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I. Introduction 

The discussions for the 1989 Article IV consultation with Uganda 
and for the midterm review of the first annual arrangement under the 
enhanced structural adjustment facility (ESAF) were conducted in Kampala 
during the period August 13-September 1, 1989, in Washington, D.C., 
during September 26-October 2, 1989, and again in Kampala during 
November 12-27, 1989. l/ The Ugandan representatives included 
Dr. C.W.C.B. Kiyonga, Minister of Finance, Mr. S. Kiggundu, Governor of 
the Bank of Uganda, and other senior officials concerned with economic 
and financial matters. Mr. Begashaw, the Fund’s resident representative 
in Kampala, took part in the discussions. Ms. Meesook, Mr. Pradhan, and 
Mr. Ablo from the World Bank participated in some of the discussions. 

Uganda is on the 12-month consultation cycle and continues to avail 
itself of the transitional arrangements of Article XIV. The last 
Article IV consultation discussions were held in Kampala during 
July 1988, and the consultation was concluded by the Executive Board on 
September 14, 1988. At that time, Executive Directors commended the 
authorities for the progress made in the rehabilitation of the economic 
and social infrastructure and the restoration of positive real growth to 

l/ The staff team for the August/September 1989 mission consisted of 
Mr: Artus (head-AFR), Mr. Drees (ADM), Mr. Ballali (AFR), Mr. Kalinga 
(AFR), and Mr. Mylonas (ETR), with Ms. Fundafunda (AFR-secretary), while 
Messrs. Artus (head), Ballali, Kalinga (all AFR), and Mylonas (ETR) 
participated in the discussions that took place in Washington in 
September/October 1989. The staff representatives during the November 
1989 discussions included Messrs. Williams (head-AFR), Kalinga (AFR), 
Mylonas (ETR), and Ms. Home (FAD), with Mrs. Cone11 (AFR) as secretary. 
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the economy. However , they also noted that weaknesses in policy imple- 
mentation had persisted, which had contributed to the failure to achieve 
the 1987188 program objectives. Accordingly, they urged the authorities 
to implement a more flexible exchange rate policy and prudent demand 
management policies in the context of the 1988/89 (July/.June) program in 
order to move toward medium-term viability. In this regard, Executive 
Directors considered it particulsrly important for the authorities to 
take major revenue-raising and expenditure-reducing measures to reduce 
the overall fiscal deficit. An information notice on Uganda’s exchange 
arrangements, real effective exchange rate, and notification of delay in 
concluding the 1989 Article IV consultation was issued on November 17, 
1989. 

The arrangements under the ESAF were approved by the Executive 
Board on April 17, 1989 (EBS/89/62, 4/3/89), with a total access of 
SDR 179.28 million or 180 percent of quota, to be disbursed in six 
semiannual installments. Uganda received the initial disbursement of 
SDR 42.33 million (42.5 percent of quota) following Board approval. The 
second disbursement of SDR 32.37 million (32.5 percent of quota) is 
subject to observance of the end-September 1989 performance criteria and 
completion of the midterm review by end-December 1989. As of end- 
November 1989, Uganda’s outstanding use of Fund resources was equivalent 
to 208 percent of quota (Table 1). Over the past year, Uganda has 
experienced difficulties in discharging its financial obligations to the 
Fund on time. 

In the attached letter to the Managing Director dated December 21, 
L989 (Appendix I) concerning this review, the Minister of Finance des- 
cribes the progress made in the implementation of Uganda’s program 
during the past year, requests a waiver with respect to each of the 
performance criteria not observed, sets out the objectives and policies 
to be pursued during the remainder of 1989190, and proposes quantitative 
benchmarks for end-December 1989, end-March 1990, and end-June 1990. 

The Fund and the World Bank staffs continue to collaborate closely 
in discussions with the Ugandan authorities. Negotiations on a second 
Economic Recovery Credit (ERC II) in an amount of about USS125 million 
were held during the first half of November 1989, and the World Bank 
Board is expected to discuss the Credit in January 1990. A second 
supplement to ERC I of SDR 10 million was approved by the Bank Board on 
December 18, 1989. 

Summary statements of Uganda’s relations with the Fund and the 
World Bank Group are provided in Appendices II and III, respectively. 
Statistical issues are discussed in Appendix IV, and basic economic and 
financial data and a summary of social and demographic indicators are 
given in Appendix V. 
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Table 1. IJganda: 2o.s itim of the Fund Through Jum 1992 

Cuts tanding 
Dec. 20 

1989/93 
Jan.- 
March 

April- 
June 

1990/91 1991!92 - - 
JdT JdY- 
June June 

(In millions 0E SDRs) 

Transact ions under tranche 
policies (net) 

Purchases 
Repurchases 

Transactions under special 
facilities (net) 

Purchases 
Repurchases 

Structural ad justmnt facility loans - - 

Enhanced structural adjusbwnt 
facility loans 

Total outstanding (end-of-period) 
Under tranche PLicies 
Under speciaL fscilities 
Under structural adjustnrznt 

faciLity 
Under enhanced structuraL 

adjustwnt Eacility 

-5.8 
- 

5.8 

32.4 27.4 
-- - 

168.6 195.2 
26.7 20.9 
49.8 49.8 

49..8 49.8 49.8 49.8 49.8 

42.3 74.7 102.1 154.4 179.3 

-10.2 -1.0.8 
-- -- 

10.2 10.8 

- 
- 
- 

- 

- 

-15.6 -24.9 
- -- 

15.6 24.9 

52.3 
- 

24.9 
-- 

212.5 238.4 238.4 
10.8 - -- 

49.8 34.2 9.3 

(In percent of qwta; end of pxiod) 

Memxandun it ellls : 

TutaL Fund credit outstanding 
Under t ranche policies 

Under special facilities 
Under structural ad jusmnt 

facility 
Under enhanced structural 

ad jusbwnt facility 

169.3 196 .o 213.3 239.3 239.3 
26.8 21.0 iO.8 - -- 

50.0 50.0 50.0 34.3 9.3 

50.0 50.0 50.9 50.0 50.0 

42.5 75.0 L02.5 155.9 180.0 

Source: Treasurer’s Deprhwnt, International Monetary Fund. 
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11. The 1988/89 SAF Program 

In September 1988 the Fund’s Executive Board approved a second 
annual arrangement under the structural adjustment facility (SAF) in 
support of Uganda s structural adjustment program for 1988/89. The main 
objectives of the 1988/89 program were to maintain an annual average 
rate of growth of real GDP of at least 5 percent, which would permit per 
capita growth of real GDP of at least 2 percent a year; to reduce the 
rate of inflation on an end-of--year basis, from 240 percent in 1987/88 
to 60 percent in 1988/89; and to eEfect a substantial strengthening of 
the balance of payments through higher exports, increased donor 
ass is tance, and external debt restructuring. An additional important 
element of the program’s focus was the rehabilitation of the economic 
and social inErastructure requisite for attaining higher productive 
activity, especially in the rural sectors, and for the provision OF the 
population with at least minimum levels oE social services. The program 
included a wide range of policy actions encompassing the exchange and 
trade system, the public finances. the monetary sector, pricing 
policies, parastatal reforms, and public sector management. Speci fi- 
tally, the Uganda shilling was devalued by 60 percent in foreign 
currency terms on July 1, 1988, from U Sh 60 to U Sh 150 per 1J.S. 
dollar, and by 9.1 percent on December 3, 1988 to U Sh 165 per U.S. 
dollar. The authorities also implemented a number of measures aimed at 
increasing and diversifying exports and at liberalizing the import 
system. In November 1988, an export retention scheme was announced 
under which exporters of nontraditional agricultural products were 
permitted to retain up to 100 percent of export proceeds for use in 
making payments for Licensed imports. In December 1988, the import 
system was Liberalized further with the introduction of the special 
import program (SIP), which involved the allocation of foreign exchange 
For a very broad list of imports on a first-come, first-served basis. 
The price control regime was also liberalized; price administration was 
maintained only on petroleum products, beer, sugar, salt, soap, and soft 
drinks, and was to be applied flexibly. The retail prices of petroleum 
products more than doubled during the six-month period ended December 
1988, reflecting primarily the pass-through effects of the exchange rate 
actions taken during the period and the need for increased revenue from 
this source. 

In the fiscal sector, the authorities announced a budget for 
1988/89 that aimed at a significant reduction in the overall deficit 
through substantial increases in revenue and grants and the introduction 
of measures designed to reduce expenditures in real terms. In conse- 
quence, and reflecting the pro jetted increase in net foreign financing, 
the budget envisaged that the Government would retire U Sh 5 billion 
(19 percent of beginning broad money) of its debts to the banking 
sys tern. The expansion in total domestic credit thus could be limited to 
26 percent of beginning broad money, while still providing for a 
doubling in credit to the private sector. The credit program was based 
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on a projected increase in broad money of 68 percent, consistent with 
the targeted sharp deceleration in the inflation rate. 

T.IL. The ESAF Program Eor 1989/90 

1. Introduction 

In early 1989, the Ugandan authorities decided to intensify and 
strengthen their adjustment and rehabilitation efforts in the context oE 
a program supported by the Fund’s ESAF. The macroeconomic objectives of 
the ESAF program for 1989/90-1991/92, which was approved by the Fund in 
April 1989, included the maintenance of the annual rate of GDP growth of 
at least 5 percent; a reduction in the inflation rate from an estimated 
55 percent in 1988189 to 7.5 percent (end-year basis) in 1991/92; and 
the attainment oE a sustainable external position by the end of the 
program period. These objectives were to be achieved through: (a) the 
introduction of a package of enhanced incentives for export and import 
substitution through the pursuit of more flexible exchange rate 
policies, trade liberalization, more frequent ad jus tment of producer 
prices, and the suspension of Eoreign exchange surrender requirements 
Eor all noncoffee exports, effective March 1989; (b) increased outlays 
on the rehabilitation and restructuring of productive capacity, 
infrastructure, and basic social services; (c) implementation of 
policies to strengthen budgetary performance by improving the tax 
system, the Government expenditure control mechanism, and the civil 
service structure; (d) a continuation of the public enterprise reform; 
(e) financial sector reform, including a restructuring and rehabili- 
tation of the problem banks and building societies. The program also 
contained--for the first time--specific measures aimed at assisting 
vulnerable groups in the urban and rural. sectors, including the 
retrenched public employees most acutely affected by the adjustment 
measures. To this end, projects were delineated in the health, 
education, and rural sectors to address these issues. 

Reginning in early 1989, the Government implemented a number of 
additional measures aimed at strengthening the adjustment effort. With 
a view to achieving an improvement in Uganda’s external competitiveness 
and to increasing revenue from trade taxes, the Uganda shilling was 
devalued by 17.5 percent in foreign currency terms on March 7, 1989. As 
a result of this change, the real effective exchange rate was estimated 
to be about 5 percent lvwer than the level prevailing on July L, 1988. 
The Government also decided to review the exchange rate monthly with a 
view to maintaining the real effective level achieved with the March 7, 
1989 devaLuation. The Government also announced on March 7, 1989 R 
broadening of the export retention scheme to include all noncoEEee 
exports, in order to strengthen the incentives for the production and 
export of such commodities. To strengthen coffee export prospects, the 
Government decided to apply more firmly the diFferentia1 pricing for 
various grades of coffee and to reduce the amount of barter shipments to 
International Coffee Organization (ICO) quota markets. The speci fit 
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duty rates on pstraLeum products, which had been raised by between 
140 percent and 192 percent in December 1988 (bringing the average ad 
valorem rate to 30 percent), w2re increased again by between 48 percent 
and 56 percent in March 1989. Minimum bank deposit and maximum lending 
rates were raised by 7 percentage points and 10 percentage points, 
respectively bringing the minimum one year deposit rate to 38 percent 
.and the maximum lending rate to 50 percent, to improve incentives for 
the flow of private financial savings through the banking system and to 
enhance eFficiency in loan al Location. The Government also decided to 
address a number of structural issues in the financial sector, including 
the heavy reliance of problem banks on the Central Bank and the weak 
performance of building societies. The f ormrr problem was tackled by 
placing overdraft limits on the banks while the latter was addressed 
through closer supervision of their operations. 

Taking into account the additional measures, the overall fiscal 
deficit including grants, on a commitment basis, was projected to 
decline to 1.0 percent of GDP in 1988/89, which was below the level of 
1.3 percent of GDP in the July 1988/89 budget; and monetary and credit 
policies were Formulated to be consistent with a deceleration in the 
inflation rate from 240 percent (end-year basis) in 1987/88 to 55 per- 
cent in 1988/89--below the 60 percent budget target--while achieving a 
GDP growth rate of 5 percent. Ref Letting these structural. poLicies, 
inter alia, the external current account deficit was projected to 
decline somewhat from the July projection of 4.6 percent of GDP to 
4 .l percent of GDP in 1988/89. Nonetheless, the overall balance of 
payments deficit was expected to widen because of a downward revision in 
projected capital inflows to a level of 2.7 percent OF GDP, compared 
with the July estimate of 5.1 percent of GDP. 

2. Performance under the program and recent economic developments 

Overall progress under the L988/89 program was below expectations, 
and performance during the second half of 1988189 was, in some respects, 
unsatisfactory (Table 2). Important gains were made in the rehabili- 
tation of economic and social infrastructure and in increasing output, 
but much less progress was made with regard to the stabilization 
objectives. The marked decline in the price of coffee, Uganda’s main 
export crop, and lower-than-programmed external assistance were 
important causal factors, but these were exacerbated by slippages in 
policy implementation. 

a. Real sector developments 

The economy continued to respond favorably to the improvement in 
the domestic security situation and to the measures implemented under 
the program, in spite of the downturn in world coffee prices. Real 
output is estimated to have increased by 6.8 percent in 1988, reflecting 
in part the gains made in rehabilitating economic and social infra- 
structure, especially in transportation. As in the previous years, the 
recovery was broadly based, with most sectors registering some growth. 
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Table 2. IJ~rda: Selected IAxnmdc mxi Ptnamtal Indicetors, Ba5/%-1989/90 

19a5/@6 19WBJ I9987188 1988189 1989/w 
Acclnl Rel.- Prof. FSAF Rev. Es= mget 

h-q. PV?. 

Emerml sector (on the b3sls of 
U.S. dcxllarsl 

Exports. f.o.b. 
Impts, c.1.f. u 
Nownil @xts,-c.1.f. r/ 
l!hprt wlun? (coffee) _u 
Iqmrt Mlum (naroil) g 
Tern of trade (deterioration -) 
Nodnal effective mhaw rate 

(depreclatlm -) 
Real effectiLe exdm@? rate 

(depreAatlm -) 

bblley an3 credit 51 
DzxlEstlc credit- 

Covemnt 
Private .%ector 

Ebnq ard quasl-mney Cm 
Velocity (cm relative to M2) 
Interest rate (aluual rate. 

ore-year savlw ckpx1t) 

Qzentral gnvemnmt ~&QC deflclt 
Gmmlfnent ta13 ?I 
Czh basis 
licxu2stlc tank flmnclr# 
Foreign flnanclq (net) 

clxwnc accmmt deflclt (-) 
or surplus 

Inchiirzg offlclal transfrrs 
Ek1d.1~ offldal trahsfers 

Current accomt deflclt 
Inclding offtc1al tranrfers 
Ihcludlg offlclal transfers 

crtern31 &k, 1ncLdLng arrears 
Inclldlrg use of Fun-l credit 
Excldlng me of Flrd credit 

ebt setice rat10 a/ 
Inchdlrg the FIN 
Ecludlrrg the Fti 

Overall bxlance of pilymnts 
surplus or deflclt (-) 

FxtermL p3ymnts arrears (at 
erd of FertCd) 

cross reserves (end of period) 

-1 1 5 5 7 5 5 
129 2Y5 lL% 12) 142 3s 55 

is53 237 2.39 5s 8h 32 Y) 

-1 1 -22 I -6 6 -23 
-5 35 6 lt3 3 ll 14 
-2 41 6 a 2 u 14 

7 -7 4 Y 2 7 

-9 33 -3 I7 -1 a 14 
4 -15 -22 -15 -23 1 -35 

-59 -76 l3 -64 -62 - - 

-11 -32 217 -62 -34 - - 

97 192 368 l.36 105 70 147 

76 203 my 12341 1LJ 76 114 
97 142 281 75 Lo4 65 L20 

a2 lo7 148 42 157 28 lo 
31 69 49 -19 46 -Y -28 
51 39 99 bo Ill 45 XI 

14.3 95 203 62 l25 36 21 
9 lb lE 21 14 la 11) 

35 35 28 38 33 . . . . . . 

(In percmt of cw) 61 

-4.5 -4.3 -4.6 -1 .o -3.5 -3.a -3.7 
-4.5 -4.3 -5.0 -2.4 -4.6 -1.b -4.3 

1.9 3.9 2.4 -0.7 -0.7 -0.7 -1.3 
1.4 0.5 2.6 3.0 3.0 2.2 5.4 

1.1 -I .a -3.7 -4.1 -4.7 -3.6 -7.8 
- -2.5 -5.4 -8.6 -7.3 -a.5 -11.7 

(In percent of &zxpxte of @ ad mfactor 9ewlces) 

8 -25 -43 -54 -73 -48 -120 
- -35 -92 -1L2 -114 -115 -181 

33 373 465 521 542 535 792 
243 247 392 44a 467 458 689 

52 54 62 64 11 39 62 
22 27 35 33 36 19 34 

(In IullUcm of U.S. dolklrs) 

24 -79 -64 -72 -103 -2 d9 

74 x1 77 97 95 St3 95 
64 31 35 65 23 al 23 
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Reflecting the ongoing process oE rehabilitating coffee trees in the 
main growing areas of the south and west, coffee production is estimated 
to have increased by 14 percent during the year. Purchases of coffee at 
2.9 million bags during the 1988/89 crop year (October-September) were 
about 12 percent higher than the level for the corresponding period in 
1987188. The improved security situation and the introduction of the 
new crop financing scheme, under which farmers were guaranteed cash 
payments immediately upon the delivery of coffee, contributed to the 
increase in purchases. Output of other export crops, including cotton 
and tea, is also estimated to have increased substantially. Product ion 
of these latter crops should benefit over time from the introduction in 
March 1989 of the export retention scheme for all noncoffee exports, 
which greatly improved the scope for increasing producer incentives. 
Manufacturing output also registered strong gains in 1988, especially 
food processing, soft drinks, beer, and tobacco. Electricity produc- 
tion, however, registered a decline largely because of the poor main- 
t enance of equipment . 

The consumer price index (CPT.) rose by 86 percent in 1988189 (year- 
end basis) as against a revised program target of 55 percent. After 
rising by 22 percent in July 1988, largely in response to the July 1 
devaluation and the associated increase in administered prices, the CPI 
rose by only 7 percent during the six-month period August 1988- 
January 1989. Inflationary pressures then re-emerged, with the CPT 
rising at a monthly average of about 11 percent between February and 
April 1989. The major factor underlying the upward pressure on prices 
was the rapid monetary expansion associated with the new crop financing 
scheme, but these pressures were exacerbated by the shortage of foreign 
exchange for private sector imports. In this regard, the suspension of 
foreign exchange allocations under the SIP in March 1989 contributed to 
a sharp depreciation in the parallel market exchange rate and to a cor- 
responding increase in the prices of imported consumer goods. 

b. Fiscal developments in 1988/89 

Preliminary data for 1988/89 indicate that the overall fiscal 
deficit, on a commitment basis (3.5 percent of GDP), was considerably 
Larger than the program target (L percent of GDP). Excluding grants, 
the gap between the actual. deFicit (4.8 percent of GDP) and the target 
level (3.5 percent of GDP) was much less (Table 3). The larger fiscal 
deficit was mainly the result of a shortfall in external grants in 
combination with larger-than-programmed total expenditure and net 
lending primarily on account of larger current outlays. Receipts of 
external grants at U Sh 10.8 billion (1.3 percent of GDP) were about 
half the programmed level of U Sh 18.5 billion (2.5 percent of GDP) on 
account of slow disbursement of: import-support grants, which continued 
to be delayed in part by the authorities’ lack of familiarity with the 
disbursement procedures of major donors. Expenditure and net lending at 
U Sh 89.8 billion (10.7 percent of GDP) was about 16 percent higher than 
the program estimate, reflecting higher outlays on wages and salaries 
and on defense-related expenditure and higher-than-budgeted lending to 
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Table 3. Uganda: Central Government Budgetary Operations, 1986/87-1989/90 

1986187 na7/aa 1988/59 1989190 
Prel. Prov. ESAF Prov. BSAF Revised 

Pr0g. Pr0g. Judge t 

Revenue and grants 6.5 29.4 69.6 60.5 LlB.1 149.3 
Total re”en”e 5.9 22.9 51.1 49.1 89.8 106.2 

Tax revenue 5.7 20.8 43.2 02.7 83.8 99.4 
Nontar revenue 0.2 2.1 7.9 7.0 6.0 6.8 

Grants 0.6 6.5 18.5 10.8 28.3 43.1 
Import support . . . . . . . . . 4.6 LO.0 12.9 
Project grants . . . . . . . . . 6.2 18.3 30.2 

Total expenditure and net 
lending 

Current erpendlture 
Wages and snlarles 
1nceresc 

Domes c lc 

External 
Other l/ 

Developm;nt expenditure 
Cnpital outlays 

External flnanclnB 
Domestlc counterpart 

LncaL capital / 
Net Lendtng 

11.0 44.3 
6.9 24.7 
1.2 3.7 
0.5 2.3 
0.2 0.6 
0.3 1.7 
5.2 18.7 
4.1 19.6 
2.9 14.3 
2.3 11.8 
0.6 2.5 
1.2 5.3 

-- -- 

77.1 89.8 
50.0 60.9 

8.0 9.8 
5.8 5.8 
0.6 0.6 
5.2 5.2 

36.2 45.3 
26.6 27.0 
20.7 20.5 
19.3 18.3 

1.4 2.2 
5.9 6.5 
0.5 1.9 

126.3 198.7 
68.5 103.8 
11.3 15.2 

6.1 8.5 
0.5 0.6 
5.6 7.9 

51.1 80.1 21 
57.0 94.9 - 
45.4 71.4 
41.9 64.9 

3.5 6.5 
12.4 23.5 

-- -_ 

Overall deficit (-) on a 

commitment basis 
Excluding grants 

-4.5 

-5.1 

Change in arrears 41 - 
Domesclc 
F.xterm1 

-0.3 
-- 

-0.3 

-14.9 -7.6 -29.3 
-21.4 -26.1 -40.1 

-1.5 -10.5 -9.2 
-- . . . . . . 

-1.5 . . . . . . 

-8.3 -49.4 
-36.6 -92.5 

-8.7 
-- 

-0.7 

-8.3 
-0.8 
-1.5 

OveraLL deflclt (-) on a 

cash basis -4.5 

Fih3llClng 

External (net) 
Dlsbucsement 

Import support 
AmortlzatIon (-1 
Horatorium interest (-1 
Reechedulfq 

Domestlc (net) 
Bank 
Nonbank 

4.8 
0.5 
1.7 
. . . 

-t.3 
-- 
-- 

4.3 
4.7 

-0.6 

-16.4 -18.0 -38.5 

16.4 18.0 38.5 
8.6 22.5 25.1 

11.2 26.8 27.9 
. . . . . . 17.6 

-4.6 -13.6 -13.6 
-0.3 -1.3 -1.1 

2.4 10.7 12.1 
7.8 -4.5 13.4 
7.8 -5.0 12.3 

-- 0.5 1.1 

-17.0 -57.7 

17.0 57.7 
23.4 73.2 
34.4 92.4 
15.9 57.4 

-11.5 -21.8 
-2.3 -3.6 

2.9 6.2 
-6.6 -15.5 
-7.4 -17.0 

1.0 1.5 

Memorandum Items: 

GDP 110.4 1.079.7 1.348.4 

Revenue and grants 
Total reven”e 

Total expenditure and net 
Lending 

current expenditure 
Development expenditure 

Overall deflclt (-) on a 
comf tment basis 

Excluding grants 
Overall deftclc (-1 on a 

cash basLs 
Bank financing 

5.9 
5.3 

325.6 752.8 839.9 

(In percent of GDP) 

9.0 9.2 1.2 
7.0 6.8 5.9 

13.6 LO.2 10.7 
7.6 6.6 7.3 

6.0 3.5 3.2 

-4.6 -1.0 -3.5 
-6.6 -3.5 -4.8 

-5.0 -2.4 -6.6 

2.4 -0.7 0.7 

10.9 
8.3 

11.1 
7.9 

10.0 
6.2 
3.8 

11.7 16.7 

6.3 7.7 

5.4 7.0 

-4.1 
-4.6 

-0.8 -3.7 
-3.4 -6.9 

-4.3 
4.3 

-1.6 -4.3 
-0.7 -1.3 

(In bllllons of Uganda shllllngs) 

sources: Data provided by the Ugandan authorities; and staff estimates. 

I/ Includes defense expenditure funded locally. 
?fJ includes provision of U Sh 3 bllllon for transfers to CMB. 
?i/ Local capital outlays are mainly self-help schemes and proJects for reconstruction and 

maintenance of assets In local areas financed solely from domestic sources. 
41 Changes ln arrears for 1988189 end L9B9/90 are calculated as a residual. 
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CMB. The shortfall in tax receipts from coffee of U Sh 5.4 billion 
(0.6 percent of GDP) was largely offset by higher-than-projected revenue 
from other sources, notably excise duties and sales taxes on domestic 
goods. 

The increase in the fiscal deficit was financed Largely from do- 
mestic bank sources. Net external financing amounted to U Sh 25.1 bil- 
lion (2.9 percent of GDP), compared with the programmed U Sh 22.5 
billion (3.0 percent of GDP). Net bank credit to the Government at 
about U Sh 12.3 billion in 1988189 was 45 percent of beginning-of-period 
broad money stock, compared with the targeted reduction of U Sh 5.0 
billion (19 percent of initial money stock). Domestic nonbank financing 
at U Sh 1.1 billion was more than double the programmed amount reflect- 
ing larger purchases of treasury bills by the nonbank financial sector. 

C. The monetary sector 

Monetary developments in 1988189 were dominated by ;he large in- 
crease in private sector credit for both crop finance and other uses. 
From July 1988 to end-June 1989, bank claims on the private sector rose 
by 248 percent, with most of the increase taking place during the second 
half of the fiscal year. if Reflecting this development and the failure 
of the Government to reduce its obligations with the banking system as 
programmed, broad money rose by 125 percent as against a program target 
of 65 percent in 1988/89 (Table 4). 

Outstanding bank credit for crop purchases (primarily coffee), 
which rose by 18 percent during the six-month period ended December 
1988, tripled to U Sh 19.5 billion during the six-month period ended 
June 1989. The introduction of the new coffee financing scheme contri- 
buted strongly to this outcome because under the scheme, all the 
liabilities of the marketing board to primary societies, private pro- 
cessors, cooperative unions, and to commercial banks were paid off by 
the Bank of Uganda. The credit expansion was also fostered by the 
decision to guarantee farmers cash payment for all coffee delivered to 
primary societies and processors. Previously, payments for coffee 
deliveries were effected with a substantial time lag. The requirements 
for crop financing were influenced by the increase in the producer 
prices of coffee from U Sh 29 to U Sh 60 per kilogram in July 1988 and 
by the increase in margins of processors and the Coffee Marketing Board 

l/ In the context of the program, the authorities have been reviewing 
the monetary statistics of the Bank of Uganda with special emphasis on 
the external debt transactions of the Government. Prior to the current 
program, government external debt not externalized was not systemat- 
ically incorporated in the monetary statistics. The authorities have 
now revised the data starting from 1987/88 in line with the fiscal 
data. In consequence, the outstanding levels of bank credit to the 
Government and the other liabilities of the Bank of Uganda have been 
adjusted. 



Table 4. Uganda: Monetary Survey, June 1988-June 1990 

(In billions of Uganda shillings) 

1988 1989 1990 
June Dec. March June Sept. Dec. March June 

Prog. Prov. 
Actual 

Net foreign assets -18 .O -54.3 -70.5 -70.7 -72.3 -75.0 -136.2 -146.8 -154.4 

Total domestic bank credit 24.2 36.8 51.5 66.3 58.5 68.7 69 .O 74.3 72.7 
Government 11.9 20.2 22.2 24.2 18.2 19.8 18.2 13.2 7.2 

Private sector 12.3 16.7 29.3 42.1 40.3 48.9 50.7 61.0 65.5 
C top finance 4.9 5.8 14.2 19.5 16.7 22.4 25.4 30.1 28.6 
Other 7.8 10.7 15.1 22.6 23.6 26.5 25.3 30.5 36.9 

Broad money 26.8 39.4 50.6 60.2 57.6 66.2 66.5 71.0 73.0 

Other items (net) 20.6 57.0 69.6 64.6 71.4 72.5 133.7 143.5 154.6 

Sources: Data provtded by the Ugandan authortties; and staff estimates. 
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(CMB) following the July I988 exchange rate action. The devaluation Ied 
to an increase in the nominal amount of credit needed to facilitate 
import transact ions, and noncrop credit also rose sharply, particularly 
in the second half of 1988/89. 

The credit expansion WRS fuel.ed by the injection of l.iquidi.ty 
attendant on the settlement by the Bank of Uganda of all CMB obligations 
which, as mentioned above, included all CMB liabilities to commercial 
banks. Reflecting both this sharp Increase in commercial bank’s 
liquidity and the failure of the Central Bank to take offsetting 
measures RS was required, private sector credit rose sharply. This 
situation was exacerbated by excessive lending by the Uganda Commercial 
Bank (UCB) and the Cooperative Bank (Coop Bank) that was Funded 
primarily from central bank sources. The pressure on credit during the 
second half of 1988/89 also reflected the relative decline in reaL 
borrowing costs in view of the authorities’ failure to adjust interest 
rates in Light of the incrense in the inflation rate. .As a result of 
these developments, and the failure of the Government to reduce its 
obligations to banks as programmed, total domestic bank credit rose by 
U Sh 14.7 million during the quarter ended June L989, twice as much as 
programmed. In consequence, liganda failed by large margins to meet the 
end-June 1989 benchmarks on total domestic bank credit and on bank 
credit to the Government. 

The rate of expansion of money and credit moderated considerably 
during the first quarter of 1989/90 ended September 1989. Total 
domestic credit rose by only U Sh 2.4 billion during t.he period, 
although private sector credit rose by U Sh 7.9 billion as the Govern- 
ment’s liabiljties to the banking system declined sharply. The 
improvement in the Government’s position reflected large receipts of 
import-support resources. Nevertheless, Uganda failed to observe the 
end-September 1989 ceilings with respect to the increase in total 
domestic credit and reduction in government liabilities in relation to 
the March 1989 has? (Table 5). .As against a programmed increase of U Sh 
7.0 by end-September 1989 from the end-March 1989 base domestic credit 
rose by U Sh 17.2 billion instead, and net bank credit to government 
declined by U Sh 2.4 billion during the same period as against the 
programmed reduction of U Sh 4.0 billion. 

d. The external sector 

Provisional data for 1988/89 indicate that total exports at 
US$281 million were about 9 percent less than the program estimate 
(Table 6). The shortfall was wholly attributable to a decline in the 
world coffee price. Export volumes exceeded program projections by 
about 4 percent. During the year, Uganda’s ICO export quota was reduced 
from 2.3 million bags to 2.1 million bags, thus limiting the opportuni- 
ties for sales to these markets. This was offset by increased barter 
sales, especially during the second half of the year. Overall, coffee 
barter exports equaled 800,000 bags, slightly exceeding projections, 
with approximately 80 percent taking place in the second half of the 
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Table 5. Uganda : Quantitative Benchmarks and Performance Criteria 
for the First-Year Arrangement Under the Enhanced Structural 

Adjustment Facility, June and September 1989 i/ 

1989 
June September 

Program Prel. Program Prel. 
bench- actuals ceiling actuals 
marks 

(In billions of Uganda shillings; 
end of pertod) 

Quantative performance criteria 
and benchmarks 

Cumulative change from March 31, 1989 
to end of period in: 

Total domestic credit 

Net bank credit to Government 

0.5 14.7 7.0 17.2 

-3.2 2.0 -4.0 -2.4 

(In mlllions of U.S. dollars) 

Cumulative change from March 31, 1989 

to end of period in: 

New nonconcessional borrowing, 
excluding short-term trade 
credits and borrowing under 
debt rescheduling 21 

External payments arrears 21 

Stock of gross foreign reserves A/ 

Structural performance criteria 

Adoption OF a hlwIEpt. in .July 1989 
consislent with the ohjectlve 
and targets of the program 

15 18 15 34.3 

-- -6 -- -7 

65 23 40 15 

Target date Actual 

End-December 1989 Done in 
October 1989 

Implementation of measures designed 
to improve the performance of the 
financial system End-December 1989 Introduced in 

November 1989 

l/ The benchmarks for September 1989 are also performance criteria. 
z/ Maximum cumulative limit for contracting or guaranteeing after April 1, 1989, 

of external loans on concessional terms with an initial maturity of up to and 
including 12 years; this limit excludes normal short-term trade credit and debts 
contracted in the context of rescheduling agreements. 

3/ Cumulative change in external payments arrears, excluding arrears eligible for 
rescheduling under the January 1989 Paris Club agreement or eligible for 
.rescheduling with other creditors. 

41 Gross level of international reserves of the Bank of Uganda. - 



- 14 - 

Table 6. Ugarxla: Balance of Paynmts, L986/87-1991/92 

1988/89 l989/9o l9w91 1991192 
1986187 I.987188 Prog. Rev. Prog. Rev. Prog. Rev. Prog. Rev. 

Est. s4F EYAF Fs4F EXF 

Current account 

Trade ixlance 
Export, f.o.b. 

Of which: coffee 
Imports, c.i.f. 

Prokct-related 
Nonproject 

Nonfactor services (net) 
Net interest 
Prfvate transfers 
Official transfers 

Capital account 

Official uedim- ard long-term (net) 
Of which: ClLSburS~ntS 

Intpxt supprt credits 
Kenya compensation 
Short-tern (net) 
Counterpart to IMF valuatton 

Overall tdance 

FiMWlng 
Monetary authorities 

Gross reserve change 
IMF (net) 

SAF/ES4F and purchases 
Other (net) 

CmrcFaL hwks (net) 

External arrears (excluding IMF) 
EXCeFttDMl fiW%i~ 

Rescheduling 
Debt cancellatim 
Residual financing gap 

Memrandum item: 
Outstanding arrears 
Foreign exchange reserves 

(end of pericd) 
Foreign exchmge reserves/Lmports 

(months’ coverage) 

Current account/GDP -L.8 -3.7 -4.1 -4.7 -3.6 -7.0 -3.3 
Fxcl.udlrg official transfers -2.5 -5.4 -8.6 -7.3 -8.5 -11.7 -7 .O 

kbt service ratio u 53.9 62.3 70.9 76.1 47.1 79.8 37.7 
After reschedull~ 53.9 n.0 66.1 71.0 33.9 62 .Q 37.7 

Of which: IMF 1/ 26.7 29.2 33.3 34.8 20.3 27.9 12.0 

-101 -201 -- 

-L39 -246 

(E) (Z) 
-514 -545 
(154) (176) 
(3fo (369) 
w-4 -1ll 
-47 -57 
lcn 120 
40 92 

22 138 - - 

(1::) (14K;) 
- 45 
28 I.0 

-31 37 
-20 -10 

-79 -64 

79 64 
2l -l3 
33 -4 
-3 -17 
57 34 
-8 7 
10 -10 

-45 47 
92 40 
92 40 
- - 
- - 

30 77 

31 34 

0.7 0.7 

(In udllims of U.S. dollars) 

-180 -230 -- -171 

-340 -281 
302 282 

(297) (276) 

(25) 7E) 
(=3 (377) 
-87 -128 
-70 -67 
l20 114 
I.97 131 

m 127 - - 

(I& (1:) 
82 68 
L3 13 

-42 -u 
2 7 

-72 -103 

72 103 
-19 18 
-31 12 

I2 7 
95 94 
- - 

6 6 
21 LB 
64 60 
62 57 

2 3 
- - 

-393 423 
320 216 

w+) (197) 
-7l3 -639 
(277) mf5) 
(437) (434) 
-85 -101 
-to -fj6 
I28 L34 
240 I54 

169 - 

(2, 
71 

7 
- 

-3 

-2 

1 69 
10 24 

-15 - 

25 24 
79 77 
- - 
- - 

-39 - 

30 45 
29 41 

1 4 
- - 

97 95 58 

65 23 80 

1.2 0.5 1.4 

(In percent) 

-32 -186 - 

-417 

(E, 
-771 
(285) 
(@6) 
-88 
-xl 
l.37 
232 

233 - 

(1:) 
124 

6 
14 

189 246 - - 

Lu3 126 
(167) (185) 

85 1s 
- - 
- 16 
-3 - 

-69 4 

-4 
d 

-40 
34 
70 
- 
- 

-39 
41 

- 

41 

95 19 

23 120 

0.4 1.9 

-276 -199 -231 -- 

432 
259 

(222) 
-691 
(222) 
(469) 
-101 
-53 
144 
16? 

-431 -416 
30 

(::, (278) 
-836 -756 
(2%) (244) 
(550) (512) 

-a? -1 ll 
-44 -45 
146 I58 
217 183 

l98 21h -- 

(E, (1:;) 
72 In1 
- - 
- 16 
4 - 

-xl -1 -L5 

30 1 15 
18 -15 -16 

-15 -15 -15 
33 - -1 
68 35 33 
- - - 
- - - 

-47 -19 -47 
59 Is 78 
- - - 
- - - 

59 36 78 

47 

.I!8 

0.7 

-7.2 
-11.5 

50.6 
n.6 
15.4 

- - 

L35 53 

1.9 0.8 

-2.5 -5.6 
-6.0 -111.0 
29.8 35.3 
29.8 35.3 
9.6 11.3 

Source: Fund staff estimtes based on data fran U~ndan authorittes. 

_U In prcent of eqxts of goods md nmfactor services. 
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fiscal year. Recorded noncoFfee exports continued to account for only a 
small share OF total official exports-- 2 percent in 1988/89--accentuat- 
ing the vulnerability of the balance of payments to events in the world 
coffee market. 

Merchandise imports of USS563 million in 1988189 were about US$80 
million lower than the program estimate, largely because of lower-than- 
planned foreign aid (official project and import-support transfers and 
credits were about USSlOO million below program expectations). For the 
most part, this was due to the slow disbursement of committed re- 
sources. These delays were due to the authorities’ lack oE familiarity 
with the disbursement procedures and the failure on the part of donors 
to finalize loan documents on time. l/ Net nonfactor services were 
LO percent higher than in 1987188, b;t nevertheless, exceeded the 
program targets by about 50 percent, largely on account of higher 
transport costs. 

As a result, the estimated current account deficit was 4.5 percent 
of GDP in 1988189, 0.5 percentage points of GDP larger than programmed 
and 0.9 percent of GDP more than the 1987/88 outcome. Reflect ing this, 
the overall balance of payments deficit at US$103 million in 1988/89 was 
0.25 percent of GDP above the program target. 

From end-March (the base period for the program) to end-June 1989, 
external arrears declined by US$6 million, though for the fiscal year as 
a whole they increased by USS18 million (after rescheduling). The 
annual increase was about the level projected at the beginning of the 
program, with the end-June benchmark being met. In the circumstances, 
gross foreign reserves bore the burden of the foreign exchange resource 
shortfall, declining by US$12 million in 1988189 rather than rising by 
USS31 million as programmed; thus, the end-June level of gross reserves 
was US$42 million less than the end-June benchmark. 11 This reduced the 
Central Bank’s foreign exchange coverage of imports to about 0.5 month. 
The decline In the value of exports also dimini.shed the economy’s 
capacity to repay its debt service obligations, as reflected by the 
deterioration in the debt service ratio from a projected 71 percent OF 
exports of goods and services at the beginning of the program to 76 per- 
cent at the end of 1988189. 

The deterioration in the balance of payments relative to the 
originally envisaged program continued in the first quarter of 1989/90. 

11 Project-related imports have been adjusted downwards to take 
account of recent InformatIon that indicates that the availability of 
project-related official transfers and official capital inflows have 

been much lower than assumed earlier. 
l/ An overestimation of the end-March 1989 base for gross foreign 

reserves of USS30 million accounts for part of this difference with the 
end-June 1989 leve 1. 
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Consequently, the end-September performance criterion on the accum?l- 
lation of gross reserves was not observed by a margin of US$?5 
million. However, the targeted reduction in external arrears was 
observed, wholly on account of better-than-anticipated terms regarding 
the clearing of arrears with one creditor. 

In anticipation of drawings on a concessional biLatera1 medium-term 
loan of about US$130 million, the Bank of Uganda negotiated during the 
last quarter of 1988/89 a bridge loan of about US$60 million From 
commercial bank resources. Drawings on the bridge Loan totaled US$18 
million as of end-June 1989 and US$34 million by end-September 1989. 
These drawings were in excess of the limit of US$15 million on ne:d 
nonconcessional foreign borrowing, and consequently, Uganda failed to 
meet both the end-June and the end-September performance tests on 
nonconcessional borrowing. Meanwhile, the authorities have indicated 
that they have made arrangements to pay the bridging Loan in December 
1989 from the proceeds of the concessional Loan. 

Progress has been slow with respect to concluding bilateral agree- 
ments under the conditions agreed at the 1989 Paris Club rescheduling. 
Despite the end-September deadline for concluding such agreements, only 
one has been signed to date. Meanwhile, Uganda has maintained its best 
efforts to concLude such agreements with its creditors, and an agreement 
with one Paris Club creditor appears to be making substantial headway. 
Uganda has so far failed to make all nonrescheduled payments by the 
deadline of end-August 1989 as well as payments into the special Paris 
Club account, scheduled to commence in September 1989. 

IV. The Program for 1989/90 

In view of the slippages in implementation up to then and the 
worse-than-envisaged prospects facing Uganda for the balance of 1989/90, 
the midterm review discussions focused on policies that would be imple- 
mented in the remainder of 1989/90 to achieve the broad program objec- 
tives. Accordingly, the program for 1989/90 contains strong corrective 
measures, including the 41.2 percent devaluation of the shilling in 
foreign currency terms, on October 24, 1989. The original 1989/90 ESAF 
objectives in respect of inflation and real GDP growth rates have been 
maintained, while the targets in the fiscal, monetary and external 
sectors have been revised to reflect the changed external prospects and 
the measures being taken under the program. However , in spite of 
strong remedial actions, with the prospective Limited recovery in coffee 
prices, Uganda’s foreign exchange situation is expected to remain 
extremely tight. In consequence, it would be very difficult to attain 
the original objectives for the reduction in externaL arrears and the 
increase in gross reserves. 
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1. Pricing and coffee sector policies 

In response to the continuing improvements in the domestic security 
situation and the implementation of measures under the program, real 
output growth is projected to remain at the original program target of 
5 percent. However, this outcome depends crucially on a return to more 
normal growing conditions for the all-important agricultural. sector 
during the 1989/90 crop seasons. The buiLding and construction sectors 
are expected to perform well in response to the projected increase in 
development activity, and the strong growth in manufacturing output that 
the sector has been registering in recent years is expected to continue. 

The authorities have decided to maintain the inflation target for 
1989/90 (July/June) at 30 percent in spite of a much higher rate for 
1988189 than originally envisaged, the 16 percent increase in prices 
that has taken place during the first four months of the fiscal year, 
and the large depreciation of the shilling that has taken place, because 
of the tighter monetary stance underlying the revised program. In 
addition, a large proportion of increase in prices since June 1989 was 
due to the sharp increase in the prices of foodstuffs which were 
adversely affected by the drought. With the onset of the new harvest in 
December 1989 and January 1990, these prices are expected to decline 
substantially. In anticipation of the October exchange rate action, the 
authorities raised the retail prices of fuel products by between 22 per- 
cent and 27 percent with effect from September 27, 1989. These prices 
were increased again by between 11 percent and 19 percent following the 
October 1989 exchange rate action. At the prevailing levels of import 
costs and exchange rate, the new prices exceed import costs by a com- 

fortable margin. The authorities have also agreed to reviesr these 
prices regularly in light of changes in import and exchange costs to 
ensure that the budgeted revenue from this source is attained. The 
retail prices of the few remaining commodities subject to price adminis- 
tration have also been adjusted to reflect the increased cost of impor- 
tation at the new exchange rate. 

In spite of the depreciation of the shilling in 1989/90, it ?as 
been decided to leave the producer price of coffee at the present level 
primarily on account of the low Level and trend of the export price of 
coffee. Nevertheless, coffee purchases by the CMB in 1989190 are 
expected to remain at the 1988/89 Level of about 2.9 million bags, 
reflecting the continuing positive impact of prompt cash payment under 
the new crop financing arrangements as well as the projected increase in 
coffee production. 

A broad range of measures have been implemented to strengthen the 
operational and EinanciaL position of the CMB and coffee management 
policies. The margins provided to the CMB, the processors, and primary 
unions have been raised by 50 percent, 9 percent, and 15 percent, res- 
pectively, to reflect the rise in operating costs stemming from the 
exchange rate action and higher interest costs. To further strengthen 
the CMB’s finances, the 1989/90 budget includes a provision of U Sh 3 
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billion for the reduction of the CMB’s uncovered bad debts arising from 
Losses sustained in previous years, although the precise amount crans- 
ferred to the marketing board will depend on an assessment of the CMB’s 
audited accounts for the 1988189 crop year. All government arrears to 
the CMB, mainly on account of coffee barter sales that have built up 
since May 1989 when the Government and the CMB last reconciled their 
accounts, are to be settled by end-December 1989. AL1 parastatal 
arrears to the CMB are to be fully paid off by end-Harch 1990, and, to 
ensure that these arrears do not arise agair., the CMB will from December 
1989 be paid before any barter shipments of coffee take place. The 
imposition of discounts for impure and wet coffee is being fully 
implemented. Transport facilities permitting, the CMB XilL pursue 
coffee management policies that minimize the accumulation of substantial 
stocks of coffee, and the CMB’s account at the Bank of Uganda will be 
credited promptly following the realization of export receip:s. To 
improve the monitoring of CMB operations by the Government and the Bank 
of Uganda, a mechanism that reconciles the uses and sources of funds on 
a monthly basis will be in place by end-December 1989. 

2. The 1989/90 fiscal program 

A budget was announced in July 1989 that was inconsistent with the 
program and had to be revised. The relrised budget adopted by the 
Government in October 1989 provides for an overall fiscal deficit on a 
commitment basis equivalent to 3.7 percent of GDP (6.9 percent exciuding 
grants), a target that is above the original ESAF target of 0.8 percent 
of GDP (3.4 percent of GDP excluding grants) for a number of reasons, 
including the significant deterioration in the external economic 
environment. Moreover, as against the original ESAF program, the 
revised program addresses several important issues, including a 
strengthening of the financial position of the CMB and augmentation of 
the development budget consistent with Uganda’s growth objectives and 
projected inflows of concessional externaL resources. As a result of 
the higher-than-initially programmed depreciation of the shilling, the 
overall fiscal deficit is projected to be larger than programmed, 
reflecting the fact that the unfavorable effect cn total expenditure 
exceeded the favorable effect on revenue and grants. More important 
quantitatively, an estimated 2 percentage points of the increase in the 
ratio of the nominal budget deficit to nominal GDP reflects the dif- 
ferential impact of the October exchange rate action on the valuation of 
budget transactions and nominal GDP. Tota’ revenue and grants are 
programmed to rise by 3.9 percent of GDP to 11.1 percent of GDP in 
19891’90, compared with the original estimate of 10.9 percent of GDP. 
Foreign grants are now projected to increase to the equivalent of 
3.2 percent of GDP, as against the original program estimate of 2.6 per- 
cent of GDP, reflecting the more depreciated exchange rate. The ratio 
of total revenue to GDP is projected to increase by 2 percentage points 
in 1989/90 to 7.9 percent. The reduction of 0.4 percentage point? in 
the revenue ratio from the original ESAF target of 8.3 percent of GDP, 
is wholly on account of lower revenue from the coffee sector, equiva- 
lent to 1.4 percent of GDP, compared with the original projection of 



2.2 percent of GDP. The outcome for coffee revenues is the net effect 
of a more depreciated exchange rate, a decline from the originally 
assumed unit export price of USSl.87 per kilogram to US$l.lO, and the 
increase in the margins of the CMB, processors, a?d primary societies to 
compensate for the higher operating and finance costs. 

The revised 1989/90 budget also incorporates a number of measures 
to streamline and broaden the revenue base that are estimated to yield 
about U Sh 6 billion (0.4 percent of GDP) in additional revenue. Those 
changes include the imposition of a new 10 percent duty on almost all 
zero-rated imports, including raw materials, which had hitherto carried 
no duty and a 10 percent sales tax on all exempted goods under the sales 
tax. In addition, tax rates on cigarettes were raised Erom 50 percent 
to 60 percent; duties on soap were raised from 2 percent to 5 percent; 
new excises were imposed on plastics, mattresses, paints, and exercise 
books, and excise duty rates were raised on cigarettes and beer by 
5 percentage points. However, the specific duty rates on petroleum 
products were not changed in order to cushion the increases in prices 
resulting from the October 1989 devaluation, reducing the average ad 
valorem rate to about 22 percent. Additional direct tax measures were 
introduced in the budget to improve incentives to domestic savers and 
investors, which included the raising of the income tax threshold, and 
reductions in the maximum income tax rate from 60 percent to 50 percent 
and in the corporate tax rate from 60 percent to 45 percent. To help 
compensate for possible revenue losses arising from these actions, 
measures were taken to strengthen tax administration, including the 
registration of all auditors and accountants as income tax practitioners 
and the imposition of more stringent reporting requirements for land- 
lords. 

Government expenditure is targeted to increase to 14.7 percent of 
GDP in 1989/90, compared with the 11.7 percent of GDP originally 
programmed. In addition to the impact of exchange rate changes on 
foreign-financed development expenditure, the upward revisions in 
expenditure refLect primarily (a> higher alLocations for the security 
forces to provide for improved pay and conditions; (b) upward revisions 
in external interest payments; cc> a provision of U Sh 3 bilLion for the 
reducrion in the CMB’s indebtedness ; and (d) higher-than-programmed 
development outlays, reflecting the pressing need to ease the con- 
straints on growth caused by a poor and malfunctioning infrastructure. 
An expenditure control mechanism is presently in pLace for monitoring 
monthly budgeted releases by ministries. Based on preliminary estimates 
of both revenue and expenditure developments in the first quarter of 
1989/90, the revised fiscal program appears to be broadly on track. 

Under the revised program, net external financing of the deficit is 
projected to rise by 2.3 percentage points to 5.4 percent of GDP when 
compared to the original program, reflecting both higher-than-programmed 
import-support loans and the Larger depreciation of the shilling now 
assumed for 1989/90. Domestic nonbank financing remains as originally 
programmed (0.1 percent of GDP) but net repaymenrs by the Government to 
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the banking sector are now programmed to amount to II Sh 17 biLlion 
(1.3 percent of GDP), about double that originaLly targeted; of this 
amount U Sh 8.7 billion represents the proportion of the concessional 
loan earmarked for crop financing. The program also provides the re- 
sources for a reduction of U Sh 8.3 bilLion in the level. of the Govern- 
ment’s total arrears, of which U Sh 7.5 bilLion represents external 
arrears and U Sh 0.8 bilLion is for the reduction In arrears to CMB; 
hence, the overall cash deficit is projected to be Larger than the 
commitment basis deficit by this amount. 

In line with the 1989/90 fiscal program, the Government intends to 
continue in its efforts toward structural budgetary reforms, especially 
in the area of organizational rationalization and strengthening of the 
mechanisms for staff control in the civil service. With the completion 
of the list of established posts in the civil service in June 1989, the 
Government intends to integrate the establishment register with the 
payroll list with a view toward implementing a new system of payroll 
control by March 1990. The Public Service Review Commission is expected 
to present a report and recommendations on a wide range of issues 
relating to civil service reform in April 1990. On the revenue side, 
despite recent efforts by the Government to strengthen tax adminis- 
tration and rationalize the tax structure, the revenue base in Uganda 
remains very narrow. In this regard, the Government intends to monitor 
developments in the taxation of barter sales of coffee and other trans- 
actions between the CMB and the Government, as well as the progress 
toward the liberalization of the coffee sector to ensure that government 
revenue is not adversely affected. To help address the problem of 
strengthening the revenue base, which is viewed as essential to 
achieving the macroeconomic and social objectives of the structural 
adjustment program, the Government is presently receiving technical 
assistance from the World Bank and some bilateral donors in the area of 
tax administration and policy. 

3. Public enterprise reform 

During 1989/90, the Government intends to pursue further its 
efEorts toward increasing the efficiency and financial viability of 
public enterprises. Under the Public Enterprise Project assisted by IDA 
resources, a study of the techniques to be applied in the divestiture of 
parastatals is expected to be completed in December 1989. In addition, 
a public sector administrative reform and planning study is presently 
being commissioned to examine and make recommendations concerning the 
institutional arrangements for, and the role of the Government in, 
managing public sector enterprises, including the role of the Uganda 
Development Corporation. Diagnostic studies of nonindustrial enter- 
prises, including Uganda Railways and Uganda Airways, as well as 
management audits of industriaL enterprises, are expected to be com- 
pleted by end-June 1990. A Public Enterprises Secretariat has been 
estabLished with the responsibility for advising the Government on the 
program of public enterprise reform within the industrial sector. 
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4. Monetary and credit policies 

Monetary and credit policies in 1989190 have been designed to 
further the Government’s objectives of reducing the infLation rate, 
3romoting a more stable economic environment, and strengthening the 
l>veraLl balance of payments. Accordingly, total domestic bank credit is 
programmed to increase in 1989/90 by an amount equivalent to only 
11 percent of beginning broad money with net credit to the Government 
declining by U Sh 17 billion (equivalent to 28 percent of beginning 
broad money). In addition to effecting these Large net payments to the 
banking system, the Government is programmed to reduce the CMB’s debts 
with commercial banks by U Sh 3 biLLion during the year. These actions 
should permit an adequate increase in credit to the private sector, 
while an increase in total domestic credit is limited to an amount 
consistent with an expansion in broad money of about 21 percent. Thus, 
monetary policy is programmed to be much tighter during 1989/90 than 
under the original program, when broad money was targeted to expand by 
36 percent. This policy stance reflects the authorities’ determination 
to reduce substantially inflationary pressures emanating from the 
earlier excess expansion as well as their concerns regarding the more 
difficult external prospects. 

A number of measures are being implemented with a view to moderat- 
ing the increase in credit. In this context, the actions aimed at 
strengthening CMB operations, together with the coffee sector policies, 
should assist in reducing credit demands. In addition, the Coffee Desk 
at the Bank of Uganda has undertaken a comprehensive review of aLL 
primary societies and cooperatives in order to ensure that in the future 
credit is extended only to viable entities. The authorities are also 
planning to appLy more strictly the cash and liquidity ratios. In this 
regard, the measures outlined below, aimed at limiting the use of Bank 
of Uganda credit by problem banks, should help. 

Deposit and Lending rates were raised in March 1989 by 5 percentage 
points each, bringing the one-year deposit rate to 38 percent, which is 
a minimum rate, and the maximum lending rate to 50 percent. Since that 
time, the inflation rate has been much higher than programmed, with the 
result that real rates have been negative. However , in recent months, 
the inflation rate has decelerated somewhat, and the authorities are 
directing their financial policies to ihe original inflation objec- 
tive. The authorities would like to achieve positive real rates of 
interest primarily through a further substantial reduction in the 
inf Lat i.on rate. In the meantime, they believe that the present maximum 
lending rate of 50 percent provides commercial banks ample room for 
effecting further increases in deposit rates, which they are free to do 
if the banks consider it necessary, and if appropriate cost savings 
actions are undertaken by them. 

The authorities plan to move ahead with the reform of the financial 
sector, and in this connection, a study to be undertaken with WorLd Bank 
and Fund assistance will be completed by end-June 1990 on the viability 
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of the Cooperative Bank. Meanwhile, a new management team has been 
installed at the Cooperative Bank, and the Bank of Uganda has taken 
action aimed at halting further lending to the Cooperative Bank. A plan 
also has been put in place to reduce the Level of outstanding overdrafts 
of the Uganda Commercial Bank at the Central Bank from an average of 
about U Sh 3 billion in September 1989 to an average of Less that 
U Sh 1.5 billion in December 1989 and to its elimination by March 1990. 
These actions should greatly reduce the large variance that presently 
exists in the Loan to deposit ratios among commercial banks and should 
assist in managing the growth in private sector credit within the 
requirements of the program. 

5. External sector policies 

The outlook for Uganda’s external sector for the 1989/90 fiscal 
year is far worse than earlier envisaged, with the external current 
account deficit now expeztsd to widen to 7.8 percent of GDP (4.6 percent 
in 1988/89) instead of declining to 3.6 percent of GDP as earlier 
projected. Consequently, in spite of a proje,:ted increase in net 
external capital inflows from 3.0 percent of GDP in 1988/89 to 4.4 per- 
cent of GDP in 1989/90, compared with the originally programmed inflows 
of 3.2 percent of GDP in 1989/90, the overall balance of payments 
deficit is projected to be con::iderably larger (US$67 million) than the 
original program target of US$Z million. As a result, it is not 
expected that Uganda will be able to meet the original program targets 
regarding the buildup in external reserves and the reduction in external 
payments arrears. 

The external current account deficit is projected to be larger 
(US$131 million) than programmed in 1989/90, because both of a much 
higher trade deficit and a sharper than earlier envisaged decline in 
official transfers. The original assumption was for a recovery in the 
average export price per kilogram of coffee from about USS1.60 in 
1988189 to UsSl.85 in 1989/90, but reflecting the collapse in the world 
price following the breakdown in the International Coffee Agreement 
quota system, the average price of coffee is now expected to decline to 
about USS1.10 per kilogram. Thus, in spite of a projectej. 9 percent 
increase in the volume of coffee exports, compared with the original 
program leveLs, coffee export receipts are now projected to be about 
35 percent below the amounts assumed in the program. Imports are also 
expected to be Lower than previously envisaged by about 10 percent on 
account of Lower project-related imports. 

However, the effect on total imports is expected to be somewhat 
mitigated by the higher-than-originally envisaged import-support Loans. 
The two new sources of funds are US$35 million from additional import- 
support Loans from the IDA and about US$65 million from the previously 
mentioned concessiona! bilateral credit. The additional IDA funds arise 
from the expected disbursements from both newly committed resources as 
welL as from previously committed but undisbursed resources. In this 
rezard, with World Ban’k technical assistance, the authorities are 
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The net effect on the foreign exchange budget of the revisions to 
the external projections, inclusive of the projected effects of the 
adjustment policies, indicate a need for additional untied resources of 
about US$50 million in order to meet the original orogram targets with 
regard to the reduction in arrears and the increas? in gross foreign 
reserves. After extensive but unsuccessful efforts to raise the 
additional resources, it is now proposed that those indicative targets 
should be revised. Accordingly, gross reserves are now projected not to 
increase in 1989/90, instead of the original provision for a US$15 
million increase. Similarly, no reduction in external payments arrears 
is programmed for 1989/90 as against the initially targeted reduction of 
US$39 million by end-June 1990. The currently envisaged overall balance 
of payments deficit of US$69 million would be financed by the projected 
rescheduling under the 1989 Paris Club agreements and the two disburse- 
ments under the ESAF expected in 1989/90. 

A key objective of the program is to structuraLly strengthen the 
balance of payments over the medium term through the promotion and 
diversification of exports and the development of efficient import 
substitution. Consistent with this objective, the authorities devaLued 
the exchange rate on October 24, 1989 by 41.2 percent in foreign cur- 

rency terms, from U Sh 200 per U.S. dollar to U Sh 340 per U.S. 
dollar. As a result of this action, and taking into account price 
changes through August 1989, the real. effective exchange was estimated 
to be about 9 percent more depreciated than the level prevailing after 
the exchange rate action of March 7, 1989 (Chart 1). The authorities 
have decided to peg the exchange rate of the shilling to a trade- 
weighted basket of currencies with effect from November 1989 and to 
prevent any reaL effective appreciation of the currency through monthly 
adjustments. In line with this policy, the Uganda shilling was devalued 
again on November 28, 1989 by 8.2 percent in foreign currency terms to 
U Sh 370 per U.S. dollar to take account of price and exchange rate 
developments in Uganda and its partner countries in September and 
October 1989. Meanwhile, the parallel market rate has depreciated to 
about U Sh 650-U Sh 700 per U.S. dollar from about U Sh 550-U Sh 600 in 
June 1989. In addition, exchange rate policy wiL1 be reviewed on at 
least a semiannual basis in Light of developments regarding Uganda’s 
external competitiveness, and progress toward the achievement of the 
inflation and external objectives, as well as the balance between the 
demand and supply of foreign exchange. 

In view of the limited availability of foreign exchange, the 
flexible exchange rate stance should result in a more efficient imple- 
mentation of the trade and exchange reforms that the authorities are 
currently pursuing. In this regard, an open general Licensing (OCL) 
system was introduced in 1987 to provide foreign exchange on a priority 
basis to companies operating in critical industries, drawing on import 
assistance from donors. The availability of foreign exchange under the 
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OGL system has made a substantial contribution to improving capacity 
utilization and the availability of manufactured goods. Since December 
1988, a large amount of such assistance has also been allocated under 
the SIP, which covers a broader List of imports and is open to any firm 
that has immediate access to the domestic funds needed to purchase 
foreign exchange. However, as a result of the sharp decline in the 
disbursement of import-support resources, allocation of foreign exchange 
under the SIP was suspended in March 1989. A SIP II scheme with a 
broader import coverage commenced in June 1989 and is providing inputs 
for agriculture and related transport and infrastructure development, 
manufacturing enterprises, and for selected finished goods. At incep- 
tion, foreign exchange for SIP II imports was bought at U Sh 400 to the 
U.S. dollar. At the time of the October 24 devaluation, the SIP II 
exchange rate was permanently unified with the official exchange rate, 
removing thereby the existing multiple currency practice. As the 
availability of foreign exchange improves, including through receipt of 
import-support assistance, the Government plans to expand the SIP scheme 
as the principal means for the Liberalization of imports. 

The Government is also streamlining and improving the administra- 
tive procedures of the OGL and SIP schemes. In this regard, a new 
system of documenting these transactions has been devised, which shouLd 
speed up significantly the processing of foreign exchange approvals. It 
is intended to further liberalize the import system by limiting the 
share of OGL imports relative to SIP imports. In addition, with the 
assistance of the WorLd Bank, a special credit guarantee facility has 
been established to assist enterprises considered viable, but which have 
hitherto found it difficult to obtain adequate finance from the banking 
system to purchase foreign exchange and have thus failed to benefit from 
the utilization of import-support resources because of inadequate 
collateral. 

The authorities are compLementing the measures detailed above with 
a number OF other structural and institutional reforms with a view to 
strengthening the external sector. In this connection, the actions 
aimed at strengthening CMB operations, together with the coffee sector 
policies, should assist in increasing export receipts from coffee 
operations. In addition, in view of the difficult foreign exchange 
situation, the authorities have taken measures aimed at improving 
foreign reserve management including actions aimed at limiting barter 
sales of coffee. In this context, in Light of the 900,000 bags of 
coffee shipped from July to September 1989. of which 300,000 ba,gs 
constituted barter shipments, additional shipments of 2.0 million bags 
of coffee to cash markets will be required to meet the planned export 
target of at Least 2.6 million bags to cash markets in 1989/90 
(July/June). The Government is taking three key actions; first, it is 
targeting an average monthly level If coffee shipments of 220,000 bags 
to cash markets from October 1989 to June 1990. Second, the 
Government’s nondebt and non-oiL foreign exchange expenditure wiLL be 
limited to US$3 million a month starting November 1989, from an 
estimated monthly average of US$4 million in 1988/89. Third, the 
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ies intend to continue the authorit ir efforts to contact their creditors 
to compiete bilateral reschedulings on terms envisaged under the 1989 
Paris Club arrangement. 

25 - 

Uganda’s total external debt is projected to increase in 1989/90 
from 530 percent of exports of goods and services at end-June 1989 to 
751 pet-cent by end-June 1990. Meanwhile, as a resuLt of the sharp drop 
in export receipts during the year, the debt service ratio (including 
the Fund and prior to rescheduling) is projected to increase from 
76 percent ir. 1988/89 to 80 percent in 1989/90. In light of the heavy 
debt service burden, the authorities will continue their prudent debt 
management poLicies by strictly limitin? the contracting of nonconces- 
sional government and government-guaranteed debts for maturities of 
O-12 years to US$15 million in 1989/90. Consequently, it is not pro- 
posed to modify the benchmarks regarding the contracting or guaranteeing 
of nonconcessionary loans. 

6. The social impact of the program 

To address the needs of the vulnerable groups, as weLL as of those 
who may be adversely affected by the adjustment measures implemented 
under the program (e.g., lower Level civil servants likely to be 
retrenched), the Program for Alleviation of Poverty and the Social Costs 
of Adjustment (PAPSCA) has been developed. The program aim, at 
addressing the needs of those who will be in precarious ecc,llomic and 
social conditions in the short run while recognizing that the 
implementation of the program will place immediate and heavy demands on 
public sector management. It therefore attaches priority to the 
involvement of local communities and nongovernmental organizations 
(NCOs) in the program’s implementation. AS a by-product, PAPSCA will 
enhance the sustainability and acceptability oi the adjustment 
program. For the medium term, the PAPSCA provides for the creation of a 
process for incorporating concerns Eor the poor and the most vulnerable 
in the design of the Government’s economic policy initiatives. 

The PAPSCA addresses the urgent needs of some of the victims of the 
period of civil unrest and economic decline who are not expected to 
benefir: directly from the program. These include victims of the wars-- 
widows, orphans, and the disabled; AID’S orphans; and children and other 
residents of disadvantaged districts including those living in 
dangerously unhealthy urban slum areas. These groups are too weak to 
participate in the recovery program, and unless their needs are ad- 
dressed, their economic and social conditions will continue to 
deteriorate. They will require special assistance if they are to 
eventualLy respond to policy measures under the program to increase 
their productivity. 

The implementation of various components of an overall social 
action program has already begun with external assistance. Major 
projects in education, health, and infrastructure rehabilitation, all 
geared toward poverty alleviation, are either ongoing or planned. The 
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Table 7. Uganda: MedimrTerm Mauxeconomic Projections, 1987/88-1993/94 

1987/88 1988/89 3.989/90 1990/91 1991/92 1992/93 3993/94 - - 
Prov. Fist. Projectiolls 

Nominal GDP at mrket prices 
(in billions of U Sh) 

Real GDP growth 
(percentage change) 

Cent rid Covermmt 
RevenW 

Current expenditure 
Develo~nt expenditure 

and net lending 
Budget deficit, excluding 

grants 
Grants 
Budget def kit, including 

grants 

Savings and investmnt Mance 
Total gross domstic lnveshnent 

Public sector 1/ 
Rest of the econmy 

Gross domestic savings 
Govemnt 
Rest of the economy 

External sector 
Exports of goods and 

nonfactor services 
Imports of goods and 

nonfactor services 
Overall resource balance 
Current account Idance 2/ - 

325.6 839.9 

5.0 6.5 

1,348.4 1,713.l 1,996.7 

5.0 5.0 

(In percent of GDP) 

5.0 

2,228.6 2,457.0 

5.0 5.0 

7.0 5.9 7.9 8.4 9.4 9.8 lo.0 
7.6 7.3 7.7 7.7 7.8 7.8 7.8 

6.0 3.4 7.0 7.4 7.7 7.8 7.5 

-6.6 -4.8 -6.9 -6.7 -6.1 -5.9 -5.3 
2.0 1.3 3.2 3.5 3.5 3.7 3.5 

-5.2 -3.5 -3.7 -3.2 -2.6 -2.2 -1.8 

L5.1 15.5 17.0 18.2 18.9 18.9 18.9 
6.2 5.5 8.2 8.8 9.2 9.2 9.2 
8.9 lo.0 8.8 9.4 9.7 9.7 9.7 
7.7 7.2 3.5 4.3 6.2 7.0 7.4 

-0.6 -1.4 0.2 0.7 1.6 2.0 2.2 
8.3 8.6 3.3 5.0 4.6 5.0 5.2 

5.9 6.4 6.5 7.7 9.1 10.0 10.8 

12.5 14.7 20.0 21.6 21.8 21.9 22.3 
-6.6 -8.3 -13.5 -13.9 -12.7 -11.9 -11.5 
-3.7 -4.7 -7.8 -7.2 -5.6 -4.8 -4.0 

Source: Ministry of Planning and Economk Develo~nt and staff estimtes. 

1/ Central Government and public enterprises. 
2/ Including official tramfers. 
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Table 8. &a&: -Term Balance of Paynmts Sceoario 

1992/93 l993/94 l994/95 l995/% l9%/97 1997198 l998/99 1999/2ooO 2003/01 2001/02 

Current accost 

Trade bal.ame 
Exports, f.0.b. 

Of khich, noncoffee 
Imports, c.1.f. 

Nonfactor services (net) 
Net interest 
Private transfers 
Official transfers 

Capital. account 

Official mltilateral flavs (net) 
Of shich: disbursessnts 

Overall balance 

FiMIlCing 
kbuetary authorities 

Gross reset-w change 
W (net) 

Residual financing gap 
External arrears 

Msmrandus item: 
Assmed growth rates 

Coffee exports 
Nonooffee expx-ts 
Imports 
Aid dfsburseaents 
RealGDP 

Ehd of period levels 
Baerml arrears 
Gross international reserves 
External debt 
Use of Fmd resources 

(SIR !nfLlbn) 
Gross reserve mths’ impxt 

cove rage 

Ratios: 

Current accamt/@P -4.8 -4.0 -3.7 -3.3 -3.1 -3.0 -3.2 -3.4 -3.4 -3.3 
Excluiing official transfers -9.3 -8.9 -8.6 -8.3 -7.9 -7.7 -7.6 -7.5 -7.5 -7.3 

Debt setvice I./ 29 26 29 33 32 34 35 33 31 33 
of which: ik 4 3 6 8 9 8 7 4 2 - 

Debt A/ 586 551 533 524 516 5I.3 509 504 499 494 

-219 

-416 
4cB 
(92) 

-195 

-424 
474 

WC0 

-121 
-54 
172 
200 

216 - 

(iii) 

-3 

3 
-33 
-15 
-Is 

- 

36 

-132 
42 
l88 
235 

235 - 

235 
(3W 

40 

-40 
-40 
-30 
-lo 

- 

13.5 
50.0 
9.0 
9.0 
5.0 

12.0 
30.0 
9.0 
9.0 
5.0 

- - 

68 98 
2,585 2,820 

225 218 

1.0 1.3 

-192 

-445 

c5z, 
-979 
-143 

-64 
65 
256 

255 - 

(Z) 

63 

-63 
-63 
-34 
-33 

- 
- 

12.0 
15.0 
9.0 
9.0 
5.0 

I32 
3,075 

196 

1.6 

(In millfms of U.S. dollars) 

-185 -l82 -I.88 
m - 

-219 

-457 
591 

(155) 
-1,048 

-153 
-67 
219 
273 

471 -494 

(!R, (:z, 
-1,121 -1,199 

-164 -176 
-70 -74 
234 251 
289 30s 

-521 
762 

(203) 
-1,283 

-188 
-79 
268 
301 

270 - 

270 
(364) 

284 281 - - 

281 
(414) 

279 - 

279 
(443) 

85 103 93 60 

-85 
-85 
-40 
-45 
- 
- 

10.0 
12.5 
7.0 
7.0 
5.0 

-103 -93 
-103 -93 
-54 -36 
-59 -57 
- - 

-60 
-60 

-7 
-53 

- 
- 

(In percent) 

lO.0 8.0 8.0 8.0 8.0 8.0 
10.0 10.0 8.0 8.0 8.0 8.0 
7.0 7.0 7.0 7.0 7.0 7.0 
7.0 7.0 7.0 7.0 7.0 7.0 
5.0 5.0 5.0 5.0 5.0 5.0 

(In Iull~ons of U.S. dollars) 

- - - - 
172 216 251 258 

3,345 3,629 3,910 4,189 

163 120 78 39 

2.0 2.3 2.5 2.4 

(In percent) 

-252 -266 

-550 

(Z, 
-1,373 

-201 
-86 
287 
299 

296 - 

$5 

44 

-44 
-44 
-11 
-33 

- 
- 

-580 
889 

(236) 
-1,469 

-215 
-94 
307 
3l7 

313 - 

(E, 

-47 
-47 
-29 
-17 

- 
- 

- - 

270 299 
4,485 4,798 

I5 2 

2.4 2.4 

-280 

-612 

(92:) 
-1,572 

-230 
-101 

328 
335 

331 - 

331 
(539) 

51 

-51 
-51 
-48 
-3 

- 

347 
5,129 

- 

2.6 

Source: Fund staff estimates tased on data frcm Uganda authorities. 

_U Io percent of exports of goods and nor&actor services. 
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attained in the second half of 1988/89, that is, about USS2.00 per 
ki logram. 

In the event, the massive terms of trade deterioration in 1989/90 
arising from the collapse in the price of coffee is expected to delay 
the attainment of external sector viability and could jeopardize the 

growth objectives of the program. The revised medium-term scenario 
assumes that the price of coffee recovers substantially only in 
1991192. Thus, the balance of payments consistent with the growth 

objectives will contain significant financing gaps in 1990/91-1992193, 
leading to a one-year delay in reaching external sector viability 
relative to the original program’s objective (Table 8). The exceptional 
financing required would necessitate additional debt relief as well as 

additional import assistance, perhaps under the auspices of the World 

Bank’s Special Program of Assistance (SPA). 

For the longer term, the world price of coffee is assumed to regain 
its 1988/89 real leveL by 1994/95 and maintain it thereafter. The 
projections indicate that this would allow Uganda to attain its growth 
objectives as well as have the capacity to repay the Fund during the 

years when the ESAF obligations fall due (Table 6). This scenario also 
entails the realization of the origir.aL assumptions regarding the 
implementation of policies allowing for the re-emergence of noncoffee 
exports and a growth of foreign as sistance at the same rate as that of 

the economy. The former assumption implies a return of cotton and tea 

production to levels attained in the early 1970s while the Latter 
indicates the sensitivity of the economy to the availability of external 

assistance. 

It is currently projected that outstanding Fund credit will decline 
from the current 100 percent of exports to 90 percent of exports by the 

end of the program period. For the three-year period, gross Fund 

financing relative to the economy’s gross financing needs wiLL fall from 

the initial program’s projection of 23 percent to 19 percent. 

VI. Quantitative Benchmarks 

The ESAF program provided for a review of the quantitative 

benchmarks for the balance of 1989/90 to be undertaken at the time of 
the midterm review. Accordingly, in the context of the review, 

understandings were reached on qilant itative benchmarks for end-December 

1989, end-March 1990, and end-June 1990 (Table 9), which take account of 
the more difficult external environment now envisaged for the balance of 

the year. In addition, the following will be considered as poLicy 

benchmarks: (1) implementation of measures to improve the operational 

efficiency of the CMB as desc ribed in paragraphs 10 and 11 of 

Appendix I; (2) implementation of the expenditure cuts and all the 

revenue-raising measures as described in paragraphs 12 and 13; (3) the 

elimination of UCB’s overdraft with the Bank of Uganda by end-March 1990 

as described in paragraph 17; (4) completion of the study to determine 
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Table 9. slga nda : Quantitative Benchmarks for the First-Year 

Arrangement Under the Enhanced Structura? Adjustment Facility, 
December 1989-June 1990 1/ - 

1989 1990 
December March June 

(In billions of Uganda 

shillings: end of period) 

Quantitative performance benchmarks 

Cumulative change from June 30, 1989 
to end of period in: 

Total domestic credit l/ - 

Net bank credit to Government 1/ 

2.7 8.0 6.4 

-6.0 -11.0 -17.0 

(In millions of U.S. dollars) 

Cumulative change From March 31, 1989 
to end of period in: 

New nonconcessional borrowing, 
including short-term trade 

credits and borrowing under 
debt rescheduling 2/ - 15 .o 15.0 15.0 

External payments arrears 11 31 -7.0 -7.0 -7 .o - - 

Stock of gross reserves 11 41 15.0 18.0 23.0 -- 

11 See EBS/89/62 (Annexes I and II) for definitions. 
“il Maximum cumulative limit for contracting or guaranteeing after 

April 1, L989 of external loans on nonconcessional loans with an initial 
maturity of up to and incl.uding 12 years; this limit includes normal 
short-term trade credit and debts contracted in the context of 
rescheduling agreement. 

31 Cumulative change in external payments arrears, including arrears 

eligible Eor rescheduling under the January 1989 Paris Club agreement or 

eligible for rescheduling with other creditors. 

41 Gross level OF international reserves of the Bank of Uganda. 



the viabi lity of the Cooperative Bank by end-June 1990 as described in 
paragraph 17; (5) attai nment of the targeted Level of cash exports ot 
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coffee in 1989/90 given in paragraph 19; and (6) frequent adjustments of 
the exchange rate as described in paragraph 18. 

VII. Staff Appraisal 

The external environment facing Uganda deteriorated substantially 
soon after the ESAF program was formulated. Coffee prices plummeted in 
the Last quarter of 1988189, import assistance disbursements fell 
sharply, and imports were compressed. Nevertheless, the authorities 
pressed ahead with several key measures envisaged in the program, 

including a real depreciation of the exchange rate and the suspension of 
exchange surrender obligations for all noncoffee exports. To foster a 
more competitive environment and to promote efficient import sub- 

stitution, a major liberalization of the price control regime was 

effected. The authorities also moved ahead with the rehabilitation oE 

essential infrastructure, especially in the transportation and energy 
sectors, to ease some of the main constraints on production. In other 
respects, however, the domestic policy response was delayed and 
insufficient. With the deteriorating external conditions, attainment 

of program targets required a substantial reduction in the pace of 
govet-nmenr. expenditure and the adoption of a policy of credi: 
restraint. In the event, in the second half of 1988iS9 recurrent fiscal 
expenditure and local capital outlays were much higher tharl budgeted 
and credit policy was managed ineffectively, with credit and monetary 

aggregates rising rapidly to levels that by June 1939 were aLready far 

above the September ceilings. Thus, in spite of the policy measures 

taken, and which helped to sustain a high growth rate, the program’s 

stabilization objectives for 1988189 were not EuLLy achieved. The 
inflation rate decelerated from 240 percent to 86 percent in 1988189, 
but the latter was well above the 55 percent target and, in addition, 

balance of payments pressures intensified. 

In response to a continued sharp decline in the export price of 

coffee--the average Level is over 40 percent below the original 1983/‘30 
program assumption--the authorities markedly reduced the race of credit 
expansion and took actions to improve the performance oE the fiscal 
sector during July-September 1989; since October, 1989 they have been 

implementing a broad package of new measures. In addition to a revised 
budget Ear 1983/90, the measures included a devaluation of the shilling; 
actions to strengthen the financial position of CMB and coffee 

management policies; and measures to reduce the reliance of problem 
banks on the Central Bank and to ensure enforcement of prescribed 
Liquidity and cash ratios. Rigorous implementation of these measures 

and the restrictive financial policies formulated for the remainder of 
this fiscal year should bring the program back on track in terms of 
achieving the original domestic objective on inflation. 



Given the adverse exogenous developments and earlier pot icy 
slippages, with the exception of the benchmark and performance criterion 
on the reduction in external payments arrears--met only because of a 
special refinancing operation--Uganda failed to meet the June 1969 
quantitative benchmarks and the performance criteria for end- 
September 1989. The authorities have requested a waiver with respect to 

each of the end-September 1989 performance criteria not observed. 
Noting the extent to which exogenous factors played a roLe in the 

outcome, and particularly the strong remedial measures being taken 

Lowards bringing the program on track, the staff believes that this 
request should be granted. Moreover, the authorities introduced a 
multiple currency practice in June 1989 which was eliminated in 

October 24, 1989. The staff also proposes that the necessary waiver of 
the related performance criteria be granted. 
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Execution of the revised budget should result in a considerably 
Larger reduction in the Government’s indebtedness to the banking sector 
compared with the originally envisaged program for 1989/90. New tax 

measures taken will enable the authorities to recoup about one half of 
the projected Large (0.8 percent of GDP) loss in revenue from the coffee 
sector, but in the near term, successful budget execution depends 

crucially on the success in controlling expenditure. Expenditure Levels 

in July-September 1989 were broadly consistent with the revised budget 

for the whole 1989/90 fiscal year. The Government’s development program 

is more ambitious than in the original ESAF and external financing is 

expected to play a relatively much larger role. The extent of this 

dependence is worrisome from a perspective of sustainability which, in 

the staff’s view, makes it urgent for Uganda to formulate at an early 

date a package of structural fiscal measures to help strengthen the tax 

base. The reviews now in progress on tax administration and policy are 

very welcome, but this work should be broadened and intensified and Fund 

technical assistance should be sought for that purpose. These efforts 
should be complemented by further actions to rationalize the civil 
service and to improve public sector administration. In this regard, 

the steps that the authorities are already taking in this direction 

merit support. 

The authorities’ intention to Limit domestic credit expansion to 

amounts consistent with the achievement of the program’s original 

stabilization objectives is commendable and will require renewed 
discipline in the conduct of monetary and credit policies. In 

particular, the authorities must pursue rigorously the actions to 
enforce reserve and Liquidity requirements and should be prepared to 
react flexibly to changing circumstances. Although recognizing the 
difficulty in containing credit demand with negative real interest 

rates, the authorities want to achieve positive rates through a 
substantial reduction in inflation. If the programmed reduction in 

inflation is achieved, key deposit and lending rates would be positive 

in real terms by the end of 1989/9O. If, however, the inflation rate 

does not respond as strongly as planned to the remedial policies, the 
authorities should be prepared to move quickly and forcefuLly to allow 



- 33 - 

interest rates to move upward. It must also be emphasized that the 
success in implementing the credit program will depend crucially on the 
authorities’ success in achieving the targeted improvement in the 
government position vis-i-vis the banking system. 

Uganda’s external position will remain very difEicult for the 
balance of this fiscal year and over the medium term because of its weak 
and narrow export base and its large outstanding debt obligations. The 
real exchange rate adjustment attendant with the October 1989 
devaluation of the shilling and the decision to at least maintain the 
rate at the real level achieved are particularly welcome. With 
appropriately restrained fiscal and monetary policies, that policy also 
should help to narrow the differential between the official and the 

parallel market rate. 

Even with firm macroeconomic policies, Uganda will have to continue 
to rely heavily on external financial support for its adjustment and 

rehabilitation program. Timely and adequate donor assistance on highly 
concessional terms will be critical and it is important also that 
assistance be quick disbursing and not tied to specified import cate- 
gories. Uganda continues to receive strong support from its major 
creditors and donors but the value of untied program assistance is 
insufficient to permit full attainment of the initial external targets 
of the program. The authorities have been experiencing difficulties in 
meeting their external payments obligations, including those of the 

Fund, and in response, they have taken a number of remedial actions, 

including the limiting of barter exports of coffee and reducing 

government nondebt external payments. These improvements in foreign 

exchange management will help relieve the pressures on the foreign 

exchange budget. Nevertheless, and as reflected in the revised external 

targets, foreign exchange availability is not expected to be sufficient 
to permit achievement of the originally programmed increase in gross 

reserves and the reduction in external arrears for 1989190. Moreover, 

because of the extent and Likely duration of weak export prices, 
attainment of external viability is now projected to take Longer than 
envisaged in the policy framework paper. Nevertheless, with rigorous 
implementation of structural measures in an appropriate macroeconomic 

framework, Uganda should be able to achieve a sustainable external 

position --without sacrificing growth objectives--by the mid-1990s. 

However, in view of the dependence of the program on external assistance 
and the performance of the coffee sector, the success of the adjustment 

efforts will depend on the willingness of the government to adjust 
policies when necessary. The staff believes that the revised program 
for L989/90 represents a serious effort in that direction. 

Uganda continues to maintain exchange restrictions under the 

transitional arrangements contemplated in Article XIV restrictions. 

Moreover, the following exchange restrictions retained by Uganda are 

subject to approval under Article VIII, Section 2(a): a comprehensive 
system of foreign exchange allocation, including the features of the 

system that evidence external payments arrears. In recent years, Uganda 
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has also channelled an increasing amount of payments and receipts 
through existing bilateral payments arrangements both with Fund members 

and nonmembers. The authorities have begun the process of gradually 

liberalising payments for certain imports through a modified open 
general licensing system and more broadly through the special import 

program, and have decided to eliminate, through payment of rescheduling, 
the outstanding external payments arrears by the end of the three-year 

program period. The authorities should be encouraged to make progress 
in these areas and to eliminate reliance on bilateral payments 

arrangements as rapidly as possible. In the interim, and with the 

exception OF the restrictive features of the bilateral payments 
arrangements with other members, the staff recommends that the Fund 

approve the retention of these restrictions until the completion of the 
1990 Article IV consultation, or December 31, 1990, whichever is 

earlier. 

It is recommended that the next Article IV consultation with Uganda 

be held on the standard 12-month cycle. 
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VIII. Proposed Decisions 

The following draft decisions are proposed for adoption by the 
Executive BoarL: 

A. 1989 Consultation 

1. The Fund takes this decision relating to Uganda’s exchange measures 

subject to Article VIII, Section 2(a), and in concluding the 1989 

Article XIV consultation with Uganda in the Light of the 1989 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 the exchange restrictions on payments and trans- 

fers for current international transactions described in accordance with 

Article XIV, Section 2, except that the restrictions arising from the 

allocation of foreign exchange, the restrictions evidenced by the 

accumulation of external payments arrears, and the restrictive features 

of some bilateral payments arrangements with Fund members are subject to 

approval by the Fund under Article VIII, Section 2(a). The Fund notes 

the intention of Uganda to eliminate these restrictions and encourages 

the authorities to remove them as soon as possible. In the meantime, 

and with the exception of the restrictive features of the bilateral 

payments arrangements with other members, the Fund grants approval for 

the retention of existing restrictions by Uganda until the completion of 

the 1990 Article IV consultation, or December 31, 1990, whichever is 

earlier. 
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3. Accordingly , the indicators referred to in paragraph 3(a) 

of the first annual arrangement shall include the benchmarks for 

end-December 1989, end-March 1990, and end-June 1990 set out in the 

table annexed to the letter dated December 21, 1989.” 
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December 21. 1989 

Mr. Michel Camdessus 

Managing Director 
International Monetary Fund 
Washington, D.C. 2043 1 
U.S.A. 

Dear Mr. Camdessus: 

1. Since the present Government came to power in early 1986, following 
15 years of political strife and civil war, Uganda has been engaged in a 
major stabilization and economic recovery effort. In mid-1987 tile 

Government adopted a three-year adjustment program supported by an 
arrangement under the Fund’s structural adjustment facility (SAF). The 
performance during the first annual SAF program for 1987/88 (July-June) 
was rather mixed. However, program implementation and economic 
performance improved considerably during the first six months of the 

19as/a9 program, which was supported by a second annual arrangement 
under the SAF, and was broadly in accordance with the objectives of the 

program. Real GDP grew by 8.4 percent in 1987 and 6.8 percent in 1988, 
mainly as a result of a strong recovery in agriculture and 
manufacturing. 

2. Encouraged by the performance during the first half of the 

second-year SAF arrangement, the Government undertook to intensify its 

adjustment and rehabilitation efforts with a view to removing the 
remaining imbalances in the economy and achieving balance of payments 
viability over the medium term, while maintaining the growth momentum of 
the economy. The broadened and deepened structural adjustment effort 
was supported by a three-year program under the enhanced structural 
adjustment facility (ESAF) for 1989/90-1991/92, which was approved by 
the Fund on April 17, 1989. 

3. Accordingly, beginning in early 1989, the Government implemented a 
number of additional measures in support of the first annual program 
under the ESAF arrangement. With a view to achieving an improvement in 
Uganda’s external competitiveness and to increasing revenue fro:n trade 

taxes, the Uganda shilling was devalued by 17.5 percent in foreign 

currency terms on March 7, 1989. As a result of this change, the real 
effective exchange rate was estimated to be about 5 percent more 

depreciated than the level prevailing on July 1, 1988. The Government 
also decided to review the exchange rate monthly with a view to 
maintaining the real effective level achieved with the March 7, 1989 
devaluation. The Government also announced on March 7, 1989 a 
broadening of the export retention scheme to include all noncoffee 
exports, in order to strengthen the incentives for production and export 
of such commodities. TO strengthen coffee export prospects, the 
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Government decided to apply more firmly the differential pricing for 

various grades of coffee and to reduce the amount of barter shipments to 
ICO quota markets. The specific duty rates on petroleum products, which 
had been raised by between 140 percent and 192 percent in December 1988 
were increased again by between 48 percent and 56 percent in March 

1989. Minimum bank deposit and maximum Lending rates were raised by 

7 percentage points and 10 percentage points, respectively, to improve 
incentives for the flow of private financial savings through the banking 
system and to enhance efficiency in loan allocation. The rate of 

38 percent on one-year deposits and the maximum Lending rate of 
50 percent were well above the inflation target for 1989/90 

(30 percent). The Government also decided to address a number of 

structural issues in the financial sector, including the heavy reliance 

of problem banks on the Central Bank and the weak performance of 
building societies. The former was tackled by placing overdraft limits 

on the banks while the latter was addressed through closer supervision 
of their operations. 

4. Taking into account the additional measures, including additional 
increases in specific duties on petroleum products, the overall fiscal 
deficit on a commitment basis was projected to decline to 1.0 percent of 

GDP in 1988189, which was below the level of 1.3 percent of GDP in the 

July 1988 budget ; and monetary and credit policies were formuLated to be 

consistent with a deceleration in the inflation rate frGm 240 percent 
(end-year basis) in 1987!88 to 55 percent in 1988/89--below the 

60 percent budget target --while achieving a GDP growth rate of 

5 percent. Reflecting these policies, the external current account was 

projected to decline somewhat from the July projection oE 4.6 percent of 
GDP to 4.1 percent of GDP in 1988/89. Nonetheless, the overall balance 

of payments was expected to weaken, mainly because of a downward 

revision in projected capital inflows equivalent to 2.7 percent of GDP, 
as compared to the July 1988 estimate of 5.1 percent of GDP. On 

balance, however, the strengthening of policies in the period before the 
ESAF arrangement was approved had a marked favorable outcome on 
financial developments in the Latter part of 1988/89. 

5. However, in contrast to the first half of 1988/89, major slippages 
emerged in program implementation during the second half of the year, 
owing in part to a collapse in the world price of coffee and to a sharp 

falL in the flow of external aid. The unfavorable external developments 

adversely affected budgetary receipts and there were slippages on the 

expenditure side, with larger-than-programmed current expenditures and 

other local capital outlays. As a consequence, the overall 1988/89 

fiscal deficit (on a commitment basis) of 3.5 percent of GDP was much 
larger than programmed. Reflecting these developments, bank financing 
of the Government increased by 6 percent of beginning money stock 

instead of declining by 19 percent of beginning money stock as 

programmed. 

6. Total domestic credit expanded much more rapidly than envisaged 
under the program. As a result, the credit benchmarks for end-June 1989 
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were exceeded by Large amounts. This was caused by increased crop 
financing, owing in part to the need to Liquidate the arrears of the 

Coffee Marketing Board (CMB) to cooperative and private processors; the 
rapid increase in credit for other uses ; and the failure to reduce bank 
financing of the Government by the programmed amount. Consequently, 

monetary expansion during 1988189 at 125 percent was much higher than 
programmed, which Led to an intensification in inflationary pressures; 

the infLation rate rose to 86 percent during 1988/89 versus the revised 
target of 55 percent. 

7. The ESAF program provided for monthly adjustments in the official 
exchange rate beginning in April 1989 to avoid any appreciation in the 

real effective exchange rate; However, given the extent of the 
inflationary pressures that had emerged, the authorities were hesitant 
to change the currency peg until additional external resources could be 
arranged and corrective fiscal and other actions taken to reassert 

control over domestic demand. As measured by changes in the index of 
the real effective exchange rate, Uganda’s external competitiveness thus 
deteriorated considerably from the March position. Meanwhile, 

reflecting in particular the impact of the continuing decline in the 
export price of coffee to levels sharply below the programmed Level, but 
also the slowdown in the disbursement of untied import support 
assistance, the foreign exchange budget of the Bank of Uganda 

weakened. As a resuLt, the end-June 1989 benchmark with respect to the 

stock of reserves was not met. 

8. It was against this background, as well as the worse-than- 

envisaged external prospects facing Uganda for the balance of 1989/90, 
that the midterm review, which took place both in Kampala and in 

Washington, focused on remedial policies that would be implemented in 
1989/90 to safeguard the broad program objectives. As a result, the 

Government has adopted strong corrective measures including a 
41.2 percent devaluation of the shilling in foreign currency terms, and 
will, if necessary, implement additional measures in the course of the 

year to ensure that the program’s major objectives are achieved. Thus, 
the original 1989/90 ESAF objectives in respect of inflation and real 
GDP growth rates have been maintained, although the targets in the 

fiscal, monetary, and external sectors have been revised to refLect the 

changed external prospects and the measures being taken under the 

program. 

9. In spite of a much higher inflation rate for 1988/89 than 

originally envisaged, the 16 percent increase in prices that has taken 
place during the first four months of 1989/90, and the depreciation of 

the shilling in 1989/90, the 30 percent inflation target for 1989/90, 

and thus the orientation of financial policies, have been maintained, 
In anticipation of the October exchange rate action, the authorities 
raised the retail prices of fuel products by between 22 percent and 
27 percent with effect from September 27, 1989. These prices were 

increased again by between 11 percent and 19 percent following the 
October 24 exchange rate action. At the prevailing levels of import 
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costs and the exchange rate, the new prices exceed import costs by a 
comfortable margin. The authori.ties have also agreed to review these 
prices regularly in light of changes in import and exchange costs to 
ensure that the budgeted revenue from this source is attained. 

10. A broad range of measures have been implemented to strengthen the 
operational and financial position of the Coffee Marketing Board (CMB) 

and coffee management policies. In spite of the depreciation of the 
shilling in 1989/90, it has been decided to leave the producer price of 
coffee at the present level primarily in reflection of the Low Level and 

trend of coffee export prices. However , the margins provided to CMB, 
the processors, and primary unions have been raised by 50 percent, 

9 percent, and 15 percent, respectively, to reflect the rise in 
operating costs stemming from the exchange rate action and higher 

interest costs. To strengthen further the CMB’s finances, the 1989/90 
budget includes a provision of U Sh 3 billion for the reduction of the 

CMB’ s Liabilities with commercial banks, although the precise amount 
transferred to the Board will depend on an assessment of CMB’s audited 

accounts for the 1988189 crop year. 

11. ALL government arrears to CMB, mainly on account of coffee barter 

sales that have been built up since May 1989 when the Government and CMB 
reconciled their accounts, are to be settled by end-December 1989. All 
parastatal arrears to the CMB are to be fully paid off by end-March 1990 
and to ensure that these arrears do not arise again, CMB will from 

December 1989 be paid before any barter shipments of coffee take 

place. The imposition of discounts for impure and wet coffee is being 

fully implemented. Transport facilities permitting, CMB will pursue 
coffee management policies that minimize the accumulation of substantial 

stocks of coffee; and CMB’s account at the Bank of Uganda will be 
credited promptly following the realization of export receipts. To 
improve the monitoring of CMB operations by the Government and the Bank 

of Uganda, a mechanism that reconciles the uses and sources of funds on 
a monthly basis will be in place by end-December 1989. 

12. The budget for 1989/90 announced in early July 1989 has been 
revised considerably to bring it in Line with the objectives of the ESAF 

program. The revised fiscal program provides for an overall fiscal 
deficit on a commitment basis of Ll Sh 49.4 billion, equivalent to 
3.7 percent of GDP (7.3 percent excluding grants), a target that is 
above the original ESAF target of about 1 percent of CDP (3.4 percent 
excluding grants) for a number of reasons, including the significant 
deterioration in the external environment facing Uganda. As against the 

original ESAF program, the revised budget addresses severaL important 

issues including a strengthening of the financial position of CMB and an 
augmentation of the development budget consistent with Uganda’s growth 

objectives and projected inflows of concessional external resources. 
More important quantitatively, the increase in the ratio of the nominal 
budget deficit to nominal GDP refLects the differential impact of the 

October exchange rate action on the valuation of budget transactions and 

nominal GDP, which is estimated to be about 2 percent of GDP. To 
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achieve the revised deficit target, total revenue and grants are 
programmed to rise by 3.9 percentage points of GDP to 11.1 percent of 
GDP in 1989/90, compared to the original estimate of 10.9 percent of 
GDP. Total revenue will be raised by 2 percentage points of GDP to 
7.9 percent in 1989/90. This target represents a sl.ight reduction from 
the original ESAF target of 8.3 percent of GDP, on account of Lower 
revenues from the coffee sector, which is expected to yield 1.4 percent 
of GDP compared with the original target of 2.2 percent of GDP. This 
outcome is the net effect of a more depreciated exchange rate, the 
assumed decline in the unit export price from the initial program 
assumption of USS1.85 per kilogram to USS1.1 per kilogram, and the 
upward adjustment in the margins of the CMB, processors, and primary 
societies. A nur:ber of measures to streamLine and broaden the revenue 

base are also contained in the present budget. These include extensi*Je 
increases in excise and sales duties on cigarettes and soap, and the 
imposition of a new 10 percent duty on almost all zero-rated 

import s-- including raw materials that had hitherto carried no duty--and 
a 10 percent sales tax on all exempted goods under the salss tax tariff. 

13. Reflecting in part the valuation effects of the much larger 
devaluation under the revised program, government experlditure is 
targeted to increase to U Sh 198.7 billion (equivaLent to 14.7 percent 
of GDP) in 1989/90, compared with the 11.7 percent of GDP originaily 
programmed. However, when compared with the budget ani;,>.lr-red in 

July 1989, the revised provisions for other recurrent alld defense 
outlays are about 30 percent and 45 percent, respectively, lower in real 

terms. During the course of 1989/9O, the Government intends to monitor 
carefully expenditure developments to ensure the full implementation of 

these cuts in specific ministries and projects. 

14. Allowing for the U Sh 8.3 billion set aside for the reduction in 
external arrears and the projected external financing of U Sh 73.2 
billion (5.4 percent of GDP) and domestic nonbank financing equaling 
U Sh 1.5 billion (0.1 percent of GDP), net claims on the Government by 

the banking system are projected to decline by U Sh 17 billion 
(1.3 percent of GDP) in 1989/90. To meet the revised quantitative 
targets for the remainder of the fiscal year, net claims on the 
Government by the banking system, which were reduced by U Sh 4.4 biLLion 
by end-September 1989 from the June 1989 base level, will need to be 
reduced by a cumulative U Sh 6.0 billion by end-December 1989, by a 
cumulative U Sh 11.0 billion by end-Yarch 1990, and by a cumulative 
U Sh 17.3 billion by end-June 1990. 

15. During 1989/90, the Government intends to conc.inue in its efforts 

toward structural budgetary reforms, especially in the area of 
rationalization and strengthening of the mechanism for staff control in 
the civil servi.ce. With the completion of the establishment list of 
established posts in the civil service in June 1989, the Government 

intends to integrate the establishment register with the payroll list 
with a view to implementing a new system of payroll control by 
March 1990. The Public Service Review Commission is expected to present 



- 43 - APPENDIX I 

a report and recommendations on a wide range of issues relating to civil 
service reform in April 1990. On the revenue side, despite recent 
efforts by the Government to strengthen tax administration and 
rationalize the tax structure, the revenue base in Uganda remains very 
narrow. In this regard, the G0vernmer.t intends to monitor developments 
in the taxation of barter sales of coffee and other transactions between 
the CMB and the Government and will also review progress toward coffee 
liberalization and related proposals to ensure that government revenue 
is not adversely affected. To help address the problem of strengthening 
the revenue base, which is viewed as essential to achieving the 
medium-term fiscal and macroeconomic objectives of the structural 
adjustment program, the Government is currentLy receiving technical 
assistance from the World Bank and bilateral donors in the area of tax 
administration and policy, and would seek assistance from the Fund if 
deemed necessary. 

16. With regard to parastatal reform, the Government intends to pursue 
its efforts to inc:.ease the efficiency and financial viability of public 
enterprises. Under the Public Enterprises Project assisted by IDA 
resources, a study on the techniques to be appLied to divestiture of 
parastatals is expected to be completed in December 1989. Diagnostic 
studies of nonindustrial enterprises, including Uganda Railways and 
Uganda Airways, as well as management audits of industrial enterprises, 
are to be completed by end-June 1990. A Public Enterprises Secretariat 
has been set up and has the responsibility for Advising the Government 
on the program of public enterprise reform within the industrial sector. 
17. Measures to address the factors that led to the rapid expansion of 
money and credit during the first half of 1989 and to resolve other 
problems in the financial sector are being implemented. Thus, the rate 
of expansion of money and credit moderated considerably during the third 
quarter. The main impetus to this moderation has been the ongoing 
process of retiring government debt to the banking system. Credit to 
the private sector has continued to expand, albeit slowly. The 
structural reforms that the Government has undertaken in the coffee 
sector also should help in reducing liquidity in the economy. The Bank 
of Uganda will henceforth ensure that the cash reserve requirement and 
the liquidity ratio are strictly observed by all banks. Since part of 
the increase in credit had been due to an unusually rapid credit 
expansion by the Uganda Commercial Bank (UCB) and the Cooperative Bank 
(Coop Bank), which had relied heavily on overdrafts with the Bank of 
Uganda to finance their expansion, a plan has been put in place to 
reduce UCB’s outstanding overdraft at the Central Bank from 
U Sh 2.0 billion at end-June 1989 to Less than U Sh 1.5 billion by 
end-December, and to zero by end-March 1990. Meanwh i 1 e, no further 
credit will. be extended to the Coop Bank by the Central Bank and a study 
will. be completed by end-June 1990 to review its viability. These 
actions, when taken together with the budgeted reduction in government 
liabilities of the banking system of U Sh 17.0 billion in 1989/90, and 
the U Sh 3 billion reduction in CMB debts, should permit an increase in 
private sector credit adequate to meet the credit requirements of the 
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economy and that is consistent with the programmed deceleration in broad 
money growth from 125 percent in 1988/89 to about 20 percent in 1989/90. 
18. A key element to strengthen the program was the adoption and 
implementation of the new exchange rate system. On October 24, 1989, 
the official exchange rate was devalued by 42 percent in foreign 
currency terms to U Sh 340 per U.S. dollar. Since November 1989, the 
exchange rate of the shilling has been pegged to a trade-weighted basket 
of currencies and its value will be changed, at least monthly to 
reflect, inter alia, the inflation differential between Uganda and its 
major trading partners. Exchange rate policy will be reviewed again 
with the Fund staff at the time of the discussions for the second annual 
arrangement in light of macroeconomic developments and Uganda’s external 
competitiveness. 

13. llganda’s foreign exchange situation has been very tight over the 
last several months and it is likely to remain difficult during the 
:emainder of the 1989/90 fiscal year. Accordingly, in order to ease the 
foreign exchange position of the Bank of Uganda, the Government has 
taken a number of actions. First, taking account of the 300,000 bags of 
barter shipments effected from July to September 1989, and in view of 
the planned shipment of at least 2.6 million bags of coffee to the cash 
markets in 1989/90 (July/June), the Government aims at an average 
monthly shipment of 220,000 bags of coffee to cash markets from October 
1989 to June 1990. Second, the Government’s nondebt and non-oil Eoreign 
exchange expenditure will be limited to US$3 million a month starting 
November 1989 from an estimated monthly average of US$4 million in 
1988189 _ Third, the Government will continue its eEforts (to contact 
Its creditors so as) to complete its bilateral rescheduling on terms 
envisaged under the 1989 Paris Club arrangement. Nevertheless, it will 
not be possible to increase gross international reserves or to reduce 
external payments arrears to the extent originally envisaged. 

20. The open general licensing (OGL) system was introduced in 1987 to 
provide foreign exchange on a priority basis to companies operating in 
critical industries, drawing on import assistance from donors. The 
availability of foreign exchange under the OGL system has made a 
substanttal contribution to improving capacity utilization and the 
availability of manufactured goods. Since December 1988, a large amount 
of such assistance has also been allocated under the special import 
program (SIP), which covers a broader list of imports and is open to any 
firm that has immediate access to the domestic funds needed to purchase 
foreign exchange. However, as a result of the sharp decline in the 
disbursement of import-support resources, allocation of foreign exchange 
under SIP was suspended in March 1989. A SIP II program with a broader 
import coverage commenced in June 1989 and is providing inputs for 
agriculture and related transport and Fnfrastructure development, 
manufacturing enterprise, and for selected finished goods. As the 
availability of foreign exchange improves, including through receipt of 
import-support assistance, the Government plans to expand the SIP scheme 
as the principal means for the liberalization of imports. The 
Government is also streamlining and improving the administrative 
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procedures oE the OGL and SIP schemes. In this regard, a new system of 
documenting these transactions has been devised, which should speed up 

significantly the processing of foreign exchange approvals. Quarterly 
disbursement targets will be set up for the OGL scheme consistent with 
the availability of foreign exchange. In addition, with the assistance 
of the World Bank, a special credit guarantee facility has been 
established to assist enterprises that are considered viable, but that 
have hitherto found it difficult to obtain adequate finance from the 
banking system to purchase foreign exchange and have thus failed to 
benefit from the util.ization of import-support resources because of 
inadequate collateral. 

21. With the implementation of the policies and -;ieasures described 
above, Uganda’s external payments position should improve. Total 
exports of coffee beans are expected to reach 2.9 million bags instead 
of the initially programmed amount of 2.7 million bags. Howe;rer, as 
this year’s average export price is now forecast to be 40 pErcent below 
the originally programmed level of USS1.85 per kilogram, coffee expor:: 
earnings are expected to be lower by 35 percent when compared with the 
original program projection. Consequently, total export earnings wilt 
be lower as well. Imports are programmed to be lower, mainly on account 
of externally financed imports. RefLecting these developments, the 
current account deficit including official transfers is expected 
to amount to 8 percent of GDP as against an original program projection 
of 3.6 percent of GDP. 

22. The Government intends to pursue a prudent external debt management 
policy by strictly limiting commercial borrowing by the public sector, 
while seeking official assistance on concessional terms. Accordingly, 
the contracting of government- and government-guaranteed external loans 
on nonconcessional terms in the 0- to 12-year maturity range will be 
limited to the original program Level of US$15 million. The Bank of 
Uganda will continue to refrain from borrowing from commercial 
sources. As a result of this debt-management policy, Uganda’s debt 
service burden will decline progressively, although it will remain very 
high in 1989/90 because of the low export price of coffee. 

23. In spite of the efforts that the Government has made in recent 
months to place the program back on track, Uganda met only one of the 
end-September performance criteria, that relating to the decline in 
external arrears (Table 1). In particular, instead of the programmed 
increase of total domestic credit of U Sh 7 billion between end-March 
and end-September 1989, total domestic credit rose by U Sh 17.2 billion; 
net bank credit to the Government declined by U Sh 2.4 billion during 
the same period as against a programmed decline of U Sh 4.0 bilLion; 
external arrears declined by USS7.0 miLLion instead of a zero increase; 
the stock of international reserves amounted to US$15 million by end- 
September 1989 instead of the programmed Level of US$40 million; and new 
nonconcessional borrowing amounted to USS34.3 million by end-September 
1989 instead of the programmed Limit of US$15 million wholly on account 

of a bridging Loan, which the Government contracted in June 1989 in the 



- 46 - APPENDtX I 

expectation of repaying it during the second half of 1989. The 
Government has now made arrangements to fully repay the bridging Loan by 
December 1989. Given the extent to which this breach of quantitative 
performance criteria was due to factors beyond the immediate control of 
the authorities and taking into account the strong remedial actions 
already taken and the establishment of benchmarks consistent with the 
broad achievement of program objectives, the Government requests a 
waiver with respect to each of the performance criteria not observed. 

24. The quantitative benchmarks for monitoring progress under the 
program are shown in Table 2, and the following will be considered as 
policy benchmarks: (1) implementation of measures to improve the 
operational efficiency of the CMB as described in paragraphs 10 and 11; 
(2) implementation of the revised budget for 1989/90, including the 
implementation of the expenditure cuts and all the revenue-raising 
measures as described in paragraphs 12 and 13; (3) the elimination of 
UCB’s overdraft with the Bank of Uganda by end-March 1990 as described 
in paragraph 17; (4) completion of the study to determine the viability 
of the Cooperative Bank by end-June 1990 as described in paragraph 17; 
(5) attainment of the targeted level of cash exports of coffee in 
1989/90 given in paragraph 19; and (6) frequent adjustments of the 
exchange rate as described in paragraph 18. 

25. It is the Government’s intention to remove as soon as possible the 
restrictions arising from the allocation of foreign exchange, the 
restrictions evidenced by the accumulation of external payments arrears 
and the restrictive features of some bilateral payments arrangements 
with Fund members. During the program period, the Government does not 
intend to engage in multiple currency practices, to impose new 
restrictions and/or to intensify existing restrictions on payments and 
transfers to current international transactions, to introduce new 
restrictions or to intensify existing restrictions on imports for 
balance of payments reasons, or to conclude bilateral payment agreements 
with Fund members not consistent with the provisions of Article VIII of 
the Articles of Agreement. 

IS/ 

C.W.C.B. Kiyonga 
Minister of Finance 
Government of Uganda 
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Table 1. Uganda: Quantitat tve Benchmarks and Performance 
Criteria for the First-Year Arrangement Under the 

Enhanced Structural Adjustment Facility, 
June and September 1989 L/ 

June 
1989 

September 

Program 
bench- 
marks 

Prelim. 
actuals 

Program Prelim. 
ceiling actuals 

(In billions of Uganda shillings; 
end of period) 

Quantitative performance 
criteria and benchmarks 

Cumulative change from 
March 31, 1989 to end 
of period in: 

Total domestic credit 0.5 14.7 7.0 17.2 

Net bank credit to 
Government -3.2 2.0 -4.0 -2.4 

(In millions of U.S. dollars) 

Cumulative change from 
March 31, 1989 to end 
of period in: 

New nonconcessional 
borrowing, excluding 
short-term trade credits 
and borrowi.ng under 
debt rescheduling 2-1 15.0 28.0 15.0 

External payments arrears 21 -- -6.0 -- 

Stock of gross foreign 
reserves 41 65 .O 23.0 40.0 15.0 

34.3 

-7.0 
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Table 1 (concluded). Uganda: Quantitative Benchmarks and PerEormance 
Criteria for the First-Year Arrangement 1Jnder the 

Enhanced Structural Adjustment Facility, 
June and September 1989 11 

1989 
June September 

Program Prel. Program Prel. 
bench- 
marks 

actuals ceiling actuals 

Target date Actual 

Structural perEormance criteria 

Adoption of a budget in July 1989 
consistent with the objective 
and targets of the program 

Done in 
End-December 1989 October 1989 

Implementation of measures designed 
to improve the performance of the Introduced in 
financial system End-December 1989 November 1989 

l! The benchmarks for September 1989 are also performance criteria. 
?!/ Maximum cumulative limit for contracting or guaranteeing after 

ApTi 1, 1989, external loans on concessional terms with an initial 
maturity of up to and including 12 years; this limit excludes normal 
short-term trade credit and debt contracts in the context of 
rescheduling agreements. 

3/ Cumulative change in external payments arrears, excluding arrears 
elTgible for rescheduling under the January 1989 Paris Club agreement or 
eligible for rescheduling with other creditors. 

41 Gross level of international reserves of the Bank of Uganda. - 
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Table 2. Uganda: Quantitative Benchmarks for the First-Year 
Arrangement Under the Enhanced Structural Adjustment Facility, 

December 1989-June 1990 L/ 

1989 1990 
December March June 

(In billions of Uganda 
shillings: end of Deriod) 

Quantitative performance benchmarks 

Cumulative change from June 30, 1989 
to end of period in: 

Total domestic credit l/ - 

Net bank credit to Government l/ 

2.7 8.0 6.4 

-6.0 -11.0 -17.0 

(In millions of U.S. dollars) 

Cumulative change from March 31, 1989 
to end of period in: 

New nonconcessional borrowing, 
including short-term trade 
credits and borrowing under 
debt rescheduling L/ 15.0 15.0 15.0 

External payments arrears A/ 21 -7.0 -7.0 -7.0 

Stock of gross reserves L/ A/ 15.0 18.0 23.0 

11 See Annexes I and II of Appendix II of the Attachment to EBS/89/62 
for definitions. 

2/ Maximum cumulative limit for contracting or guaranteeing after 
ApTi 1, 1989 external loans on nonconcessional loans with an initial 
maturity of up to and including 12 years; this limit excludes normal 
short-term trade credit and debt contracts in the context of 
rescheduling agreement. 

3/ Cumulative change in external payments arrears, excluding arrears 
eligible for rescheduling under the January 1989 Parts Club agreement or 
eligible for rescheduling with other creditors. 

4/ Gross level of international reserves of the Bank of Uganda. 
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UGANDA - Relations with the Fund 
(As of November 30, 1989) 

I. Membership Status 

(a) Date of membership: March 31, 1963 
(b) Status: Article XIV 

A. Financial Relations 

II. General Department 

(a) Quota: 
(b) Total Fund holdings: 

(c) Fund credit: 

Of which: 
General resources account 

Credit tranches 
Enlarged access 

Compensatory Financing 
Facility (exports) 

Special disbursement account 

(d) Reserve tranche 
position: 

III. 

SDR 99.6 million 
SDR 196.4 million 

(197.2 percent of quota) 
SDR 180.3 million 

(181.0 percent of quota) 

None 
SDR 38.4 miLlion 

(38.6 percent of quota) 

SDR 49.8 million 
(50.0 percent of quota) 

SDR 59.8 million 
(60 percent of quota) 

Financial Arrangements and Special Facilities 

(a) Current arrangement: 
Arrangement under the enhanced 

structural adjustment facLLity 

(I) Duration 

(ii) Amount 
(iii) Utilization 

April 17, 1989-April 16, 
1992 

SDR 179.3 million 
SDR 42.3 million 

(b) Previous SAP arrangements: 
Arrangements under the structural 

adjustment facility 

(i) Duration June 15, 1987-June 14, 1990 
(ii) Amount SDR 69.72 million 

(iii) Utilization SDR 49.80 million 



IV. 

V. 

VI. 
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APPENDIX II 

(c) Previous stand-by arrangements: 

(i) In 1983/84 
(1) Duration Sept. 16, 1983-Sept. 15, 1984 
(2) Amount SDR 95.0 million 
(3) Utilization SDR 65.0 million 
(4) Undrawn balance SDR 30.0 million 

(ii) In 1982/83 
(1) Duration Aug. 11,1982-Aug. 10, 1983 
(2) Amount SDR 112.5 million 
(3) Utilization SDR 112.5 million 
(4) Undrawn balance -- 

(iii) 1981/82 
(1) Duration June 5, 1981-June 30, 1982 
(2) Amount SDR 112.5 million 
(3) Utilization SDR 112.5 million 
(4) Undrawn balance -- 

(d) Special facilities: 

Compensatory financing facility 

In 1987/88 
Date approved: 
Amount: 

In 1986187 
Date approved: 
Amount: 

In 1981182 
Date approved: 
Amount: 

SDR Deoartment 

(a) Net cumulative allocation: 
(b) Holdings: 
(c) Current designation plan: 

Administered Accounts 

(a) Trust Fund 
(F) Disbursed: 

(ii) Outstanding: 
(b) ESAF Trust Loans 

Overdue Obligations to the Fund: 
(As of December 20, 1989) 

February 5, 1988 
SDR 24.8 million 

June 15, 1987 
SDR 25.0 million 

June 5, 1981 
SDR 45.0 million 

SDR 29.4 million 
SDR 1.16 million 
None 

SDR 22.5 million 
SDR 3.1 million 
SDR 32.4 million 

-- 
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(As of November 30, 1989) 

B. Nonfinancial Relations 

APPENDIX LI 

VII. Exchange Rate Arrangement: 

Since March 7, 1989, the Uganda shilling has been pegged to 
the U.S. dollar at the rate of LJ Sh 200 per U.S. dollar. 

VIII. (a) Last Article IV consultation discussions (standard 12-month 
cycle) concluded in June/July 1988. The following decision was 
adopted by the Executive Board: 

1. The Fund takes this decision relating to Uganda's exchange 
measures subject to Article VIII, Section 2(a), and in concluding 
the 1988 Article XIV consultation with Uganda, in the light of the 
1988 Article IV consultation with Uganda conducted under Decision 
No. 5392-(77163); adopted April 29, 1987, as amended (Surveillance 
over Exchange Rate Policies). 

2. Uganda maintains the exchange restrictions on payments and 
transfers for current international transactions described in 
SM/88/209, in accordance with Article XIV, Section 2, except that 
the restrictions arising from the allocation of foreign exchange, 
the restrictions evidenced by the accumulation of external payments 
arrears, and the restrictive features of some bilateral payments 
arrangements with Fund members, are subject to approval by the Fund 
under Article VIII, Section 2(a). The Fund notes the intention of 
Uganda to eliminate these restrictions and encourages the 
authorities to remove them as soon as possible. In the meantime, 
and with the exception of the restrictive features of the bilateral 
payments arrangements with other members, the Fund grants approval 
for the retention of existing restrictions by Uganda until the 
completion of the 1989 Article IV consultation or December 31, 
1989, whichever is earlier. 

(b) Last staff visit, to undertake the discussions for the 1989 
Article IV consultation and for the midterm review of the first- 
year ESAF arrangement, was held during November 12-28, 1988. 

IX. Consultation Cycle 

A consultation cycle oE 12 months was indicated in the 
summings up of the 1987 and 1988 Article IV consultations. 

X. Technical Assistance 

Uganda has recetved extensive technical assistance from the 
Fund in recent years: 

(a) CBD has provided technical assistance through its panel 
of expertsand by various missions: 
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(i) Advisor to the Governor, on Bank Supervision 
(Mr. Chaudhury, May 1980-May 1982); 

(ii) Advisor to the Governor, to assist in the 
management of the floating exchange rate 
regime and foreign exchange operations 
(?lK. Schelin, May-July 1981); 

(iil) Advisor to the Governor, to assist the Bank in 
its operations of foreign exchange (Mr. Niehues, 
September 1981-April 1982). During his 
assignment, Mr. Niehues became the Director of 
the newly created Foreign Exchange Operations 
Department; 

(iv) Advisor to the Governor, to assist the Bank to 
strengthen its research capacity (Mr. Vertongen, 
January 1982-July 1983). During his assignment, 
Mr. Vertongen became the Director of the Research 
Department; 

(v) Advisor to the Governor, to assist the Bank in 
its accounting, reserves, and public debt 
management (Mr. Lontock, March 1982-March 1983); 

(vi) Advisor to the Governor, to assist the Bank in 
strengthening its Accounts Department 
(Mr. Lindsay, September 1982-September 1985). 
Mr. Lindsay became the Chief Accountant of the 
Bank shortly after his assignment; 

(vii) Director of Foreign Exchange Operations 
Department (Mr. Abdul-Rahman, August 1982-August 
1985) ; 

(viii) Director of Research Department (Mr. Vollan, July 
1983-December 1984) ; 

(ix) Director of Research Department (Mr. Lemne, 
April-May 1985); 

(x) Director of the newly created External Debt 
Management Office to coordinate, update, and 
regularize servicing of external debt 
(Mr. Bourke, October 1983-November 1984); 
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UGANDA - Relations with the Fund (continued) 
(As oE November 30, 1989) 

(xi) Advisor, External Debt Management Office 
(Mr. Gopalan, November 1984-September 1985) ; 

(xii) Advisor to the Governor on Bank Supervision and 
Development Finance (Mr. Bhagavat, December 1983- 
September 1985); and 

(xiii) Advisor to the Governor on Accounting 
(Mr. Soeting, June L988-June 1989). 

Four CBD technical assistance missions have visited Uganda since 
1981. The first mission (December 2-16, 1981) examined the 
structure and functions of the Bank of Uganda, reviewed the 
banking and financial systems, and revised and updated the banking 
legislation. The second mission February 8-15, 1984) discussed 
with the authorities alternative medium- and long-term investment 
financing instruments. A third mission (October 21-28, 1987) 
reviewed the accounting and supervisory departments in the Bank of 
Uganda to assess a request for technlcal assistance in 
accounting. 4 fourth mission, to review the banking system and 
assess the instruments Eor monetary credit control, took place 
June 15-25, 1988. 

(b) FAD has provided technical assistance through members 
of its panel of experts and several missions: 

(i) Budget Advisor to the Minister of Finance, to 
review the existing procedures and propose a 
system for monitoring future budgetary operations 
(January-April 1982); 

(ii) Budget Advisor to the Minister of Finance 
(Mr. Wait , October-December 1982) ; 

(iii) Budget Advisor to the Minister of Finance 
(Mr. Thompson, January 1983-July 1984) ; and 

(iv) Budget Advisor to the Minister of Finance 
(Mr. Mookerjee, January-September 1985). 

In addition, the following FAD missions have visited 
Uganda : 

(i) To review the fiscal system of Uganda 
(October 23-November 18, 1983); and 

(ii) To assist in redrafting the Income Tax Decree, 
(October 5-23, 1984). 
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Cc) Uganda has also received technical assistance through 
several missions from BUR, which have visited Uganda since 
1983: 

(I) To review the system of reporting and to update 
balance of payments statistics (January lo- 
24, 1983); 

(ii) To give a seminar on the system of reporting 
government finance statisti.cs and to update the 
data (August 15-23, 1983); 

(iii) To review the accounts of the Bank of Uganda 
(August 29-September 10, 1983); 

(iv) To review the accounts of the Bank of Uganda 
(April 30-May 5, 1984); 

(v) To review national accounts data (November 1986); 
and 

(vi) To review balance of payments data (February 
1987). 

Cd) LEG has provided technical assistance in the fields of 
f-iscal and banking legislation through the following 
missions: 

(i) To review and revise banking legislation 
(November 20-December 16, 1981); 

(ii) To review fiscal legislation and prepare a draft 
Income Tax Act (October 22-November 4, 1983); 

(iii) To draft income tax regulations (October 8-24, 
1984); 

(iv) To redraft the Income Tax Act (February 3- 
Harch 1, 1985); 

(v) To finalize income tax legislation (July 27- 
August 9, 1986); 

(vi) To revise sales and excise tax legislation 
(October 14-24, 1987); and 

(vii) To revise customs legislation (June 22-29, 1988) 
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In addition, LEG staff assisted a delegation of tax officials 
from TJganda visiting headquarters in drafting certain income 
tax regulations and other explanatory memoranda related 
thereto. 

(e> The IMF Institute held a joint seminar in Kampala with the 
Bank of Uganda in “Techniques of Financial Programming” 
(January 31-February 8, 1985) to introduce selected Ugandan 
officials engaged in the implementation of economic policy to 
techniques OF financial programming in their country’s 
context. 

XI. Resident Representative 

The Fund has maintained a resident representative in Uganda since 
July 1982. A staff member, Mr. G. Begashaw, has been the Fund 
resident representative since December 1987. His term of office 
expires in January 1990. It is envisaged that a new resident 
representative will be assigned to Uganda by the end of next month. 
Mr. Begashaw was preceded by another staff member, Mr. Z. Ebrahim- 
zadeh, who served as resident representative during September 1984- 
November 1987. 
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UGANDA--Relations with the World Bank Group 
(As of Seatember 30. 1989) 

Commentary on Lending Operations 

1. The World Bank's strategy in Uganda is designed to support a far- 
reaching medium- and long-term structural adjustment program. It has 
the following major objectives: (1) to assist the Government through 
the Bank's economic work, technical assistance, and program lending to 
increase the efffciency of economic management and restore a sound basis 
for growth; (2) to promote the development of the economy by under- 
pinning structural adjustment lending with infrastructure rehabilitation 
and sector adjustment operations (agriculture, industry, pub1i.c enter- 
prises, energy, public sector institutions, and finance) within a frame- 
work of appropriate policies; and (3) to act as the focal point for 
increased aid coordination among donors and between Uganda and donors. 

3 -. As of September 30, 1989, the World Bank Group had approved 
operations for Uganda totaling US$904 millton. The country's difficult 
political and economic situation has in the past affected many Bank 
Group-financed operations. However, the improved security situation has 
in recent years resulted in improved project execution and disbursement 
performance. The attached table contains the latest disbursement status 
of World Bank Group operations in Uganda. 

3. In view of the major dislocation of economic and social 
infrastructure during the prolonged period of political strife, recent 
and proposed Bank Group projects emphasize rehabilitation, maintenance, 
and institution building. In September 1987, the World Bank approved a 
first Economic Recovery Credit (ERC I) designed to provide critically 
needed imports. This has laid the base for policy reforms in a number 
of areas including producer prices, price and distribution controls, and 
public sector management. A supplement to ERC I of US$2S million was 
approved by the Bank Board in April 1989. Meanwhile, a Second Economic 
Recovery Credit (ERC II) in an amount of about USS125 million is 
expected to be presented to the World Bank Board in January 1990. This 
credit will support policy reforms in agriculture, trade and exchange 
system, industry, public enterprises, and public sector management. 

4. Given the need to focus Uganda's public expenditures on high 
priority rehabilitation and maintenance activities and on making 
adequate provision Eor recurrent cost outlays, improved aid coordination 
is increasingly important. The Bank pursues its policy dialogue with 
Uganda in close collaboration with the IMF and other donors. The Bank 
chaired the June 1987 meeting of Uganda's Consultative Group when the 
Government and donors reached a consensus on the main elements of the 
structural adjustment program. The most recent meeting was held In 
November 1989, which q obilized resources to support the 1989/90 program. 
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Uganda: Status of Rank Croup @perations (continued) 

A. Statenrnt of Rank Loans and II8 Credits l/ 
- (AS of Septdr 30, 1989) 

(Amxmts in millions of U.S. dollars) 

Loan or 
Credit 
N&r Year Burrow3 ibnk IDA 

Undic 
hit-S4 

he (1) loan and twenty-two (22) credits fully disbursed a.40 315.45 

L248 1982 Uganja 
l.328 1983 Ugah 
1434 1984 Uganda 
1445 1984 IJganda 
l5LO 1985 Uganda 

Industrial Rehabilitation Fund I 35.00 
70.00 
L5.00 
58.00 

1539 1985 ilganda 
I560 1985 Uganda 
L561 1985 llganda 

28 .oo 
10.03 
28 .a0 

Lao3 
1824 
0340 

1987 
1988 
1988 

UkP~ 
Uganda 
Uganda 

Agricultural RehabiLitation 
Second Technical Assistance 
Third Highway 
Mter Supply and Sanitation 

Program 
Agricultural Developm3t 
Second Power 
Petrolem Exploration 

PrcxWt ion 
Fourth Highway 
Forestry Rehabilitation 
NonsectorSpecific (Lkonomic 

Recovery Credit/W) 
NonsectorSpecific (Economic 

Recove ty Credi t/SAF) 
South West Ag. Rehab. 
Sugar RehabiLitation 
Health Rec. 
Technical Assistant III 
Economic Recovery Credit 
Economic Recovery Credit 
Public Enterprises 
Education IV 
Railways I 
Telecan II 

5.10 
La.03 
13.oO 

24.00 
la44 1988 Usanda 

1869 1988 Uganda 
1893 198a Uganda 
1934 1985 Uganda 
1951 1988 Uganda 
1844-l 1989 Ug%lda 
1844-2 1389 Uganda 
1962 1989 Uganda 
1965 1959 lJP& 
1986 1989 Uganda 
1991 L389 Uganda 

65.00 
1o.a) 
24.90 
42.x, 
Iam 
1.70 

25.00 
L5.03 
22.0 
7.m 

52.30 

Total 
Of which has been repaid 

Total naw held @ Bank and IIM 

Total nndisbursd 

a.40 903.75 
8.40 23.34 -- 

- 880.41 -- 

730 
11.76 

3.99 
33.58 

1.92 
5.57 

29.4h 

5.65 
9.86 

lo. 14 

0.03 

2.54 
9.30 

21.08 
35.96 
16.64 

-- 

11.79 
14.30 
18.91 
6.63 

48.86 

308.86 

z0a.s 

l/ Less cancellations. - 
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Uganda: Status of GlorLd Bank Group Operations (omcluded) 

B. Statemnt of IFC Investments 
(As of Septmber 30, 1989) 

(hams in millions of U.S. dollars) 

Fiscal 
Year Obliger Y@pe of Business km Quhy Total 

1965 
1972 
1984 

1984 

Plulco Textiles, Ltd. 
Tourism Pramtions senrices 
Toro and Mityana Tea Co., Ltd. 

c-1 
Sugar Corporation of Uganda 

1985 Uganda Tea Corpxstion Ltd. 

1985 Development Finance Company 
of UganQ 

Textiles 
TOWiSn 

Food and food 
processlrg 

Food and food 
processing 

Food and food 
processing 

Develooplrent finance 

Total gross canuitments 
kss: repayments, cancellations, terminations, 

sales 
Total comniments mm held by IIX 
Total mlishursed (including participants pxtion) 

2.79 0.71 3.50 
l.ll - 1.11 

1.62 

8.00 

2.81 - 2.81 
- 0.38 0.38 

16.33 1.09 17.42 

5.01 0.72 
11.32 0.37 

- - 

1.62 

8.00 

5.73 
11.69 

- 

Source: IFC Disbursemnts Section. 
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Uganda--Statistical Issues 

1. Outstanding statistical issues 

a. Real sector 

The statistical base in real sector statistics is weak and 
incomplete. A major review of the national accounts has recently been 
undertaken by the World Bank in cooperation with the UN. Technical 
assistance has been provided by the UN to reorganize the collection of 
trade statistics, based on customs returns, but this work has not been 
completed and trade data are lacking through the third quarter of 1987; 
currently, Direction of Trade and alternative data sources are used. 
Technical assistance is currently being provided by the UN in population 
statistics and by the IL0 in manpower statistics. 

b. Government finance 

The data published in IFS are the same as those published in the 
1988 Government Fi.nance Staxtics Yearbook (GFSY). The 1988 GFSY 
contains data through fiscal year 1984 and provisional data for 1985 and 
1986. 

C. Monetary accounts 

Data for the monetary authorities are very uncurrent, reflecting 
largely the fact that the Bank of Uganda is prohibited by law from 
providing any unaudited balance sheet data. Owing to the slow auditing 
process, the reporting of current: data is not expected in the near 
future. 

d. Balance of payments and external debt 

The latest period for which comprehensive data have been sent is 
1986. Data for 1987 and 1988 were provided in a very aggregated form. 

2. Coverage, currentness, and reporting of data In IFS 

The table below shows the currentness and coverage of data 
published in the country page for Uganda in the October 1989 issue of 
IFS. The data are based on reports sent to the Fund’s Bureau of 
Statistics by the Central Bank of Uganda which, during the past year, 
have been provided on an infrequent basis for monetary accounts and on 
an irregular basis for balance of payments. 
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Real Sector 

Government Finance 

Monetary Accounts 

Interest Rates 

External Sector 

Status of IFS Data 

National accounts 
Prices: CPI 

Production 
Employment 
Earni.ngs 

Deficit/Surplus 
Ffnancing 
Debt 

Monetary authorities 
Deposit money banks 
Other banking 

institutions 

Discount rate 
Bank lending/ 

deposit rate 
Bond yields 

Latest Data in 
October 1989 IFS 

1986 11 
April-1989 
n.a. 
n.a. 
n.a. 

1986 (Provisional) 
1986 (Provisional) 
1986 (Provisi.onal) 

44 1986 
March 1989 

n.a. 

May 1989 

May 1989 
May 1989 

International reserves February 1989 
Exchange rates July 1989 
Balance of payments 1988 
International reserves February 1989 

3. Technical assistance mtsstons in statistics (1985present) 

Subject 

General Economic Data 

Staff Member 

A. Siddique 

Date 

Oct. /Nov. 1986 

Money and Banking R.V. Kennedy Nov. 9-20, 1987 

11 Only GDP and at constant prices only through 1985. 



Area: 
Population (1989): 

Total 
Growth rate 

GDP per capita (1988): 

National accounts 

GDP at factor cost 
(at 1966 prices) 

Agriculture, forestry, and 
fishing 

Manufacturing 

Construction 

Commerce 

Government 
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UGANDA--Basic Data 

Area, population, and GDP per capita 

241,139 square kilometers 

16.4 million 
3.0 percent (1973 to 1985) 
US$300 

1984 1985 1986 1987 1988 

(In millions of Uganda shillings) 

Annual real rate of growth -7.2 4.6 1.6 a.5 6.8 

Price movements 

Cost of living: 

GDP deflator 21 

Cost of living index 

6,L62 6,461 6,564 7,119 7,600 

2,871 

292 

97 

582 

923 

1984/85 1985/86 1986187 I.987188 

3,156 3,143 3,390 

262 249 288 

91 100 185 

564 575 655 

932 941 950 

(In nercent) 

3,625 

360 

219 

743 

959 

1988/89 
Est. 

(Percentage change Erom the previous year) l/ - 

107 129 256 188 123 

LOO 127 260 186 142 

11 Fiscal year July/June; 
T/ Staff estimates. 

increase in yearly average. 

- 



Balance of payments 

Exports, f.o.b. 378 383 379 383 298 282 
Imports, c.i.f. -368 -400 -379 -511 -614 -563 

Trade balance -16 1 -129 -316 -281 

Services (net) -101 

Unrequited transfers (net) 132 

Current account balance 

Capital account balance 

31 - 

-8 

-43 

238 

-237 

135 

Overall balance 24 - 

Financing 

10 - 

-105 

97 

3 

71 

73 - 

-73 

-112 

104 

-24 

69 

46 - 

-46 -24 

-111 

140 

-100 

22 

79 - 

-79 

-142 

248 

-210 

147 

-64 

-64 

-102 

102 

Of which: 
monetary authorities (net) 
exceptional financing 
external arrears 

(reduction -) 

(-52) C-39) (-38) (21) 
(42) (53) (--I (92) 

(-63) C-59) (19) (-45) 

Current account balance 
as percent of GDP -0.9 1.1 -1.3 

Gross foreign reserves 
(end of period) 
(in months of imports) 

0.1 

95 
3.1 

63 64 31 
1.9 2.0 0.8 

External public debt 

Disbursed and outstanding 
(end of period) L/ 1,257.g 1,140.6 1,127.l 1,2224.3 

(-13) 
(40) 

(47) 

-4.1 

35 
0.7 

1,400.4 

(18) 
(66) 

(18) 

0.5 

65 
1.2 

1,428.3 

Debt service ratio (as per- 
cent of exports of goods 
and nonfactor services) 

Excluding the Fund 
IMF 

41.3 46.9 52.1 54.0 

29.7 24.3 22.3 27.3 
11.6 22.6 29.8 26.7 

62.0 21 71.0 - 

27.0 36.0 
25.0 35.0 

- 64 - 

UGANDA--Basic Data (continued) 

1983/84 1984/85 1985186 1986/87 1987188 i9aala9 

(In millions of U.S. dollars) 

l/ Including Fund credit, but excluding arrears. 
71 After rescheduling. - 
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UGANDA--Basic Data (continued) 

1984/85 1985186 1986187 1987/M 1988/89 
Prov. 

Central government finance l/ (In millions of Uganda shillings) 

Revenue and grants 
Of which: revenue 

Expenditure 
Current 
Development 
Unallocated 

,::“,, 
4.5 29.4 60.5 

(5.9) (22.9) (49.7) 

Overall deficit (commitment basis) 
Change in arrears 

Overall deficit (cash basis) 

(2, 
(0.4) 
(0.4) 

-0.7 
0.1 

-0.6 

(432) 
(1.2) 
(--) 

11.0 44.3 89.8 
(6.9) (24.7) (60.9) 
(4.1) (19.6) (27.0) 

(--I C--J (--> 

-1.4 -4.5 -14.9 -29.3 -- 0.3 -1.5 -9.2 
-1.4 -4.8 -16.4 -38.4 

Financing 
Foreign (net) 
Domestic (net) 

Of which: banking system 

(Z, (A::) (2) 
(0.5) (1-O) (4.3) 
io.61 [O-61 L4.71 

16.4 38.5 
(8.6) (25.1) 
(7.8) (13.4) 
L7.81 [12.3] 

Revenue and grants 12.5 11.0 5.7 9.0 7.2 
Expenditure 17.7 15.5 10.0 13.6 10.7 
Overall deEicit (commitment basis) -5.2 -5.6 -4.1 -4.6 -3.5 

Money and credit 11 - 

Domestic credit (net) 145 
Government (net) (73) 
Nongovernment (72) 

Money plus quasi-money 139 

(In percent of GDP) 

(Annual percentage change) 2-/ 

107 148 157 
(68) (49) (46) 

(51) (39) (99) (111) 
148 95 200 125 

l-/ Fiscal year (July/June) 
2/ As percent of broad money at the beginning oE the period. 


