t  i n  t he  
c u r r e n t  i nves tmen t  program provided  f o r  a b a t t o i r  f a c € l i t i e s ;  perhaps  t h e  
v a l u e  of e x p o r t s  c o u l d  be i n c r e a s e d  if a d d i t i o n a l  p r o c e s s i n g  p l a n t s  were 
c r e a t e d  . 
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u l d  s u p p o r t  t h e  proposed  
. t h o r i t i e s  i n  the f a c e  of 

1 ,adif f i c u l t i e s  were impres . s ive .  
' f.i scal def  i c i  t , domes t i c  

d,. Those s u c c e s s e s ,  t o g e t h e r  
Sonsh ip  w i t h  ehe Fund, c o u l d  

. c o un , t r  i : e s ; d ,  

ad m:ezkt.io'n;ed, t h e  o u t l o o k  f o r  Somal ia  . Prowse c o n t i n u e d .  La rge  
.obbem?; h e  couhd t h e r e . f o r e  

t a n c e s  on a temporary  b a s i s ,  
s: 05- such a scheme were con- 
h e r  sho r t - t e rm problem conce rned  
,. which were p r o j e c t e d  t o  r i s e  

e r .  ;cen.t I n  L9~82, 31 p e r  c e n t  i n  19.83, and 
t !  ehe con: t rac t . ing  of any  new e x t e r n a l  

e r o o t  o f  a. number of problems 
A h i g h  r a t e  of r e a l  growth 

.c(es:sa:ry.r.,d : lXving.  s t a n d a r d s  were t o  be r a i s e d  and, i n  
M~..:. ';F.~:nalsh'l.and. t , h e .  .s:ta$f- h.ad p o i n t e d  t o  t h e  i m p o r t a n c e  

H e  wondered how i n v e s t m e n t  
ooat',r g ? e a t e r  ac:cess., t o  external  r e s o u r c e s  o r  an 

nces  and t h e  r e f l o w  of  
a l i  n a t i o n a l s  ab road  was one  p o s s i b i l i t y ,  bu t  there  

a .need ' : fo\ .r .~ex.ter.nal, .asjsistance.  I n  t h e  a b s e n c e  of  a n  
.&sis tan-ce . ,  'arld even: : t a .k ing  i n t o  account .  a n  e x p e c t e d  

e f y  'in::..t.he- e x p o r t .  $ec . to , r '  and a r .esumption of r emi t . t ances  
of  t h e  b a l a n c e  of p a y m e n t s  

p i t a  income o v e r  time, w h i c h  
e c t  t h a t  t h e  Fund would f i n d  
rn was ma in ta ined  and t h e  

x t ,  he  had noted. w i t h  satis- 
, Somalia  would n e e d  t h e  

f ac t ion -" tW&-dec i s ion  t o  o r g a n l z e  a mee t ing  of t h e  C o n s u l t a t i v e  Group i n  
Mmc.K..: . .Exp&rience showed t h a t  such  a g r o u p  c o u l d  be use  € u l  I n  m o b i l i z i n g  
a i d  and . ! :coord . ina t ing  and d i r e c t i n g  i t  t o  i t s  optimum u s e .  The p u b l i c  
i s v e s t m e n t  program recommended by t h e  World Bank s h o u l d  a l s o  be h e l 2 f u l  
i n  ' cha t :  r e g a r d .  

The s t a f f  had  made r e f e r e n c e  i n  t t s  p a p e r  t o  u n d e r i n v o i c i n g  of 
e x p o r t s ,  Mr, Prowse r e c a l l e d .  He was u n c l e a r  p r e c i s e l y  what t h e  b e n e f i t s  
o r  c o s t s  o f  such  u n d e r i n v o i c i n g  were, and he  welcomed t h e  proposed  s t u d y  
o f  t h e  matter t h a t  was due to  be comple ted  l a t e r  i n  t h e  y e a r .  S ince  t h e  
u n d e r i n v o i c i n g  was a p p a r e n t l y  a t  government  expense ,  h e  wondered whe the r  
i t  amounted t o  an  e x p o r t  s u b s i d y  and  whether  i t  was a p p r o p r i a t e  o r  a f f o r d -  
a b l e .  He hoped t h e  s t u d y  would c o v e r  t h o s e  issues, a l t h o u g h  he w a u l d  
a p p r e c i a t e  any  comment from t h e  s t a f f  i n  t h e  meantime o n  what t h e  a p p r o -  
p r i a t e  p o l i c y  p o s i t i o n  shou ld  be o n  t h e  u n d e r i n v o i c i n g  of e x p o r t s .  
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ope 5ar t echnica l  assistance 
E national accowntsI Among 

d id  not report GW f i g u r e s  
und's involvement, i n  a t tz i rd  

Seein to be ripe for over- 
ionaf. accatmts f igu res  " 

mocrat%c Kampuchea, t h e  Lao 

aging t o  d i s c u s s  a case like 
ceding s ~ ~ o ~ t h l y  f o r  some 

Table 3 ad t h e  s t a f f  report t h a t  
succes ,~ i n  implementing t h e  pro- 

by arrangement, Hence, he  
es had carried out t h e i r  
sness and d e t e r m i n a t i u n ,  

fa r  1983, wh ich  repre- 

ng of monetary and f f sca l  
uacion was projec ted  t o  
re expend1 ture pol icy .  

&her reduce i t s  indebted- 
part t he q ZIB nt i t a t i ve  
rhe f i r s t  half  of 1883 

e-ted decline i n  domestic l i q u i d i t y  for t h e  whole 
iae  oE t;he strong f i n a n c t a l  adjustment e f f o r t  by 

19153 was t h e  expected 
, To stern t h a t  f l o w  
bankip8 system, t h e  

mi t tances and c a p i t a l  
emed to he an ingenious 
ffected only  one  aspect 
y n a t u r e  Q F  t h e  ae3sure, 

uLd caref u i f y  moni tor  

i n s t i t u t e d  a bonus scheme, which p rov ided  f o r  a 3 3  per 

currency pracf: ice  

the impact  of She scheme, weigh the  cos ts  and benefits c a r e f u l l y ,  and 
abo l i sh  t h e  scheme once it had E u l f i l L e d  i t l s  purpose, 

Jr.wns clear f rom t h e  staff r e p o r t  tha t  there was some divergence  of 
v iew bcrwaen che arl thorirles and t h e  World Bank S t d f  f regarding SomalLa'r; 
Development P l a n ,  Mr ,  El-Kh-tauri no ted .  
hearing more abnut: the l a r e s  t developments i n  Somaiia's relations w i t h  
t h e  FIarZd Batik and t h e  p rmpec t s  f a r  a convening of the C o n s u l t a t i v e  G r o u p  
as scheduled. 
ctlrrenr stand-by arrangements had been h i g h l y  success fu l ,  and cha re was 
much to be Learned from i t s  experience in i m p l e m e n t i n g  o the r  programs w i t h  
t h e  Fund. 

Like o t h e r s ,  he w o u l d  apprec ia te  

F ina l ly ,  Somalia's performance under t h e  previous and 

Fte had 110 d i f f i c u l t l y  s u p p o r t i n g  b o t h  proposed dec i s ions ,  
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w a s  i-n b r a d  agreement  with. the  s t a f f  
.hers, supp.ort t h e  proposed cfecisiof is .  During 
kaa .had'. w d s r t a k e n  A num~ber of f a r - r e a c h i n g  

pragram.. It was to be hoped t h a t  1983 would 
.. a&.j~usCm:at%t and, a more stable economic e-nviron- 

cti's and a more s u s t a i n a b l e  b a l a n c e  of 

6ka.t the a u t h a  r i t i e g  were r i o u s l y  

n a n c i a l  a s s . i s t a n c e  had c l ea r ly  
i t  was the commendab.le detennin-  

e im.flst i .o:nary pressures and t o  b r i n g  
os.el.y.in 1:fns w i t h  r evenues  t h a t  had been t h e  

proved per fo rmance ,  Mr. DalPara c o n t i n u e d .  
p r i c f n g  po1ic.ie.s and t h e  s u p p o r t i v e  and 

' 31% m a r k e t i n g  p a . l . k y  were a l so  t5 be welcomed. As a 
had dropped d r a m a t i c a l l y ,  as had 

nt accoun t  had moved i n t o  s u r p l u s  

s t r e n g t h e n  t h e  balance of payments ,  
eha,n,ge rate changes had been a d o p t e d ,  

f u l l  e f f e c t  of t he  d e v a l u a t i o n  
98.2 t o  be: pas:sed through t o  all 

lia's external p u b l i c  d e b t  p o s i t i o n  

i o .  He was t . h e r e f o r e  p l e a s e d  t h a t  
i t s  a r r e a r s  by mid-1982; w h i l e  
in September 1982, t h e y  t o o  had 

t h e  a u t h o r i t i e s  not to have con- 

riieAa s o u r c e  o f  c o n c e r n  because of the  r e c e n t  b u i l d u p  

zaziy neu .~no~neoacess~o:naI loans in 1982. 

Dallara s a i d  t h a t  he could 
pursue a more r e s t r i c t i v e  and 

n t h e  f i s c a l  area was a c e n t r a l  
r e  stabile economic envi ronment .  
t o  implement t h e  recommend.ations 

.@E? Azhe. 1980 TMF Tsx Survey til order to enhance  t h e  medium-term prospects 
for  .fksca.l t n t  e g r i  ty. 

In the area o f  monetary p o l i c y ,  the upward ad jus tmen t  in i n t e r e s t  
rates on July 1, 1982 should, together with t h e  lower  r a t e  of i n f l a t i o n ,  
have a p o s i t i v e  e f f e c t  on  r e source  a l l o c a t i o n ,  domes t i c  s a v i n g s ,  and 
eavtngs €Tom n a t i o n a l s  abroad. L i k e  o t h e r s ,  however,  he remained c o n c e r n e d  
b y  t h e  contFnuatFon of n e g a t i v e  r e a l  i n t e r e s t  r a t e s  and h e  hoped it would 
be possible €or t h e  a u t h o r i t i e s  t o  make F u r t h e r  upward a d j u s t m e n t s  i n  t h e  
ra te  s t ructure  during 1983. Noting t h a t  i n t e r e s t  r a t e s  on e x t e r n a l  
accounts had been rationalized, h e  encouraged  the a n t h o r i t i e s  to keep  
those  rates under  c lose  review i n  o r d e r  t o  e n s u r e  t h a t  they  remained 
compe t i & i v e  
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i n s  faced by the a u t h o r i t i e s -  i n  t h e  e x t e r n a l  s e c t o r  had 
d try t h e  s u b s t a n t i a l  o u t f l o w  aE p r i v a t e  capital 

which raised s e r i o u s  u e s t i a n s  about the sustainability 
of payments Tn khe med tri term, Mr. DafLara remarkerf. 

m a l  matter,  he  welcomed t h e  staff's estimate 
a t e  transfers i n  1982. He had found t h e  d a t a  t o  he 
i n g  t h e  n a t u r e  and e x t e n t  of t h e  problem of o u t f l o w s ,  

t a f f  would produce similar  da t a  in o t h e r  cases, 
o1vin.g requesrs f o r  d rawings  under  t h e  compensatory 

s u p p o r t  the measures taken by t h e  a u t h o r i r i e s  t o  d e a l  w i t h  

t empora ry  i n  n a t u r e ,  Pk. D a l l a r a  commented. The 
vate  c a p i K a 1  o u t f l o w s  0-n t h e  u n d e r s t a n d i n g  t h z t  

ov ided  €or a 3 3  per c e n t  premium above t h e  o f f i c i a l  exchange 
tarices and c a p i t a l  i n f l o w s  made by Somali  n a t  t o n a l s ,  

t h e  staff had a n y  e v i d e n c e  o f  t h e  impact  of t h e  
t the  bonus scheme would b r i n g  t h e  
ctions very c l o s e  t o  t h e  p r e v a i l i n g  
a t  t h e  bonus scheme had been  des igned  
t h a t  was p a r t l y  noneconomic i n  n a t u r e ,  

aise a q u e s t i o n  a b o u t  t h e  a p p r o p r i a t e n e s s  of  t h e  

n managlng t h e  exchange  r a t e ,  bu t  t h e  s t a f f  had p rov ided  
g e n e r a l .  The a u t h o r i t i e s  had taken a number of i m p o r t a n t  

sis abou t  t h e  adequacy of t h e  r a t e  €or  t h e  p e r i o d  ahead.  
as  conce rned  abou t  t h e  l o s s  o f  f o r e i g n  exchange r e s u l t i n g  

d e r i  nvo i c i  ng 1 i v a s  t o  c k e x p o r t s  ; whi le  1: ec ogn i  z i  ng 
s u n d e r l a y  t h e  a u t h o r i t i e s '  d e c i s i o n  n o t  t o  d e a l  
a t  t h e  t ime,  h e  was p leased  t h a t  t h e  Government 

s t u d y  of t he  m a r k e t i n g  process. 

e p r o j e c t e d  r ise  i n  t h e  d e b t  service r a t i o  t o  31 p e r  c e n t  i n  1983 
r a  commented. It w a s  i m p e r a t i v e  t h a t  s t r i c t  
r i n g  of new commerc ia l ly  based  d e b t  shou ld  be 
a u t h o r f t i e s  s h o u l d  p e r s e v e r e  i n  t h e i r  e f f o r t s  t o  
gn c r e d l  t o r s .  

D e s p i t e  t he  s u b s t a n t i a l  p r o g r e s s  t h a t  had been made toward i n t e r n a l  
and  e x t e r n a l  economic s t a b i l l t y  f o r  Somal ia  o v e r  t h e  p rev ious  two yea r s ,  
the  medium-term p r o s p e c t s  r e m a i n e d  v e r y  much i n  d o u b t ,  Mr. DaLlara noted.  
H e  agreed wlt rh  t h e  s t a f f  t h a t  a r e a l i s t i c  inves tmen t  p l a n  s u p p o r t e d  by 
fore ign  a i d  would be n e c e s s a r y  i f  t h e  b a l a n c e  of payments was t o  r each  a 
suszainable p o s i t i o n  I n  t h e  medium term. For  donors  and c r e d i t o r s  s e r i o u s l y  
t o  c o n s i d e r  i n c r e a s i n g  f o r e i g n  a s s i s t a n c e  t o  t h e  l e v e l  t h a t  appeared  t o  
b e  needed ,  t h e  Somali  a u t h o r i t i e s  would have t o  f o r m u l a t e  a comprehens ive  
and workab le  development  s t r a t e g y .  It was r e g r e t t a b l e  t h a t  such a s t r a t e g y  
had not  been i n c o r p o r a t e d  i n  t h e  1982-86 Development P lan ,  which t h e  World 
Bank had concluded  d i d  not c o n s t i t u t e  a n  o p e r a t i o n a l  document or prov ide  
a p o l i c y  framework f o r  S o m a l i a ' s  development. He under s tood  that € u r t h e r  
discussions between t h e  Bank and t h e  Somal i  a u t h o r i t i e s  were t a k i n g  p l a c e  
on a three-year p u b l i c  i n v e s t m e n t  program, and h e  j o i n e d  t h e  Fund s t a f f  
i n  h o p i n g  t h a t  r a p i d  progress  c o u l d  be a c h i e v e d  i n  t h a t  a rea .  



2 .  i '  
. ?  

eceLerrat$on. csf dontcst tc  credi t  growth in 1983, F n  a d d i t i o a  t o  
demand press.ures, should  reduce money balances h e l d  by 

e x i s t i n g  leeway f a r  f i n a c i n g  capi ta l  wt -  

predicted budget c a s t  of  the  bonus scheme. 
s c i o n  O F  t h e  turnaround i n  n e t  o f f i c i a l  
ly estimated plus $25 m i l t i o n  t o  Lhe Latest 

. He would appreciate hearittg from t h e  s tafk  

I?. medim-term uutloak f o r  Somalia's external p o s i t  Lon remained 
Outstanding d e k t  exceeded $1 b i t l i o n  

and ,  even LE Somalia d i d  n u t  contract :  any n e w  l o a n s  in 1983, t h e  d e b r  
service rat4as through 1r385 were calcr l la ted t o  range between 30 and GO per 
cent: 0.f tilt& e x p o t t s r  Some payments ar rears  that: had emerged d u r i n g ,  1982 
had heen re schedu led  or canceled, and t h e  balance of payments was expected 
t o  run a fur ther  d e f i c i t  i n  1983, f inanced  m a i n l y  by  drawings an t h e  Fund. 
If rfiomcntum f o r  growth was LO be m a i n t a i n e d ,  investment would need t o  
be increased, and t h e  cur ren t  account would l i k e l y  aga in  s w i n g  i n t o  d e f i c i t ,  
l e a d i n g  t o  add l r to rza l  accumufation o f  ex te rna l  debt .  Hence, a "Cacch 2 2 "  
S i C u a t h n  seemed to e x i s t  in t h e  simultanet>iJs search Eor e x t e r n a l  balance 

dered, 
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e r n  of growth t h r o u g h  a p u b l i c  

gh  g r o w t h  rates w h i l e  m e e t i n g  
overnents i n  impor t  s u b s t i t u t i o n  and 

c o n c e s s i o n a l  a i d  t o  h e l p  t h e  
o r i t i e s  o v e r  t h e  medium term. 

can Department  observed  tha t ,  
etween Somalia and E t h i o p i a .  
t e d  u n c e r t a i n t y  had r e s u l t e d  i n  

t h a t  might  have a f f e c t e d  t h e  
,and , t h e  a u t h o r i t i e s  had a g r e e d  t h a t  

y. It  had a l s o  been a g r e e d  
o r  1983 was t o  be m a i n t a i n e d  

y b y  workers '  r e m i t t a n c e s .  
t e  f i n a n c i a l  i n c e n t i v e s  might  

ange  € o r  c a p i t a l  o u t f l o w s .  

f l o w  qtxi7i.e e x p e n s i v e  and p r o v i d i n g  a 3 3  per  c e n t  premium f o r  t r a n s f e r s  
and ca,piEal i n f l o w s  by Somali n a t i o n a l s  from abroad t h r o u g h  t h e  banking 

The bonus scheme e n t a i l e d  a c o s t  t o  t h e  b u d g e t  o f  a p p r o x i m a t e l y  
So. Sh. 5 f o r  e v e r y  d o l l a r  r o u t e d  t h r o u g h  t h e  scheme, t h e  s t a f f  r e p r e s e n -  
t a t i v e  c o n t i n u e d .  To o f f s e t  t h e  c o s t ,  t h e  a u t h o r i t i e s  had i n t r o d u c e d  a 
measure p r o v i d i n g  f o r  a n  i n c r e a s e  i n  t h e  e f f e c t i v e  i m p o r t  d u t y  on  non- 
e s s e n t i a l  i m p o r t s .  However, t h e y  had f e l t  t h e  need f o r  a d d i t i o n a l  incen-  
t i v e s ,  beyond t h e  premium o f  t h e  bonus scheme, t o  encourage  t h e  i n f l o w  
o €  r e m i t t a n c e s  and c a p i t a l  t h r o u g h  t h e  banking s y s t e m .  Accord ingly ,  t h e y  
Clad i n t r o d u c e d  a s y s t e m  under  which a p r e f e r e n c e  was g r a n t e d  t o  p a r t i c i -  
pants i n  t h e  bonus scheme i n  o b t a i n i n g  impor t  l i c e n s e s .  I n  a d d i t i o n ,  
a t t r a c t i v e  and c o m p e t i t i v e  i n t e r e s t  ra tes  were s e t  on e x t e r n a l  a c c o u n t s .  
The i n t e r e s t  r a t e  s t r u c t u r e  had been r a t L o n a l i z e d  and s e t  a t  a r a n g e  o f  
9-11 p e r  cen t  depending on t h e  m a t u r i t i e s  o f  t h e  d e p o s i t s .  
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W'g;uks;k.toixs. an t h e  extatnak sector, t he  stapt '  repreverr 

s e  The meat k c t o r y  and aba.ttcrir 
Qovie.t Union bad! been the main market for 

w.S IT: $hopera t l i ve  for some time. 
.;, . .  t . .  . , . 

iiQs;s:.of t h e  SDR 89 a peg for the shfllkng 
e & , t h a t  bananas were exported t o  

vei t:6 the'SDR, the sta.f€ 
ly a,baur 5 per c e n t  of total 

d a t i o n  had been. minimal. t ive-  

o f f  f c i a 3 l y  pegged its rLyal 
ti both an SDR b a s k e t  and a 

a l l y  e a s i e r  t o  peg t h e  shifltng 
found ehbe d i f f e r e n c e s  t o  be 

ra.tx! $a Somalia had been d i s c u s s e d  
test tnkssi-on in. connection wftk  t he  
uc.fkows: facing t h e ,  country, the s t a f f  

enced two deval t ta t ions--one of  
out. 50 per c e n t  in domestkc 
e f f e c t . s  on t h e  economy. Expor t  

c c m t r i - b m c d  s i g n i f  Lcantly to 
and &ring 1982 had been strong, 

f 'had: a.L..so reu.ie,wed the  c o s t - p r i c e  s t r u c t u r e  
i v e s t o &  and; bgfianas,  and: had. 

.n:s tha : t  the. demand for imp0r.t s 

t h e r  exchange r a t e  &Ion had. 

m6re o r  1:es.s in.  l i n e  w i t h  t h e  c o s t - p r i c e  

hat dampe,neb by' the two ' I W g e  S u c c e s s i v e  d e v a l u a t i o n s .  

.s.s',. t h e  a u t h o r i t i e s  had i n d i c a t e d  
.con,ti:nue :tb, review the exchange r a t e  and  that t h e y  were 
&a.nges I f  t h o s e  w e r e  consZdered, n e c e s s a r y  i n  light of 

abou t  9 p e r  c e n t  i n  1982-mainly 
as a f e s u l t  o f  reschedrilSng--.b.tit i t  was e x p e c t e d  to  rise t o  31 per cen t  I n  

t h e r  i n . c r e a s e s  th rough  1987,  t h e  staff r e p r e s e n t a t i v e  obse rved .  
e8 shared th.e s t a f E ' s  conce rn  about t h e  r i s i n g  d e b t  s e r v i c e  

ratio and.; had Xndica ted  t h a t  t hey  would be c o n t a c t i n g  c r e d i t o r  c o u n t r i e s  
i n  1983: i;o:'.geek a r e s c h e d u l i a g  o r  even c a n c e l l a t i o n  o f  e x t e r n a l  d e b t .  
0.f the  .debt. i n c u r r e d  by SomalAa was 0.n h i g h l y  c o n c e s s i o n a l  terms, and the  
auchor5,t;ies h.ad been o p t i m i s t i c  about  reaching agreement  on rescheduling 
o r  cancel l la t iotr . .  No new commercial  d e b t  had been c o n t r a c t e d  d u r i n g  t h e  pre- 
v i o u s  two. y e a r s  and ,  w h , i l e  t h e  program p r o v i d e d  f o r  a ceiling o f  $25 m i l l i o n  
i n  commercial  d e b t  c o n t r a c t e d  or g u a r a n t e e d  by t h e  Government f o r  1953, i t  
was not expec ted  t h a t  a n y  commerc ia l  d e b t  wo.uld be i n c u r r e d  during t h e  
program pe r iod .  

Most 
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r e d  a b o u t  t h e  prablem of  u n d e r i n v o i c i n g  
P c a l f e d ,  and Mr, Prowse 

r e s e n t e d  a k i n d  ctf s u b s i d y ,   he 
as of- c o n c e r n  to b o t h  t h e  au tho r -  

place. The a u t h o r i t i e s  kad 

r t i c u l a r l y  i n  Saudi  tk-abia, 
d by the Saudi  Arab ian  au tho r -  
t t h e  f u l l  d e l i v e r y  of  t h e  . Dwr'ing t r a n s i t  t h e r e  
u r a n c e l  F u r t h e r ,  when the 
the  q u a l i t y .  The value 0f 

It a t  present tra d e t e r m i n e  

r e d  wottLd b e  cieducted 

te m i n i  ng t h e  p r e c i s  e 
and  t h e  exact d e g r e e  o f  

t h a t  reason t h a t  t h e y  had agreed  
ing  and inarketirig of l i v e -  

nce  would be pa id  t o  the e x p o r t e r .  The 

e o r  e l i m i n a t e  
L a P f e c t i n g  i n  any s i g n i f -  

k e x p o r t e r s ,  Because u f  t h e  
idy provided  d i r e c t l y  by t h e  

s t z  f f r epr ese n r a t  i v e  
e n t  of e x p e n d i t u r e s .  The 

r e  c o n t r o l ,  i n t r o d u c e 6  a n  austere f i s c a l  
ployment ,  and l i m i t e d  t o  a g r e a t  e x t e n t  cos t  

yees. I n d e e d ,  o v e r  t h e  
l o y e e s  had beeo reduced  

drninis t r a t i v e  i n f r a s t r u c -  
p e r  c e n t  increase i n  wages 

pLoyees i n  1983; even sa, however, the i n c r e a s e  would not: 
would be dependen t  apoa t h e  e v o l u t i o n  of t h e  budge ta ry  

concerned about  t h e  

nieasures undertaken 
had i n t r o d u c e d  nearly 

c r u r a l  ad jus tmen t  measures 
proposed i f i  the S98U SMF Tax Snrvey. The t a x a t i o n  of imports was c .u r r en t ly  
based o n  actual invoices rather  t h a n  on v a l u a t i o n  lists as  i n  t h e  p a s t ;  
t h e x e  had been efEective increase i n  i m p o r t  d u t i e s ;  a 5 p e r  c e n t  sa les  
tax wag being Lnt roduced ;  8 rtumber of s p e c i f i c  domes t i c  excise taxes had 
been converted t u  an  ad valorem basis; t h e  t a x a t i o n  of p u b l i c  e n t e r p r i s e s  
was undergo-ing r e f o m ;  and t h e  a u t h o r i t i e s  had r e q u e s t e d  t e c h n i c a l  a s s i s -  

tance from zhe Fund wfth 8 v iew r o  improving  income t a x  assessment and 
colleccian. The o b j e c t i v e  of all t h e  measures was t o  improve t h e  e l a s t i c i t y  
cJf the tax system, t a  emare an e q u i t a b l e  d i s t r i b u t i o n  of t h e  t a x  burden, 
and TU r e s t r u c t u r e  t h e  t a x  s y s t e m  I n  a manner t h a t  would encourage economic 
growth i n  the c o u n t r y .  
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d: a!bout i .n . te res t  race pa .P icy  i n  

a r l ,  s.%muea t.tSe au:charS.r ies  t t d  
. te sgy.uatfirse cou;.li[ he lp  e~ 

fe.s a&.so f d t  t k t  an appropr i a t e  
$ntc ol the procass 6.f f i n a n c i a l  

,u.tce a,&loca t i.on, aPt haugh E hey 
ziase in knterest mtes shauld 

c o u ~ c t  adveree:ly affect the 
A gfaaee. a t  t h e  Wgad.isc5o consumer 

%eres.t rates had been 

o that irtt.e.res.t. rates c o d d  remain 
noted t h a t  t h a t  index 

n. i n  .th.e c o u n t r y  as. a wh:ole. 
ompanents of t h e  coastmet 

atktfes. felt t h a t  the i nc . ceases  in 
fle the. folrd component had 

,n process and t h e  h i g h  demand for 
io. area; accord ingly ,  t h e y  tended 
&mer pr5ce; imdex as more. t n d i c a t i v e  

the economy& 

s:'. o t i  t . he - . ex te~rna l  accau.cr.ts, the scaf E repre- 
ber 19.82, t h e  Mogadiscio bra.nch 

ad been opened by l i v e s t o c k  
tole e h s t  such, a c c o u n t s  wo.uLd 
r h s  to  set an a t t r ac tkve  knteres t  

t h a t  the inflow of d e p o s i t s  
IS. other., t h a n  S..irnpIy t h e  % r i t e r e s t  rate. 

ng those  p u . b l i c  ente cpr ises 
f r e p r e s e n t a t i v e  continued. 

to. determine which  ones 
had been deferred rhus fat, 
cent measures t h e y  had 
y and  v i a b i l i t y  of public 
ample, t h a t  t h e  new 'liberal 

s .h i l . l i ng ,  t h e  ePLmi,natton 
I t h e  talc s y s t e m  could.all 
i t y  o f  p u b l i c  e n t e r p r i s e s .  
p I n  m a n a g e m e n t  and tech- 
the p r o f i t a b i l i t y  of t h e  

p&2.2c,, enterprises. ?&e au thor i t i e s  had tt1u.s requested t h e  Us$. Agency 
T o ~ - - . ~ i n ~ e ~ n a , t ~ o ~ ~ . l .  Development to prepare a s t u d y  t h a t  i n c l u d e d  a n  cxa;nPna- 
E i . O n . . . o f  ptfb.lic enterprises. That s t u d y  had been comple t ed ,  a n d  the  a u t h a r -  
i t ies would. be. examining k t  to see. what changes mtght be made. Tke s t u d y  
ha&.n.@t recommended the c l o s m e  of pubLir, e n t e r p r i s e s  s o  much 8 . s  an i r ~ f u s i o n  
0.f rnanBgeme,n.t and technical s k i P L s ,  arid had suggesred  that c o n s i d e r a t i o n  
be given to the  adop t ion  af joint v e n t u r e s  w i t h  Foreign cornpanics t h a t  
coiiZd provide the management and technI.ca1 s k i  1 Is nrceljsary t o  e n s u r e  cke 
v i a b i l i t y  o f  c e r t a i n  pub:Lic e n t e r p r l s c s .  

aQ- ,%et u p  ' a.n i a taagouernmenta l  commission t o  
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agnfng. ,and , t ,he  med.itm-te!rrn p r o s p e c t s  
*'h&d,! ref'e2red to the s t a t e d  c o n c e r n s  

?, the stof,€ r e p r e s e n t a t i v e  

external f i n m c i a l  s t a b i l i t y ,  and 
cl. the  ... f&portame of t h e i r  

wee of the Uafced Nations Development Program 
., The l a t e s t  ef I k ~ t : ,  had focused ,  s e r i o u s l y  
coakCa.t of  a nacroecoi-ibmic framework, and 

q%s :included i n  t h e  P l a n  had 
As.. The i n t e n t i o n  was 
s t i n g  inves tmen t  t a r g e t s  

of the f o . m u l a t i o n  o f  t h e  Roverrirnent 

t h e r e  was a need for a t h r e e -  
ng, a r i g o r o u s  p r o j e c t  e v a l u a t i o n ,  
on. t h e  b a s i s  o f  w e l l - d e € i n e d  

~ : ~ a ; l i s ' t f c  assessment o f  domes t i c  and e x t e r n a l  
.Mative con t inued .  The aut 'hor-  
i e n t s  had been i n c o r p o r a t e d  i R  

were c o n t i n u i n g  t o  d i s c u s s  t h e  
am. headed- by t h e  Minister o f  
in. March 1983 t o  m e e t  the  World 
t P l a n  and t h e  p r e p a r a t i o n s  f o r  
i c h  had ear1ie.r been de layed .  

. term should be  viewed a g a i n s t  
he s t a f f  r e p r e s e n t a t i v e  from t h e  
r of D i r e c t o r s  had i n d i c a t e d ,  

of per cap i t a  income a t  $125-200 
ad jus tmen t  measures  and had 

eded 5 : .  coms5derably improvlng  t h e  ex te rna .1  p o s i t i o n  and 
conurn'-: growth ,  b u t  e x t e r n a l  f i n a n c i a l  a i d  would be n e c e s s a r y  

rowth i n  p e r  c a p i t a  income could 
a n c e  of payments p r o j e c t i o n s  

. , '  .t.hr&g?t E987 and, while those p r o j e c t i o n s  were t e n t a t i v e ,  t h e y  i n d i c a t e d  
ehat;,. if Somalia  were t o  s u s t a i n  i n v e s t m e n t  a t  i t s  c u r r e n t  l e v e l ,  t h e  
baLance df payments po . s i t i on  could be.come v i a b l e  over the medium term. 
'!&e wnd;erl.ging assumpt ion  t h a t  i n v e s t m e n t  would be  m a f n t a i n e d  a t  i t s  
cmtsnt  l e Y . e l ,  however,  . i m p l i e d  t h a t  Somalia  might have t o  s u f f e r  a consid- 
exable r e d , u c t l o n  1.n per  c a p i t a  income. For t h a t  r e a s o n ,  t h e  a u t h o r t i e s  
Were conc.er:ned about developing a c o h e r e n t  i nves tmen t  program and were 
aeekfng financial  assistance i n  expanding the c o u n t r y ' s  p r o d u c t i v e  c a p a c i t y .  

The E x e c u t i v e  D i r e c t o r s ,  a g r e e e d  t o  c o n t i n u e  t h e i r  d i s c u s s i o n  in t h e  
a f teznaan 
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DECISION TAKEN SINCE PREVIOUS BOARD MEETING 

The f o l l o w i n g  d e c i s i o n  was a d o p t e d  by tne  E x e c u t i v e  Board w i t h o u t  
mee t ing  i n  t h e  p e r i o d  between EBM/83/32 (2/18/83) and EBM/83/33 (2/22/83). 

3. EXECUTIVE BOARD TRAVEL 

Travel by E x e c u t i v e  D i r e c t o r s  as s e t  f o r t h  i n  EBAP/83/48 (2 /17/83) ,  
EBAP/83/49 (2/17/83), EBAP/83/5O (2/18/83), and EBAP/83/51 (2/18/83) and 
by an Advisor t o  E x e c u t i v e  D i r e c t o r  as s e t  f o r t h  i n  EBAP/83/46 (2/17/83) 
is approved .  

APPROVED : J u l y  2 2 ,  19 83 

JOSEPH W. LANG, J R .  
Acting S e c r e t a r y  



- 41 - EBM/83/33 - 2 / 2 2 / 8 3  
ANNEX I 

Tab le  1: S a l e s  of F o r e i g n  Exchange at t h e  Second Window 

P e r i o d  
Number of S a l e s  i n  Millions of US$ 

Weeks Cumulative Weekly a v e r a g e  

A c t u a l  Gales 

Aug. 27-Nov. 12 ,  1982 1 2  

Nov. 15-Dec. 31, 1982 7 

Jan .  3-Feb. 18, 1983 7 

Future sales required to 
meet the ceilings 

Feb. 21-March 25,  1983 5 

Feb. 21-June 24,  1983 18 

Ceilings 

Aug. 27-Dec, 31,  1982 19 

Aug. 27-March 30, 1983 31 

Aug. 27-June 30, 1983 4 4  

13.0 1.1 

14.8 2.1 

16.9 2.4 

8.3 1.6 

43.3 2.4 

24.0 1 .3  

53.0 1 . 7  

88.0 2 .0  
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Tab le  2. Uganda: I n d i c a t o r s  of Pe r fo rmance  Under t h e  Program 

(End-December 1982)  

Program Actual 

( I n  b i l l i o n s  of U Sh)  

C e i l i n g  o n  n e t  d o m e s t i c  c r e d i t  62.6 55.5 

C e i l i n g  on n e t  c r e d i t  t o  Government 36.0 ) 

C e i l i n g  on  n e t  c r e d i t  t o  Government ( a d j u s t e d )  - 1/ 38.0 ) 
1 3 4 . 6  

(In m i l l i o n s  o f  SDRs) 

N e t  e x t e r n a l  bo r rowing  
1-12 y e a r s  matiir i t ies 
1-5 y e a r s  m a t u r i t i e s  

Net  r e d u c t i o n  in arrears 
O f  which:  i n  c a s h  payments 

120.0 4.1 
50.0 4 . 1  

(In m i l l i o n s  of IJSS) 

11;o 59.2 
( 5 . 5 )  (16 .9 )  

S a l e s  a t  second window 24.0 2 7 . 4  

1/ As s p e c i f i e d  in p a r a g r a p h  b of S e c t i o n  I V ,  page 2 8 ,  o f  EBS/82/125 
( J z l y  1 3 ,  1 9 8 2 ) ,  t h e  c e l l i i z g  on n e t  c r e d i t  to Government fo r  December 31, 
1982, w a s  t o  be  r a i s e d  by  t h e  s h o r t f a l l  o f  d e p o s i t s  l odged  by t h e  p r i v a t e  
s e c t o r  u n d e r  t h e  I D A  c r e d i t  a r r angemen t  i n  t h e  p r o j e c t  a c c o u n t  of t h e  
Treasury from t h e  p r o j e c t e d  amount o f  U Sh 3.1 b l l l i o n .  A s  d e p o s i t s  
amounted t o  o n l y  U Sh 1.1 b i l l i o n ,  t h e  c e i l i n g  o n  n e t  c r e d i t  t o  Government 
has t o  be r a i s e d  by U Sh 2 b i l l i o n  a t  t h e  end o f  December. No a d j u s t m e n t  
h a s  t o  be made f o r  t h e  c e i l i n g  on n e t  d o m e s t i c  c r e d i t .  


