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1. ZAMBIA - 1991 ARTICLE IV CONSULTATION; ACCUMULATION OF KIGHTS; i&D 
OVERDUE FINANCIAL OBLIGATIONS - REVIEW FOLLOWING DEGLARATION OF 
INELIGIBILITY -____-- 

The Executive Directors considered the staff report for the 1991 
:?,r'iicle IV consultation with Zambia and Zambia's request for a rights accn.. 
mulation program for 1491-94 (EBS/91/59, h/3/91), together with a memorandttm 
o-n economic and financial policies (EBS/?1/52, 3/?5,i91j, and a staff payer 
@I? the further review of Zambia's overdue financial obligations follnwj.ng 
the declaration of Zambia's inel.igibility to use the Fund's general 
resources effective September 30, 1987 (EBS/91,/63, &/9i'iil). They also h::ci 
before them an economic and financial policy framework paper on Zambia for 
199i-93 (EBD/91/33, ?/l/91). 

The staff representative from the African Depart:nent commented that 
the projected real depreciation of the exchange rate to which Mr. Goos had 
rc-ferred applied to the window one rate, and that reflected not the pol.icy 
for the window two rate, but rather the more rapid movement of the winr!ow 
one rate. The program did not include a targeted real depreciation; ther:? 
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 s"ppiy. 
Hence, the test for the exchange rate system was market determined, althou+ 
t'he rate itself was managed, Of course, one of the key indi.caters in t-hat 
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 mnrktit clearing, al-id the 
test of the conduct of exchange rate policy would again be market based; the 
poiicy should he aimed at achieving the balance of payments objectives under 
the Frogram. The sentence to which some speakers had refe-rred- -"The staff 
also welcomes the authorities' inte:!tion, once thi: open general license 
(CXL) phase has been completed, to xliew the emergence of market preSsl.ti-e9 

thdt require a rate of depreciation significantly abox-e the targstefd rate of 
inflation as a signal that they need to review, and most li.kely tighten. ?Ii-lS 
5 t;l;-.;e of morietary and fisca.1 policy"- -had two !a>ers: of meaning, both of 
~~;hich were important. First, the staff viewed the dc:!nnrid for and supply of 
for-&i cn e:cc’f:nnge as a useful early warning indicaisi;r Inflation data in 
;:amu;; Ltlcame available only with a significant lag- -sometimes as lo::g as ~ 
::;;-;;p to four months--and the staff believed t!!at developments in the 
tscf,a?::,g:e marke:s were liktil:), to orovid; a faster sF~,n;~l of wlia:: was !-,.z>pti~!:- 
i;:,~ in the area of inflation; thus, he e.<change msi-bri<t tist-3 could aigtl:i!. ,i 
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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 
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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 esport retention rate. 

The staff did not have detailed information on the settlement of the 
strike in the oil 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 
coTper 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 rell; on actual reported 
earnings , but rather on physical volumes and world prices. Therefore, the 

As to 

mcnt code, 
trying bas 

ingency mechanism was not based on revenues actually surrendered, 
on data on physical volume. 

the pace of privatization and the implementation of a new invest- 
the multilateral institutions--primarily the World Bank--were 
tally to keep the authorities from moving tc: hastily, the staff 



EBM/91/56 - 4/17/91 6 - 

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 inadequate 
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 governments 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 oil 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. In 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 
financirlg 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 soon. 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 
paq?nents 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. 
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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 Government'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 agricul.tural sectors, and Directors 
stressed that such lending would have to 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 
::hc- highest priority. 

Zambia's medium-term outlook is very difficult because of the 
sl~arp drop expected in copper prices and the prospect of a decline in 
copper production an d exports. Directors noted that, if progress in 
moving toward a more viable external position is to be achieved, addi- 
~ional efforts will be required to e:<pand nontraditional exports and 
,-t-dltcc: import dependence. 1 The view was also put forward that the 
r,i'oj?cted slow progress toward external viability and the doubts with 
rq,zrd to Zambia's repayment capacity argued for stronger and faster 
mac~-o~cot~or~ic adjustment and structural reform. All agreed that the 
prc>gram left: absolutely no margin for slippage and Zambia would have to 
p:.cve that it would stick tenaciously to its policy undertakings and 
pa;j~nen'is 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. 9710-(91/56). adopted 
April 17, 1991 
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Overdue Financial Obligations - Review Following 
Declaration of Inelipibility - 

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 (4/4/91j. 

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- 
mint policies contained in the policy framework paper (EBD/91/33, 
%/l/91). The Fund also welcomes the authorities' lntention 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 act-ively 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, 1.991. 

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 
payments to the Fund and implementarion of the rights accumulation 
program. 

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

2. t!GAfJDA - 1951 ARTICLE IV CONSTJLTATTC% AND STRUCTURAL ADJUSTMENT 
FACIi TTY - REVIEW UNDER SECOF!D ANNUAL ARRANGEMENT --.-d--- 

The Executive Board considered the staff report for the 1991 Article IV 
consuL:;ntinn with Uganda and the midterm review under the second annual 
arranl;ri;n!ent under the enhanced structural adjustment arrangement approved OT? 
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Apri.L 17, 1989 (EBS/91/57, 4/l/91; and Cor. 1, 4/16/91). They also had 
before them a background paper and statistical appendix (SM/91/72, 4/15/91). 

Mr. Monyake made the foll.owing statement: 

At the outset, I 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 stabilisation 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 broadiy on track and, as the staff 
appraisal indicated, the macroeconomic objectives were largely 
rcalized. 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 oil increases to 
domestic consumers and weather-related constraints. By end-March 
1991, the foreign eschange premium had been reduced to 22 percent, 
from 87 percent in June 1988. 



- 15 - EBM/91/56 - 4/17/91 

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 to 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 
ac.ross 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 is under 
way to reform the financial sector by strengthening management, 
restructuring the banks, and enhancing the supervisory power of 
the Bank of Uganda. In 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. In 
order to restrain liquidity growth, indirect monetary policy 
il!StFUi;eIltS . including a system of open-market operations, are 

being contemplated. Accordingly, a program to popularize the 
:reastiry bills across the country is to begin soon. Moreover, the 
acco\ints of the Bank of Uganda are being brought up to date, with 
r.hat ior 1989/90 being submitted now to the external auditors. 
,.,. . 1ilS.S is an important step forward, as the delay in bringing the 
acc<lcllits up to date has been the major obstacle for the authori- 
::ies to address appropriately factors underlying the expansion in 
the unclassified assets of the banking system and thereby contain 
LilldLie monetary espansion. 
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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 197Os, and the legal framework to ensure 
their smooth disposal is now being reviewed. 

In the external sector, a favorable policy environnent 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. In 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 
outturn. 

?iy authorities believe that the package of reforms for the 
second half of the current fiscal year and beyond constitutes a 
strong and crr!dible program. plut such an important and demanding 
agenda cannot: succeed without sufficient donor support, including 
from tile Fund. The external shocks affecting both Uganda's 
p-ri.marv export, coffee, and, in the wake of the Gulf crisis, one 
of 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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rephasing does not disturb the financing plan for the third-year 
arrangement by leaving it underfinanced. 

Even though donor response at the recently concluded Consul- 
tativis Group meeti.ng was positive, one should not ignore. the 
a:ii K f-. i c u 1 t i c s of putting such financial assurances in place in a 
ti~r:cly fashiori. The Ugandan experience, in this regard, was that 
th<: d.i.sbilrs,~;l!ent of external loans and grants was not as suffi- 
::lert .?:I:? timely as expected. Norco-&rer. the strains on Uganda's 
;c:.i-c ign e:;c:'hange budget , caused i:;rgc?y by the heavy debt-service 
f;~.lrdcn: wLi1 continue. The appru.~ai or the requested augmentation 
‘.:,r i j i not ohly help to protect the much-needed reform program but 
i ( j. : 1 ai.so create the appropriate catalytic signal to win the 
cequ:.red firlancial support from the other multilateral organiza- 
r:iojns and the donor community 

in closing, I would like to express once again the apprecia- 
t i 0 r3 oE the 'Jgandan authorities to the staff, management, and the 
men!!-J*L-s of the Board for their keen interest in Uganda's problems 
z ?I d the support they have consisterltly provided in the process of 
;he macr-oeco:lomic and structural adjustment. 

Fir , TLJright made the following statement: 

At this stage in the program year, it looks as if 1990/91 
ydiil. pro\-e to be disappointing for Uganda in many respects. 
;>roug!~t has hindered the economic growt'n that is vital to raise 
per capita Income from its currently very low level, and the 
extcrnai position has deteriorated. Inflation esceeds the 
targeted ieveled, and several performance criteria for the midterm 
review were missed. 
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iiberalization and there has been y!;-og.ress in fiscal con:;oi i:!.;: i ,.::‘. .-::;.-i 
in improving accounting within both the fiscal and the mon~r ~L-:v c-.7:-.- 

t "ES Overall . I endorse the staff’s favorable assesci::ent :ii -t!:L.- 
direction of the program. 
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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 is 
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 
':!,e major structural performance slippage in the first half of 
this year, 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 ir: the hankirlg, system 
currently falling in the "other assets" category. which I 
mentioned earlier. 

Fourth, every incentive must be gi-Ten to coffee producers. 
Although other exports have been growing at ai> encouragingly rapid 
p&Ce, coffee remains the key. In this context, although I sppr,?- 
iziate the budgetary implications, I am not sliro that a q:1ick+r 
move to bureau exchange rates for coffee pu~~c~:ases mip,:l-It ilot 113.~7;; 
been a good idea. In any event, I welcome the srnff's encourage- 
ment to the authorities to move as swiftly L-S p,ossl!)l~ in thi_s 
direction. However, I was somewhat alarmed to read Of‘ the rtppsi-- 
er.tly early stage of thinkj.ng about related issues, such as tari.fi 
protection and import paymcrrts systems, IE the authorities arr 
c:!3rious about the unification of exchange rates by the end. of this 
-4ea.r. they will have to resolve these issues as a mrit.ter of 
urgency. How, for example, will the Open General Licensing Systeirt 
iOCIL) and the Special Import Program (SIP) he phased out? 

Sixth, the private sector will require encourageme::t 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 oyrerseas still face 
considerable obstacles, such as difficulties in repatriation of 
di-,ridends , and I notice that in the medium-term projections the 
staff seem to see no significant role for foreign direct invest- 
!li C? ;I t I find it hard to believe that there is not cc)nsiderable 
sccpe for this, provided an appropriately stable and cpen er?-Jiron- 
ment can be created. I would welcome any co~:ur!?nts thz;t the staff 
rli;i;: have on the potential for such investlnent. 
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Ms. Dognin made the following statement: 

rhii- e :-i&Z irl , this review reveals the mised performance results 
of !.Tg2.nda ' .s adjustmezzt program. There is no doubt that external 
shocks and the drought which have affected the country have 
further complicated the management of the economy. The authori- 
:. i.e $ . , for their part, have tightened their policies, but not to 
the exterzt which wou!.d have been desirable to reverse the deterio- 
rlltiGi7 of the major indicators. As a result, the budGet deficit 
worsened and monetary aggregates expanded beyond thi- i!!,jectives. 
X~~ni:e. iike in January and September ?550, performanr:+ criteria 
nave not all been observed acd waivers are requested. This is 
::till a source of concern. 

I wi1.1. comment briefly on the latest developments in the 
program and on the financing outlook. As to the latest develop- 
ments concerning the fiscal sector. the results are somewhat dis- 
al::;1 0 i nt C ng ?.,nth on the revenl!e ;ind the expenditt:re sides. Revenue 
c3'JeYs more OS less only 9c) percent of the cu:Sri.nt expenditures. 
7 i am a.frald t:?at the revenlue enhancing measurC,s were not given the 
atx).ct‘ priority, and the ziuthorities seem to rely on expectations 
of larger foreign grants and aggressille exchange rate policies to 
keep thy! budget performance in line with objecril:es. 

The strengthening of the tax admi.nistrati.on is a step in the 
riz.ht iiirec:iOn, and the Fund's technical assistaxe in this area 
i. s '\FE?ily V?Lii.llcble. As we have just seen in the review of Zambia, 
there is irideed an urgent need t:o enhance tlie r-e-venue performance, 
xhLch remsj.ns vtx;,~ low i6 percent of CDL') in comparison with 
.Iilti~rilati.:jr-!nl and e.v-L-t-: Ai‘ricaii s~:andaYds . 'Tile establishment of d 
Tax Authority could be a good step. I would be Interested in 
knowing which main direction it intends to pursue. 
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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 pa;;ments cbjectives, slippages are 
Larger than expected, due mainly to 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 stati- 
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. 



- 23 - EBM/91/56 - 4/17/91 

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. 

A 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. Indeed, I note from the 
report that external assistance has already been increased. In 
any event, the authorities should not 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 flesibility in our 
policy. I agree with the staff that such rephasing should not 
imply, at this stage, an augmentation in arrears for the third 
ye a r . 

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- 
stint program on track during the rey.Ji.ew 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 effol-ts to eliminate 2O,OOc3 ghost 
workers from the public payroll is LO be congratulated, although 
there is sufficient room for fut-ciiel- c~fs with clear be!iefits in 
~otentislly allowing room for raisirlg salaries and wages For the 
reiiiainj.ng coi'e workers. We are still concerned about th* con- 
t:inued use? of coffee barter a-;1 ari~;emenLs and are disafpoi.nted thaL 
fIk!iB v (! 1 i. 2-i c! ~:.:r-;‘ec?ed tlic perforn::!l\ce criteria. T~iese arrangements 
3 1: i' incons is rent. lb;ich ttle conmi tii~e~:;: II 0 r a 'c i o na 1 i L: f3 alld stit prior- 
j fy i ;: :-: fi :l p& 1 i L- sector spending. c;-I ti:s uho1.e . .- , tllOtlgli, the 
LL!.i~:'I~~i.it.ic!s were able to keep cI.ose to their overall budget goals, 
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Ugal;da ' s performance c;LirinrT Ii? first half of t??e 199\?/51 
I,‘“\ 1.c the1. e-w? P?CO,~rai!i iJ;;is mixed. .L i ~ - s contir-:ued progress Ln domestic 

financial stabilisation, tli6?. esternal hal.ance continued to dete- 
riorate. 'Ln mv view, J Cl40 key _, poi_icv developments should be noted 

Thr- first is the major exchange rate depreciatzion! ~.,+i.ch stimu- 
lated the n0:1~0ffce sector ~11.~2 also allowed ail increase in the 
coffee ~'odilcer price. 'Th;: devaluat:ion a.!so enhanced Che revenue 
nE the certtval go\rerriment The second key cleveloprnent was the 
progress in o-rnrall fiscai. adjustmen:, inclludirlg the establ~ishmenc 
of po.si.t!.ve real interest rates, which led to a furCher 1oweiri.q 
of the illfl2t.i.OE rate that esceeded the program rate As a result 
0-C these key tlteasL1res, domestic adjust-talent seems to haire gained 
momenlum. 

The decline in tile VO:.I.XIF: of coffee production is a source oF 
concern from the external as well as the budgetary poinE of vie:?;, 
as coffee is a predominant source of earnings. While the devalun- 
tion permitted a doubling of the producer price, the continued 
fall in production volume suggests that the incentives might: be 
inadequate. The early shift of coffee CO the market-ciearing 
exchange rate market would be he!.pful in allowittg maneuverability 
of the CtY6, while the pl:oducer incet:tive should not undermine thy. 
r,ecessalry adjustment of the p.rcc?uctio;? cost. 

In this conn.zccion, the authorities' stance on exchange rate 
policy in the bureau market a!-td the one after 2schange unific.r?rioit 
is achieved is I~r>~ clear. If -the authorities pt~rsue 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 
esternal 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, T support the proposed decision. 

Mr . Esdar ma& 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- 
nlent, 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 thti 
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 tas authority, as 
well as by strict control of expenditures. Tile high security- 
related outlays are especially of major concern. It would be 



- 27 - EBM/91/56 - 4/17/91 

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. In 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 envi.ronment 
supportive of private initiatives, adequate structurai reforms, 
and re-establishing constructive debtor-creditor reiarions by 
overcoming the arrears problem will certainly encourage donois to 
support Uganda's efforts. 

Mr. lsrnael made the following statement: 

I am much encouraged by Uganda's continuing adjustment 
efforts. With GDP growth at 6-7 percent between 1987 al;d 1989 and 
n t 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 co !.5 percent by the end 
of this year, the need for frequent devaluations of the recent 
p.tlst could probably be removed as well. i aiso wel.come the adop- 
tion of an investment code last November aimed nt attracting 
foreign investment. It is my hope that this code will also 
facilitate the Govzrnment's efforts to sell off loss-maki.ng state 
eu;srprises, particularly those in better silspe. to foreign 
i.nvestors. 

fle. Ei nwh i 1. e , the economy has unfortunately suffered from poor 
world prices for coffee since the collapse of the International 
Coffee Agreement and Gulf war-induced higher oii prices, which are 
I-, 0 t h beyond Uganda's control. As a result, it suffered both a 
s?;orcFaLl in foreign exchange earnings las?z year and the loss of 
local relrenue levied as export: taxes on coffee exports. This 
Tl;rth~r ydeal:ened the balance of payments, already under pressure 
because of higher oil prices. 

TLierefore , I weicome and support the packa!;" of reforms for 
the second half of the current fiscal year. Uganda deserves our 
'-1xp" r t . and the authorities' request for rephasing and augmenta- 
t:Con of the overali amount of the three-year ESAF commitment to 

prot.ecL the program and to win the required fI.n;lincial sl.lpport from 
other mvltilateral organ izations and the donor comm~!ni~y is 

W;I:rranted, provided thnt the third-year program will be strength- 
et:ed furrsher . ,A possible area for strengthening the program in 
4,p c I-, i. ;- i3 ye 3 r is to have the gschange ratts I.irll:.fied In the 
1~1.5 a :I+ illlo:+ . . . - , I welcome the technical assistance whi.ch .has been pro- 
X,;i&d t)\: bilateral and mul.ti:ia?-era1 institutions to i.mpro-.x the 
!-;;Tikiiig p;:zctice~ of tll? E'ank 0F Uganda. 
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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 
moneys expansion could be better controlled if the unclassified 
account-s are removed. 

Xr. Evans said that his comments on and impressions of the program were 
~J:~I:*; :xuc:11 like those of previous speakers and he wolu1.d therefore limit his : 
I-?iiiLii-l-ZS to a co:lple of areas, 

C i. 2 al^ 1;; the 1-P i-1 SC: -“le C II a great dell of progr-er;s, as Mr. Tsmael had 
sai:i, ,:>‘."-'I recyc1:t y c a IS ( and th1;:re wet-e spesial exagtinous circumstances th;it 

had cal.;zed so many of the performance criteria to I,IZ missed under the 
curt-ent Ire-view, I-ii--. Evans continued. NORetilc-ilC?SS, the authorities' record 
‘2.~5; r:ot n very happy one: there was clear evider:3ce :)E policy slippage, and 
it w;is worth recalling that the Eosr d had been required to approve waivers 
bt each of the past two re:riews. 

j <: -& ,P! * ,‘l j .c rj c .L 6: ;? r til.3.t ixhe main requirement :.::I:. t.~ ri $ten financial 
p 0 -j. j. *z. j. 5 s tij. thiJ’.! 1;) I ht? C..i.‘\lS :-’ 0 t the :: i. i 12 .y ii 0 e s .P b the r c i.. 2 s ii :;rz~cl to move across 
syju'c tp, a ';, :--- A fl-cp+ -b.i'.J -, including in t!:e st::'uctural al'cas, Mr. Evans said. 
Mcj~~eo\~c.>' - : Lc:oki~g at just the short term, one must note that rhe targets hzd 
been relaxed in terms of inflation and the external account 1 and in looking 
fur::h>r r:h,t:ad, as many sp?;lkers had noted, the Fund would be financing gaps 
exti!rlding out illto C11e medium term, even after basing the projections on 
w!!at would zppe;r tv be a rathtir optimistic assumption of average export 
gi^O’Artm!l 0 :' SO!Tlt? 20 percent. That projection might not be unrealistic, but in 
terms of rhe con~peti tiveness that would be required to assure ttlat sort of 
2, I.- Cl w ! h , cl-1e 1-c wo1.11 cl 1?3'J e to be a considerable tight-e!iir:g of financial 
:n.?tls ~-:c!rle!-lt .k 
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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 is 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 continued 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 zouLd be helpful to have the staff clarify the meaning of the final 
paragri-oph on page 37, which was part of the staff appraisal, Mr. Posthumus 
c oiwi:2 r~ L e c! The text did not mention csplicitly the fat t that the authori- 
t-i-es bad committi-d themselves to unify tha eschange rates before the end of 
1991. Burr ill a sentence in the same paragraph the staff welcomed the work 
t ii H t w a s c :.I r 1: e 11 t 1 y underway to review a possible substitution of the lower 
protectic;n tariffs for increased exchange rate protection. The meaning of 

. L ? I e :est :~as unclear to him; in particular, the source of the "increased 
cYi.ChZilge race pYOteCtlCn ' was not obvious. He wondered why a unified 
ez;cl!a:?ge rate ;.loi:?d be substi tuted by lOiJc?l- pLJtectioi2 

I -r tarlfIS. a:ld whether 
the tariffs b:e~‘e ~naant ?;c protect imports or exports. 

l-i-,? s=z,f-E renresentatlve from tt~e cfri.can Department commented that 
the :e:..c to which Mr. Posthumus had referred was based on the fact that 
tti2i.e WliS 2 *cl, fi;cto dual exchange system in L;ganda with a parallel. and now 
q ;! 0 t e d !, l.! ;; e ;3 i 1 , rate which was significant1.y mere depreciated thbn the offi- 
.::‘al. rate. Ti13 : svstem had given rise+ to a form of c:<ctiange subsidy to 
I.iil?OTtl?rS WtiC !i.ZJ aCC?SS t0 f-orei.gn eXchaI!ge at the official rate. As a 
y:‘- P! I’] i.- . . L J -. zi-‘(-J a 5; d~o;~ws tic prices were .3ei: moi‘12 i.3 line Wit-l-! priczs that Would 
1-13-je p:J:)j.?~:?cl iidii ,a11 imports come in aiz the pal-ai?el. market rate. the 
goverxil?rit had maintained high import duties on I% terns br.ougLlt i.n through the 
gffic ial m3j:k.e; . Tilose duty rates were higher than the authorities wouid 
fee-l cornf<,~~abii: with, as t-he gap betwecn the official rate and the bureau 
rare was r~rrowed considerably further, Thzrefore. the a!.iti;ox-ities were 

jSSesSi.i-1% the level of the duty rates on specific iinports to determine 
whether dowlnward adjustments should I)e made to hv6l.d undue cost pressure 
onsome firms AS the g,ap between the rates na-rrowed. 'g-, 5 t+:.:t tilat 
Mr . ?:;s cihumlis; h3d looted k;as me-ant to \~eIcome ::-L-:at ;is.c~ssn!en~ and t!~e fact 
thar. the auti-,oriti.es never? hel.ess did nc>t intend to delay the con.rergence nt‘ 
tj:~ ra t.es 
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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--l.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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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. 

Security expenditures, which included what would normally be called 
defense, supplies, and some related items, had reached a level of 31 percent 
of allocated expenditure in 1989-90, 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 not wish to try to speak for the authorities on their policy for 
the future, but one assumption in the program for 1990/91 was a 30 percent 
reduction for the second half of the year in allocations for recurrent 
nonwage, noninterest espenditures 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 noticeable in the total picture than domestic expenditures. 
One of the matters under review at present by the authorities was the need 
to cut direct government 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 controlling defense expenditures in the budgetary framework 
for that operaticn was different than for the other ministries, because the 
President of Uganda was the Minister of Defense. If 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. 

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 si.de, and on the other trying to keep the 
producer price in real terms slifficiently high to encourage the producers to 
keep refurbishing the coffee piantings. 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 1;sw 
program, the producer price was to be kept realistic, and other measures 
were to be taken to obtain the necessary budget revenue. 

The broad eschange rate policy 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 planned, the staff 
representative commented. The authorities planned to introduce. by the end 
of 1991, what was referred to as a market-clearing exchange syst-cm. In that 
corlnection, the term "system" should be emphasised, because converging the 
rates was only one of the policy ingredierlts. 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 
relliewing 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 sear in the framework of restrained financial 
13 0 1. i c i e s . I n these circumstances, relatilye 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 thare was still a financ- 
ing gap of $89 million for 1991! of which $72 million was to be covered by 
the Paris Clu'o and by pledges of at least $16.5 million made at a recent 
C.OiiS:?l tative Group meeting Since then, the staff had received indicatisns 
that an additional $1 million or $2 million might be avaiiable. The staff's 
understanding was that any over-fina;~it;g 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 year, the numbers 
were not very definite and were still being reviewed: th;lre iJt?r? 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 yet 
to Fndicate precisely what they would be. 

Hr. Wright said thnt he wished to raise two additional questions. 
First, the staff's cornm~nts OF the result of th- scrutiny of ~-he acco~lnts of 
the Bank of Uganda suggested that there might be some .scope for looking 
again at the definition of the performance benchmarks after June 1991, 
because t11erc sv'as obvious11 a rather uneasy and uncertain relationship 
in-bwI\ii~lg a ts~:get for net domestic assets and a cei.iing for C:F!FltrCii bL3ilI: 

credit. to t?-1e governl!!el!t. i-Ie wondered x ILL i -'-her the staff intended to look. 
arain at the performance benchmarks. .3 
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'The staff representative from the African Department 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 esternalization 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 
accuaily paid the amounts concerned, that was not credit expansion. 

The other point that he had made was not so much that the performance 
cr.i.te!:ia would be reviewed, al.though the staff team was going to be lookiZ1g 
at themF but rather that their was a need to discuss the kind of measures 
the authorities might have to take in order to meet the criteria. the staff 
representative from the African Department said. If other items (net) were 
espandi:lg much more rapidly than envisaged, and if ~5~r'e WC-me no other 
direct morletary measures that could be taken, it would be necessary to 
s 1.1 g g e s t to Lhe authorities illat offsetting actions be t.;ikc:n through the 
budge T;. . 

?4:r. Mor?yake remarked that, with support under the Fun3 s different 
fir!ancCng arrangements , Uganda had made significant gains. There had also 
be C\ II s ome slippages in implementation, as he had observed. 

The a,Jthorities were conscious of the seriousness of the problems 
faci~lg t:hc country and were ker1nl.y aware that policy deficiencies and slip- 
p a ; e 5 - 2 1. n implementation could only worsen the situation, Mr. Monyake con- 
r.lnued They realized that the niore enduring solutions for Uganda had to be 
fni.;:id i;? policies aimed at correcting the existj.ng internal and esternal 
inijal:iweL; 

?‘t;e cievi.ations from the performance criteria, includitig that on net 
domestic asc,ets d needed to be seen as a temporary phenomenon, Mr. Monyake 
:;a :I! In piirtiiular , the StYOi:g determination of t:!le authorities to contain 
,;T,-:, ~jg;-~pqer! t . harrowing f-rem the banking system and steps being taken to 
~-:oxt21;1 yecur-i ty expendi.tures and to bring the <iccr)ullts of the Bank of 
.il g, ;;j i :. .i " Up t0 date. would contribute much toward avoiding furtIler slippages, 
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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. In that regard, he wished to 
stress that the Board's approval of the proposed decisiorls would lend 
considerable support to the bold and strenuous efforts being made by the 
IJgandan authorities. 

Finally, he wished to express his authorities' appreciation to the 
st,zff for the constructive manner in which the Article IV consultation and 
the midterm revi.ew discussions took place, Mr. Monyake commented. 

:iIqc+ Acting Chairman made the following sunmling 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 inflationcry 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 i-he area of monetary and fiscal policy, and also 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 tile 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 espendicure 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 
retrains considerably overst&ffeJ, and Directors stressed the 
importance of careful e:<pendicure management during the remainder 
oi: Che T;ear to meet the program t3iTgC!tS. Concern was expressed 
also about the continued growth in security expenditures. 
Directors weicomed the actions that the auchoricies were taking to 
strengt?len revenue performance! includi.;g the establishment of a 
t Ll :r aut*noriCy, but more remained to be done to espand Uganda's tax 
base. 

Directors commended the authorities for maintaining positive 
r2al !.nterest states during the first half of i990/91, and this 
step is already having significant positive effects on financial 
savings. TheT.7 also welcomed the actior?s taken to streng,then the 
finances of p;ob;em commercial banks. Nevertheless, Directors 
observed that the execution of monetaq- policy remained too expan- 
s ive . 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 asset.s net." 

Directors noted the measures taken during the year to improve 
t-he allocative role of the official exchange rate. They stressed 
the importance of disciplined monetary and Eiscal policies to the 
unification of tt-le official rind second window exchange rates 
before the end of 1991. Directors noted the actions taken by tlI2 
authorities in the area of e?:ch~~ge and trade liberalisation. 
including establishme.nt of fcreign excfiange bureaus, and supper t.ed 
their intentions to move faster in this area. 

On structcral aspects. Directors believed trhat ;mre should bc 

c!one to encourage private sector nctiviry, I.ncIudi.ng fore igr: 
direct investni2nt.; more si istained proz,re:;s in the reform 0: p31’;i- 

StataiS, with privatj.sakion was called ficr. The pro:nulga tion of 
:lie investmetlt code w;<s a step in rshii ri;!ht rlirectiox. _I Di re c co r s 
ur;;ed the a:,lthorieies ;o press ahead wlc!l stri!cCL:l:al measures 
aimed at strfngthenir;g public sector management, financlsl insti.- 
tutions? and coffee sector performance, 

The diversification of the economy tha t was beg;r-i:iiu.5 to t:a.kc 
place required the sustained implement.a\:ior. of structural adjust- 
ment measures in combination with appropriate macroeconolnic 
pojicies. ar;d i:-! this regard t:he impact of exchange reform on 
export di-ersif.ication was noted. 

3l.rectors ai.so note;i that in spitxe of a projectej incxsase in 
-\-ports , especially noncoffee exports, Uganda's balance of pay- 
m,-nts would sti!.L remain weak over thti nest several years, even 
‘dlt.i? a S!XbStii~lti31 ,2d,ji.lSI:ilier;L ei!foXt, Successful implemer!ta'iior! 
of the program would. therefor?, .dcpend al so oa sir-01-q done-:- 
supper t IndicsCLons from the recentI-+ co!-icluded consult2:1*.:f 
group meeting were tha.t iilcreased ba!.arlce cf ;rayments s:;p;::;-t F1.?r 
i99.L would be EorthcomI.ilg from dono~‘s i.f !!ganda conrinl:pd to 
impLement structural adjustmer.t and financial. policies. 

Directors supported the -increase in dr?:Jir:gs untie-c t;?t: second 
anxlual. ESAF arrangement, but many of them were of the vie:< that I.c 
would be premature to .cons%der the case for augmenting the 
FesO!.li-C2.S under the three-year ,T~?~;i;lg~ITWilt 
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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. In 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 


