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1. ZAMBIA - 1991 ARTICLE IV CONSULTATION; ACCUMULATION OF RIGHTS; AND
OVERDUE FINANCIAL OBLIGATIONS - REVIEW FOLLOWING DECLARATION OF
INELIGIBILITY

The Executive Directors considered the staff report for the 1991
Article IV consultation with Zambia and Zambia’s request for a rights accu-
mulation program for 1991-94 (EBS/91/539, 4/3/91), together with a memorandum
on economic and financial policies (EBS/91/52, 3/25/91), and a staff paper
on the further review of Zambia's overdue financial obligations following
the declaration of Zamk:ia's ineligibility to use the Fund's general
resources effective September 30, 1987 (EBS/91/63, 4/9,/91). They also had

efore them an economic and financial policy framework paper on Zambia for
"91 93 (EBD/91/33, 2/1/91).

The staff representative from the African Department commentad that
the projected real depreciation of the exchange rate to which Mr. Goos had
referred applied to the window one rate, and that reflected not the policy
for the window two rate, but rather the more rapid wmovement of the window
cne rate. The program did not include a targeted real depreciation; thers
was no target for the real or nominal rate. The program did include a
market test, and the authorities were to conduct exchange rate policy to
meet the balance of payments and reserve objectives as performance criteria,
but also in keeping with side understandings that had been spelled out.
Those side understandings were not in terms of a real effective exchange
rate or any particular numbers; they were based on certain market indicators
that were considered to be exchange rate sensitive and which would provide
the best early warning system on market trends, including demand and supply.
Hence, the test for the exchange rate system was market determined, although
the rate itself was managed. Of course, one of the key indicators in that
connection was the demand for imports under the open general license system.

Those comments were also applicable to the question of what would
happen after the unification of the exchange markets, the staff representa-
tive continued. The unified rate was likely to be market clearing, and the
test of the conduct of exchange rate policy would again be market based; the
policy should be aimed at achieving the balance of payments objectives under
the program. The sentence to which some speakers had referred--“"The staff
also welcomes the authorities’ intention, ouce the open general license
(CCGL} phase has been completed, to view the emergence of market pressures

that require a rate of depreciation significantly above the targeted rate of
inflation as a signal that they need to review, and most likely tighten, the

starce of monetary and fiscal policy™--had two lavers of meaning, both of
wvhich were important. First, the staff viewed the demand for and supply of
foreien exchange as a useful early warning indicavor. Inflation data in

Zamuia wecame available only with a significant lag--sometimes as loug as
rhcee to four months--and the staff believed that developments in the
exchange markets were likely to provide a fastevr signal of what was happen-

ing in the area of inflation; thus, the exchange market data could signal a
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need to tighten monetary policy, and that signal could be heeded quickly,
rather than wait three or four months for the inflation data to become
available.

The second layer of meaning of the sentence in question was that if the
market-determined exchange rate were to signal a need to start moving the
exchange rate faster than the rapidly decelerating inflation targeted, then
monetary and fiscal policies, too, should be tightened, the staff represen-
tative said. Accordingly, the sentence in question was meant to provide the
kind of constraint that Mr. Goos favored.

As to the influence of the exchange rate on prices, some anecdotal
evidence might be useful, the staff representative commented. When Zambia
had undertaken its first large devaluation under the program, in mid-1989,
the authorities’ first announcement had incorrectly put the adjustment at 60
percent instead of 50 percent. Actors in the economy had immediately raised
prices by 60 percent and, of course, they did not proceed to reduce them
when the Government subsequently corrected its initial announcement. There-
fore, there was clearly a substantial announcement effect of exchange rate
adjustments on prices. In theory, a tightening of monetary policy would
reverse that process. There were problems with that mechanism in an economy
dominated by parastatal monopolies.

The dynamics of inflation in Zambia had been of great concern to the
staff, particularly as prices had not responded as closely to monetary
policy as the staff had expected and hoped, the staff representative com-
mented. The economy had been characterized by extensive controls and para-
statal monopolies, and the staff continued to feel that it could not gauge
the performance of the parastatals, either to privatize them or reform them,
until there was market pricing in the economy. Therefore, the early phase
of the program had focused on liberalization and market pricing. But the
staff had then faced a situation in which the economy had freer prices but
was still dominated by monopolistic parastatals. In that situation, there
had been a strong tendency for the unions to put pressures on the para-
statals--as the unions recognized that the parastatals could push price
increases through--so that any crunch that might come would hit other parts
of the economy, as had started to happen in the agricultural sector in 1990.
There was in effect a sequencing question, the answer to which was not easy
to find.

As to the export retention rate, the staff expected that, even after
unification of the exchange markets, that rate would continue to diverge
from the unified rate, at least for the remainder of the current program,
the staff representative remarked. In the coming period, the staff would be
encouraging the authorities to further liberalize the exchange system, but
for the moment the export retention rate could be used for purposes other
than imports. If it were used for imports alone, the rates could be
expected to converge with an open import system; in fact, however, it could
also be used for services, royalties, certain profit remittances, and other



-5 - EBM/91/56 - 4/17/91

transactions that were still controlled. Thus, there was a reason for the
rates to diverge until the resources were available to liberalize areas such
as profit remittances. Meanwhile, exporters did have an additional incen-
tive through the benefit of the export retention rate.

The staff did not have detailed information on the settlement of the
strike in the o0il industry, the staff representative commented. The fact
that the strike had been settled was of course very welcome; the strike had
been a cause for serious concern, partly because of its strong effect on the
copper industry, including a cut by nearly half in the normal volume of
copper shipments in March 1991. It was the staff'’s understanding that the
settlement provided for a 50 percent wage increase, but the staff did not
know the date of the previous increase or whether the associated allowances
were taxable,

There had been contacts between the authorities and the commercial bank
Steering Committee, and there seemed to be some movement toward reaching an
agreement, the staff representative commented. However, apparently the
banks themselves were in no hurry to reach an agreement, as they were
unlikely to receive any money out of an agreement.

The staff certainly agreed with Mr. Schoder that, when the fiscal
position improved, the authorities should reduce tax rates, the staff repre-
sentative said. At the start of the current adjustment effort, in 1989, the
initial fiscal program goals had included a substantial cut in personal
income tax rates that was to be offset by a broadening of the tax base,
including taxation of fringe benefits. While agreement on the rate cut had
been in place, the taxation of fringe benefits had not. The lesson that the
staff had learned from recent experience was that new revenue-enhancing
measures should be avoided until the tax cut measures were implemented.

A question had been raised about the strategy that the authorities
should apply during the projection period of negative resource gaps, the
staff representative recalled. The current medium-term scenarios did not
include any use of the forecast surpluses, as stipulating such plans at the
present stage would probably have understated how difficult the situation
looked down the road. The question was whether donors would be willing to
maintain the level of assistance during that period to sustain a large
buildup of reserves or payments of debt.

The staff had sufficient data for the copper contingency, the staff
representative remarked, because the staff did not rely on actual reported
earnings, but rather on physical volumes and world prices. Therefore, the
copper contingency mechanism was not based on revenues actually surrendered,
tut rather on data on physical volume.

As to the pace of privatization and the implementation of a new invest-
ment code, the multilateral institutions--primarily the World Bank--were
trving basically to keep the authorities from moving tc: hastily, the staff
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representative commented. The authorities wished to move very fast, and
there was some concern that they might move ahead with measures that had not
been carefully and fully thought out in advance. Earlier, the staff had
advised the authorities to reconsider the Investment Code, which was now
expected to be announced shortly. Similarly, the Zambian Government was
eager to move quickly to privatize public enterprises, but the World Bank

staff had been concerned that the preparations for that move were inadequ

ate
ate

and could lead to poorly conducted operations that might undermine the
support for the broader privatization effort over the longer term.

The growth rate of GDP was one of the most difficult variables to
forecast in the context of adjustment programs, the staff representative
remarked., The staff considered that the marketed agricultural output would
be about 40 percent higher in 1991 than in 1990, owing to better weather
conditions rather than to the effects of the adjustment program. As to the
relationship between the credit squeeze under the program and future GDP
growth, the program did provide for a 15 percent real increase in credit to
the nongovernment sector, provided the fiscal objectives were met; that
increase should provide, at least from the credit side, room in which the

growth forecasted could happen.

The staff fully agreed that controlling new expenditure commitments was
important, the staff representative said, and that was in fact the key
thrust of the new budgetary control procedures. The current budgetary
process gave commitment authorizations for the full year; as a result,
departments would over-commit and spend in the first half of the year and
seek additional commitments for the rest of the year. Therefore, the staff
was encouraging the authorities to spread the commitments out over the whole
year.

Zambia already had a fairly competitive and strong banking system,
which consisted of 12 banks, most of which were private, the staff represen-
tative explained. In that context, the situation in Zambia was very differ-
ent from that in many other African countries. A few of the smaller banks
in Zambia were somewhat weak, but two of the three leading actors in the
system were major British banks. The banking system was one of the few
parts of the Zambian economy that was dominated by the private sector rather
than the public sector.

A number of Directors had raised the question of a possible legislative
prohibition on lending by the Bank of Zambia, the staff representative
recalled. While that idea was tempting, it missed the source of the prob-
lem, which was political. The Bank of Zambia did not wish to lend, thereby
shifting the fiscal responsibility away from the Government. The real issue
was the need to create the conditions for the banks to move in and undertake
the financing, particularly in the agricultural sector; that would involve
moving the cooperatives out of the financing, so that the financing could be
undertaken by the private sector.
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There was to be a significant reduction in tariff dispersion in 1991,
the staff representative commented. The reduction was to take place over
two years, rather than just one, as a part of the World Bank'’s operation to
be supported by a three-year phasing in of the fairly planned strong move-
ments in tariffs.

The consensus was that agriculture was the main area for longer-term
growth in Zambia, the staff representative noted. Marketed produce was
considered to have a strong growth potential, particularly if the current
heavy subsidization of maize was reduced.

As to the need to firm up financing for the second quarter of 1991,
there had been follow-up discussions with a number of govermments about
possibly accelerating their balance of payments assistance in order to make
disbursements in the second quarter, the staff representative from the
African Department remarked. Good progress had been made in some of those
discussions, but the financing still had to be finalized. Over the coming
few days, the staff would be approaching some Executive Directors to see
whether they could assist in finalizing those discussions, so that the
provision of more of the balance of payments assistance could be advanced to
the second quarter. That objective was very important, because large
amounts of payments to the Fund would fall due in May 1991, when the adverse
consequences--on a cash basis--of the decline in copper exports as a result
of the o0il refinery strike would be felt. Hence, there was an urgent need
to mobilize balance of payments assistance for the second quarter.

The Deputy Director of the Exchange and Trade Relations Department
recalled that a number of Directors had commented on the prospects for
medium-term viability in Zambia. The case of Zambia was obviously very
difficult, as the authorities faced, inter alia, a substantial contraction
of the country’s major export industry. The staff report had been frank in
that regard, but two points were worth stressing at the present stage.
First, the staff believed that the program was a credible start. The staff
had not approached that program from a different point of view because it
was a rights program and not an arrangement immediately involving Fund
financing. Second, the adjustment effort would undoubtedly have to be
sustained and intensified in the coming years, before it could be followed
by a successor arrangement. Even on the assumption--which was not built
into the projections--that the program would be strengthened, Zambia would
clearly require quite exceptional support by the international community.
The beginnings of the support were already in place, and there were discus-
sions in the Paris Club and other circles that might have an important
bearing on future financing. The staff was very hopeful that there even-
tually would be a firmer basis for projecting a better medium-term outlook,
but Zambia was a difficult case and would require substantial and sustained
support.

One speaker had asked why there was no rights accumulation upon
approval of the program under discussion, the Deputy Director remarked.
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Accumulation of rights at the current stage would be consistent with the
typical approach if the Board were approving an arrangement involving Fund
financing; that approach was certainly anticipated under the rights
approach, and even front-loaded rights accumulation was possible. The
question in the current case of Zambia was one of performance: there had
been substantial slippage in the second half of 1990, and the staff had in
that light thought it prudent to proceed with approval of the program but to
leave the first rights accumulation subject to the meeting of performance
criteria.

Another speaker had asked the staff whether it had contemplated a
possible shortening of the rights accumulation period to less than three
years in the event of a reduction in Zambia’s arrears to the Fund, particu-
larly in view of the possible application of the contingency mechanism, the
Deputy Director remarked. The staff had not considered that option. The
staff had focused on establishing a sound and credible record of policy
performance for Zambia before moving the country to an actual Fund-supported
program. If by chance there were to be a substantial reduction in arrears
during the course of the rights program, a shortening of the period could be
considered; it was certainly not precluded.

A question had been raised about the consistency of any possible
arrears reduction during the rights period with the World Bank staff’s view
on handling arrears cases, the Deputy Director recalled. 1In the case of
Zambia, the Fund staff had not attempted to program explicit arrears reduc-
tion into the program for the first year; as a practical matter, given the
financing constraints and the extremely large financing needs, that option
had not seemed practical. The staff had developed the proposed contingency
arrangement so that if copper prices were to move in a positive direction,
there would be some reduction in Zambia's arrears to the Fund. In coming
years, if developments permitted, the staff would certainly again seek to
bring about a reduction in the arrears to the Fund. The Bank staff was
aware of the Fund staff’s intentions in that regard.

Mr. Goos said that he still felt somewhat uneasy about Zambia’s medium-
term viability. The staff paper frankly stated that, owing to the excep-
tional financing need, continued successive Fund arrangements would be
required; the medium-term projections gave the impression that continuous
Fund-supported programs would be needed into the next decade. That outlook
was difficult to reconcile with the current guidelines on conditionality;
the Fund should not introduce new or special conditionality principles
specifically for rights accumulation program countries.

At the same time, Mr. Goos continued, he wondered how the staff and
management reacted to his proposal that they should, in their further con-
tacts with donors and other creditors, draw attention to the dismal medium-
term outlook, and particularly the risk that if the entire stock of arrears
was refinanced by rights accumulated in three years’ time, there would be a
substantial risk that Zambia would fall into arrears very scon. In other
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words, the Fund should continue to strive for additional contributions
through which Zambia could reduce the stock of arrears. That effort would
admittedly be difficult, but it should be maintained.

Mr. Mwananshiku said that he welcomed the patience and persistence that
staff and management had shown in dealing with Zambia, sometimes in circum-
stances that had not been easy. He appreciated the donor community's con-
tinuing support and encouragement for Zambia’'s efforts to transform its
economy as the role of the mining sector gradually diminished.

He wished to underline Zambia's commitment to the program,
Mr. Mwananshiku continued. Mistakes had been made in the past, mainly as
a result of changes in policy. At present, much of the decision making
affecting the program had been left to government officials, particularly
the Monitoring Committee. The mistakes that had occurred in the recent past
were the result principally of weaknesses in administration rather than in
policy. The staff had explained why the administration was weak, particu-
larly in the Ministry of Finance. The solution in that connection in the
short term was technical assistance, which was being offered. In the medium
to long term, conditions of government service must be improved to facili-
tate staff retention in key areas of the administration.

The authorities were aware of the importance of fiscal policy in the
program, Mr. Mwananshiku commented, and both the Fund and the World Bank
were concentrating their technical assistance on that area. For their part,
the authorities were trying to improve procedures for expenditure authoriza-
tion, monitoring, and reporting.

Zambia'’'s balance of payments prospects were not bright, as many
Directors had pointed out, Mr. Mwananshiku commented. While efforts were
being made to encourage nontraditional exports, the role of the donor
community remained important. As Directors had noted, the process of
transforming the economy would take time. At present, the comments made by
Mr. Peretz on the special charges should be borne in mind. He fully agreed
with those comments, as they were consistent with Zambia'’s weak balance of
payments position.

The duty on materials for mealie meal bags had been noted by Mr. Goos,
Mr. Mwananshiku recalled. The problem in that connection was with the final
price of mealie meal. Efforts to raise the price of mealie meal on two
recent occasions had led to civil strife and even bloodshed, as mealie meal
was the staple food in Zambia. However, efforts were underway to replace
imported materials with local ones and thus avoid the problem.

In concluding, he wished to stress that Zambia was aware of its respon-
sibility to ensure that the program was implemented, even though the program
was tight, Mr. Mwananshiku said. The flexible approach being considered by
the Board offered the authorities a great challenge and opportunity.



EBM/91/56 - 4/17/91 - 10 -

The Acting Chairman then made the following summing up:

Directors noted the considerable progress that has been made
under a program of policies that Zambia has implemented since mid-
1989 to transform the economy from one that is based on adminis-
trative controls and government involvement into one that is based
more on market forces and private sector activity, Directors also
noted the success that has been made in the areas of price deregu-
lation and reform of the exchange and trade system, and the wider
scope that is now allowed for private sector activity, including
in agricultural marketing. Although performance with regard to
financial policies and inflation was poor in 1990 relative to
program targets--and this was a source of disappointment to
Directors--these results at the same time represented an
improvement over 1989,

Directors welcomed the Govermment'’s determination to bring
the reform effort back on track with the adoption of a rights
accumulation program for 1991. The program will be implemented
under very difficult conditions both at home and abroad.
Directors considered that success in stabilizing the economy and
fighting inflation would hinge critically on achieving a further
significant reduction in the budget deficit. They regarded it as
essential that the new budgetary control procedures be implemented
firmly and that the Budget Office be given the necessary backing.
Civil service pay and benefits would need to be contained and
civil service reform initiated promptly. Actions would also need
to be taken to ensure that the copper company meets its obliga-
tions to the Government and the Bank of Zambia--the company tax,
the mineral resource levy, and the kwacha counterpart payments on
external debt service--fully and on time. Directors thus
expressed strong concern regarding the implications of the recent
decision to postpone the taxation of housing allowances, and they
noted that Zambia has no choice but to expand the tax base if
essential spending is to be maintained in the face of a longer-
term decline in copper revenues. Disappointment was also
expressed about delays with respect to payments by the copper
company to the Government.

Directors underscored the importance of strict adherence to
the fiscal targets if the program’s monetary and inflation objec-
tives are to be met. At the same time, they expressed concern that
the Bank of Zambia had been fueling monetary expansion by lending
directly to the parastatal and agricultural sectors, and Directors
stressed that such lending would have tec cease if the stabiliza-
tion program was not to be undermined. Directors urged the
Government to achieve positive real interest rates at an early
stage and noted that further action to raise nominal rates would
be desirable rather than waiting for a decline in inflation.
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Directors expressed satisfaction with the progress made in
reforming the exchange and trade system. Directors encouraged
the authorities to make further rapid progress in these areas.
Directors endorsed the objective of merging the first- and second-
window exchange rates at a market-clearing level by no later than
the end of 1991. They also welcomed the incorporation into the
program of a contingency mechanism that was designed to help pro-
vide Zambia with a cushion against adverse external shocks. It
was also stressed that achievement of exchange rate stability over
time would depend primarily on restrained monetary and budget
policies.

Directors urged the Government to move rapidly and decisively
to strengthen investor confidence and increase private sector
participation in the economy. In this context, they expressed
approval of the Government’s commitment to privatization and to
the review and restructuring of those parastatals that remained in
public hands.

Directors commended the substantial efforts made by all
parties in the first quarter of 1991 to mobilize financial
resources to reduce arrears to the Fund to the targeted level and
to clear arrears to the World Bank. However, the 1991 financing
plan includes pledges that will need to be firmed up quickly, and
donors’' efforts to disburse assistance in a timely and usable
manner will, if anything, have to be redoubled if the financing
needs for the remainder of the year are to be met. In this
regard, balance of payments support in the second quarter is par-
ticularly urgent. Directors welcomed the Government’s intention
to make advance acquisitions of SDRs to facilitate settlement of
amounts falling due, including those payments that are necessary
to reduce arrears to their level of July 1, 1990 by the end of
December 1991; such timely payments to the Fund were essential to
accumulate rights under the program and thus needed to be accorded
the highest priority.

Zambia's medium-term outlook is very difficult because of the
sharp drop expected in copper prices and the prospect of a decline in
copper production and exports. Directors noted that, if progress in
moving toward a more viable external position is to be achieved, addi-
vional efforts will be required to expand nontraditional exports and
reduce import dependence. The view was also put forward that the
projected slow progress toward external viability and the doubts with
regard to Zambia's repayment capacityv argued for stronger and faster
macrosconomic adjustment and structural reform. All agreed that the
program left absolutely no margin for slippage and Zambia would have to
prceve that it would stick tenaciously to its policy undertakings and
payments performance to the Fund in order to reassure donors and
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creditors who would need to provide continuous generous support,
including in the future comprehensive debt relief on the most conces-
sional terms possible.

It is expected that the next Article IV consultation with
Zambia will be held on the standard 12-month cycle.

The Executive Board then approved the following decisions:

1991 Article IV Consultation

1. The Fund takes this decision relating to Zambia’'s
exchange measures subject to Article VIII, Sections 2(a) and 3,
and in concluding the 1991 Article XIV consultation with Zambia,
in the light of the 1991 Article IV consultation with Zambia con-
ducted under Decision No. 5392-(77/63), adopted April 29, 1977, as
amended (Surveillance over Exchange Rate Policies).

2. As described in EBS/91/59, Zambia continues to maintain
restrictions on the making of payments and transfers for current
international transactions in accordance with Article XIV, except
that the following exchange measures maintained by Zambia are
subject to Fund approval under Article VIII: multiple currency
practices arising from the operation of the dual exchange market
and from the sale of retained export proceeds; limitations on the
availability of foreign exchange for certain current transactions,
including limitations on personal remittances and the nonavaila-
bility of foreign exchange for tourism; and the limitation on the
availability of foreign exchange for the servicing of external
debt evidenced by payments arrears. The Fund approves the reten-
tion of the multiple currency practice arising from the operation
of the dual exchange market until December 31, 1991. The Fund
encourages the authorities to remove as soon as possible the other
exchange restrictions and the other multiple currency practice.

Decision No. 9709-(91/56), adopted
April 17, 1991

Accumulation of Rights

The Fund approves the accumulation of rights for Zambia as
set forth in EBS/91/59.

Decision No. %710-(91/56), adopted
April 17, 1991
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Overdue Financial Obligations - Review Following
Declaration of Tneligibility

1. The Fund has reviewed further the matter of Zambia’s
overdue financial obligations to the Fund in the light of the
facts and developments described in EBS/91/63 (4/9/91).

2. The Fund welcomes the continued active cooperation of
the Zambian authorities with respect to the adoption and implemen-
tation of the comprehensive set of structural reform and adjust-
ment policies contained in the policy framework paper (EBD/91/33,
271/91). The Fund also welcomes the authorities’ intention to
pursue a rights accumulation program during the period through
April 1994. The Fund calls on external donors and creditors to
augment flows of grants and concessional lending in support of
Zambia's adjustment efforts on a timely basis. The Fund intends
to continue to collaborate actively with Zambia under the intensi-
fied collaborative approach.

3. The Fund regrets the continued existence of Zambia's
arrears to the Fund, which places a financial burden upon other
members and reduces Fund resources needed to help others. The
Fund stresses that full and prompt settlement of these arrears
should be given the highest priority. In this regard, the Fund
welcomes the substantial payments that were made by Zambia during
February and March 1991. The Fund notes Zambia's intention, under
the rights accumulation program, to make payments equivalent to
obligations falling due to the Fund in the remainder of 1991 and
to reduce arrears to the Fund to or below their level of July 1,
1990 by December 31, 1991.

4. The Fund will review the matter of Zambia'’s overdue
financial obligations to the Fund again at the time of the first
review of Zambia's rights accumulation program for 1991 or within
six months of the date of this decision, whichever is earlier, in
the light of actions taken by Zambia in the meantime regarding
pavments to the Fund and implementation of the rights accumulation
program.

Decision No. 9111-(91/56), adopted
April 17, 1991

2. UGANDA - 1991 ARTICLE IV CONSULTATIQN AND STRUCTURAL ADJUSTMENT
FACTILITY - REVIEW UNDER SECOND ANNUAL ARRANGEMENT

The Executive Board considered the staff report for the 1991 Article IV
consultation with Uganda and the midterm review under the second annual
arrangement under the enhanced structural adjustment arrangement approved on
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April 17, 1989 (EBS/91/57, 4/1/91; and Cor. 1, 4/16/91). They also had
before them a background paper and statistical appendix (SM/91/72, 4/15/91).
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Mr. Monyake made rthe following statement:

At the outsev, T would like to place on record the warm
appreciation of my Ugandan authorities for the support given by
the Fund at the recent Consultative Group meeting for Uganda in
Paris. They were encouraged by the donor community’s positive
response to their aid request and by the delegates’ deep apprecia-
tion of the considerable progress that Uganda has made both in
terms of consolidating stabilization and initiating structural

reforms.

My authorities are in broad agreement with the basic thrust
of the staff appraisal. Therefore, I would only focus on some
aspects that require attention.

Uganda was continuing its stabilization efforts through the
pursuit of austerity measures and contending with declining
earnings from coffee exports, as a result of the collapse of the
International Coffee Agreement, when in the first half of fiscal
year 1990/91 another disastrous external shock, the Gulf crisis,
drove the import price of oil up by some 50 percent. The Govern-
ment was once again compelled to react to a further loss in its
terms of trade by immediately increasing the domestic price of oil
by the full amount of the increase in the international price and
further devaluing the nominal exchange rate of the shilling.

The high fuel prices, coupled with the bad weather conditions
and some difficulties in the marketing system, caused the growth
momentum to slow down in 1990. According to preliminary esti-
mates, GDP grew by 3.1 percent, after a remarkable growth averag-
ing over 6 percent between 1987 and 1989. The effects of these
unfortunate developments were reflected in the outcomes of some
performance criteria for end-December 1990 which deviated from the
program targets.

In spite of these deviations, which in most cases were only
marginal, the program was kept broadly on track and, as the staff
appraisal indicated, the macroeconomic objectives were largelv
realized. Inflation was brought down further to an annual rate cf
22 percent by the end of February 1991 from 29 percent at end-June
1990. The inflationary pressure could have been reduced even
further were it not for the pass-through of the 0il increases to
domestic consumers and weather-related constraints. By end-March
1991, the foreign exchange premium had been reduced to 22 percent,
from 87 percent in June 1988.
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Developments in the external sector continue to cause concern
to my authorities. While purchases of coffee for export are
expected to be lower than planned, the oil import bill and exter-
nal debt-service payments, among others, are anticipated to be
higher than programmed, causing increased balance of payments
pressures.

In order to address the difficult external sector position
and tc correct the imbalances caused by unforeseen monetary expan-
sion, a revised program for the second half of 1990/91 has been
prepared. My authorities are firmly committed to the program and,
with appropriate donor support, intend to carefully monitor devel-
opments and to take the actions necessary to stay within the
revised program targets.

On the fiscal front, revenue yield is expected to improve
through the reform of tax and tariff structures and the strength-
ening of tax administration. In order to enhance the efficiency
of tax collection, an independent tax authority operating outside
the civil service will be set up soon. On the expenditure side,
priorities will be reordered, placing emphasis on key economic and
social sectors. This reorientation of expenditures, apart from
its beneficial impact in terms of alleviation of poverty, will
also help in improving the balance of payments situation.

Besides, the Government has decided to effect a 30 percent cut
across the board in nonwage and noninterest recurrent expenditure,
except in health, education, and agriculture, where cuts are
expected to be lower.

In the monetary area, the policy of maintaining positive real
interest rates will be maintained in order to improve domestic
resource mobilization and economic activity. A program 1is under
way to reform the financial sector by strengthening management,
restructuring the banks, and enhancing the supervisory power of
the Bank of Uganda. 1In this regard, the Government has set up a
team headed by the Bank of Uganda to coordinate policy and come up
with a strategy and measures to reform the financial system. 1In
order to restrain liquidity growth, indirect monetary policy
instyuments, including a system of open-market operations, are
being contemplated. Accordingly, a program to popularize the
treasury bills across the country is to begin soon. Moreover, the
sccounts of the Bank of Uganda are being brought up to date, with
that for 1989/90 being submitted now to the external auditors.
Titis ie an important step forward, as the delay in bringing the
accowits up to date has been the major obstacle for the authori-
vies to address appropriately factors underlying the expansion in
the unclassified assets of the banking system and thereby contain
undue monetary expansion.
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Let me now turn to the parastatal reform agenda of the
authorities. In early March, the Government reviewed the whole
question of the public enterprise sector and divestiture, follow-
ing a World Bank sponsored study, and adopted a framework to carry
out the process of divestiture. A coordinator for public enter-
prise reform and divestiture, at the rank of permanent secretary,
is soon to be appointed. Moreover, in its effort to restore
investor confidence, the Government has decided to remove the
uncertainties about property rights created by the expropriation
of properties in early 1970s, and the legal framework to ensure
their smooth disposal is now being reviewed.

In the external sector, a favorable policy environment has
been created, especially for export diversification, with the
establishment of a 100 percent foreign exchange retention scheme
for all noncoffee export proceeds, the dismantling of export
monopolies, the introduction of foreign exchange bureaus, and the
simplification of the export licensing system. Progress is also
to be made toward unifying the exchange rate by the end of 1991,
through the pursuit of appropriate supportive fiscal and monetary
policies. 1In order to establish a reliable external debt profile,
a consulting firm has also been appointed to complete the verifi-
cation exercise by end-May 1991.

My authorities have no difficulty in accepting the medium-
term projections. However, we understand that the official
position is more optimistic than that of the staff, in view of
policies implemented to date and the more pragmatic and tougher
measures anticipated for the remainder of the current fiscal year
and beyond. The authorities believe, in particular, that both
coffee and noncoffee exports should do better in response to the
liberalization drive in the exchange and trade system. As regards
the fiscal area, the resource mobilization measures, such as those
to maintain positive real interest rates, and the anticipated
reform in the financial sector are expected to produce a better
cutturn.

My authorities believe that the package of reforms for the
second half of the current fiscal year and beyond constitutes a
strong and credible program. But such an important and demanding
agenda cannotl succeed without sufficient donor support, including
from the Fund. The external shocks affecting both Uganda's
primary export, coffee, and, in the wake of the Gulf crisis, one
«f its most vital imports, oil, have created the need, now more
than ever, for unwavering Fund support. While the rephasing
requested is fully appropriate under the present circumstances, my
authorities earnestly request the Executive Board to augment the
overall amount of the three-year ESAF commitment, such that the
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in closing, 1 would like to express once again the apprecia-
tien of the Ugandan authorities to the staff, management, and the
members of the Board for their keen interest in Uganda’s problems
and the support they have consistently provided in the process of
the macroecounomic and structural adjustment.

Mr. Wright made the following statement:

At this stage in the program vear, it looks as if 1990/91
will prove to be disappointing for Uganda in many respects.
Drought has hindered the economic growth that is vital to raise
per caplta income from its currently very low level, and the
external poesition has deteriorated. Inflation exceeds the
targeted leveled, and several performance criteria for the midterm
review were missed.

Nevertheless, I do not find the generally upbeat tone of the
staff appralisal inappropviate, c¢specially when one takes account
the added difficulties faced by the authorities since the

Gz
Grrangement undﬁr the ESAF was criginally put together. First
rame the coliapse of the Internaticonal Coffee Agreement. Then

cane drought and the impact of the Middle East crisis, all against

the background of the growing scourge of AIDS. On top of all

this, the authorities have felt that the country’'s securitv has

been under threat., In persic 1ug vwith their efforts in macro-
tahbilization and structural reforms in such circum-

rhe zutherities have shown commendable determination.

Ameng the achlevements which deserve particular mention are the
zlevation of the exchange rate reform, substantial civil service
cructuring, price decontrol, and marketing boavd reform. Inflation

fallen sharply, despite higher oil prices, drought, and price

,_-.
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liberalization and there hag been niogress in fiscal consclidaid
in improving accounting within both the fiscal and the monaerary s@vs-
tems. Overall, 1 endorse the staff'’'s favorable assesszsme y
direction of the program.

Jdonetheless, it is quite clear lat the progrosiz for
is far from gooed. The fiscal stance is still ceo
is a desperate need for higher expenrditura
irfrastructure. Monetarv expansion is oo
ficult to moniter and hard to inte.pret
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cxternal assistance.
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In getting to grips with all ubese challenges fhere
clearly be a need for continued Fund assistance through thc
sion of both technical and financial assistance. In crder
dustify thar support, the authoritics must recognizo tha:
need to increase thelr efferts despite difficult circumsianc
have several comments on what is raguired for the zecond
this program vear and over the longer term.

Looking first at the second half of this year, the adiustument
in current expenditure being uandertalen to ensuie
the original budget is substantial. But its benefic
will be diluted unless military spending is also reined
course, this expenditure restraint is only half the
remaeins a fundamental need for revrnue mobilization:
the judgment of the staff, and technical missions, wnac thie
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have known for some time that the monetary accounts are in desper-
ate need of improvement, beyond what has already been achieved.

The outlook for credit growth over the year as a whole is
encouraging. Other bright spots include the stricter enforcement
of banking ratios and the strengthening of individual banks. But
monetary growth has been much higher than projected and may well
continue that way because of the expansion of other domestic
assets held by the banking system. It seems that this item, the
stock of which exceeds that of broad money, is still little under-
stood, and the slowdown in its growth projected in the second half
of this year is an assumption, the validity of which I find hard

to gauge. Will issues in the proposed Treasury bill market, which
Mr. Monyake mentions in his statement, help to absorb these
assets? Once again, this is an area where monetary accounting
urgently required. In the short term, the saving grace in the
area of monetary policy is the authorities’ stated, and to this
point proven, intention to maintain positive real interest rates.
As the staff note, this is bearing fruit in encouraging savings
and time deposits, resulting in a decline in velocity. The impor-
tance of continuing with appropriate interest rates cannot be

stressed too strongly.

Looking further ahead, the medium-term projections show that
by the end of the arrangement under the ESAF, Uganda will still be
well on the way to medium-term external viability, albeit somewhat
delayed compared with our original expectations. But this is of
course a best-case scenario. To ensure that this transpires,
there are several points to which I would urge the authorities to
pay particular attention.

First, it is a matter of some urgency that the proposed tax
authority be established outside of the civil service to improve
the collection of revenue. At the same time, the authorities must
seek every opportunity to expand the tax base. And they certainly
should refrain from ad hoc tinkering, such as making discretionary
changes to sales tax rates in response to sluggish sales in
certain domestic sectors.

Second, they must sustain the drive to improve public
sccounts, and in particular sort out the difficulties encountered
in keeping track of development expenditures supported by external
finance. This is an essential condition for proper control of
expenditure. In this context, building on what has already been
achieved in civil service reform will also be invaluable.

Third, the monetary accounts have to be completed. This is
“hie major structural performance slippage in the first half of
this vear, and one which is particularly regrettable, since
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adequate monetary data are a key factor in getting on top of
inflation. In this context, I would be grateful if the staff
could provide more information on what action is being taken to
improve understanding and control of assets in the bhanking system
currently falling in the "other assets" category, which I
mentioned earlier.

Fourth, every incentive must be given to coffee producers.
Although other exports have been growing at an encouragingly rapid
race, coffee remains the key. 1In this context, although T appre-
~iate the budgetary implications, I am not surs that a guicker
move to bureau exchange rates for coffee purchases might not have
been a good idea. In any event, I welcome the staff’'s encourage-
ment to the authorities to move as swiftly as possible in thig
direction. However, I was somewhat alarmed to read of the appar-
ently early stage of thinking about related issues, such as tariff
protection and import payments systems. If the authorities arve
serious about the unification of exchange rates by the end of this
vear, they will have to resolve these issues as a matter of
urgency. How, for example, will the Open Genersl Licensing System
{OCGL) and the Special Import Program (SIP) be phased out?

Sixth, the private sector will require encouragement at every
turn. Parastatal reform seems on the face of it to be progressing
well, and I welcome the establishment of the investment code.
However, I understand that investors from overseas still face
considerable obstacles, such as difficulties in repatriation of
dividends, and I notice that in the medium-term projections the
staff seem to see no significant role for foreign direct invest-
ment. I find it hard to believe that there is not considerable
scape for this, provided an appropriately stable and cpen environ-
ment can be created. I would welcome any comments that the ctaff
may have on the potential for such investment.

The final issue which requires comment is the authorities’
reguest for a rephasing of purchases under the ESAF, and
Mr. Monyake's discussion of augmentation. Given the impact of
higher oil prices, I have little difficulty with the rephasing.
However, in making this purchase, the surherities should take
careful note of the staff’'s comments--with which T concur--that
this does not constitute any right to an augmentation of next
vealr's arrangement. They must recognize that despite thelir detei-
mination in implementing this program, it would be difficuls co
justify increasing what is already a high level of accass without
a significant further sztrengthening of pelicy. And the low
lovel of access next yvear will, of course, rarnder them moie
vilnerable to any further exogenous shock; this serves te empha-
size the urgency of dealing with all ths issucs the staff have
raised and which I have commented on.

T
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Mr. Dognin made the following statement:

Once spain, this review reveals the mixed performance results
of Ug:ria's adjustment program. There is no doubt that external

EuLtrer complicated the management of the economy. The authori-
es, for their part, have tightened their policies, but not to

e extent which would have been desivable to reverse the deterio-
ratiocn of the major indicators. As a result, the budget deficit
wersened and monetary aggregates expanded beyond the ¢bjectives.
Hernce, 1like in January and September 1990, performance criteria
have not all been observed and waivers are requested. This is
«till a source of concern.

I will comment briefly on the latest developments in the
preogram and on the financing outlook. As to the latest develop-
ments concerning the fiscal sector, the results are somewhat dis-
appointing both on the revenue and the expenditure sides. Revenue
covers more or less only 90 percent of the current expenditures.

I am afraid that the revenue enhancing measurcs were not given the
utmost priority, and the authorities seem to rely on expectations

of larger foreign grants and aggressive exchange rate policies to

keep the budget performance in line with objectives.

The strengthening of the tax administration is a step in the
Lighc direction, and the Fund's technical assistance in this area
S 1y valuable. As we have just seen in the review of Zambia,

N
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there 1s indeed an urgent need to enhance the revenue performance,
which remains vecy low (6 percent of GDP) in comparison with

iec

international and even African svandards. The establishment of a
Tax Authority could be a good step. 1 would be interested in
ltnowing which main direction it intends to pursue.

On the expenditure side, :
service in order to improve its effi
immediace consequence the propovtional

ructuring of the civil
ciency is welcome, but as an
amount f the wage bill in
current expenditures will inecrcase by zlmost 50 percent and the
ravio of current espenditure to GDP will alsc rise this year in

comparison with last

According to the revort, 50 percent of the ghost workers are
still on the payroll, 1f T am not mistvaken. What kinds of actions
1,
i

T
are heing concemplated to reduce this figure?

incyeace alincations for apriculture

ntenance deserves support, but
cuts in othev expeunditures. such

aducatl 1o,
o b",’

ary outlays.
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As regards monetary policy, the authorities have begun to
seriously address structural weaknesses through the rehabilitation
of problem banks (UCB and the Cooperative Bank), the transfer of
crop finance operations to commercial banks, and the maintenance
of positive real deposit rates. Nevertheless, much remains to be
done to reduce the monetary expansion, which accelerates at a
28 percent increase ratio.

The Government should enforce the cash and liquidity ratios
more strictly and reduce the banks’ overdraft position with the
Central Bank as soon as possible. I share the staff’s concern
that the updating of the Bank of Uganda's accounts should be
completed in order to alleviate the unclassified accounts of the
banking system. The delays which have occurred are not
encouraging.

Regarding the three major areas for structural reform, I
cannot but agree with the staff that their implementation is
needed to ensure that targets for the end of the current fiscal
year will be achieved. Therefore, I cannot but urge the authori-
ties to reinforce their efforts and show their commitment. I
definitely agree with the staff that a lot of the Ugandan economic
problems are "of a structural nature," such as the poor and inade-
quate transportation infrastructure. Therefore, the role of the
World Bank is essential. I would like to know what has been
considered in this area?

As regards the exchange rate policy, the position of this
chair is well known and we will not dwell a long while on that
topic. Suffice it to say, I really wonder whether the monthly
adjustment of the exchange rate should be a performance criterion
in the Fund’s program.

As regards the balance of pavments cbjectives, slippages are
larger than expected, due mainly toc an increase in oil imports and
the relatively bad performance of coffee exports; in the meantime,
we must recognize that recent but significant steps have been made
by the authorities to facilitate inflows of private financial
capital {(the investment code, the liberalization of trade and the
exchange markets, and privatization), but improvements in stabi-
lizing the economic situation of Uganda will be slow.

The overall balance of payments deficit is now likely to
reach $113 million, $31 million higher than previously forecast.
As announced by the staff, improvements in the external accounts
rely on generous donor support and exceptional assistance, includ-
ing rescheduling.
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I welcome the fact that the program embodies a substantial
reduction of external arrears and attaches great importance to
achieving this goal. I am grateful to the staff for the details
they have provided regarding the financing of the program, as it
was one of the concerns expressed by this chair last year.

Despite the difficulties encountered, a closing of the financial
gap could be envisaged. I note, however, that difficulties might
arise in the Paris Club, as all bilateral agreements have not been
signed yet, in particular with one of the major creditors.

& final word on the medium-term outlook. Despite a large
Fund involvement, the recovery of Uganda's balance of payments
viability will be longer than was thought. This means that very
forceful action is required from the authorities, and that finan-
cial discipline should be reinforced. 1Indeed, I note from the
report that external assistance has already been increased. In
any event, the authorities should nct relax their actions, and it
is imperative that the program under the ESAF be successful, as
creditors of the ESAF have to be reassured about the appropriate-
ness of providing such forms of aid through the Fund.

Regarding the proposed decisions, I have no major problem. I
can go along with the rephasing of the purchases, as this chair
has always expressed its willingness to assure flexibility in our
policy. I agree with the staff that such rephasing should not
imply, at this stage, an augmentation in arrears for the third
year.

Ms. Creane made the following statement:

We would agree that Uganda has made adequate, if not perfect,
progress on economic policies--particularly relative to many of
its neighbors. Noticeable efforts were taken to keep the adjust-
ment program on track during the review period, but Uganda's over-
all economic performance was unfortunately marred by not meeting
several important targets--although some of the difficulties
encountered were due to factors beyond the authorities' control.

On fiscal policy, the effovts to eliminace 20,000 ghost
workers from the public payroll is to be congratulated, although
there is sufficient room for furcher cuts with clear benefits in
potentially allowing room for raising salaries and wages for the
vemaining cove workers. We are still concerned about the con-
rinued use of coffee barter arrangements and are disappointed that
rhe velume exceeded the performance critveria. These arrangements
are inconsistent with the commitwent to rationalize and set prior-
iries oo public sector spending. OCn the whole, though, the
authovlitics were able to keep close to their cverall budget goals,



240 -

including the not particularly ambitious deficit tawvget, as well

L
as the commitiment to no net bank financing of the budget. We hope
that these efforte will be sustained at least at this level

o
tnhreugh the end of the program.

Frogress on the monetary accounts has beeu less imprecsive,
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the importance
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te the authorities’ aprarsnt understanding of
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of controlliing monetary aggregates. At the same time, malntenance
of positive real interest rates has been a notable fo

ancourage them te continue to adjust interest ratss

and co considevr worz flewible rates as next steps,
have the clear added benefit of railsing the extremely

domestic savings. Given the cbvious importance for monetary
policy making of deciphering the still larg T zeified sepgment
of the barking system, we are d_Jdup01nfcd mlth thie slippage on
compietion of the Bank of Ugande sudit to Juna 1991,

On the external accounts, guthoericiss have

commituent to unify the exchan

by devaluing

exchange vare significantly in the last eight mon

ducing forelgn exchange bureaus. Uganda’s exchange rate deregula-

tion policy 45 alresady serving as a model for cther economies;
therelcre, we urge khum not to falter from the curvent plan, if 1

read the sta
guchangsz rat
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oy satisfa

ff paper correctly, of completely unitving their
e by the end of 1991, 1 would also like to note here

“ion with Uganda’s record on timely payments to the

The one arsa that continues to cause unea: i1sz the outlock on
external viability. HMHotwithstanding the positive impact the
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ey proegvam shoutld have

poli , we ayre concerned aboul the coeontinued
enigtence of financing gaps. At the time of our last meeting, it
was agreed that progress on closing the 1990/19%1L firancing gap be
assessed at this time. The curvent paper notes that this gap will
be COﬂqxderava lavger than expected at the last review. We have
rno problem with the propesal to rvephase the ESAF disbuvrsements,

althougn at tinils time we cannot respond positively to a request
for augmentation at a later stage. Howevar, we would like more
information on how the 1990/1591 firancing gap will be closed, as

well as some analy91s of tbhe impact the recenc Consultative Group
meeting will have on closing the 1931/1992 gap
As 1s implied by thisg statement, we suppori the proposed
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Mr. Ichikawa made the following statement:

Uganda's performance during the first half of the 1950/91
program was mixed. VWhile there was continued progress in domestic
financial stabilization, the external balance continued to dete-
riorate. In my view, two key policy developments should be noted.

he first is the major exchange rate depreciaticon, which stimu-

lated the noncoffee secter and also aLlowed an increase in the
coffae producer price. The devaluation also enhanced the revenue
of the central goverrment. The second key development was the
progress in overall fiscal adjustment, including the establishment
of pesitive real interest rates, which led te a further lowering
of the inflation rate that exc eapJ the program rate. As a result
ol these key measures, domestic adjustment seems to have gained

momanium.
Nevertheless, the situation is still extvemely fragile
the weakness in the underlying policies will have te be addressed
fously in ths second half of che program. i particular,
extaernal developments ave disappointing: cthe financing gaps as

well as the external arrears have continued to grow despite the
increase in external assistance. Uganda encountered several
adverse exogenous shocks, including oil price hikes and a further
decline in the coffee export price. However, in my wview, the

slippage in the cenduct of fiscal policy is particularly signifi-
cant. I am concerned about the continued rise in security related
expenditures, which translated into a large in

imports. While other expenditures were curtal
fiscal overrun, the implication of the slippages in thes

crease in govermment
led to avoid overall
securitcy
related avea is significant. T would appreciacve it if the staff
could elaborate on the mechanizm of the existing budgetary control
on security-related expenditures and government imports, its
effectiveness, and whether there is a poscsibility of strengthening

the control,

The decline in the volume of coffes production is a source of
concern from the external as well as the budgetary pointc of view,
as coffee ig a predominant source of earnings. While the devalua-
tion permitted a doubling of the producer price, the continued
fall in production wvolume suggests that the incentives might be
inadequate. The early shift of coffee to the market-clearing
exchange rate market would be helpful in allowing maneuverability
of the CMB, while the producer incentive should not undermine the
necessary adjusctment cf the production cost.

In this connzcticon, the authorities’ stance on exchange rate
policy in the bureau ma*ker and the one after exchange unification
is achieved is aot clear. If the authorities pursue the real
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exchange rate rule, a substantial tightening of domestic financial
policy will be needed in order to avoid inflation.

This chair remains highly concerned about Uganda's weak
external prospects over the medium term. The accumulated financ-
ing gap for 1994/95 was again revised upward, deepening our
concern about the prospects for medium-term viability. Since the
last Board discussion, a high degree of flexibility has been
attached to the ESAF, to protect the program from adverse external
shocks. This being said, use of the new options, such as augmen-
tation and the approval of a fourth year, should be closely linked
to an improvement in performance. Thus, at this stage, we do not
see any firm linkage between rephasing and augmentation in the
third year. The latter should be considered in the light of an
improvement in adjustment performance and in the context of
improved prospects of financing assurance; otherwise increased
exposure would only risk the repayment capacity.

With these comments, I support the proposed decision.

Mr. Esdar mads the following statement:

Uganda, like other countries, is confronted with very severe
and difficult problems. On the one hand, there is a need for
fundamental structural and macroeconomic reforms in the country;
on the other hand, the demand for main export products is charac-
terized by fluctuations and uncertainty. The increase in the oil
bill has weakened the external position, and high debt-service
obligations have aggravated the situation. Given this environ-
ment, the authorities are to be commended for their efforts to
keep the agreed program under the ESAF on track.

However, deviations from the agreed benchmarks emphasize the
need to strengthen macroeconomic as well as structural reforms.
With these remarks, I can certainly go along with the policy
recommendations as outlined in the paper.

In the monetary sector, the maintenance of positive real
interest rates is commendable, and is a very important step in the
right direction. However, the containment of monetary expansion,
improvement in monetary control, and restructuring of the banking
sector are of similar importance in order to reduce further
inflationary pressures.

In the public sector, the policy of limiting the overall
public deficit remains crucial. This would require improvement in
revenue management, perhaps by introducing a tax authority, as
well as by strict control of expenditures. The high security-
related outlays are especially of major concern. It would be
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interesting to know more about the magnitude of these expenditures
and a possible time frame for their cutback. A streamlining of
the civil service sector and fundamental civil service reform in
line with the objective of increasing its productivity and effi-
ciency, as recommended by the Public Service Review Commission,
are certainly important additional steps to accomplish a more
balanced fiscal situation.

Generally, in the area of parastatal reform and privatiza-
tion, there seems to be room for a more ambitious course of
action. 1In 1972, as outlined in the paper, nearly 7,000 enter-
prises were expropriated. Related to this figure, 180 privatiza-
tions and 29 joint ventures can only be regarded as a first step,
and more progress in this field is needed.

With regard to the exchange rate system, the envisaged reform
steps are welcome. However, I would like to encourage the author-
ities to remove remaining distortions and to unify the two
exchange markets as soon as possible. Of major concern is the
weak and vulnerable external position of Uganda. For the program
period, there remain substantial unfinanced gaps in the balance of
payments.

The arrears situation is a substantial obstacle to attracting
foreign capital. Even under optimistic assumptions, there will be
no external viability before 1995. This is hardly in line with
the guidelines for requests for ESAF resources, which require an
improvement in the external position and adequate external viabil-
ity as objectives of the program. Given this situation, some
lowering of the very ambitious growth targets might be necessary
as well as adequate to bring the economy on a more sustainable
path and to improve the overall financial stability. In addition,
a reduction of security outlays, as mentioned before, which often
require substantial foreign exchange, will facilitate this situa-
tion as well.

With regard to the requested rephasing of disbursements, in
spite of some reservation, I can go along with the request in the
expectation that the authorities will strengthen their adjustment
efforts and on the understanding that this decision will not
prejudice for an augmentation of the three-year program. I have
sympathy with the staff’s assessment that, in view of Uganda's
already high access to ESAF resources, the authorities should be
prepared to continue their adjustment efforts after the successful
completion of the program under the ESAF without requiring augmen-
tation. However, it certainly seems to be premature to discuss
this issue in detail today.
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Generally, a credible adjustment program, an envircnment
supportive of private initiatives, adequate structural reforms,
and re-establishing constructive debtor-creditor relations by
overcoming the arrears problem will certainly encourage donors to

FREEEE 3 U DU U - - S,
SUpporLt vganaa s erroris.

Mr. ismael made the following statement:

I am much encouraged by Uganda's continuing adjustment
efforts. With GDP growth at 6-7 percent between 1927 and 1989 and
at 3 percent in 1990, while inflation was reduced from 240 percent
three years ago to 22 percent by the end of February 1991, the
results of the adjustment efforts are indeed impressive. With
inflation expected to decelerate further te 15 percent by the end
of this year, the need for frequent devalusticns of the recent

past could probably be removed as well. 1 aiso welcome the adop-
tion of an investment code last November aimed at attracting
foreign investment. It is my hope that this code will also

facilitate the Government’s efforts to sell off loss-making state
enterprises, particularly those in better shape, to foreign
investors.

Meanwhile, the economy has unfortunately suffered from poor
world prices for coffee since the collapse of the International
Coffee Agreement and Gulf war-induced higher oil prices, which are
both bevond Uganda’s control. As a result, it suffered both a
shorcfall in foreign exchange earnings last year and the loss of
local revenue levied as export taxes on coffee exports. This
further weakened the balance of payments, already under pressure
because of higher oil prices.

Therefore, I welcome and support the package of reforms for
the second half of the current fiscal year. Uganda desevves our
support, and the authorities’ request for rephasing and augmenta-
tionn of the overall amount of the three-year ESAF commitment to
protect the program and to win the required financial support from
other multilateral organizations and the donor community is
warranted, provided that the third-year program will he strength-
ened further. A possible area for strengthening the program in
the third year i1s to have the exchange rates unified. 1In the
meantime, I welcome the technical assistance which has been pro-
vicded bv bilarersl and multilateral institutions to improve the
ing pvactices of the PRank of Uganda.

Y
]

In conclusion, 1 would be incerested in ring clavifica-
tion of what is exactly mzant by "unclassified ussets of the
banking system" and "locally financed capital erpenditure";
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whether their expansion has a divect bearing on inflation; and, £
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that is the case, what measures have been taken to keep them in
check and make these items more transparent. I believe that broad
money expansion could be better controlled if the unciassified
accounts are removed.

Mr. Evans sald that his comments on and impressions of the program were
very much like those of previous speakers and he would therefore limit his

remarks to a couple of areas.

{learly there had heen a great deal of progressz, as Mr. Tsmael had
id, over recent years, and there weve special exogeuous circumstances that
had caused so many of the performance criteria to be missed under the
current veview, Mr. Evans continued. Nonetheless, the authorities’ record
t a very happy one: there was clear evidence of policy slippage, and
itz was worth recalling that the Board had been required to approve waivers
at each of the past two reviews,

alzo clear that the main requivement was Lo ghten financial
pollcics, ?lthuugh because ot the ulippages there was a need to move across
, 1nclud1np in the structural aveas, Mr. Evans said.
2y L soking at just the short term, one must note that the targets had
en relaxed in terms of inflation and the external account, and in looking
rither ahead, as many speakers had noted, the Fund would be financing gaps
stending out into the medium term, even after basing the projections on
13' would appear to be a rather optimistic assumption of average export
growth of some 20 percent. That projection might not be unrealistic, but in
termms of the competitiveness that would be required to assure that sort of
growth, there would have to be a considerable tightening of financial

2

+

managoment.

Against that background, and in view of the circumstances behind the
latest round of slippages. he had no veal difficulty in agrecing to the
rephasing, Mr. Evans commented. Butb as to the question of augmentation, the
Eoard would necd to see a much-impruv&d track record betore it could appraove
The option of a less demunding growth per-
formerce should be examined ii there were to be any prospect cof external

augmentation at a latev
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viability being restored within the mediwum-term framework.

Mr. Zhang made the following statement:

AC thie outser T would like to evxpress my broad agreement with
the staff's appraisal and policy recoemmendations. Like previous

speakers, I can enderse the proposed decisions.

The Upandan authorities have undertaken many lmportant
sdjustment and reform weasures under the second annual arrange-
ment under the ESAF. As the staff described in the paper, the
program was kept breadly on track during the first half of
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1990/91, and the macroeconomic objectives were largely realized.
However, due to high fuel prices, low coffee prices, and bad
weather conditions, which are beyond the authorities’ control,
real GDP is expected to grow by 3-4 percent in 1990/91, compared
with a program projection of 5 percent, and some of the end-
December 1990 performance criteria were not observed.

It is however encouraging to note that, in order to address
the difficult situation, the authorities have formulated a revised
program for the second half of the year. In so doing, the author-
ities have demonstrated their strong commitment to the adjustment
and reform program.

Since it 1is crucial for the success of the adjustment program
to exercise firmer control of fiscal and monetary policies, we
welcome the measures the authorities will take in the second half
of the year. As mentioned in the authorities’ Memorandum on
Economic and Financial Policies, efforts to strengthen tax admin-
istration will be cortinued and intensified. The authorities have
also decided to press ahead with the setting up of a Tax Author-
ity, which will certainly play a positive role in improving
revenue collection in the medium term.

As for monetary policy, the authorities are encouraged to
maintain their objective of ensuring positive interest rates,
which is vital to the improvement of domestic resources. We also
welcome the authorities’ efforts to continue the reform of the
financial system by strengthening management, restructuring the
banking sector, and enhancing the supervisory power and capabili-
ties of the Central Bank.

We believe that the authorities have indeed undertaken a very
strong, comprehensive program. I share the view expressed in
Mr. Monyake's statement that the authorities' important and
demanding adjustment agenda cannot succeed without sufficient
donor support, including support from the Fund. Therefore, I can
endorse the authorities’ rephasing request.

Mr. Orleans-Lindsay stated that he supported Uganda's package of eco-
nomic reforms for the second half of the budget year, and he urged the
authorities to implement the reforms with vigor. He could go along with the
authorities' request for rephasing and an augmentation of the three-year
ESAF commitment. He supported the proposed decisions.

Mr. Posthumus said that he endorsed the program and supported the
authorities in their almost continuous efforts, in the face of substantial
problems, to adjust their economy. The proposed decisions should be
approved.
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It would be helpful to have the staff clarify the meaning of the final
paragraph on page 37, which was part of the staff appraisal, Mr. Posthumus
comnented. The text did not mention explicitly the fact that the authori-
£l had committed themselves to unify the exchange rates before the end of

But in a sentence in the same paragraph the staff welcomed the work
hat was currently underway to review a poussible substitution of the lower
ntection tariffs for increased exchange rate protection. The meaning of
the text was unclear to him; in particular, the source of the "increased
exchange vate protecticn” was not obvicus. He wondered why a unified
exchange rate would be substituted by lower protection tariffs, and whether
the tariffs were meant to protect imporCs or exports.
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t representative from the Afvican Department commented that
the cextc to which Mr. Posthumus had referred was based on the fact that

there was a de facto dual exchange system in Uganda with a parallel, and now
quoted bureau, vate which was significantly more depreciated than the offi-
cial rate. LhaL system had given rise to a form of exchange subsidy to
importers who bad access to foreign exchange at the official rate. As a
vesuliv, und &s domestic prices were set move in line with prices that would

have evolved had all imports come in at the par'““s] market rate, the
government had maintained high impert duties on items brought in through the
ofticial market. Those duty rates were higher than the authorities would
feel comfortsble with, as the gap betwzen the official rate and the bureau
rate was narrowed considerably further. Therefore, the authorities were
asses:in5 the level of the duty rates on specific ilmports to determine

er downward adjustments should be made to avoid undue cost pressure
some firws as the gap between the rates narrowed. The text that
Mr. Poschumus had noted was meant to welceme that assessment and the fact
that the authorities nevertheless did not intend to delay the convergence of
the rates.

Some Directors had asked why there had been a slippage in the behavior
e ocher items (net) structural benchmark, and why the staff assumed
that there would be a marvked slowdown iIn expansion of the item in the coming
icd, the sztaff representative vecalled. hev had slse inguived about the
kind of modi fications that could bz made to monstary instruments to wifset

urplanned developments in

<
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(net}, should that nrove necessary. A

vear or so earlier, the other items (net) entry had been left out of the
purview of the momnetary progrvam, which focused on the concept of net domes-
e broader concept of net demestic assets. Th

tic credic rather than th 12
staff had felt thac it was not an adequate guide to policy and, indesd, tha
h roven to be the case. Although as those items most directly under the

a
ies’ control, t identifiable credic operations, hiad been kept very
prograwr targets, there had been an expansiorn in the aotherv,
T atributed to excessiwve monetary expansicn.
2, the cther it ) ere brought within the framswork of tThe
which focoused on Lhc net domestic asset concept be rinning
lagzified zceounts from

he
ied accounts

step had not prevented those unc
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expanding, but it meant at least that they would be picked up by the ceiling
and could signal that other policy steps should be taken.

Part of the policy response in the past program year was to greatly
improve the government’s position with the banking system, the staff repre-
sentative continued. However, at the outset of the current program, there
had been no prospect of a sizeable further improvement in the government’s
position with the banking system. The program was now being modified, so
that for the fiscal year as a whole, an amount equivalent to some nine
tenths of a percent of GDP, or U Sh 16.5 billion, would be deposited by the
Government of Uganda in the central bank, a move that would help to keep the
expansion of net domestic assets more in line with the original program
target.

The fiscal authorities would have available U Sh 30 billion--1.6 per-
cent of GDP--of additional counterpart resources resulting from the more
rapid depreciation of the exchange rate and from the further commitment of
funds by major donors. Of that amount, U Sh 16 billion had been lodged with
the central bank and the rest was being used for reduction of arrears, not
for additional expenditure. It was against that background that the con-
tainment of net domestic assets foreseen in the program seemed feasible.

With respect to other items (net), the staff had no evidence that the
expansion of that item would be limited to 1 percent, the staff representa-
tive went on. The staff did not know what was causing the expansion. The
external auditors were making good progress, and the authorities had already
made available to them the accounts for 1989/90. It was the staff’s under-
standing that the audit process would be completed by June 1991. The staff
was hopeful that the process might be completed perhaps a month earlier, as
a staff team planned to travel to Uganda soon to review that and other
aspects of the program. Completion of the audit was instrumental in identi-
fying the various operations of the central bank that were leading to the
unplanned expansion of the unclassified accounts; identification was a
prerequisite for containment.

Additional limited contingency planning had been built into the program
very informally on the basis of the staff’s best judgment that, with the
program as formulated, in the absence of any major exogenous shocks, and
with the evolution of real interest rates, the demand for financial assets
would lead to an increase in broad money on the order of 30 percent in
1990/91, the staff representative commented. The credit program was, how-
ever, formulated on the more cautious assumption of monetary expansion of
21 percent.

While some Directors seemed to feel that the staff’'s medium-term
projections for foreign direct investment were pessimistic, some others
considered the projections to be optimistic, the staff representative
remarked. Before such investment would expand rapidly to sizeable levels
Uganda probably needed to further restore its financial credibility in the
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nteinational community, in part by reducing the countiy's external arrears
the revised pregram for 1990/91 did involve some reduction in arrears. In
addition, a new investment code was just beina put in place, coensiderable
economic infrastructure had to be replaced in Ugands, and the trade svstenm
had to be reformed. In that connection, it was lmportant to note that, in
the exchange rate policy area, the issue was not only the need to conve
tl

re exchange rates, but also to develop sn exchange system that was condu-
civae to liberal trade practices. The staff wa:z aware of increasing investor
in Uganda.

Some Directors had suggested that the stafi’

iens for noncofies

0TS mlght be teoo ambitious, the € cont The
L had, however, probably initiallv underestimated noncoffec exports for
,“fj91 by up to $30 million. The estimates for the present yvear included
2 exporits of about $120 million and noncoffe ~ports of $60C million.

the program was working, and if the divection of policies was as
v framework paper, that should be reflected in consid
icavicn aver the coming peciod.
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1691 this year, the staff rapresentative noted. An impertant factor in

connaction was that, in addition to the decline below projections in the
d exports, there had beeu a sharp increase--60 percent--i

one sp
it

iated w

e producer price of coffee as well as sizable increases

rss01rs.  Those actions, desirable as they were, had
ot the budget sipgnificantily. The authorities nhad pav-

revenus by significantly incyeasing the pet

g resuit of that sction, the

1

. wrease in world petroleun pricw
ce of petrolsum products in Uganda had ¢

"Y

&
Latlon OF
o

sen r,y\;‘ abiou

pri
a considerable tax effort had been needed m

L
ad
[
-
<<
~+
o]
nw
W
m
laei
4]
[el
—
=
pos
—
ct
oy
T
@]
-
ind
'

stances.,

Over the wmedium te the stalf represantative said, the i

ppartents ©

Fay
am and a 1 provided by o development aszistance from

the United Kingdom would be werking olosel che aurhorities to put the

tax authoricy mechanism in place as soon ihie. The divect effecc of
the new mechanism should be enhanced tax administration and enforcement. 1
the medium rerm, there should be a slow but steady increase in the ratio of
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larger reform, which was described in a White Paper presented to the donors
at the recent Consultative Group meeting in Paris, was still being formu-
lated.
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Security expenditure be called
defense, supplies, and some related items, had reached a 1cve1 of 31 percent
of allocated expenditure in l989~90, or some 45-50 percent of total recur-
rent expenditure, the staff representative commented. That issue had been
discussed very forcefully at the recent Consultative Group meeting. The
staff would mot wish to try to speak for the authorities on their policy for
the future, but one aSS'Cuupt_lOTA in the program for 1990/91 was a 30 percent
reduction for the second half of the year in allocations for recurrent
nonwage, noninterest expenditures by all the ministries, including defense,
with an exemption only for a few social ministries. If the actual reduction
in defense expenditure were made, the level of such in fiscal 1990-91 would
be reduced to about 23 percent of expenditure allocations, which, although
still high, would involve a reduction in real terms of about 20 percent from
1989/90. As to the scale of defense imports, at some $25-30 million, they
were much less noticeatle in the total picture than domestic expenditures.
One of the matters under review at present by the authorities was the need
to cut direct goverrment imports for the second half of the year to close
the financing gap. Additional planned cuts in government expenditure abroad
amounted to about $18 million, which could include some military items. The
mechanism for contreolling defense expenditures in the budgetary framework
for that operation was different than for the other ministries, because the
President of Uganda was the Minister of Defense. 1If the fiscal program was
carried out--including holding to the overall deficit and expenditure allo-
cations assumed therein--that would only be possible with the firm commit-
ment of the President.
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With respect to coffee policy, the staff representative continued, the
authorities had faced a trade-off in the past three or four years between
budgetary requirements on the one side, and on the other trying to keep the
producer price in real terms sufficiently high to encourage the producers to
keep refurbishing the coffee plantings. Because excessive budget deficits
had been characteristic in the recent past, the producer price of coffee was
not increased for three years even though domestic costs were rising
strongly. With a rapidly depreciating exchange rate, an implicit export tax
generated sizeable resources for the budget. In the framework of the new
program, the producer price was to be kept realistic, and other measures
were to be taken to obtain the necessary budget revenue.

The broad exchange rate pelicy was clear, in the sense that the author-
ities had recommitted themselves to continue narrowing the gaps between the
official and bureau rates more rapidly than originally plammed, the staff
representative commented., The authorities planned to introduce, by the end
of 1991, what was referred to as a market-clearing exchange system. In that
connection, the term "system" should be emphasized, because converging the
rates was only one of the policy ingredients. Another major task was the
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process of reforming the trade system, in part by liberalizing the import
system, which was currently very unwieldy. The authorities were currently
reviewing the trade and exchange system, and a staff team would shortly be
traveling to Uganda to continue .the dialogue in that area. Once converge
was achieved and the trading regime reformed in the months ahead, the idea
would be to continue to reduce domestic imbalances and inflation. That was
the thrust of the program laid out in the policy framework paper. The
authorities would reduce the rate of inflation below double digits by the
end of the coming financial vear in the framework of restrained financial
policies. 1In these circumstances, relative stability could be achieved for
the market-clearing exchange rate. Those efforts would clearly require a
much strengthened fiscal position.

The staff representative from the Exchange and Trade Relations Depart-
ment remarked that the staff report mentioned that there was still a financ
ing gap of $89 million for 1991, of which $72 million was to be covered by
the Paris Club and by pledges of at least $16.5 million made at a vrecent
Consultative Group meeting. Since then, the staff had received indications
that an additional $1 million or $2 million might be available. The staff’'s
vnderstanding was that any over-financing of the gap would be very small;
but, as the staff had reduced the reserve target by $5 million, any over-
financing could be used to build up reserves again toward their original
target at the end of June 1991. For the following fiscal wvear, the numbers
were not very definite and were still being reviewed; there were additional
pledges from the Consultative Group for a substantial amount but the precise
numbers were still being assessed, and the staff was not in a position vet
to iundicate precisely what they would bhe.

Mr. Wright said that he wished to ralse two additional questions.
First, the staff’s comments on the result of the scrurciny of the accounts or
the Bank of Uganda suggested that there might be some scope for locking
again at the definition of the performance benchmarks after June 1991,
because there was obviously a rather uneasy and uncevtain relatiouship
involving a tavget for net domestic assets and a ceiling for central bank
credit te the government. e wondered whether the staff iantended to look
agzin at the performance benchmarks.

Second, with respect to the treatment of foreign currency payments by
the central bank and its relationship to central bank credit to the govern-
it was his impression--which He hoped was incervect--from reading the
staff paper that the premise was that when the central bank made i
currency payments on behaif of the government, they counted as
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The staff representative from the African Deparvtment responded that
indeed that was not the case. In Uganda the amounts--whether or not they
were paid abroad--incorporated in the budget to be put into a sinking fund
for eventual externalization were part of the budget process. If the
amounts involved were not paid when due, they were treated in the programs
as an expansion of credit. Otherwise the staff could not monitor the
budget carefully through the monetary accounts. If they authorities
actually paid the amounts concerned, that was not credit expansion.

The other point that he had made was not so much that the performance
criteria would be reviewed, although the staff team was going to be locking
.r was a need to discuss the kind of measures

& R
direct monetary measures th
suggest to the authorit
budget.

My, Monyake remarked that, with support under the Fund’s different
ing arvangements, Uganda had made significant gains. There had also
2 slippages in implementation, as he had observed.

The authorities were conscious of the seriousness of the problems
facing the country and were keenly aware that policy deficiencies and slip-
pages in implementation could only worsen the situation, Mr. Monyake con-
tinued. They realized that the more enduring solutions for Uganda had to be
found in policies aimed at correcting the existing internal and external
tmbalances.

The deviations from the performance critevia, including that on net
-stic assets, needed to be seen as a temporary phenomenon, Mr. Monyake
said. In particular, the strong determination of the authorities to contain
£, ert horrvowing from the banking system and steps being taken to
contain security expenditures and toe bring the accounts of the Bank of

iz up to date, would contribute much toward avoiding furcther slippaces.

The continued external vulnerability of the economy, to which many
Directors had veferred, underlined the need for export diversification,
Mr. Monyate vemavked. There was no doubt that, with sufficient donor
suppoert, the various incentives currently being put in place would be
crucial for meeting that and other external sector objectives.

high priority on the servicing of external deb
t ich

Mr. Honvake commented. The significantly higher than anticipated
i

a
‘he process of maintaining normal relations v

lated payments--including payments for avrears--in 1990 wave a clear

teatLuuuy nf chat counviction.
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it could not be overemphasized that the strengthened adjustment
measures needed to be supported by the continuing and unwavering assistance
cf the donor community, Mr. Monyake said. 1In that regard, he wished to
stress that the Board’s approval of the proposed decisions would lend
considerable support to the bold and strenuous efforts being made by the
Ugandan authorities.

Finally, he wished to express his authorities’ appreciation to the
staff for the constructive manner in which the Article IV consultation and
the midterm review discussions took place, Mr. Monvake commented.

The Acting Chairman made the following summing up:

Directors noted the difficult econcmic and financial condi-
tions, both internal and exogenous, facing Uganda during the year
and the authorities’ efforts to maintain the broad objectives of
the program, which had helped to reduce inflationary pressures
further. Directors commended the authorities for their adjustment
efforts in the face of already difficult financial conditions, but
they considered that the problems in economic management, particu-
larly in the avea of monetary and fiscal policy, and alsc the
delays in implementing some measures in the structural area had
all contributed to Uganda’'s failure to meet some of the end-
December 1990 performance criteria. Directors, therefore,
welcomed the authorities’ decision to strengthen program
implementation during the remainder of 1990,/91.

With regard to the budget, Directors indicated that the out-
look continued to be difficult, and that, if anything, budgetary
management should be strengthened. While expenditure monitoring
had improved considerably and overall revenue performance was
broadly as budgeted, pressures to increase expenditures, espe-
cially for military outlays, remained strong. The public sector
remains considerably overstaffed, and Directors stressed the
importance of careful expenditure management during the remainder
of the vear to meet the program targets. Concern was expressed
also about the continued growth in security expenditures.
Directors welcomed the actions that the authorities were taking to
strengthen revenue performance, including the establishment of a
tax authority, but more remained to be done to expand Uganda's tax
base.

Directors commended the authoriries for maintaining positive
real interest rvates during the first half of 19920/91, and this
step is already having significant positive effects on financial
savings. Thev also welcomed the actions taken to strengthen the
finances of problem commercial banks. Nevertheless, Directors
observed that the execution of monetary policy remsined too expan-
sive. They urged the authorities to take appropriate actions to
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improve the management of monetary and credit policies, including
an early completion of the updating of the central bank accounts,
and in this regard Directors focused particular attention on the

large size of the category of "other assets net."

Directors noted the measures taken during the vear to improve
the allocative role of the official exchange rate. They stressed
the importance of disciplined monetary and fiscal policies to the
unification of the ovfficial and second window exchange rates
before the end of 1991. Directors noted the actions taken by the
authorities in the area of erchange and trade liberalization,
including establishment of foreign exchange bureaus, and supported
their intentions tc move faster in this area.

be

On structural aspects, Directors believed that more shoulc
done to encourage private sector activity, including foreign
direct investment; more sustained progress in the reform of pava-
statals, with privatization was called for. The promulgacion of
the investment code wias a step in the ripght direction. Direcrtors
urged the authoricies to press ghead with structural measures
aimed at strengthening public sector management, financisi insti-
tutions, and coffee sector performance.

The diversification of the economy that was beginuing to take
place required the sustained implementation of structural adjust-
ment measures in combination with appropriate macroecononic
pojicies, and in this regard the impact of exchange refovm on
aunport diversification was noted.

Directors also noted that in spite of a proiected increase in
svports, especially noncoffee exports, Uganda’s balance of pay-
ments would still remain weak over the next several years, even

with a substantial adjustmenc effort. Successrul implementation
of the program would, therefore, depend also on strong doncy

support., Indicatiens from the recently concluded consultat:
group meeting wete that increased balance cof payments

1991 would be forthceming from donors if Uganda concinued to
implement structural adjustment and financial policies.

Directors supported the increass 1
arnwal ESAF arrangement, but many of the
would be premature to consider th
resources under the three-vear
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The next Article 1V consultation with Uganda will hes held on
the standard 12-month cycle.
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The Executive Board then approved the following decisions:

1. The Fund takes this decision relating to Uganda's
exchange measures subject to Article VIII, Sections 2(a) and 3,
and in concluding the 1991 Article XIV consultation with Uganda,
in the light of the 1991 Article IV consultation with Uganda
conducted under Decision No. 5392-(77/63), adopted April 29, 1977,
as amended (Surveillance over Exchange Rate Policies).

2. Uganda maintains exchange restrictions on payments and
transfers for current international transactions described in
SM/91/72 in accordance with Article XIV, Section 2. 1In addition,
Uganda imposes restrictions that are subject to approval under
Article VIII, Section 2(a), including restrictions arising from
the comprehensive system of allocation of foreign exchange, the
restrictions evidenced by external payments arrears, limitations
on travel allowances to some countries, and the restrictive fea-
tures of some bilateral payments arrangements with Fund members,
as well as a multiple currency practice arising from the foreign
exchange bureau scheme which is subject to approval under Article
VIII, Section 3. In view of the intention of Uganda to eliminate
these restrictions in the near future, the Fund grants approval of
the restrictions arising from the system of allocation of foreign
exchange, of the restrictions giving rise to external payments
arrears, and of the multiple currency practice until the comple-
tion of the next Article IV consultation or December 31, 1991,
whichever is earlier.

Decision No. 9712-(91/56), adopted
April 17, 1991

Enhanced Structural Adjustment Facility - Review Under
Second Annual Arrangement

1. The Fund decides that the midterm review contemplated in
paragraph 2(c) of the second annual arrangement under the enhanced
structural adjustment facility (ESAF) for Uganda (EBS/90/149, Sup.
1, 9/17/90) has been completed.

2. The letter dated March 27, 1991 from the Minister of
Finance of Uganda shall be attached to the second annual ESAF
arrangement for Uganda and the letter dated August 13, 1990 from
the Minister of Uganda, together with the attached memorandum on
the economic and financial policies of the Government of Uganda,
for the period July 1, 1990-June 30, 1991, shall be read as sup-
plemented and modified by the letter dated March 27, 1991.
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3. Accordingly,

(a) the indicators referred to in paragraph 3(a) of the
second annual arrangement shall include the benchmarks for end-
March 1991 and end-June 1991 set out in Table 1 annexed to the
letter dated March 27, 1991;

(b) the amount of the second loan under the second
annual arrangement is increased to the equivalent of SDR 37.35
million, and the amount of the third annual arrangement is corre-
spondingly reduced to the equivalent of SDR 39.84 million; and

(c) Uganda may proceed to request the disbursement
of the second loan under the second annual arrangement, not-
withstanding the nonobservance of the performance criteria on:
(i) net domestic assets of the banking system; (ii) net claims on
the Government by the banking system; (iii) the outstanding short-
term credits of the Bank of Uganda; (iv) barter shipments of
coffee; (e) introduction of multiple currency practices; (v) fail-
ure to produce the accounts of the Bank of Uganda for 1989/90; and
(vi) the accumulation of external payments arrears.

Decision No. 9713-(91/56), adopted
April 17, 1991

APPROVED: November 20, 1991

JOSEPH W. LANG, JR.
Acting Secretary



