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I. Introduction

The 1988 Article IV consultation discussions with Uganda were held

Wamen a1 ;a  dosont o Palhaesiaasmese 7=77 1000 L A R S N, Ttpys (RO 2T7_1N
Ll.l l\ﬂ“lpﬂl.ﬂ. uui l.ll.5 Leor uﬂ.l., L LTy 1700, Ll.l. "ﬂalllllsLUll uur. .Ll.ls lldl ‘-ll Lr JU,

1988, and again in Kampala during May 7-27, 1988 and June 22-July 8,
1988, The Ugandan representatives were led by the Minister of Finance
and included the Ministers of Commerce, Planning, and Industry, the
Governor of the Bank of Uganda (the central bank), and other senior
officials concerned with economic and financial matters. The staff
representatives were Messrs, Keyes (head) and Taha (both AFR), Greene
(RES), Brown (ETR), and Stella (FAD). Mr. Artus (AFR) also participated
in the February and March discussions, Assisting the mission was

Mr. Begashaw, the Fund resident representative in Kampala.

Mr. Abdallah, Executive Director for Uganda, and his advisor, Mr. Faria,
participated in some of the discussions,

The Ugandan authorities, in cooperation with the staffs of the Fund
and the World Bank, have developed an upaatea three-year program of
economic adjustment and rehabilitation covering the fiscal years
(July-June) 1988/89-1990/91. The Minister of Finance of Uganda has
transmitted to the Managing Director a revised policy framework paper
(PFP) containing a description of the authorities' policies over this
period. 1/ The same paper was sent to the World Bank and will be
considered by the Bank's Committee of the Whole on September 6, 1988.

In support of the policies outlined in the PFP, the Ugandan Minister of
Finance has requested approval of the second annual arrangement under
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to SDR 29.9 million or 30 percent of quota. Uganda's second
disbursement under the SAF would become available upon Executive Board

................

l/ EBD/88/239 (8/23/88).



approval of the second annual arrangement under the SAF covering the
period July 1, 1988-June 30, 1989, The related memorandum on economic
policy appears as the annex to Appendix [ te this report.

The Ugandan authorities also requested approval for the release of
the second tranche of a World Bank Economic Recovery Credit, for which
the first tranche was approved and released on September 15, 1987. An
appraisal mission from the Bank visited Uganda in May, 1983, and the
second tranche was released on July 7, 1988.

Between 198! and 1984 the Fund approved three stand-by arrvangements
for Uganda totaling the equivalent of SDR 320 million, or 321.3 percent
of quota, plus a purchase under the compensatory financing facility
(CFF) equivalent to SDR 45 million, or 45.2 percent of quota. After
1984 Uganda made no further use of Fund resources until mid-1987, when
the Fund approved Uganda's request for arrangements under the SAF
totaling the equivalent of SDR 63.2 million (63.5 percent of quota),
including the first year disbursement thereunder for the equivalent of
SDR 19.9 million (20 percent of quota), plus a compensatory financing
facility purchase equivalent to SDR 25.0 million (25.l1 percent of
gquota}, on June 15, 1987. On February 5, 1988 the Fund approved
Uganda's request for a compensatory financing facility purchase
equivalent to SDR 24.8 million (24.9 percent of quota), bringing

Uganda's total drawings under the CFF to 50 percent of quota (Table 1}.

Over the past year Uganda has experienced difficulties in dis-
charging its financial obligations to the Fund on time, and the
Executive Board has been notified on four occasions that Uganda was
overdue on its financial obligations to the Fund. On August 1, 1988 a
complaint under Rule K-1 of the Fund's Rules and Regulations was issued,
at which time Uganda's arrears to the Fund were SDR 20.0 millicn. On
August 25, 1988 these arrears ware cleared, Uganda became current with
the Fund, and the complaint under Rule K-1 was withdrawn.

Uganda continues to avall itself of the transitional arrangements
of Article XIV. Summaries of Uganda's relations with the Fund and the

Werld Bank appear in Appendices T and II, respectively. OQOutstanding

statistical issues are described in Appendiz IIL. A summary of the
basic data for Uganda appears in Appendix IV

As of July 31, 1988, Uganda's outstanding use of Fund's general
resources, ilncluding overdue repurchases of SDR 13.5 million, totaled
SDR 158.4 million, of which SDR 49.8 million is under the compensatory
financing facility and SDR 108.6 million is under the enlarged access
policy. In addition, SDR 9.3 million is outstanding to the Trust Fund
and SDR 19.9 million to the Special Disbursement Account under the
structural adjustment facility.

When the Executive Board considered the staff report on the 1987
Article IV consultations and Uganda's request for a first year SAF




Table 1. !ganda: Fund Position Through June 1991

1988/39 1989/90 1990/91

Outstanding J—uTy-— Oct.—  Jan.- Aprii- July- Julw-
June 30, Sept. Dec. March June June June
1933 1833 1938 1989 1989 1990 1991

Transactions under tranche
policies (net)
Purchases
Repurchases
Arrears

Transactions under special
facilities (net)
Purchases
Repurchases

Structural ad justment
facility loans

Total outstanding
{end of perlod)
Tnder tranche policles
Under special facilities
Under structural adjust—
ment facilicy

Memorandum {tems:

Total Fund credit
outstanding
Under tranche policies
Under speclal facilitles

nder structural ad justment

faclllty

(In millions of SDRs)

108.6 -22.0  -16.7 8.6  -l4.l -36.3

— 2.0 I/ 167 86 14l %.3
49.8 - — — - --
19.9 29.9 — -- — 13.4
178.3 186.2  169.5 160.9  146.8 123.9
(108.6) (86.6) (69.9) (61.3) (47.2) (10.9)
(49.8) (49.8) (49.8) (49.8) (49.8) (49.8)

(19.9) (49.8) (49.8) (49.8) (49.8) (63.2)

(In percent of quota; end of period)

179.1 186.9 170.2  161.5 147 .4 124.4
(109.1) (86.9) (70.2) (6l.5) (47.5) (10.9)
{50.0) (50.0) (50.0) (50.0) (50.0) (50.0)
(20.0) (50.0) (50.0) (50.0) (50.0) (63.5)

97.4
(—)
(34.2)

{63.2)

97.8
(—)
(34.3)

(63.5)

Source: Treasurer's Department, Tnterantional Monetary Fund.

1/ TIncluding overdue repurchases of SDR 13.5 million.



arrangement on June 15, 1987, Executive Directors welcomed the wide-
ranging economic adjustment and rehabilitation program that the Ugandan
authorities had adopted to address long-standing structural issues.
Emphasis was placed on the need for Uganda to follow a flexible exchange
rate policy, to achieve budgetary targets, to monitor credit expansion
carefully and to adjust key interest rates if called for by price and
other developments. Directors recogntzed that the successful imple-
mentation of the program would call not only for increased export
receipts but also a resurgence of capital inflows and debt relief.

IT. Background and Recent Economic Developments

1. Background

The Ugandan economy has experienced profound difficulties over most
of the past two decades. Real GDP declined significantly during the
1970s and early 1980s, reflecting lax economic policies and the effects
of continuing military conflict and civil war. A short period of
economic revival occurred between mid-1982 and mid-1984, as an economic
ad justment program supported by Fund stand-by arrangements and World
Bank structural adjustment credits was being implemented. Adherence to

. . .
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growing civil unrest. The economic situation deteriorated sharply
during the following year, as civil war intensified and a new government
took power early in 1986,

The new Government faced a major task of economic relief and
rehabilitation. Civil war had devastated many of the major growing
areas, decimated the male population, created widespread homelessness,
and disrupted most social services. In addition, Uganda's road network
was badly damaged, with many highways largely impassable for commerce.
Urban areas were frequently short of foodstuffs, and with imported goods
also scarce, the annual inflation rate accelerated to more than 100
percent during the last half of 1985/86 (Table 2 and Chart 1).

During its first year in power the Goverument concentrated on
restoring order and providing relief to areas devastated by the civil
conflict, and thus it took time for the authorities to formulate a
comprehensive economic strategy. In 1986 the authorities experimented
briefly with a dual exchange rate system before unifying the exchange
rate for the Uganda shilling at the more appreciated of the rates,

U Sh 14 per dollar. Moreover, from early 1986 through mid-1987 the
budgetary policies were largely ad hoc, contributing to major overruns
in expenditure and a widening of the domestic budget deficit to the
equivalent of 4.8 percent of CDP., Domestic budgetary financing
increased sharply, and the broad money stock expanded by nearly 150 per-
cent between end-June 1986 and end-June 1987. Domestic inflation in
turn accelerated to an annual rate approaching 250 percent,
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UGARDA

SELECTED ECONOMIC INDICATORS, 1983/84--1988/89!
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Table 2,

Uganda: Selected Economic and Financial Indicatars,

1984/85- 1990/91
1984765  1989/30  L9kA/87 1987/38 1988/89 1989/90  1990/1991
Actual Actual Prel. Prog. Prod. Prog. Prog. Prog.
(Anmual percent charges, unless
otherwise lElﬂ.ﬂi)
National incoge and prices
GDF at comitant peices -3 -1 1 5 5 5 H] 5
Consumer prices (anmul average) 10 29 256 91 158 123 51 ¥
Consuzer prices (year-end over
year—end} L) 153 37 0 23 60 45 k¢l
Extermal sector (on the besis of
U.5. dollars)
Exports, f.o.b. 1 -1 1 B =21 B 13 14
Imports, c.l.E. [} -3 kv 12 22 u ] ]
Norroll imports, c.i.f. 14 1 r-.] 7 2 14 8 8
Brport vohue (coffee) U -18 20 -12 17 15 -5 7 1
Imprct volume {nonoil) 19 -12 18 8 1% ? 3 3
Tenes of trade (deterforation -) 1} 2 -11 4] -2 7 — 2
Nomdnal effective exchange rate
(depreciation -) ~&3 -3 . - -7 . .
Real effecrive exchange rate
{depreciation -) -15 - =79 . 82 -0 . .
Government budget 2/
Total reverme and grants 74 97 192 264 368 172 68 37
Total revere M 76 206 23 3/ 50 ¥ 143 3/ 9 47
Total eapendi bure 108 97 142 185 81 us -~ 63 *
Money and credit 4f
Dogestic credit 145 &7 107 9 199 % .
Goyve erament 7 31 8 -7 85 -1 .
Private sector 2 % k] 26 114 13
Muney and quasi-money (M2) 19 148 95 L] 23 68 50 3
Veloclty (GDP relative to M2) 10 9 16 16 7 14 14 14
Interest rate (anmal race,
one—year savings deposit} 22 15 3 35 28 .- .
(In percent of GDP} 3
Central govermment budget deflcit
Comd trent basis 6/ =5.2 4.5 -3.7 4.5 =37 -1.3 -1.1 -1.0
Cash basls - .7 4.5 -3.5 -4.8 -5.1 -2.8 -1.7 -1.5
Domestlc bank floancing 4.0 1.9 2.4 0.9 2.2 0.1 0.1 0.1
Foreign firarncing (nmet) 0.7 1.4 1.1 5.9 1/ 2.8 1.6 1.7 1.5
Current account deficic (-)
af surplug
[ncluding of ticial cransiers -0.5 1.1 -1.0 -3.8 4.0 ~4.b =4 -3.9
Exc loding officlal transfers -1.0 - -1.6 =5.2 6.0 -%9.0 -1.6 -6.3
(In percent of exports of goods and nonfactor services)
Current accosut def it
or surplus («)
Inchuding of ficlal transfers 4 -] =20 -1 -3 =51 =51 =4b
B lidlng officlal transters -9 - =10 ~42 50 - a7 =72
External debt, Lncluding arrears
T bd ingg v of Fund credie 293 08 26 05 40 457 423 76
Exc ludlng use of Fund credit 2 243 3 %5 (1) 405 385 349
Debt serviee ratio 8/
Including the Fund 47 52 Y% 42 8/ 54 48 % 27
Excluding the Fund 24 22 27 9 8/ 2 5 0 18
(In milliors of U.5. dollars)
Owerall balance of payments
surplus or defclt (-) b)) 24 =71 23 53 ¥ -36 2/ 471 9f
External payments arrears (at -
end ot perind) 53 T4 113 X 150 1) 60 -
Gruss reserves (end of period) [:}} b4 1l %5 15 55 75 95

Sources:

1/ Based un shipments.
¥/ Fiscal year (July-June).

¥/ Excluding currency reform levy.
4/ In percent of money slock af Ihe tegdondng of the period.
5/ The foliowing ratios should be treated with caution owing to the rentaclw nature of the GIP entimates,

5/ Includes grants.

zi Inchading pmgrammad tigure for debt relli|.
B/ After reschedoling; for 1988/83-19%0/91, .- '3 rescheduling with bllateral credicors on sam: terma as 1967/86.
9/ Before supplemntary lowns to cover fiman Ing gaps.

Data provided by the Ugandan authoritles; and staff estloares.

For 1988789, bawed on budger estlmates.



In the external sector, the sharp decline in real producer prices
depressed the volume of marketed export goods, while continuing domestic
transport problems and frequent disruptions of external transport routes
inhibited coffee shipments, resulting in lower export earnings. In
addition, external assistance remained scarce, influenced in large part
by uncertainties about the direction of policies. Accordingly, the
provision of foreign exchange for imports through the official foreign
exchange market was tightly constrained, and there was a 50 percent
increase 1n external arrears. With rapid inflation, the official
exchange rate became increasingly overvalued, and the divergence between
the offictal rate and that in the parallel market widened sharply.
Against this background the authorities formulated a comprehensive
program for economic adjustment and rehabilitation, which was reflected
in a three-year economic and financial policy framework and the specific
macroeconomic and structural adjustment program for the 1987/88 fiscal
year.

2., The 1987/88 SAF program

Uganda's 1987/88 economic program included a wide range of policy
measures encompassing the exchange and trade system, the monetary
sector, producer pricing, the government budget, parastatal reforms, and
public sector administration. 1/ Major objectives of the program
included an increase in real CDP of 5 percent, a decline in the
inflation rate to 30 percent, and a substantial strengthening of the
balance of payments through higher exports, increased donor asstistance
and debt restructuring. On May 15, 1987 the Government devalued the
Uganda shilling by 77 per cent to U 8h 60 per U.S5. dollar, in
conjunction with a major reform of the natiocnal currency and the
imposition of a 30 percent conversion tax on all outstanding currency
and bank deposits. Moreover, the authoritlies agreed to institute an
open general licensing (OGL) system for selected industrial firms and
commodities as a first step toward liberalizing Uganda's cumbersome
foreign exchange allocation system, and to begin extending the coverage
of the OCL system on a quarterly basis during 1988, Substantial
increases in producer prices were announced, including a 182 percent
rise in the critical price of coffee to U Sh 24 per kilogram. In
addition, petroleum prices were increased to reflect all landed and
distribution costs, plus a margin for required government revenue.

In the fiscal sector, the authorities decided on a budget for
1987/88 that would exert a significant contractionary influence on
monetary expansion, Even though the program allowad for a virtual
doubling of current expenditure and a quadrupling of development
expenditure, total revenue and grants were projected to show a more than
threefold increase, while a very large rise in net foreign financing was
expected. As a result, it was envisaged that net bank credit to

1/ For a detailed description of the 1987/88 program, see EBS/87/110
(5/22/87).




government would fall by almost U Sh 2 billion, close to one—quarter of
the money stock at start of the fiscal year. There were also plans to
prepare for a broadening of the revenue base following a study of import
duties and the domestic tax system. Furthermore, the authorities agreed
to institute a number of important structural policies, including
reforms in tax administration, budget formulation, and expenditure
control; measures to dispose of long-standing expropriated properties
and improve the efficiency of parastatal enterprises; and programs to
increage the productivity of the civil service, including a census of

government employees and measures to reduce the number of temporary
workers.

In suppeort of this program the Fund approved a three-year SAF
arrangement and the first annual arrangement thereunder on June 15,
1987, together with a requested CFF purchase for the equivalent of
SDR 25 million (25.1 percent of quota). The World Bank subsequently
approved a Structural Adjustment Credit totaling US$105 million,
including anticipated cofinancing. Other donors also responded
favorably to the Ugandan program at a Consultative Meeting organized by
the Bank in early June 1987. In additien, in late June 1987 the Paris
Club agreed to a comprehensive rescheduling of Uganda's current debt
service obligations and outstanding external arrears.

3. Performance under the program and recent economic developments

Performance under the 1987/88 program was mixed. There were signs
of recovery in some key productive sectors but serious slippages
occurred in the implementation of financial policies and structural
reforms.

Real output increased by 3 percent during calendar year 1987,
reflecting improved production in agriculture and the manufacturing
sector. Moreover, during the first half of 1988 production increased
significantly at a number of establishments included in the OCL system,
as the supply of imported inputs and spare parts improved. An important
beginning was made in rehabilitating the domestic road and transport
system, and negotiations were concluded with Kenya and Tanzania to
secure more reliable transport for foreign trade. Afrer mid-year the
domestic security situation also improved, allowing the progressive
reassimilation of important agricultural areas in the northern and
eastern pdarts of the cguntry.

There was much less progress in achieving the program's stabili-
zation objectives. Although domestic prices fell in June 1987 and
remained low during the next two months, they then accelerated rapidly
and in May 1988 exceeded the May 1987 level by 152 percent. A variety
of exogenous factors contributed to this result, including unanticipated
external sector problems that led to shortages of imported consumer
goods and a temporary closure of the Kenyan border in December 1987.
Domestic policy slippages were, however, chiefly responsible for the
persistence of strong inflationary pressures. Budgetary expenditure



targets were missed by a wide margin, with the overrun being almost
entirely attributable to current expenditure and a reduction in
arrears. With external financing falling short of program estimates,
the targeted reduction in net bank credit was not realized and instead
government reliance on bank credit increased by U Sh 7.5 billion,
equivalent to 82 percent of opening money stock {see Table 3). Credit
to the private sector, as a percentage of opening broad money stock,
which had been expected to increase by the equivalent of 33 percent,
rose tn fact by 114 percent with the stimuli being provided by
agricultural and trade-related credit. In this connection, early in the
fiscal year the Bank of Upganda reduced interest rates from levels that
were already highly negative in real terms and adopted a passive credit
stance. l/ Furthermore, the contractionary effect of the May 1987
currency levy on private sector liquidity was partly offset by a large-
scale reduction in Treasury bill holdings by the nonbank public shortly
thereafter. Accordingly, the benchmark on net domestic credit was
exceeded by a very large amount, and broad money increased by 231 per-
cent rather than the targeted 40 percent. By the end of the fiscal
year, the banking system was becoming increasingly illiquid in the face
of rapid loan expansion and the growing reluctance of the public to hold
deposits at the current rates of interest.

In the external sector, unanticipated declines in world coffee
prices and the imposition of export quotas by the International Coffee
Organization severely reduced export receipts. Moreover, although the
June 1987 Consultative Group meeting had led to larger-than-expacted
pledges of external assistance, actual disbursements were slow in
arriving, and nonreschedulable debt service obligations proved larger
than anticipated. Total debt service obligations, after rescheduling,
amounted to 54 percent of receipts from exports of goods and nonfactor
services. In addition, there were administrative delays in allocating
foreign assistance for available import support. Furthermore, Uganda's
imports grew more rapidly than expected. largely because of internal
security requirements and the hosting of the annual meeting of the Heads
of State of the Preferential Trading Area countries in November 1987,
In addition, there were administrative delays in allocating the foreign
assistance available under the import support programs. Forelgn
exchange inflows were further constrained by substantial deliveries of
coffee exports under barter arrangements, apparent lags in the remit-
tance of coffee receipts through the banking system, and the continued
stagnation of noncoffee exports.

In the cirvcumstances, the Bank of Uganda felt compelled to make
sizable forward sales of coffee and provided virtually no official
foreign exchange resources for imports of consumer goods. Even so, new
external arrears estimated at over US§100 million were accumulated, more
than offsetting the reduction secured through debt rescheduling.

1/ Deposit rates were reduced from a range of 10-35 percent to 7-22
percent, while lending rates were set at 25-30 percent.




Table 3. Uganda: Performance Versus the
1987/88 SAF Arrangement Benchmarks

1987 1988
Sept. Dec. March June
Prog. Act. Prog. Act. Prog. Act. Prog. Est.

{In millions of Uganda shillings}

T. Quantitative benchmerks

Cumslative charge at end of
pericd in
Net domestie credit 245 37 490 3,492 735 11,898 930 17,568
Net bank credit to Goverment -500 -1,781 -1,00 -1,107 -1,460 4,458 -1,910 7,508

(In billions of Uganda shillings)

Overall budget deficit
on a comitment basis

(inchudlng grants) -9.27 -11.9
Tax revenue 4.80 8.50 9.45 12.50 14.05 16.79 20.78
Current expenditure 14,16 24,75

(In m1llions of U.S. dollars)
Cumilative change at end
of period in new nonconcessional
borrawing (1-15 years' maturity) 3.0 3.0 3.0 1.0
(In millions of U.S. dollars;
end of Eriod)
Gross forelgn reserves 32.5 23.8 40.0 41.9 47.5 43,2 55.0 34.5
Net foreign assets of Bank
of Uganda =208.6 -241.3 -194.4 -215.2 -180.3 -242.0 -l66.1 -224.3
New arrears — - 39.1 — — 101.8
TI. Policy benchmarks Target Actuat
1. OGL system Introduction ard Introduction in
quarterly enlargements Jamnuary 1988
with quantitative limits
for eligible fims;
mt enlarged
2. Budgetary expenditure Int roduction Done, but on ad hoc basis
mmitoring of new system
3. Civil service reform Census to be performed Census taken but no
and streamlining begun cuts In group employees.

for group employees

Scarces:  EBS/87/110 (SAF benclmarks): data provided tv the Ugandan authorities; and staff estimates (end-hme 1988
data).
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Foreign exchange reserves increased slightly, as a result of some build-
up of balances of import support funds from donors. Owing primarily to
an expansion of project-related and other donor-financed imports, the

current account deficit widened to an estimated US$205 million (4.0 per-

cent of GDP)} in 1987/88, compared with US%82 million {1.0 percent of
GDP) in 1986/87.

No adjustment was made in the official exchange rate in 1987/88, so
that the real effective exchange rate appreciated sharply (Chart 2),. l/
The exchange rate on the parallel market, which had apprectiated to
U Sh 110 per U.S. dollar in June 1987, subsequently depreciated to about
U Sh 425 per U.S. dollar at end-June 1988, Because most consumer goods
and many industrial inputs are imported at the parallel market rate,
this depreciation was quickly reflected in the domestic price level. In
addition, the OGL system did not begin operating until January 1988. In
view of the limited amount of resources available for the OGL system at
that time, it was necessary to establish ceilings on the amounts
available to individual firms through the system. Since then the
original coverage has remained unchanged.

III. The Program for 1988/89 and the Medium Term

i. Summary of the medium—term policy framework

Building on the experience of 1987/88, the Government has revised
its economic adjustment and rehabilitation program and extended it tao
cover the period 1988/89-1990/91. The revised program aims at
continuing the economic recovery begun in 1987/88 and securing a more
stable macroeconomic environment through the reduction in financial
imbalances and inflationary pressures and the implementation of supply-
side measures designed to increase output. Promoting export diver-
sification is a prime objective, as is the elimination of structural
bottlenecks through further improvements in infrastructure, the
marketing system, public sector management, the foreign exchange

1/ The recent evolution of the real effective exchange rate for the
Ugandan shilling as measured by the standard index developed in con-
nection with the information notice system, is set out in Chart 2,

Based on this index, as of June 1987 (the last date for which INS
calculations are available) the shilling appreciated by more than

10 percent in real effective terms since the last occasion on which
Uganda's exchange rate developments were brought to the attention of the
Executive Board, in an information notice issued on December 17, 1987.
The real effective appreciation is estimated to have amounted to 84 per-
cent. However, staff estimates indicate that the real effective
exchange rate has depreciated by 20 percent between December 1987 and
July 1988, reflecting the July 1, 1988 depreciation of the shilling.
Since exchange rate developments are discussed in this paper, no
separate information notice is being issued at this time.
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allocation system, and the availability of inputs for agricultural
production.

In quantitative terms the program aims at achieving an annual
increase in real GDP of 5 percent during 1988/89-1990/91, entailing an
annual increase in real GDP per capita of about 2 percent. The annual
rate of inflation, measured by the change in consumer prices, is
targeted to decline from more than 150 percent during 1987/88 (May to
May) to about 30 percent in 1990/91. The overall fiscal deficit on a
commitment basis would decrease from the equivalent of about 3.7 percent
of GDP in 1987/88 te 1.0 percent of GDP at the end of the program
period. For 1988/89, this would permit a substantial reduction in net
bank credit to government because of the expected large net inflows of
foreign budgetary financing, and the accumulation of domestic counter-
part funds earmarked for clearing external arrears. In the external
sector, the current account deficit would initially rise from 4.0 per-
cent of GDP in 1987/88 to about 4.6 percent of GDP in 1988/89,
reflecting a high level of externally-financed imports and the relative
change in the domestic currency valuation of external transactions
brought about by the July l, 1988 exchange rate depreciation. It 1is
anticipated that the deficit would rise further in 1989/90, because of a
projected reduction in official transfers, but thereatter it is
projected to decline to the equivalent of about 3.9 percent of GDP in
1990/91 and 3.6 percent in 1391/92. By end-1990/91 external arrears
would have been eliminated, and external reserves would increase to the
equivalent of nearly two months' imports.

To attain these objectives specific measures are being taken in the
following areas: (a) external policies, including exchange rate policy
and foreign exchange allocation; (b) pricing and marketing policies}

(c) specific sectoral policies for agriculture, industry, trans-
portation, the energy sector, and parastatal reform; (d4) budget planning
and public administration; {(e) monetary and credit policies; (e) other
structural policies} and (f) program monitoring. The details and timing
of policy measures for the entire three year period are presented in the
policy framework paper for 1988/89-1990/91 (EBS/88/239). The program
for the first year of this period (July 1988-June 1989) is described
below.

2. The program for 1988/89

a. External policies

In the external sector, a key objective of the 1988/89 program is
to strengthen the balance of pavments through export promotion and
diversification (Table 4). Accordingly, on July 1, 1933, the exchange
rate of the Upanda shilling was depreciated by 60 percent in foreign
currency terms to U Sh 150 per U.S. dollar, a rate that restored the
real effective exchange rate to about the level achieved by the May 1987



Table 4. Uganda: Summary of the 1988/89 Program

Targets
Real GDP growth (in percent) 5.0
Inflation rate (year-end over year-end in percent) 60.0
Current accouat deficit (in percent of GDP) 4.6
Tncrease in grouss reserves of the Bank of Uganda

(end-period in million USS) 20.0
Reduction in non-Fund external arrears (end-pariod,

in million USS) 10.0

1. Externgihgglig}SE

a. Exchange rate policy

Initial 60 percent depreciatlion of Uganda shilllng to U Sh 150 per
i.8. dollar, to be followad by reviews at ledast quarterly that will
avoid any apprecilation {n the real effective exchange rate from the July
L, 1988 level.

¥

b. Liberalization of exchange and trade system

P i PSPPSR

As foreign exchange avallabllity improves, expansion of open
general licensing (NGL) system to include additional sectors, including
agricultural inputs.

c. Other External Sector Policies

Temporary widening of the current account deficit from 4.0 percent
nf GDP in 1987/88 to 4.6 percent in 1988/89, reflecting much higher
externally-financed lmports. TIncrease in gross reserves of 15520
million and reduction in non-Fund external arrears of USS1d million.
Nonconcessional external horrcowing Limited to US$10 million. Progress
toward achieving a viable balance of payments.

2. Budgetary policles

Significant reduction of budget deficit on a conmitment basis and
accumulation of domestic depoasits to repay external arcears, to achieve
a minimgm 7 Sh 5 billion reduction in net hank credit to Government.

Substantidal (acrease in revenue and grants reflecting the impact of
axchange rate adjustment on export and cusroms ravenues, higher deposits
toward corporate tax liab{lities, increased petroleum duties and sales
volume, and higher fees for drivers permits, road taxes, import com-
misslons, and tax-related flpnes and interest.
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Table ¢

- Hganda: Summary of the 1988/89 Program (cont lnued)

Reduations in expenditure from a 30 pereent cut in group employees,
disengagement of goverament ministries from the import and discribution
of agricultural and veterinary items, establishaent of a3 cantral
supplies directorate to reduce procurement costs, cutbhs oun travel by
povernwnl eaplovees, and restrictions on construction of new goverament
ousing, ranovation af goverament offices, and purchases of vehicles,
of Floe furaitare, and equipment.

iaplementation of study of customs duties and domestic taxation, to
vield proposals for hroadeaing ind rationalizing the rax hises in time
for the 1989/90 budget.

3. Public sector structural measures

With World Bank assistance, commencement of work on an autnmated
systeam of information exchange covering the income tax, customs and
excise, and revenue departments, scheduled for completion by end-1939.

Sxtension of the civil service review begun in 1987/83 to remainder
of Central Novernment and pursuit of a cautious general recraltment
poliecy. Preparation by end-1988 uf 2 proposal for streamlining and
controlling the recruitment of gnvernment emplayees, incorporating the
39 percent reduction planned for 19238/89.

Agreement with the World Bank on size and content of public
lnvesta=al program {or 1333/89-1999/91, with subsequent revlew covering
1989/90-1991/92 be held early in 1939,

Contingation of nublic enterprise divestiture and rehabilitacion
program, including strengthening the Jganda Developnent Corporation's
ability to rehabilitate enterprises In its partfolio and selection of
£=n spacific eaterprises for didgnestic study.  Establishment of an
Aaiedit corparation to omonitor Financial acrivities of public enterprises.

4. Monelary and credit policy

Tncrease in net domestic oredit Limited o 1P Sh 8.6 billion,
consistent with the progran's growth and inflacion objectives, which
altlows a1 virtgql douhling of ceredit to the private secror after
aceount ing lor the targeted U Sh 9 billion reduction in net bank credfit
to government. Pursuit of an active monetary polley, with regular
monitoring of develoomenls vl B ase of aonelary aad ceadin
{astrunents.  Broad money to e<pand by 08 poereeal.

Tnitial inecrease in iakterast rates of 0 percentage poinks, with
rates to he kept ander reviow [n Tight of inflationary trenlds, to
iviency in credit allocatcion.

eacaurigs aarings and lmprove eff




Table 4. tganda: Summary of the 1983/89 Program (concluded)

5. Monebary sector stracturdal measures
Review of existing and alternitive instruments for monetary and
credit control, to b2 completed by end-1983.

Study of the adequacy of the commercial banking system's capital
hase, manazerial aad accounting practices, and provisions for bank
suparyvision and regulation, with the aim of establishing new supervisory
and ragualating proc=dures by end-June 1989.

Extension uwf current programs to streagthen the finangial
accountabilley of agricultaral cooperative anions, and ceview oF on-
tending operations of the Coffee Marketing RBoard. Praparatfon of an
Agricultural Credit Strategy Paper to review recent trends In noucrop
Finances-related agricultural credit and study mechanisms for
rationalizing crop financing, particularly Tor expurt crops.

&. Pricing poulicies

As supply constraints eas2, ralaxation of teamporary price controls
on ltems ather than petroleum products, public utility tariffs, and
producer nrices for key crups. Continuation of current strategy of
adjusting petroleuam prices to reflect averall landed and distribution
costs, plus required duties. Perilodic adjustment of public utility
tariffs to reflect prevailing fnreign and domestic costs.

Maintenance of Lncentives for agricaloural production thruugh
twice-yearly announcetents of producer prices, after consultation with
the World Bank. Tnitial 107 percent Increase in (kiboko) robusta coffee
price to I Sh 5 per kilugram wlth comparable or largec increases for
tea, cotbtton, and other leading crops.

7. Prugram monitoring and donor coordination

Establisiment of interministerial Monitoring Comaittee to caview
cconomic developments and report monthly to Hinister of Finance for
appropriate action. Destiunation of Economic Analysls Unit in the
Ministry of Flaoance to prepare monthly reports on economic activity and
progran bmplenentacion for the Monitoring Comnitte=s. Strengthening of
the doaor coordination unlt in the Ministry of Planning to track
devalopment evpenditure and liaise with donors on develapment projects
Al the nahlia favestment progran.

Source:  Mumorandun of fnderscanding on Boonomice Policy (Annex I).




depreciation and that provided scope for an improvement in incentives
for the production of coffee and other export crops. The authorities
will review this rate at least quarterly, taking inteo account the
effects on production in agriculture and industry, the budget,
inflation, and social welfare. The thrust of these reviews will be to
prevent any real appreciation of the Uganda shilling from the July 1,
1988 level.

To further strengthen Uganda's foreign exchange positicn, the
authorities intend to increase external reserves by US$20 million during
1988/89 and to reduce external arrears through debt rescheduling by an
estimated US$10 million., 1/ TIn addition, the authorities will work te
reinforce the OCL system established in late 1987. Given the wide
internal and external disequilibria and constraints on the availability
of foreign exchange, the authorities will place primary emphasis on
meeting the needs of currently eligible firms. Early in 1988/89 the
administrative procedures for the processing of applications under the
OCL system will be streamlined so as to permit requests for eligible
transactions to be met expeditiously, and the system's coverage will be
expanded as soon as feasible to include some agricultural inputs.
Subsequently, as the availability of foreign exchange permits, the
coverage of the system will be extended with the objective of including
all industrial and agricultural inputs, basic necessities, and incentive
goods by end-June 1991.

Measures to strengthen the balance of payments and improve growth
prospects are also being taken or planned in the areas of import duties,
export marketing, producer pricing, and transportation, as described
below.

b. Fiscal policies

A major reduction in the fiscal defiecit and improvements in public
sector management are cornerstones of the 1988/89 adjustment program.
The overall budget deficit for 1988/89, measured on a commitment basis,
is projected at U Sh 9.8 billion, equivalent to 1.3 percent of GDP,
compared with an estimated 3.7 percent of GDP during 1987/88
(Table 5). Total revenue and grants are projected at U Sh 81.7 billion,
equivalent to 10.8 percent of CDP, with tax revenue accounting for
U Sh 50.3 billion. Total expenditure is budgeted at U Sh 91.5 billion,
equivalent to 12.1 percent of CDP, comprising current expenditure of U
$h 50.1 billion and development expenditure of U Sh 41.4 billion.

The budger provides for revenue-boosting measures. New receipts of
U Sh 3 billion are projected from a 400 percent rise in deposits

1/ The balance of payments projections for 1988/89 show a reduction
in arrears of US$30 million, including nearly US$20 million of overdue
obligations to the Fund as of June 30, 1983.




Takle 5. Hpandys Sawmary of Central Savernment
Oreratlops, 198 3/44-19A7 /8%

LIRT/R4 IRERVER 1985/Hn 1984 /87 19R7 /BB 19R1 89
Fisral Year Ending June 30 Prav, Frag. Est. Budgit

fIn bIlll.ua nt g inda Shilllinge)

Fuvenne and grants 0.7 1.0 3.3% .41 22.00 an. oY gr.7
Revenae a.93 1.62 TR 5.B7 19.18 T5.A7 550k
Tax 087 1.4 L Tohe 16.79 70.78 50,0
Af which: coffee (.ald (0.94) (1. AM tr.nn) {10.89 (5.55) (1R .20
Hontax 0, 0OR a.m 0,08 .21 .39 .m KL
Currency reflorm levy - - - - n.79 -- 2.n0 --
Grants a.0% 1.OR .50 0.56 2.83 5 bt
Taral expenditute 1/ 2.40 4,12 11.43 31.28 9] .54
Current expendlture 1.57 1.52 7,29 la, 16 N E
Wages and salarfag Y 0. 54 1.1% A%
Intaresr 2/ 3¢ 026 n.38 .51 G.47
nrher 0,87 a4 4% A2 10,18
Deve bapment 47 n. 1l n.1% 1.0 AL 17.11 17,10 al.41
Externally supporred -
capiral owurlays i} ool 1.2 414 . 12.05 SR
External (0. 10 {0, 5N (2.2n {...) (9.55%) 1I0.68)
Domestic rounterpart [EARAEY ] m, T f1.84y (.. P Te R Ll.als
Other capftal ouclavs - - -— -- - - ) 8,29
Unallazated expendituras h/ 0.1 U, 48 -- — - — --
Overall defieft (ecommitment basis) ~i. 1K -0.10 -1.37 -4.0R -9.27 ~11.96 -2.R1
Changes In wxpenditure-related
arrears (reducetlon -) 7/ -.0R 0,0n - - n.1% -0.h3 =4.49 -11.2R
Overall cash deficit -2k -1, hi M -1.87 -9.40 ~lh.45% -2l
Tutal financicg .26 Q. k4 1.17 3.87 2,190 16.45 1.l
Forelgn filnancing {net) 0.0} 0.1 0,63 1.19 N g.22 25.01
Drawings (0. 18) [CEN] (1.14) (1.75) 112.25) {9.3%) 13,47
Amartlzatlan (=) (-, 1%) (-0.39) (-n.70} {n.56) (-%.81) {-4.78} (-10.50)
Principal due () (... [ (-n_AY%) (...} {-4.21"1 (~4.76) { )
Change in arreara on
princlipal {reductfinn =) (... (...} n.11) {...) {-5.60) (...} S
Moraterium interest (-3 --) --) (--1 (--) (... (0.6 (...
Debt ralief == (--) (- (--) (8.47) (5.24) (2.0
Domestie flnancing .02 n.s4 .94 2.n8 -0l 7.2 -4.5%0
Bank 8/ (-0.n1) (0.56) (n.any (1.08) (-1.91) (751 {-5.00) R/
Nunbank (.o (-0.02) (0.37) (-0.30) (n.90) {(0.28) {n.sn)
Memcrandum ftems:
CDF at current market prices L 13.55 .41 L s) 2035 AR 329,61 754,27
(In percent of GDP}
Revenue and grants 14.0 12.3 1.0 5.8 4.1 9.2 10.4
Tix revenue 12.5 1.8 8.2 5.1 ! hoh [
Tat 1l expendlture 16.4 17.7 15.% 10,4 15.2 12.9 1.1
Current expenditure 9/ 4.9 1%.1 11.5 6.6 6.9 b n.k
Develupnent expenditure 1.B L 4,0 1.8 4.1 5.3 5.9
Overzll deficlt
{commitment basis) =14 -5.2 ~3.h -1.7 -4.3 -7 =13
teash bastal - 1.R -4 =4 -3 -a.k =51 XA

Sources:  Dara supplfed b the Tgandan aurhartt (e<; and araff estimates,

L/ On 1 cuommitment basis.

T/ Includes IMF charges, which have been (ectiasified 33 domestlc payments to the Rank of Ugands for enward paymenta in
farelgn curcency ta the Fund.

Y/ Includes maratorium Lnterest pavaents far (987782,

4/ Loral eapital sutlays are matnly self-help achemes and rrojecte for recanstructlon and malntenance <f asasets in 1.l
areas financed sclelv from domescle resources.  Caplftal suclays are, {n rontrast, large prodecra flpanced from hath cxrarnal
and domestlc sources.

5/ Inclndes lending, mainly to parasratals.

Ry tuc ludes changes fn the balanee ol the Treasory Haln Clearancs Acesont (exclodtng 1MF charges), ather goeeromon

aunts with Bank of Uganda, and chocks sararanding; decleod readdoally. .

7/ Apart from fmall payments of domgarte arrears in 1986080 anpd 13A7/8B, this frem relates exclucively to changes o

external arrears of Inrerest or principal.

&/ Excludes antfcipated tnerease of 1T S 3.0 b1 en An w crument depusits at Bank of Uganda held In reserve toward the
[‘.1;ml'v|t of wxterpal arrears.

9/ Including unallavated expendliure,



requlired toward corporate lncome tax liabilities, an extension of
deposit requirements to new industries, and lncreases 1n tax-related
fines and interest charges. A further gain of U Sh 1,2 billion is
projected from large increases in retall petroleum prices and an
anticipated rise in rthe volume of petroleum sales. The commercial
transactions levy has been extended to most urban restaurants and eating
places, for a projected revenue gain of U 5h 0.2 billion. In addition,
the commission on imports has been doubled to | percent, and fees for
rcad and drivers' permits have increased, for a projected gain of

U Sh 0.4 billion. Also boosting revenues is the large increase in the
domestic currency value of coffee exports, only part ot which will be
offset through higher producer prices and anticipated increases 1in
intermediate costs. At a constant exchange rate of U Sh 150 per U.S.
dollar, the authorities project coffee receipts at U Sh 18.9 billion,
about three times the estimated revenue from coffee during 1987/88.

On the expenditure side of the budget, the autnorities have
implemented a number of measures to reduce ocutlays. These include a
30 parcent decrease in the number of temporary group employees; a
decision to eliminate certailn ministries from itmperting and distributing
agricultural and veterinary items, estimated to save U Sh 6 billion; the
establishment of a Central Supplies Directorate to help centralize
government purchases, for a projected saving of U Sh 1 billion yearly;
curbs on travel by government employees; and restraints on purchases of
vehicles and other equipment, the construction of housing, and the
renovation of government offices. Nevertheless, current expenditure is
budgeted at double rLhe 1987/88 level. This largely reflects the sharp
rise in domesLic costs and prices over the past year and the anticipated
effect of the July 1, 1983 devaluation. It also reflects the decision
to increase civil service salaries by 120 percent as a partial offset to
the erosion of real wages experienced in 1987/88. Where capital
expenditures are concerned, the Covernment has agreed with the Werld
Bank on the size and context of i1ts public investment program for the
period 1988/89-1990/91. Within this framework, domestically firanced
development expenditure for 1988/89 has been budgeted to increase only
slightly from the projecred level for 1987/88.

The budget alsc provides domestic resources of U Sh 11.3 billion
for the clearance of external payments arrears, thereby raising the
gverall deficit on a cash basis to U Sh 21,1 billion, which will be more
than covered by external financing of U Sh 25.6 billion. Taking this
factor inte account and also the budgerary provision for a reduction of
U Sh 1 billion in Wavs and Means Adwances (i.e., short~term central bank
accommodation)}, the program envisages a reduction of at least
U Sh 5 billien in the Government's indebtedness to the banking system.

In additiaon to the above measures, the Government is undertaking a
range of administrative measures designed to strengthen budget
formulation and monitoring, revenue collection, and expenditure
control. During the preparation of the 1988/89 budget important steps
were taken to computerize major elements of the budgetary process, to




permit more careful reviews of ministerial requests and allow for better .
budget monitoring during the year. On the revenue side, the Government
intends to conduct a comprehensive review of customs tariffs and the tax
system, with a view toward broadening the tax base (and ultimately
reducing the present overwhelming reliance on coffee export duties) and
rationalizing the system of import duties., This review was oripinally
planned for 1987/88, but discussions with the World Bank to identify a
team of experts proved lengthy. Recommendations are now to be available
for incorporation in the budget for 1989/90. In addition, with World
Bank support, the Government 1s to put in place an automated system of
information exchange among the income tax, customs and excise, and
inland revenue departments, particularly regarding import, with
implementation targeted for end-1989. On the expenditure side of the
budget, the review of the civil service begun in 1987/88 is being
extended to the rest of the Central Government, to permit a
rationalization of employment while identifying staffing and training
needs. While this project is underway, the Government will follow a
cautious recruitment policy. In addition, by end-1988, the Government
will prepare a proposal for streamlining and controlling the recruitment
of temporary employees, to supplement the 30 percent reduction
programmed for 1988/89.

The Government is continuing its program of public enterprise
divestiture and rehabilitation and is strengthening the capacity of the
Uganda Development Corporation (UDC) to rehabilitate those enterprises
remaining in the portfolio. The Government has also selected ten
specific public sector enterprises for diagnostic study and is
establishing an audit corporation to monitor parastatal enterprises.

c. Monetary and credit policies

Ta further its objective of reducing inflation and promoting a more
stable economic environment, the Government is committed to pursuing a
prudent monetary and credit policy aimed at curbing overall credit
expansion while providing sufficient financing for productive
activities, In addition to restraining net bank credit to Government,
the Bank of Uganda is pledged to limit the expansion of credit to the
nongovernment sector to levels consistent with the program's overall
target of a 29 percent rise in net domestic credit during 1988/89
{Table 6). Private credit is expected to rise in line with the enhanced
availability of externally-financed imports, increased producer prices
and a further recovery in overall economic activity. Occurring at a
time when government operations are programmed to exert a contractionary
monetary impact, the ability of the commercial banks to meet these
credit needs will be severely constrained. Already the commercial banks
face an extremely tight liquidity position, and the authorities have
moved to encourage savings and attract funds into the banking system.

On July 1, 1988 interest rates were increased by 10 percentage points

across the board. This entailed setting rates on short-term lending at

40 percent, and in the range of 28-32 percent for deposits. The mission

argued for a significantly larger increase, or preferably the decontrol .




Table 6. Uganda: Monetary Survey, June 1984—June 1989

(In billions of Upanda shillings; end of period)

1984 1985 1986 1987 1988 1989
June June June June Dec. June June
Proj. Proj.
Net forelgn assets -0.80 -1.32 -2.4] -13.48 -11.45 -12.09 -31.88
Bank of Uganda -0.88 -1.39 -2.68 ~13.92 -12.91 -13.46 -36.86
Of which:
Use of Fund credit (-1.17) (-1.73) (-3.53) {-15.13) (~-15.43) (-13.72) (-44.38)
Commercial banks 0.08 0.08 0.2 0.44 1.46 1.37 4,98
Domestic credit 0.85 1.95 3.44 8.27 11.76 25.84 34.43
Claims on Goverrmetn (net) 0.42 0.97 1.54 462 3.51 2.3 7.3
Claims on rest of economy 1/ 0.43 0.98 1.90 3.65 8.25 13.71 27.31
Of which: crop finance (0.21) (0.52) (1.13) (1.52) (3.7 (4.83) (eod)
Broad mney 0.76 1.82 4.51 8.82 18.54 29.21 49,00
Money 0.62 1.57 3.92 7.8 16.52
Quasi-money 0.14 0.25 0.59 1.02 2.01
Other items (net) ~0.71 -1.18 -3.78 -14.03 -18.23 -15.46 46,53
of which:
Currency revaluation {(-0.64) (-1.36) (-3.37) (-14.06) (-14.06) (-14.06) (-45.14)

Source: Data provided by the authorities; and staff estimates.

1/ Including parastatals.



of interest rates, but the authorities were concerned that these actions
could jeopardize the reconstruction and recovery effort. They agreed,
however, to keep these rates under review in light of the trend of
inflation and the objectives of increasing savings and improving the
efficiency of credit allocation. In addition, the Bank of Uganda has
been closely monitoring monetary and credit developments and is
committed to pursuing an active monetary and credit policy. To
strengthen 1ts ability to conduct monetary policy, the Bank of Uganda is
also reviewing the existing instruments for monetary and credit control
and will examine alternative credit control measures by end-1988.

In response to the large variance in loan to deposit ratios among
Uganda's commercial banks and the substantial rise in private sector
credit during 1987/88, the Government is undertaking a major study of
the commercial banking system, to assess the adequacy of the capital
base, managerial, and accounting practices, and the provisions for bank
supervision and regulation. This study is scheduled for completion
early 1n 1989, to enable the implementation of new supervisory and
regulatory procedures by end-June 1989. In addition, the Government is
undertaking several measures to strengthen and rationalize credit to the
agricultural sector. These include the expansion of the the current
program to strengthen the financial accountability of the cooperative
unions, and a review of the on-lending operations of the Coffee
Marketing Board to ensure their consistency with overall credit targets
and with a rationalization of credit to the agricultural sector. In
collaboration with the World Bank, the Government 1is alsc preparing an
Agricultural Credit Strategy Paper to help develop a more comprehensive
framework for agricultural credit operations. This study will include a
review of trends in agricultural credit apart from crop financing, and
an examination of various measures available for restraining and
rationalizing credit among the various parties involved in the
production and marketing of export crops.

d. Pricing and marketing policies

The Government is committed to the principle of allowing domestic
prices to be determined by market forces. Exceptions to this principle
are petroleum products, public utility tariffs, and producer prices for
certain export and food crops, for which prices have traditionally been
regulated. Controls also apply to a few other products, primarily beer,
ciparettes, soft drinks and soap, which will be eased as supply con-
straints such as production capacity become less intense. Regarding
petroleum products, the Government 1s continuing its policy of having
prices reflect overall landed and distribution costs, plus a duty
element to mobilize government revenue. On this basis petroleum prices
were increased by amounts ranging from 84 percent to 185 percent on
July 1, 1988, and prices will be adjusted regularly to reflect charges
in foreign and domestic costs. Public utility tariffs will likewise be
adjusted periodically to reflect prevailing foreign and domestic costs.




As regards agricultural producer prices, the Covernment is com-
mitted to maintaining adequate incentives for producers. Accordingly,
new prices for a wide range of crops were anncunced on July 1, 1988,
including increases of 107 percent, to U Sh 60 per kg, for (kiboko)
robusta coffee; 100 percent, to U Sh 100 per kg, for (parchment) arabica
coffee; 150 percent, to U Sh 80 per kg, for (AR) cotton; and 100
percent, to U Sh 20 per kg, for green leaf tea. The Goverament will
continue to review these prices regularly and will announce prices twice
a year, after consultation with the World Bank.

The process of opening up export marketing to the private sector,
which was begun in 19587/88, will be extended to encompass most non-
coffee exports. The authorities will undertake a review of barter
arrangements with particular emphasis on barter of coffee to countries
covered by coffee export quotas under the International Coffee
Agreement. Plans to rationalize processing capacity for coffee and
cotton are to be completed by end-1988, and implementation is to begin
in 1988/89. (Other measures to improve export marketing are described
in paragraphs 36-41 of the PFP.)

e. Other sectoral policies

Other measures to improve the supply capability of the economy are
being undertaken in the areas of industrial policy, transportation, and
energy. Among these are: a simplification of industrial licensing and
foreign investment regulations; the prabable launching of a Special
Credit Facility ro improve the availability of credit to firms eligible
for OCL; and improved road maintenance and construction.

f. Program monitoring

Te facilitate program implementation and improve the resources
available for formulating and managing economic policy, the Government
has established a Monitoring Committee comprising representatives ot the
Ministries of Finance and Planning and of the Bank of Uganda. This
committee will review developments on a monthly basis and report to the
Minister of Finance to request appropriate action. To provide technical
assistance to the Monitoring Committee, the Economic Analysis Unit (EAU)
of the Finance Ministry has been strengthened and designated as the
Committee's Secretariat. In this connection, the EAU will prepare brief
monthly reports on the implementation of the 1988/89 economic program,
incorporating information on government finance, and developments in
prices, exports, and the exchange rate. These reports will also
summarize monetary and credit developments and analyze the Bank of
Uganda's foreign exchange budger.

The Government has also strengthened the existing donor
coordination unit in the Ministry of Planning to assist in tracking
development activities. Since end-July 1988 this unit has reported
regularly to the Planning Ministry on the receipt and use of foreign
assistance in Uganda and coordinates with the EAU and the budget
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monitoring units in the Ministry of Finance. It also serves as a
clearinghouse for donors regarding existing development projects and
assist in coordinating information on the public investment program.

g. Balance of Payments

1, The 1988/89 program

Reflecting the continued avaitability of substantial foreign
grants, the current account deficit i1s projected to remain at about
US$190 million in 1988/89 (4.5 percent of GDP), compared with an
estimated US5205 miltion (4.0 percent of GDP) in 1987/88 (Table 7).
Both exports and imports are expected to grow rapidly in 1988/89: the
former because of an anticipated recovery of coffee prices, and the
latter mainly because of the increased availability of foreign
assistance.

For coffee exports, expectations are that a recovery in world
market prices will outweigh a quota-determined reduction in export
volume, and coffee receipts are projectaed to grow by about 1l percent,
provided there is no recurrence of the lags in remittances experienced
in 1987/88. Cotton and tea exports are expected to begin their long-
delayed recavery as problems are addressed relating to ownership of land
and production facilities, the provision of labor and other inputs, and
the re-establishment of security in producing regions. The recent
devaluation of the currency and the attendant increase in producer
prices is expected to benefit coffee and other exports. Total export
growth is projected at 13 percent, to US$343 million.

Imports are projected to grow by 1l percent, to US$671 million,
despite a US$80 million reduction in cash expenditures for imports.
Achieving this reduction will require that allocations of official
foreign exchange for government imports fall by about one third and that
other cash allocations be limited to petroleum. Import support funds,
consisting of some US$100 million of credits from IDA and the African
Development Bank and US$60 million of grants from bilateral donors and
the Eurcopean Communities, are to be used for all other imports
administered by the Bank of Uganda and will also cover a portion of
petroleum imports. Overall, externally financed imports—-including
those related to projects, commodity aid, and emergency assistance--are
projected to grow by US$194 miltion. Imports without officially
allocated foreign exchange, whose counterpart is recorded as an
unrequited private transfer, are projected to decline by about US$20
million, reflecting the increased availability of import support funds
for private sector transactions.

Assuming the maintenance of the June 1988 level of advance sales
contracts for coffee, net capital inflows are projected to reach US$224
million in 1988/89, sufficient to generate a modest overall balance of




- 23 -

Table 7. Uganda: Balance of Payments, 1983/84-1988/89

(In millions of U.5. dollars)

1983/84 1984 /85 1985/86 1986/87 1987/88 1988/89
Frog. Est. Proj.
Current account ] -15 31 -82 -130 -205 ~188
Trade balance 17 ¥ 1 117 =153 =303 3T
Exports, f.o.b. 378 3g3 379 383 407 303 343
0f which: Coffee (1423 {353) (3607 {365 (358) {290} (323)
Imports, c.1.f. -368 -391 =379 -494 =560 -606 -671
Externally-financed (128) (17g) {118) {151) (...) (232) (426)
Nonfactor services (net) -58 -59 -57 -64 -84 -71 -B4
Net interest -47 -53 -44 =47 -84 -58 -64
Private transfers 26 4p 101 100 107 120 {els)
Official transfers 71 B4 31 40 107 108 187
Capital account 71 b9 -8 11 153 111 224
Dfficlal medfum- and long-
term (net]) -5 38 12 35 163 55 104
0f which: disbursements (81) (115) {(88) {125) (204) (132) (178)
Import support credits - 5 - -- -- 49 1no
Kenya compensation - 3o 29 28 28 19 20
Short-term (net) 64 -15 1 -32 -38 -2 -
Counterpart to IMF valuation
ad Justment 12 12 =49 -20 - -10 --
Overall balance 73 55 24 -71 23 -93 36
Financing ~73 -55 =24 71 -23 93 -36
Monetary authorities =52 =i 38 i =77 =31 =y
Gross reserve change -81 32 -1 33 =30 -4 -2
IMF (net) 39 ~-70 -35 -3 -47 =35 =24
DE which: Purchases & SAT 59 - - 57 25 34 19
Other (net) -10 -10 -3 -8 - 7 --
Commercial banks (net) 0 0 =3 10 -5 -17 5
External arrears -63 -59 19 39 -103 37 -30
0f which: Fund (--) (-=) {--) (--) (-3 (20) (~20)
Exceptinnal financing 42 3] -- - 169 105 33
Rescheduling 42 0 - - 169 105 33
Debt cancellation 0 53 -- - -- - -
Memorandum items:
Qutstanding Arrears 110 55 74 113 20 150 120
Foreign exchange reserves
(end perlind) 95 63 64 J1 55 35 55
Reserves/imports
{months coverage) 3.1 1.9 2.0 0.8 1.2 0.7 1.0
(in percent]
Current account/CDP 0.1 -0.5 1.1 -1.0 -3.0 -4.0 -4.6
Debt service ratfo: Total 1/ 41.3 46.9 52.1 54.2 42.3 65.7 56.3
After rescheduling - 41.3 46.9 52.1 564.2 53.5 48.4
0f which: IMF 2/ 11.4 22.6 29.8 26.7 231.2 31.4 23.4
External debt ratfo 3/ 339.5 292.9 308.4  321.6 479.6 457.0

Sources: IMF staff estimates based on data from Bank of Uganda, Minfstries »f Commerce, Finance, and
Planning, World Bank, and TMF Treasurer's Department.

1/ Amortization and Lnterest due on medium— and long-term debt plus Interest on short-term debr;
in percent of exports of goods and nonfinancial services.

2/ Historical estimates reflecr only payments actually made; overdve obligations are included in
the year In which they were settled.

1/ including external arrears, in percent of exports of goods and nonfactor services.



payments surplus. With debt rescheduling estimated at US$33 million, 1/
a second-year SAF disbursement equivalent to US$39 million, and Fund
repurchase obligations of US$63 million, however, only limited progress
can be expected in reducing external payments arrears and accumulating
more adequate foreign ewxchange reserves. After the settlement of
arrears to the Fund (which occurred on August 25, 1988), the program
envisages a US$10 million reduction in other external arrears and a
US$20 million increase in gross official reserves. In 1988/89 the
authorities plan to limit to US510 million new contracting or
disbursements of nonconcessional borrowing, excluding loans with a
maturity of greater than 15 years, loans contracted in the context of
rescheduling, advance sales of coffee, and normal import financing with
a maturity of less than one year. The authorities plan to seek a
rescheduling of external debt service obligations for 1988/89.

The Fund and World Bank staffs will assist the authorities in their
contacts with the international donor community to confirm, and if
possible increase, the financial assistance assumed in the program.
Because the program already entails maximum feasible use of import
suppart funds to displace cash imports, to further alleviate Uganda's
severe cash flow constraint additional assistance should preferably be
in the form of cash grants or flexible and highly concessional loans.
The Bank will work with the Ugandan authorities and the donor community
to identify programs toc benefit the social groups most vulnerable to the
transitional costs of the adjustment effort, particularly in the areas
of low-income housing, health care, and education,

2. Medium—~term scenario

Over the medium term, Uganda's balance of payments situation will
improve only gradually, and substantial need for exceptional financing
is envisaged through 1991/92 (Table 8). 1In part, this reflects the
expected timing of disbursements from various quick-disbursing import
support credits from IDA and the African Development Bank. It also
reflects the projected improvement in Uganda's net international reserve
position over the program period. This consists of a US$60 million
accumulation of gross international reserves, a reduction in liabilities
through US$146 million of Fund repurchase obligations (partly offset by
SAF loans of US$57 million), and the repayment of US$150 million of
external arrears.

During the program period, resolute and vigilant implementation of
the planned improvements in foreign exchange management will be
necessary to assure timely servicing of obligations to the Fund. By the
end of 1991/92, Uganda would have almost no remaining obligations to the
Fund other than SAF loan repayments, and the IMF share in Uganda's total

1/ This estimate assumes rescheduling of eligible official and
commercial obligations on the same terms as the 1987/88 Paris Club
rescheduling.




Table 8. Uganda: Medlum-Term Balance of Payments Scenario

(In millions of U.S. dollars)

1387/88 1988/89 1989/90 1990/91 1991/92

Current account =205 -188 -212 -215 -222
Trade balance -30% =327 337 ~308 =31
Exports, f.o.b. Jo3 343 390 446 4B
0f which: coffee (290) {323) (358) (387) (403)
Imports, c.i.f. -606 -671 -711 -761 -B13
Nonfactor services {net) =71 -84 -81 -83 -88
Net intervest -58 -64 -60 -48 =43
Private transfers 120 100 100 100 100
Dfficial transfers 108 185 150 131 137
Capital account 111 224 176 168 186
Official medium~ and long-term (net) 55 To& BEE) 97 116
of which: disbursements (132} (176) (157) (I151) (166)
lmport support credits 49 100 115 76 10
Short-term (net) -2 - ~-33 - —
Other 1/ 9 20 -— - --
Overall balance -93 2& =36 ~47 36
Financing 93 -36 36 47 36
Monetaty authorities -31 ~44 -50 -55 ~-52
Gross reserve change -4 =20 -20 -20 ~20
IMF (net) -37 -24 -30 -35 -33
0f which: purchases and SAF 34 39 18 - -—
Commercial banks {net) -17 5 - - -
External arrears 37 =30 -60 ~-60 ~~
Exceptfonal financing 105 35 146 162 B9
Rescheduling 105 33 23 20 ==
Financing gap - - 123 142 a9
Memorandum items:
Qutstanding arrears 150 120 60 - ~=
Forelgn exchange reserves(end period)} 35 55 75 95 115
Foreign exchange reserves/imports
(menths coverage) 0.7 1.0 1.3 1.5 1.7
Debt-setvice obligations 2/ 215 200 174 147 113
0f which: moratorium, gap,
and short~term interest 13 24 26 28 28
IMF obligations 3/ 103 86 65 43 L}

(In percent}

Current account/GDP:

Including offtclal transfers -4.0 4.6 =5.2 -4.1 -3.h
Excluding officlal transfers -5.9 ~-9.0 -7.6 ~-6.3 -6.0
Debt service ratio (total) &/ 65.7 54.3 41.8 30.7 25.5
After reschedullng - 53.5 48.4 36.2 26.6 25.5°
Of which: IMF 1.4 23.4 15.7 9.1 7.3
Extetnal debt ratio 4/ 5/ 479.6 457.0  424.5  376.3  369.4

Sources: IMF staff estimates based on data from Bank of Uganda, Ministries of
Commerce, Finance, and Planning; World Bank; and IMF Treasurer's Department.

1/ Kenya compensation payments and counterpart to valuation adjustment in
obligarions to TMF.

2/ aAmortlzarion and interest due on medium- and long-term debt plus {nterest on
shore-term debt.

3/ iIncluding Trust Fund payments.

%/ In percent of exports of goods and nonfactor services.

S/ 1Including external arrears.



debt service obligations will have dropped sharply. This should provide
scope for the repayment of SAF lcans, which will not begin until
December 1992. On the assumption of disbursements totaling 63.5 percent
of quota by 1989/90, SAF obligations would entail annual amortization
and interest payments equivalent to about 2 percent of receipts from
exports of goods and nonfactor services in 1992/93-1998/99.

The current account deficit is now projected to increase somewhat
as a percentage of GDP in 1988/89-1989/90 and to decline gradually
thereafter. 1/ The balance of payments scenario is significantly weaker
than the one discussed in the staff report for the 1987 Article IV
consulation, primarily due to the downturn in export revenues during
1987/88 and a reassessment of medium-term export growth prospects. 2/
Coffee export volume is still expected ro grow somewhat over the medium
term (from an estimated 2,58 million bags in 1987/88 to 2.7 million bags
in 199C/91), owing mainly to an expansion of sales to non-quota markets,
but prices are now expected to be about 5 percent lower in 1990/91 than
was projected a year ago. In view of the structural difficulties still
being experienced with most other export crops, a more cautious recovery
is forecast. Exports of these commodities are now projected to rise
from a record-low US$13 million in 1987/88 to US$60 million in 1990/91
(compared with US$120 million for 1990/91 in the previous medium-term
scenario).

The projections for both debt-service obligations and new
disbursements of external financing are now higher than those made a
year ago, although the net impact is positive. Debt service obligations
for the entire 1988/89-1990/91 periocd are now projected at US$520
million, 35 percent more than a year earlier, mainly as a result of
larger obligations to the Fund (reflecting valuation adjustments and
additional use of Fund resources under the CFF) and higher payments of
short-term obligations and moratorium interest. On the financing side,
new disbursements of external loans and official grants (exclusive of
those to be sought to meet residual financing gaps) are now projected at
US$1.2 billion, about US$ 400 million higher than previously, an
increase that is due largely to disbursements that were originally
expected during 1987/88,

By 1990/91, the total debt-service ratio is projected to decline
from the current 54 percent of receipts from exports of goods and
nonfactor services (after rescheduling) to 27 percent. The latter
figure is still quite high for a low-income country, however, under-
scoring the necessity of a sustained effort to increase both traditional
and nontraditional exports and to keep firm control over all external
borrowing (particularly that on nonconcessional terms). The authorities

1/ These figures include official transfers. Excluding official
transfers, the current account deficit is projected to increase sharply
in 1988/89 and to decline continuously thereafter.

2/ See EBS/87/110, pages 19-22.
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intend to continue to limit strictly the utilization of both short-term
and nonconcessional borrowing over the medium term.

h. Benchmarks under the second annual SAF arrangement

To monitor credit and monetary developments quarterly benchmarks
have been established for net domestic credit and net bank credit to
Government (Table 9). The expansion in net domestic credit of the
banking system from end-June 1988 will be limited te U Sh 3.5 billion
through end-September 1988, U Sh 5.5 billion through end-December 1983,
to U Sh 7.5 billien through end-March 1989, and to U Sh 8.6 billion
through end-June 1989. In addition, relative to the position at end-
June 1988, net credit to Government from the domestic banking system is
to record a cumulative decrease of U Sh 1.0 billion at end-September
1988, U Sh 2.0 billion at end-December 1988, U Sh 3.0 billion at end-
March 198%, and U Sh 5.0 billion at end-June 1989. Also as a benchmark,
gross international reserves of the Bank of Uganda from end~June 1988
are to increase by US$10 million as of end~March 1989 and by US$20
million at end-June 1989. Relative to the position at end-June 1988,
non-Fund external arrears are to decrease by US5510 million by end-
September 1988 and remain at or below the end-September 1988 level as of
end-December 1988, end-March 1989, and end-June 1989. Broad money,
which is not a benchmark, is projected to increase by 68 percent between
end-June 1988 and end-June 1989, which is essentially in line with the
60 percent rise in consumer prices and 5 percent real growth in GDP
envisaged during the year.

A limit of U Sh 9.8 billion has been set on the 1988/89 government
budget deficit, as measured on a commitment basis and including
grants. In addition, benchmarks have been established for central
government tax recelpts and current expenditure, as indicated in
Table 8.

New concessional foreign borrowing by the public sector wiil be
limited as follows: The Government and the Bank of Uganda will neither
contract, guarantee, nor receive disbursements of an aggregate amount of
external borrowing on nonconcessional terms {DAC definition) in excess
of USS10 million with an initial maturity of up to and including
15 years. This restriction excludes advance sales of export preducts,
normal trade credits with a maturity of less than one year, and
obligations undertaken as a result of debt rescheduling.

Policy iImplementation will also be followed closely, with the
following considered as policy benchmarks: (1) periodic reviews of the
exchange ratej (2) completion of the comprehensive review of customs
duties and the domestic tax system; (3) implementation and maintenance
of the interest rate policies as described in paragraph 12 of Annex I;
and (4) semiannual reviews in agricultural producer prices.
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Table 9. 1Iganda: Quantitative Benchmarks for the Second-Year
Arrangement Under the Sttuctural Adjustment Facility
September 1988-June 1989

1988 1989
Sept- Nec. Mar., June

(In billions of Uganda shillings;
end of period)

Cumulative change at end of period in
Net domestic credit 1.5 5.5 7.5 B.6
Net bank credit to Government -1.0 -2.0 -3.0 -5.0

Overall budget deficit on
a commitment basis and

including grants 'R " ane 9-8
Tax revenue PN cue e 50.9
Current expenditure 1/ cee cens ceo 50.1

{In millions of U.S. dollars)

Cumulative change at end of period in

New nonconcessional
borrowing, excluding advance
coffee sales, short-term
trade credits, and
borrowing under

debt rescheduling 5 5 10 10
External payments arrears -10 -10 -10 -10
Gross foreign reserves - - 10 20

1/ Fund staff classification.
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h. Financial obligations to the Fund

Uganda has large but diminishing obligations due to the Fund in the
next few years. In addition to the overdue obligations that totaled
SDR 13.5 million as of June 30, 1988, current obligations in 1988/89
(July-June) are estimated at SDR 65.7 million, declining to SDR 49.4
million in 1989/90, SDR 32.4 million in 1990/91, SDR 28.4 million in
1991/92, and SDR 11.3 million in 1992/93. All repurchase obligations
and Trust Fund loan repayments are scheduled to have been made by early
1993. Therefore, assuming Uganda remains current in its financial
obligations, all repurchases and Trust Fund loan repayments will have
been effected before repayments of SAF loans begin to fall due. On that
basis, it is reasonable to assume that it will become progressively less
difficult for Uganda to remain current in its obligations Lo the Fund.
This assessment is, however, based, inter alia, on continued large
inflows of non-project external assistance.

Probably the most difficult year for the servicing of financial
obligations to the Fund is 1988/89, when they will total SDR 79.2 mil-
lion. In any assessment of Uganda's ability to meet these obligations,
it should be pointed out that import support is not a completely
fungible resource. 1In particular, it is not usable for financing most
government and petroleum imports and service payments, nor can it be
used for servicing nonreschedulable debts. For the most part, these
payments can be met only from Uganda's own external resources.
Nevertheless, the staff has concluded on the basis of a careful
examination of the foreign exchange cash flow of the Bank of Uganda that
it should be possible for Uganda to meet its financial oblipations vis-—
a-vis the Fund and to service nontreschedulable debts. This may well
entail, however, a continuation of the practice of advance coffee sales
and preclude building up foreign exchange reserves to more comfortable
levels. It will also entail paying much closer attention to foreign
exchange management and particularly making provision for upcoming
financial obligations to the Fund.

IV. Staff Appraisal

The performance of the Ugandan economy during the first annual SAF
arrangement fell short of program objectives. There were, however, some
positive accomplishments., The process of reconstruction and
reintegration moved forward encouragingly, even in the face of adverse
circumstances. Among these was lingering guerilla activity that
retarded the recovery of agricultural production and marketing in the
northern and eastern parts of the country. It also entailed a drainage
of scarce budgetary and foreign exchange resources. In addition, the
flow of international trade was disrupted during the first half of the
year by border tensions. Export receipts were adversely affected by a
fall in coffee prices and the reintroduction of sales quotas, and the
promises of large amounts of external assistance were not immediately
translated into increased inflows of goods. Finally, domestic trans-



portation bottlenecks, though less severe than before, still inhibited
growth.

In the face of these deveiopments, the attainment of the envisaged
reduction in demand pressures would have called for a substantial
scaling down of spending plans, particularly in the public sector, and
the adoption of a restrictive credit stance. Some effort was made in
this direction in the form of a supplementary budget that raised certain
taxes and attempted to cut back expenditures. Despite this, the overall
thrust of policies remained strongly expansionary. Indeed, interest
rates that were already substantially negative in real terms were
reduced, and the predominant objective of the Government's monetary
policy was to ensure that the growth of output was not hindered by a
scarcity of credit., Gilven the resource constraints, it was inevitable
that inflationary pressure remained intense. Moreover, there was strong
evidence of growing financial disintermediation, with the share of money
held with banks having fallen significantly in each of the past three
years.

The issues facing Uganda in the period ahead remain essentially
those to which the 1987/88 program were addressed, namely,
reconstruction and stabilization. The authorities are correct in
placing greater emphasis on reducing inflationary pressures. The
cornerstone of this effort is the government budget, which, if executed
as planned, will result in a large reduction in the Government's
outstanding indebtedness to the banking system. Revenues are likely to
show a strong increase, reflecting a combination of the effects of the
adjustment of the exchange rate and new tax measures, On the
expenditure side, the vetting of requests during the process of budget
preparation was thorough and stringent, monitoring and control
mechanisms have been strengthened, and important cost-cutting measures
have been taken, e.g., cutbacks in the number of temporary workers and
the privatization of purchasing of a range of agricultural inputs.
Above all, external financing 1s expected to cover a much larger
proportion of total expenditure than in 1987/88, mainly because the
domestic counterpart of a sizable volume of import support accrues to
the budget. Thus, the budget is polised to contribute appreciably to a
significant slowdown in monetary expansion. The extent of the
dependence of the budget on coftfee export revenues and on external
financing is worrisome, however, making it urgent for Uganda to adopt
gtructural fiscal measures that will broaden the tax base. In addition,
the authorities must intensify their current programs for reducing
public employment, improving public administration, and reforming and
privatizing public enterprises.

Attaining the stabilization objectives will also require the
pursuit of a more active monetary policy, and especially the restraint
of credit expansion to levels consistent with the program targets. The
authorities' intentions in this regard are welcome, and the recent
increase in interest rates is a step in the right direction. However,
interest rates remain highly negative in real terms, and at current .




levels they are unlikely to play a significant role in restraining
credit demand or mobilizing savings. The latter point 1s of particular
concern, because the overall liquidity situation of the banks is now
extremely tight, reflecting the growth of financial disintermediation,
and the ability of commercial banks to meet the credit needs of the
private sector without recourse to borrowing from the Central Bank will
depend on thelr ability to attract funds now held outside the banking
system. This will call for a more aggressive interest rate policy. It
is in this context that the commitment of the authorities to review
interest rates in light of the trend in itnflation is noted and
welcomed. At the same time, the Bank of Uganda must closely monitor
credit developments. In this respect, the creation of a high-level
program Monitoring Committee can play a key role in ensuring timely
responses to such deviations from program targets as may occur.

The loss of external competitiveness during the course of 1987/88
was jeopardizing the attainment of Uganda's growth and balance of pay-
ments objectives. Against this background, the recent depreciation of
the exchange rate should help recover lost ground. Despite this
depreciation and some appreciation of the exchange rate 1n the parallel
market, the gap between the official and parallel market rates remains
large. Moreover, the foreign exchange scarcity is such that the
official exchange rate will play only a limited allocative role. It is
all the more important, therefore, that the official rate be adjusted
periodically in a timely and resclute fashion so as to maintain and,
where possible, improve Uganda's competitiveness and the profitability
of its nontraditional export crops.

In view of Uganda's strong dependence on external financial
assistance, adequate and timely inflows of donor aid will be critical
for successful implementation of the program. The planned strengthening
of Uganda's Facilities for donor coordination is thus very important.
Program implementation would also be facilitated by greater levels of
quick-disbursing assistance, such as that envisaged under the World
Bank's Special Program for Africa, and by greater flexibility in tradi-
tional aid programs, to reduce the demands on Uganda's own foreign
exchange resources.

Uganda's external position will remain extremely difficult over the
next few years because of 1ts weak export base and its large outstanding
debt obligations, particularly to the Fund and other international
organizations. Meeting these obligations in a timely fashion will
entail paying even closer attention to the conservation and management
of external resources. As these obligations are reduced, Uganda should
be able to accelerate the liberalization of its exchange and trade
system and the accumulation of foreign exchange reserves. In the
meantime, highest priority must be accorded to export promoticn and
diversification.

Uganda has the potential for considerable economic growth, in view
of its rich agricultural resources and strong educational traditions.
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Achieving this potential will require both the restoration of
macroeconomic stability and the elimination of structural barriers to
economic¢ growth, Actions will be needed to improve the transportation
and marketing of agricultural products; rationalize processing
facilities} reduce government constraints on the pricing, marketing, and
distribution of goods; and improve access to foreign exchange, domestic
credit, and essential inputs. The authorities' plans for gradual
improvement in all of these areas appear realistic, and the staff hopes
that the timetable envisaged for specific actions can be observed.
While the adjustment program will, on balance, have a positive
distributional impact, it is alsc hoped that Uganda will benefit from
the growing experience in designing special programs to assist soclal
groups most severely affected by the transitional costs of the

ad justment process.

Uganda's economic situation remains difficult and, as already noted
above, close attention will need to be given in future reviews to ensure
that policies are flexibly adjusted in response to developments. The
staff, however, believes that the Government's policy framework for
1988/89-1990/91 and its program for 1988/89, despite some shortcomings,
represent a serious effort to address Uganda's problems.

Uganda maintains restrictions subject to approval under
Article VIII, Section 2{(a) arising from its comprehensive system of
foreign exchange allocation and as evidenced by external payments
arrears. In recent years, Uganda has also made increasing use of
bilateral payments arrangements both with Fund members and nonmembers.
The authorities have begun the process of gradually liberalizing
payments for certain imports through a modified open general licensing
system and have undertaken to eliminate the outstanding external
payments arrears by the end of the pogram 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 1989 Article IV consultation, or December 31, 1989,
whichever is earlier.

It is recommended that the next Article IV consultation with Uganda
be held on the standard l2-month cycle.
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V. Proposed Decisions

The following draft decisions are proposed for adoption by the
Executive Board:
A. 1988 Consultation

1. The Fund takes this decision relating to Uganda's exchange measures
subject to Article VIII, Section 2(a), and in concluding the 1983
Article XIV consultation with Uganda in the light of the 1988 Article IV
consultation with Uganda, as amended, conducted under Decision No. 5392~
(77/63), adopted April 29, 1977 ("Surveillance over Exchange Rate

Policies").

2. Uganda maintains the exchange restrictions on payments and
transfers for current international transactions described in

SM/87/--, in accordance with Article XIV, Section 2, except for 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 restriction by Uganda
until the complerion of the 1989 Article IV consultation, or

December 31, 1989, whichever is earlier.
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B, Second Annual Arrangement Under the
Structural Adjustment Facility

1. The Government of Uganda has requested the second annual arrange-
ment under the structural adjustment facility,

2. The Fund has appraised the progress of Uganda in implementing the
policies and reaching the objectives of the program supported by the
first annual arrangement, and notes the updated policy framework paper
(EBD/88/239).

3. The Fund approves the arrangement set forth in EBS/88/184.
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UGANDA - Second Annual Arrangement Under
the Structural Adjustment Facility

Attached hereto 1s a letter, with an annexed Memorandum of Economic
Policies, dated August 25, 1988 from the Minister of Finance of Uganda
requesting from the Fund the second annual arrangement under the three-
year structural adjustment arrangement, and setting forth the objectives
and policies of the program to be supported by the second annual
arrangement.

To support these ob)ectives and policies, the Fund grants the
requested arrangement 1in accordance with the following provisions and
subject to the Regulations for Administration of the structural
ad justment facility:

l. The second loan in the amount equivalent to SDR 29.9 million
is available for disbursement at the request of Uganda.

2. Before approving the third annual arrangement, the Fund will
appraise the progress of Uganda in implementing the policies and
reaching the objectives of the program supperted by the second annual
arrangement, taking into account primarily:?

(a) the indicators specified in paragraphs 19 and 20 of the
letter attached to the Memorandum of Economic and Financial Policies,

(b) the imposition of restrictions on payments and transfers
for current international transactions,

(c) 1introduction of multiple-currency practices,

(d) conclusion of bilateral payments agreements which are
inconsistent with Article VIII,

{e) Iimposition or intensification of import restrictions for
balance of payments reasons.

3. In accordance with the attached letter, Uganda will provide
the Fund with such information as the Fund requests in connection with
the progress of Uganda in implementing the policies and reaching the
objectives supported by the second annual arrangement.

4, In accordance with the attached letter, Uganda will consult
with the Managing Pirector on the adoption of any measures that may be
appropriate at the initiative of the Government or whenever the Managing
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Director requests consultation because of deviations from any of the
indicators under paragraph 2 above or because he considers that con-
sultation on the program is desirable. These consultations may include
correspondence and visits of officials of the Fund to Uganda or of
representatives of Uganda to the Fund.

Attachments
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Kampala, August 25, 1988

Mr. Michel Camdessus
Managing Director
International Monetary Fund
Washington, D.C. 20431

Dear Mr. Camdessus:

1. During the three-year peried from July 1, 1988 to June 30, 1991,
the Government of Uganda is implementing a program of economic rehabi-
litation and development aimed at achieving a rapid overall economic
recovery and setting the basis for sustainable economic development
through export diversification, attaining a viable balance of payments
position, increased capacity utilization, and promoting efficient
import-substitution activities. This program updates and extends the
three-year program for the period July 1, 1987-June 30, 1990 described
in the policy framework paper (PFP) prepared in 1987.

2. In suppart of the objectives and policies for the three-year
program (July 1, 1988-June 30, 1991) and the objectives and policies for
the one-year program {July 1, 1988-June 30, 1989) described in the
attached memorandum, Uganda hereby requests from the Fund the second
annual arrangement under the three-year structural adjustment facility
(SAF) approved by the Fund on June 15, 1987, in the amount available to
Uganda.

3. The principal economic problems facing Uganda, and the objectives
of the economic rehabilitation and structural adjustment program that
will be followed during the three-year period ending June 30, 1991, are
described in more detail in the updated policy framework paper for this
period, prepared during February-July 1988 in collaboration with the
staffs of the Fund and the Werld Bank,

4. The Government will remain in close contact with the staffs of the
Fund and the Bank on developments and progress in implementing these
policies, and the policy framework paper will continue to be updated
annually as the three-year program is implemented. Uganda will provide
the Fund with such information as the Fund requests in connection with
its progress in implementing the policies and achieving the objectives
of the program.
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5. The Government believes that the policies set out in the attached
Memorandum of Economic and Financial Peolicles are adequate to achieve
the objectives of its program but will take any further measures that
may become appropriate for this purpose, Uganda will consult with the
Managing Director on the adoption of any measures that might be
appropriate, at the initiative of the Government of Uganda or whenever
the Managing Director requests such a consultation.

Yours sincerely,

C.W.C.B. Kiyonga
Minister of Finance
Government of Uganda

Attachment
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Memorandum on Economic and Financial Policies
of the Government of the Republic of Uganda
for the Period July 1, 1988-March 31, 1989

l. During the three-year period from July 1, 1988 to June 30, 1991 the
Covernment of Uganda will implement a program of economic adjustment and
rehabilitation aimed at continuing the economic recovery begun during
the July-June fiscal year 1987/88, laying the foundation for sustained
economic development through export diversification and an active
stabilization poligy, and reducing structural obstacles to improved
economic performance. The principal economic problems facing Uganda and
the objectives of the economic adjustment and rehabilitation program to
be followed during this three-year period are described in the paper on
medium-term economic and financial policy {(PFP) prepared in colla-
boration with the staffs of the Fund and the World Bank. This memo-
randum provides a more detailed description of the macroeconomic and
structural adjustment policies contained in the program, with emphasis
on the second-year program covering the period July 1, 1988-June 30,
1989 (1988/89).

2. The proposed program for the three years 1988/89-1990/91 aims at
achieving an annual growth rate for real GDP of about 5 percent,
entailing an annual increase in real GDP per capita of about 2 percent.
The annual rate of inflation, as measured by the average of the low- and
middle~income consumer price indices, is expected to decline from an
estimated 152 percent (May to May) during 1987/88 rto about 60 percent in
1988/89, 45 percent in 1989/90, and 30 percent during 1990/91.
Reflecting the large initial devaluation of the Uganda shilling in July
1988 the external current account deficit {excluding official transfers)
would initially widen from an estimated 6.0 percent of CDP in 1987/88 to
2.0 percent of GDP in 1983/89, and contract subsequently to about

6.5 percent of GDP in 1991/92., On the whole the balance of payments
would strengthen through some recovery in coffee export earnings, the
expansion of other exports, the continuing rehabilitation of efficient
import-substitution industries, and the restructuring of foreign debrt.
During 1988/89 Uganda's heavy debt service burden (excluding arrears),
projected at about 50 percent cof exports of goods and nonfactor
services, will limit the expected reduction in external arrears and
constrain the ability to increase gross reserves. Thereafter, as
Uganda's debt service burden declines to 36 percent of exports of goods
and nonfactor services in 1989/90 and to 27 percent in 199¢/91, it
should be possible to make further progress in these areas. By
end-1990/91 Uganda would have eliminated its external payments arrears
and increased its gross foreign reserves to about seven weeks' imports
from the equivalent of four weeks of imports in June 1989.

3. These objectives will be pursued through the following policy and
institutional measures: (1) the re-establishment and subsequent main-
tenance of an exchange rate that provides strong incentives for

increased production and export diversification and is also consistent
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with attaining budgetary objectives, a sustainable balance of payments,
and an adequate reserve position over the medium term; (2) a budgetary
policy that ensures a significant fiscal adjustment and a substantial
reduction in the Government's net indebtedness to the domestic banking
system over the three-year period 1988/89-1990/91; (3) improvements in
tax administration and expenditure control aimed at facilitating the
achievement of budgetary targets; (4) a reform of the civil service
aimed at increasing productivity and allowing higher real salaries
through a reduction in total employment; (5) a more effective monetary
pelicy that includes periodic reviews of interest rates, in accordance
with any revisions of the expected rate of inflation, other economic
objectives, and control over private sector credit within program
objectives; (8) reforms in the agricultursl markering system;

(7} improved efficiency in the parastatal sector} (8) a carefully
designed public investment program consistent with overall budgetary
targets and aimed principally at economic rehabilitationj and

(9) strengthened procedures for monitoring economic performance and
coordinating information with the donor community., The following
specific policy measures and institutional reforms have already been
implemented or will be implemented during the period of the second-year
program, July 1988-June 1989.

4, On July 1, 1988 the exchange rate of the Uganda shilling was
depreciated from USh60 per U.S. dollar to USh 150 per U.S. dollar, a
rate that is judged to have restored the competitiveness achieved by the
May 1987 depreciation and improved the incentives for the production of
export crops. To preserve the production incentives arising from this
depreciation, the exchange rate will be reviewed at least quarterly,
taking into account the effect on production in agriculture and
industry, the budget, inflation, and social welfare. The thrust of these
reviews would be, barring temporary unforeseen aberrations, to prevent
an appreciation of the real effective exchange rate of the Uganda
shilling from the July 1, 1988 level,

5. The Government intends to further improve the functioning of the
open general licensing (OGL) system established in 1987/88 by stream-
lining the administrative procedures for processing applications. As the
availability of foreign exchange improves, the Government will expand
the coverage of the OGL system to include additional sectors and goods,
including agricultural inputs. The pursuit of appropriate exchange
rate, fiscal, and monetary policies will permit the Government, inter
alia, to support the OGL system.

6. A major reduction in the fiscal deficit and improvement in public
sector management are critical components of the Government's adjustment
program. In particular, the budget provides for a reduction of ways and
means advances by USh 1 billion during the financial year. In addition,
the Government will deposit with the Bank of Uganda the local currency
counterpart of all of its current foreign debt obligations and the bulk
of its accumulated external arrears. Given the tightness of the foreign
exchange cash flow, a significant reduction in external arrears is
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unlikely, and accordingly a large part of the counterpart deposits will
remain in the Bank of Uganda in the form of deposits awaiting externali-
zation. Based on present estimates of foreign grants and loans, the
1988/89 budget defieit, measured on a commitment basis and including
grants, will be USh 9.8 billion, equivalent to 1.3 percent of GDP,
compared with an estimate of 3.7 percent of GDP during 1987/88. Total
revenue and grants are budgeted at USh 81.7 billion, equivalent to

10.8 percent of GDP, of which tax revenue accounts for USh 50.9 bil-
lion. Among the major revenue measures are a 400 percent increase in
the deposits toward corporate income tax required from a number of
private firms and the extension of tax deposits to important classes of
taxpayers, including tour operators and manufacturers' representatives,
which together with higher tax-related fines and penalties is projected
to increase budgetary revenues by about USh 3 billion. Retail prices
for petroleum products have been increased by 84 percent for premium,
181 percent for kercsene, and 85 percent for diesel fuel, which in
combination with an envisaged rise in sales is estimated Lo increase
petroleum duties by USh 1.2 billion. The commercial transactions levy
has been extended to all restaurants and eating places in Kampala and
other municipalities at a rate of 10 percent, contributing to a
projected revenue gain of USh 0.2 billion. In addition, a number of
nontax items, including road fees and licenses, driver's permits, and
the commission on impoerts have been raised, contributing to an expected
revenue increase of USh 0.4 billion for these items. Total expenditure
1s budgeted at USh 91.5 billion, representing current expenditure of
Ush 50.1 billion and development expenditure of USh 41.4 billion. The
expenditures budgeted reflect decisive actions in a number of areas.
These include a 30 percent reduction in the number of casual workers:
the decision by the Govermment to disengage the Ministries of Agri-
culture and Animal Industry from the importation and distribution of a
range of agricultural and veterinary items {a saving of USh 6 billion);
the establishment of a Central Supplies Directorate to curb excessive
decentralization of Covernment purchases {a saving of USh 1.0 billien):
curbs on both internal and external travel by government employees; and
curbs on purchases of new vehicles, office furniture and equipment,
construction of new houses by Govermment, renovation of office
buildings, and curbs on purchases of certain other materials and
supplies. After taking into account the planned reduction in budgetary
arrears, the overall budget deficit on a cash basis and including grants
will be USh 25.1 billion, equivalent to 3.3 percent of GDP. Net foreign
financing is estimated at USh 25.6 billion, comprising disbursements of
Ush 33.5 billion and debt reli=f from the Paris Club of USh 2,7 billion,
less amortization payments of U Sh 10.6 billion.

7. Much of the improvement in revenue performance during 1988/89 will
result from the favorable etffect of exchange rate action on coffee
export tax receipts. Tax revenues from petroleum products, beer,
cigarettes, and soft drinks remain important components of revenue. To
assess the scope for broadening the tax base and to rationalize the
existing tax structure, however, during 1988/89 the Government is
undertaking a comprehensive review ©; the present import tariffs and
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domestic tax system. This review, to be conducted by a team of tax
experts, will be completed in time for its recommendations to be
incorporated into the 1989/90 budget.

8. Because the present scale of government expenditure exceeds
Uganda's current revenue capacity, the Government has undertaken a
careful review of current expenditure in preparing the 1988/89 budget,
to curb overall expenditure. This is in spite of the very heavy demands
of the ongoing rehabilitation activities and the need to continue relief
activities in the North and East of the Country. In addition, the
Government would be ready to make further adjustments in current
expenditure should budgetary financing be falling short of the currently
envisaged level. As regards development expenditure, the Government has
agreed with the World Bank on the size and composition of the public
investment program for the period 1988/89-1990/91. In coordination with
the World Bank the Covernment will review and update this program early
in 1989 to cover the period 1989/90-1991/92.

9. The Government attaches great importance to its administrative
system as a way of ensuring that budgetary performance 1s consistent
with its economic program. Accordingly, the improvements already made
in tax administration and expenditure control during 1987/88 will be
continued. To supplement these achievements the Government, with World
Bank support, will institute by end-1989 an automated system of
information exchange covering the income tax, customs and excise, and
inland revenue departiments, so that one department can benefit from the
information made available to another, particularly as regards imports,
including imports made with "own'" foreign exchange. In addition, each
month the Ministry of Finance will report on trends in revenue and
expenditure and update the budgetary forecast.

10. In additlon to the above measures, the Covernment has moved to
rationalize procurement operations by establishing a Central Supplies
Directorate. The Covernment is also extending to the remainder of the
Central Goverament the review of the civil service initiated in 1987/88,
with a view to rationalizing government employment and identifying
staffing and training needs. While this project is underway the
Government intends to follow a cautious recruitment policy, concen-
trating 1ts recrultment to areas where critical shortages exist. In
addition, by end-1988 the Government will prepare a proposal for
streamlining and controlling the recruitment of group employees. An
action plan for reducing the number of these employees by 30 percent in
1988/89 has heen adopted.

11. The Government is continuing 1ts program of public enterprise
divestiture and rehabilitation and is strengthening the capacity of the
Uganda Development Corporation (UDC) to rehabilitate the enterprises
retained in its portfolio. In addition, to strengthen the remaining
enterprises in the sector the Government has decided to select tren
enterprises for diagnostic study, to provide a framework for enterprise
rehabilitation and reform. Furthermore, the Covernment has decided to
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establish an audit corporation for monitoring the financial activities
of parastatal enterprises.

12, To reduce inflation and create an economic environment conducive to
long-term rehabilitation and economic growth, the Covernment is com-—
mitted to pursuing a prudent monetary and credit policy that contains
the overall expansion of domestic credit while providing sufficient
financing for productive activities. In addition to restraining bank
borrowing by the Covernment, the Bank of Uganda is committed to keeping
the expansion of private sector credit within program targets. To this
end, to encourage savings and to attract funds into the banking system,
interest rates were, effective July 1, 1988, increased across—the-board
by 10 percentage points. These rates will be kept under review in light
of the trend of inflation, with the objective of encouraging savings and
improving efficiency in credit allocation. The successful pursuit of
the monetary objective of the program will call for active monitoring of
monetary and credit developments and the use of monetary and credit
instruments throughout the program period. The Bank of Uganda is now
reviewing existing instruments for monetary and credit control and will
examine alternative credit control measures by end-1983.

13, In view of the large variance in loan-to-deposit ratios among the
various banks and the large lncrease in private sector credit during
1987/88, the Government 1s undertaking a study of the commercial banking
system, including an assessment of the adequacy of the capital base,
managerial and accounting practices, and provisions for bank supervision
and regulation. This study Ls scheduled to be completed early in 1989,
with the aim of establishing new supervisory and regulatory procedures
by end-June 1989.

14. Regarding sectoral credit issues, during 1988/89 the Government
intends to intensify and broaden its program for strengthening the
financial accountability of the agricultural cooperative unions, many of
which remain unable to borrow directly from the commercial banks. The
Government will also review the on-lending operations of the Coffee
Marketing Board, to ensure that they are consistent both with overall
credit targets and with a raticnalization of credit to the agricultural
sector. In collaboration with the World Bank, the Covernment will
prepare an Apgricultural Credit Stratepgy Paper as a background for
establishing a more comprehensive institutional and policy framework for
agricultural credit operations. This study will include, among other
ltems, a review and assessment of recent trends in noncrop-finance-
related agricultural credit during 1987/88 and mechanisms for
rationalizing and restralning the growth of agricultural credit among
the various parties involved in the production and marketing of export
cCraps.

15. With the exception of petrcleum products, public utility tariffs,
and producer prices for a limited range of export and food crops, the
Government's general policy is to allow domestic prices to be freely
determined by the market. Because of supply constraints, however,
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controls also apply to a few other products, for which pricing decisions
are subject to the approval of the Ministries of Finance, Industry, and
Commerce. The Government intends to gradually remove these other price
controls as supply constraints ease. As regards petroleum products, the
Government will continue its present pricing strategy, whereby, without
ruling out cross—subsidization among products, prices reflect overall
landed and distribution costs, plus a duty element to mobilize
government revenue. These prices will be adjusted regularly to reflect
changes in foreign exchange and domestic costs. Public utility tariffs
will likewise be adjusted periodically to reflect the prevailing
domestic and foreign exchange costs.

16. The Government 1s committed to maintaining adequate incentives for
agricultural producers and will continue to review regularly prices for
export crops, following a procedure whereby prices are announced twice
yearly, after consultation with the World Bank. To this end, on July 1,
1988 the feolleowing producer prices were introduced for unprocessed
crops: for (kiboko) robusta coffee, USh 60 per kg, an increase from USh
29 per kg; for tea, USh 20 per kg, an increase from USh 10 per kgj and
for (AR) cotton, USh 80 per kg, an increase from USh 32 per kg.

17. To facilitate program implementation and improve the Government's
resources for formulating and managing economic policy, a moniteoring
committee composed of representatives of the Ministries of Finance and
Planning and the Bank of Uganda has been established, to review
developments on a monthly basis and make a report to the Minister of
Finance for appropriate action. The Economic Analysis Unit (EAU) in the
Ministry of Finance, which is being strengthened, will serve as a
Secretariat to the Monitoring Committee. In this connection beginning
end-July 1988 the EAU will prepare for the Monitoring Committee a brief
monthly report on the status of implementation of the Government's
1988/89 economic program. This report will incorporate information on
government revenue, expenditure, and budgetary financing, as well as
developments in prices, exports, and the exchange rate; provide a
synopsis of monetary and credit developments; and include an analysis of
the Bank of Uganda's foreign exchange budget. In addition to the work
of the EAU, the Government has strengthened the existing donor
coordination unit in the Ministry of Planning. Beginning end-July 1988
this unit will provide the Ministry of Planning with regular reports
containing the latest available information on the receipt and use of
foreign assistance in Uganda. It will also coordinate with the EAU and
the budget monitoring units in the Ministry of Finance in tracking
development expenditure. Beginning in July 1988 this unit will also
serve as a clearinghouse for donors regarding existing development
projects and assist in coordinating information on the public investment
program.

18. The program for 1988/89 is estimated to require an import level of .
U$%$675 million, while exports are projected at US5$343 million. The

overall balance of payments is projected to be in surplus by some US$35

million. Taking into account the objective of increasing the gross
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foreign exchange reserves of the Banmk of Uganda by about US5%20 million,
a USS10 million reductlion of the stock of external arrears (estimared at
US$130 mitlion after the payment of overdue Fund obligations on August
25, 1988), and financial obligations to the Fund, the external financing
gap for 1988/89 is projected to be about US$75 million. The Government
will seek to fill this gap through rescheduling and the use of the

second loan under the SAF. 1In addition, approaches will he made to
donors for assistance not yet committed firmly enough to be included in
the present estimates of external financing, in order te facilitate a

possible strengthening of import capacity and the reserve position.

19. During 1988/89 progress will be monitored via the following
quantitative benchmarks (see attached table):

a. To monitor credit and monetary developments quarterly
benchmarks have been established for net domestic credit and net bank
credit to Government. The expansion i1n net domestic credit of the
banking system from end-June 1988 will be limited to U Sh 3.5 billion
through end-September 1988, to U Sh 5.5 billion through end-December
1988, to U Sh 7.5 billion through end-March 1989, and to U Sh 8.6

hillion through end-June 1989. Tn addition, relative to the position at

end-June 1988 net credit to Government fram the domestic banking system
is to record a cumulative decrease of U Sh 1.0 billion at end-September
1983, U Sh 2.0 billion at end-December 1988, U Sh 3.0 billion at
end-March 1989, and U Sh 5.0 billion at end-June 1989. Also as a
benchmark, gross international reserves of the Bank of Uganda from
end-June 1988 are to increase by US$10 million by end-March 1989 and
Us$20 million by end-June 1989. In addition, relative teo the position
at end-June 1988 external arrears are, as a result of debt rescheduling,
to decrease by US$10 million by end-September 1988 and remain at or
below the end-September 1988 level as of end-December 1988, end-March
1989, and end-June 1989. Broad money, which 1s not a program benchmark,
1s expected to increase by 68 percent from end-June 1988 to end-June
1989, which is broadly in line with the 60 percent rise in consumer
prices and 5 percent real growth in GDP envisaged during the year.

b. A limit of USh 9.8 billion has been set on the 1988/89
government budget deficit, as measured on a commitment basis and
including grants. In addition, benchmarks have been established for
central government tax receipts and current expenditure, as indicated in
the attached table.

c. New nonconcessional foreign borrowing by the public sector will

he I;rq;ter] acs followe: the Government and the Bank of ”annrla will

i oLian4 UL LlOW vie LOvVeriimentc Wil

neither contract, guarantee, nor receive disbursements of an aggregate
amount of external borrowing on nonconcessional terms (DAC definltion)
Iln excess of US$10 mitlion with an initial maturity of up to and
including 15 years. This restriction excludes advance sales of export
products, normal trade credits with a maturity of less than I year, and
obligations undertaken as a result of debt rescheduling.
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20, Policy implementation will also be followed closely, with the
following considered as policy benchmarks: (1) the periodic reviews of
the exchange rate described in paragraph 4; (2) completion of the
comprehensive review of customs duties and the domestic tax system
described in paragraph 73 (3) implementation and maintenance of the
interest rate policies described in paragraph 12; and (4) the reviews in
agricultural producer prices called for in paragraph 16.

21, 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.
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Table 9. Uganda: Quantitative Benchmarks for the Second-Year
Arrangement Under the Structural Adjustment Facility
September 1988-June 1989

1988 1989
Sept. Dec. Mar. June

(In billions of Uganda shillings;
end of period)

Cumulative change at end of period in
Net domestic credit 3.5 5.5 7.5 8.6
Net bank credit to Government -1.0 -2.0 -3.0 ~5.0

Overall budget deficit on
a commitment basis and

including grants ‘e e aes 9.8
Tax revenue von co cen 50.9
Current expenditure 1/ vas . cas 50.1

{In millions of U.S. doilars)

Cumulative change at end of period in

New nonconcessional borrowing,
excluding advance coffee sales,
short-term trade credits, and

borrowing under debt rescheduling 5 5 10 10
External payments arrears -10 -10 -10 -10
Gross foreign reserves -- -- 10 20

1/ Fund staff classification.
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UGANDA - Relations with the Fund

(As of July 31, 1988)

Membership Status

(a) Date of membership:
(b) Status:

September 27, 1963
Article XIV

A. Financial Relations

General Department (General Resources Account)

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

(¢) Fund credit:
0f which:

Credit tranches
Enlarged access

Compensatory Financing

Facility (exports)

(d) Reserve tranche
position:

SDR 99.6 million
SDR 258.0 million

(259.1 percent of quota)
SDR 158.4 million

(159.1 percent of quota)

None
SDR 108.6 million
(109.1 percent of quota)

SDR 49.8 million
(50.0 percent of quota)

Financial Arvangements and Special Facilities

(a) Current arrangement:

Arrangements under the structural

ad justment facility

(i) Duration
(i1) Amount
(iii) Utilization

(b) Previous stand-by arrangements:

(i) In 1983/84
(1) Duration
(2) Amount
(3) Utilization

(4) Undrawn balance

(ii) 1In 1982/83
(1) Duration
(2) Amount
(3) Utilization

(4) Undrawn balance

June 15, 1987-June 14, 1990
SDR 63.246 million
SDR 19.92 million

Sept. 16, 1983-Sept. 15, 1984
SDR 95.0 million
SDR 65.0 million
SDR 30.0 million

Aug. 11,1982-Aug. 10, 1983
SDR 112.5 million
SDR 112.5 million
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UGANDA - Relations with the Fund {continued)
{(As of July 31, 1988)

(iii) 1981/82

(1} Duration June 5, 198l1-June 30, 1982
(2) Amount SDR 112.5 millioen
(3) Utilization SDR 112.5 million

(4) Undrawn balance -
(c) Special facilities:

Compensatory Financing Facility

In 1987/88
Date approved: February 5, 1988
Amount : SDR 24.8 million
In 1986/87
Date approved: June 15, 1987
Amount : SDR 25.0 million
In 1981/82
Date approved: June 5, 1981
Amount: SDR 45,0 million

Iv. SDR Department

(a) Net cumulative allocation: SDR 29.4 million
(b) Holdings: None
(c) Current designation plan: None

V. Administered Accounts

{(a) Trust Fund
{i1) Disbursed: SDR 22.5 million
(ii) Outstanding: SDR 9.8 million

VI, Qverdue Obligations to the Fund:
(As of July 31, 1988) SDR 20.0 million

B. Nonfinancial Relations

VII. Exchange Rate Arrangement:
Since July 1, 1988, the Uganda shilling has been pegged to
the U.S. dollar at the rate of U Sh 150 per U.S. dollar.




- 50 - APPENDIX II

UGANDA - Relations with the Fund (continued)
(As of June 30, 1988)

VIII. {a) Last Article IV consultation discussions (standard 12-month
cycle) were conducted in March 1987, and concluded on June 15,
1987. 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 3, and in
concluding the 1987 Article XIV consultation with Uganda and in
the light of the 1987 Article IV consultation with Uganda under
Decision No. 5392-(77/63), adopted April 29, 1977 ("Surveillance
over Exchange Rate Policies").

2. Uganda maintains the restrictive exchange measures
described in SM/87/127, in accordance with Article XIV,

Section 2, except that the restrictions evidenced by the
allocation of foreign exchange and by the accumulation of new
external payments arrears are subject to approval by the Fund
under Article VIII, Section 2(a). The Fund notes the intention
of Uganda to liberalize these restrictions, encourages the
authorities to remove them as soon as possible, and, in the
meantime, grants approval for their retention until December 31,
1987.

(b) Last staff visit, to discuss performance under the first-
year SAF arrangement and assess the case for a CFF purchase, was
held during October 14-28, 1987.

IX. Consultation Cycle

A consultation cycle of 12 months was indicated in the
summing up of the 1986 and 1987 Article IV consultations.

X. Technical Assistance

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

(a) CBD has provided technical assistance through its
panel of experts and by various missions:

(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
(Mr. Schelin, May-July 1981)};
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(11i) Advisor to the Governor, to assist the Bank
1n 1ts operations of foreign exchange
(Mr. Niehues, September 1931-April 1982).
During his assignment, Mr, Niehues became the
Director of the newly created Foreign Exchange
Operaticns 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 GCovernor, to assist the Bank in
strengthening its Acccunts 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);

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

{xii1) Advisor to the Covernor on Bank Supervision
and Development Finance (Mr. Bhagavat,
December 1983-September 1983).

(xiii) Advisor to the Governor on Accounting
{Mr. Soeting, June 1988-June 1989)
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UCANDA - Relations with the Fund (continued)
(As of June 30, 1988)

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
technical assistance 1n accounting. A fourth mission, to
review the banking system and assess the instruments for
monetary credit control, took place Junme 15-25, 1988.

(b} FAD has provided technical assistance through
members of its panel of experts and several
miss10ns:

(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);

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

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

In addition, FAD missions have visited Uganda as
under:

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

(1i) To assist in redrafting the Income Tax Decree,
(October 5-23, 1984).

(c) Uganda has also received technical assistance
through several missions from BUR which have visited
Uganda since 19873:

(1) To review the system of reporting and to
update BOP staristics {January 10-24, 1983);




UGANDA - Relations with the Fund {continued)
(As of June 3D, 1983)

(ii) To give a seminar on the system of reporting
government finance statistics 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).

(d) LEG has provided technical assistance in the fields
of fiscal and banking legislation through the
following missions:

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

(i1} To review fiscal legislation and prepare a
draft Income Tax Act (October 22-November 4,
1983);

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

(iv) To redraft the Income Tax Act (February 3-
March 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)y and

(vii) To revise customs legislation {(June 22-29,
1988)

In addition, LEG staff assisted a delegation of tax

officials from Uganda visiting headquarters in

drafting certain incnme tax regulations and other
. explanatory memoranda related thereto.
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Uganda--Statistical Issues

l. Outstanding statistical issues

a. Real sector

With technical assistance from the World Bank the Ugandan
authorities began compiling data on gross domestic product at current
market prices in early 1988. Data for real GDP are still based on 1966
prices. A recent general economic data mission from the Bureau of
Statistics recommended that the constant price series should be rebased
at the prices of a recent year, and that the consumer price indices
should be revised following the completion of an updated household
expenditure survey.

So far as customs-based trade data are concerned, these are
available in computer printouts up to 1984, and the 1985 data are being
processed. There is a need to systematize procedures for the
verification of the data. Despite incempleteness of coverage, the
Statistics Department could make use of these data, particularly in
compiling unit value indices.

b. Government finance

The 1987 Government Finance Statistics Yearbook includes data in
the statistical and derivation tables for the budgetary central
government rthrough 1984 and provisional data for 1985 and 1986. Tt also
includes data on revenue and expenditure for local governments for the
years 1980 through 1983. There is a need to expand the coverage of the
central government data by including data tor the extrabudgetary units
and the Social Security Fund, It is also important to include central
government data on the economic classification of expenditure in order
to improve the presentation for Uganda in the Yearbook. The annual time
series in IFS correspond with the data in the GFS Yearbook. Monthly and
quarterly data are not reported.

c. Monetary accounts

During the past year, the authorities have reported only limited
statistical data in the money and banking area other than on exchange
rates and interest rates to the Bureau of Statistics. Data on the
deposit money banks accounts were recently reported for the months of
July 1987 through March 1988,

(i) Outstanding issues

A technical assistance mission visited Uganda in October 1987 and a
report on the findings of this mission has been sent to the
authorities. The report notes that two major problems inhibit the
derivation of accurate and current money and banking statistics; these
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UGANDA - Relations with the Fund {centinued)

(ii)

(111)

(iv)

(v)

(vi)

(As of June 30, 1988)

To give a seminar on the system of raporting
government finance statlstics and te update
the data {(August 15-23, 1983);

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

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

To review national accounts data {November
1986}; and

To review balance of payments data (February
1987).

{d) LEG has provided technical assistance in the fields
of fiscal and banking legislation through the
following missions:

(1)

(ii)

(1ii)

(iv)

(v)

(vi)

{vii)

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

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

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

To redraft the Income Tax Act {(February 3-
March 1, 1985);

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

To revise sales and excise tax legislation
{(October 14~24, 1987)}; and

To revise customs legislation (June 22-29,
1988)

In addition, LEC staff assisted a delegation of tax
officials from Uganda visiting headquarters in
drafting certain income tax regulations and other
explanatory memoranda related thereto.

II
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UGANDA ~ Relations with the Fund (concluded)
(As of June 30, 1988)

(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.

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. He was preceded by
another staff member, Mr. Z. Ebrahim-zadeh, who served as resident
representative during September 1984-November 1987,




Uganda: Outstanding [DA Credits by Sector 1/

- 55 -

APPENDIX IIT

(As of May 30, 1988; in millions of U.S. dollars)

Total Disbursed Undisbursed

Agriculture 133,37 51.44 81.88
Educatiaon 32.00 31.76 0.24
Water supply and sanitation 28.00 17.69 10.31
Transport and communicacions 76.00 .14 69.86
Power and eneréy 47.89 4.59 43.30
Industry 35.00 20.01 14,99
Reconstruction 2/ 89.00 39.01 49,99
Technical assistance 15.00 7.28 7.72

Toral 3/ 456,26 177.97 278.29

Source! Data provided by the World Bank,

1/ Uganda's IBRD loans have all been fully disbursed.
2/ TIncludes economic recovery credits.
3/ Excludes completed IDA credits of US$283.45 million.
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Uganda--Statistical Issues

L. Outstanding statistical issues

a. Real sector

With technical assistance from the World Bank the Ugandan
authorities began compiling data on gross domestic product at current
market prices in early 1988. Data for real GDP are still based on 1966
prices. A recent general economic data mission from the Bureau of
Statistics recommended that the constant price series should be rebased
at the prices of a recent year, and that the consumer price indices
should be revised following the completion of an updated household
expenditure survey.

So far as customs-based trade data are concerned, these are
available in computer printouts up to 1984, and the 1985 data are being
processed. There is a need to systematize procedures for the
verification of the data. Despite incompleteness of coverage, the
Statistics Department could make use of these data, particularly in
compiling unit value indices.

b. Government finance

The 1987 Government Finance Statistics Yearbook includes data in
the statistical and derivation tables for the budgetary central
government through 1984 and provisional data for 1985 and 1986. It also
includes data on revenue and expenditure for local governments for the
years 1980 through 1983. There is a need to expand the coverage of the
central government data by including data for the extrabudgetary units
and the Social Security Fund. It is also important to include central
government data on the economic classification of expenditure in order
to improve the presentation for Uganda in the Yearbook. The annual time
series in IFS correspond with the data in the GFS Yearbook. Monthly and
quarterly data are not reported.

c. Monetary accounts

During the past year, the authorities have reported only limited
statistical data in the money and banking area other than on exchange
rates and interest rates to the Bureau of Statistics. Data on the
deposit money banks accounts were recently reported for the months of
July 1987 through March 1983.

(i) Outstanding issues

A technical assistance mission visited Uganda in October 1987 and a
report on the findings of this mission has been sent to the
authorities. The report notes that twoe major problems inhibit the
derivation of accurate and current money and banking statisticsj these .
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ares (1) the inability of the staff of the Accounts Department of the
Bank of Uganda to prepare current monthly balance sheets for that
institutiony and (2) the consequent reliance on Foreign Exchange
Operations Department records to derive estimates of the Bank of
Uganda's net foreign assets. The report contains proposals to overcome
these difficulties. Data on the Bank of Uganda's accounts have not been
reported to the Bureau of Statistics beyond December 1986. Data on the
net foreign assets of the Bank of Uganda used in the report have been
compiled by the staff.

d. Balance of payments and external debt

A report on the technical assistance mission to Uganda was sent to
the Director, Research Department, Bank of Uganda in June 1i987. No
comments have so far been received on the report. The External Debt
Management Office (EDMO) of the Bank of Uganda maintains comprehensive
data on debt service obligations and external payments arrears although
the latter are frequently available only with a lag of several months.

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 July 1988 issue of
IFS. Real sector and other financial data have been provided primarily
via the Fund's African Department, since the data provided by the Bank
of Uganda have generally been limited to information on exchange rates
and interest rates. Balance of payments data are based on reports sent
to the Fund's Bureau of Statistics by the Bank of Uganda, which during
the past year have been provided on an infrequent basis.
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Status of IFS Data

Latest Data in
July 1988 IFS

Real Sector -National Accounts 1985 (constant

prices)
-Prices April 1988
-Production n.a.
-Employment n.a.
-Earnings n.a.
Government Finance -Deficit/Surplus 1986 1/
-Financing 1986 1/
-Debt: Domestic 1986 1/
Foreign 1982 1/
Monetary Accounts -Monetary Authorities Dec. 1986

-Deposit Money Banks
-Other Financial
Institutions N.a.

July 1987 2/

Interest Rates

External Sector

-Discount Rate
-Bank Lending/

Deposit Rate
-GCovernment Bond Yield

-Merchandise Trade:
Values: Exports
coffee
Imports

Unit value of exports:

coffee
—Balance of payments
-International Reserves
-Exchange Rates

March 1987

March 1987
June 1987

1984
Q2 1986
1980

QL 1985
1986

Dec. 1987
March 1988

1/ Provisional data.

through March 1988.

1 Fiscal year ending June 30.
2/ The August 1988 issue will carry data for the deposit money banks
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UGANDA--Basic Data
Area, population, and GDP per capita
Area: 241,139 square kilometers
Population (1987):
Total 16.0 million
Growth rate 3.0 percent (1973 to 1985)
GDP per capita (1987): Uss$225
1983 1984 1985 1986 1987
National Accounts (In millions of Uganda shillings)
GDP at factor cost
(at 1966 prices) 7,171 6,787 6,715 6,643 6,338
Agriculture, forestry, and
fishing 4,050 3,619 3,486 3,318 3,413
Manufacturing 290 300 267 235 248
Construction 32 34 39 43 49
Commerce 575 533 574 551 576
Government 909 923 932 941 950
(In percent)
Annual real rate of growth 4.3 -5.4 -1.0 -1.1 -2.9

1983/84 1984/85 1985/86 1986/87 1987/88

Est.
Price movements (Percentage change from the previous vear) 1/
Cost of living:
GDP deflator 2/ 40 107 127 260 181
Cost of living index 29 100 130 256 189

1/ Fiscal year July-June; locrease in yearly average.
2/ Staff estimates.
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UGANDA--Basic Data (continued)

APPENDIX V

1983/384 1984/85 1985/86 1986/87 1987/88
Staff Est.
Central government finance (In millions of Uganda shillings)
Revenue and grants 974 1,689 3,350 6,433 19,326
Of which: revenue (929) (1,621) (2,846) (5,871) (15,413)
Expenditure 1,154 2,397 4,723 11,433 27,768
Current {(695) (1,568) (3,517) (7,290) (14,967)
Development (129) (349) (1,206) (4,143) (11,505)
Unallocated (330) (480) {(--) (--) (1,296)
Dverall deficit {commitment basis) =180 -698 ~-1,690 -4,065 -8,442
Change in arrears ~84 63 317 193 -744
Dverall deficit {cash basis) -2b64 -635 -1,373 -3,872 -9,186
Financing 264 A35 1,373 3,872 9,186
Foreign (net) (30) (96) (432) (1,184) (4,838)
Domestic (net) (234) (539) (94)  (2,684)  (4,348)
Of which: banking system [-27] [556] [572] [3,077] [4,458]
{In percent of GDP)
Revenue and grants 14.0 12.5 11.0 5.8 6.2
Expenditure 16 .6 17.7 15.5 10.4 9.0
Overall deficit {(commitment basis) -2.6 -5.2 -5.6 -3.7 -2.7
(Annual percentage change) 3/
Money and credit
Domestic credit (net) 34 145 82 107 135
Government (net) (~4) (7 (31) (68) (51)
Nongovernment (38) (73) (51) (39) (34)
Money plus quasi-money 2 139 148 96 167
1/ Fiscal year (July-June)
2/ Data for fist nine months.
2} As percent of broad money at the beglnning of the period.
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UGANDA--Basic Data (continued)

Balance of payments 1983/84  1984/85 1985/86  1986/87  1987/88 1/

(In millions of U.S5. dollars)

Exports, f.o.b. 378 383 379 383 303
Imports, c.1.f. -368 -391 -379 -494 -606
Trade balance 10 -8 1 -111 -303
Services (net) -105 -112 -101 -111 =129
Unrequited transfers {(net) 97 104 132 140 228
Current account balance 3 -15 31 -82 ~-205
Capital account balance 71 69 -8 11 142
Overall balance 73 323 24 71 48
Financing -73 =55 =24 =71 -48
0f which:
Monetary authorities (net) =52 -48 -38 21 =31
Exceptional financing 42 53 - - 105
External arrears (reduction -) -63 =59 19 39 37
Current account balance
as percent of GDP 0.1 -0.5 1.1 -1.0 -4.0
Gross foreign reserves
(end of period) 95 63 64 31 35
{in months of imports) 3.1 1.9 2.0 0.8 0.7

External public debt

Disbursed and outstanding
(end of period) 1/ 1,257.9 1,140.6 1,127.1 1,206.0 1,416.8

Debt service ratio (as percent of
exports of goods and nonfactor

services) 41.3 46.9 52.1 54.2 53.5 gj
Excluding the Fund 29.7 24.3 22.3 27.5 22.1
IMF 11.6 22.6 29.8 26.7 31.4

1/ 1Including Fund credit, but excluding arrears.
‘ Z/ After rescheduling.
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UGANDA - Basic Data (concluded)

Social and demographic indicators

Population density (1987) 66 per square km
Population characteristics (1986)

Life expectancy at birth (years) 43

Infant mortality (per 1,000 births) 105
Health

Population per physican (1981) 21,270

Population per nurse ————- 2,000

Daily calorie supply (1985) 2,483
Education (1965)

Primary school enrollment {(percent) 67

Secondary school enrollment (percent) 4




